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American Plans for Reorganization of tho
Germen Banking System Hans J. Dernburg

In December 1946 three Land Gentral Banks were established to serve
as regional centrel banks for the threc L8nder (Stztes) of the American Zone
of Cccupation in Gormany. Establishment oi such regional institutions is part
of o more comprehcnsive plan which has been orepered for Germany as @ whole
by the Financc Division of OMGUS and generally referrcd to &s the Dodge Plan.

The American plan for reorganization of the German banking systcem is
beszd upon the following two principles estanlished at the Potsdam Conference:

(1) "at the ecrlicst practicable date, the German ceonomy
shall. bc decentralized for thc purbosc of climinating
the present cxcessive conccntration of economic power
2s cxemplificd in particular oy cartels, syndicates;
trusts, ond other monopolistic arrengements. i

(2) "buring the period of accupation, Germany shall be
trected as a single cconomic unit. To this cnd
common policics shall ¢ ecstoblished in regerd to ...
currcney and banking; central texetion end customs.™




. In implomentation of these principles, the plan proposes decentrali-
_zation of the German barking system (central and commercial benking) o the
Tand lowvel, ligquidation of Gontany's central bank (Roichsbank), and the
bresking-up of her-big commercial bank systcms (Grossbanken). Moreover, the
imeriecsn Military Government has sought adoption of its program in all occu-
pation zones and the cetablishment of central agencles for Germany 2s a whole,

Tho Amorican Plant/

The American Plan would establish o bonking system organized in
the three following stratas

(1) The Allied Banking Board and the tinder Central Benk
Commission for Germeny as & wholc

(2) The Land Central Bonks for each of the German Linder;

(3) Locel and regional credit institutions, 2ll decentral-
ized to the Land level. '

(1) The Allicd Benking Board and the Linder Centrcl Benk Commission.
The Germon banking system would be domincted by an Allicd Banking Board repre-
senting the Allied Govermments and a I¥nder Centrsl Bank Commission (comparable
to the Board of Goveornors of the Federal Rescrve System) rcpresenting the
centrel banks of the 18nder. The Allied Banking Board would consist of four
members, one rcpresenting cach of the occupying powcrs; the Linder Central
Bank Commission wowld bc composed of 12 members, thrce from cach Allicd Zone,
to be appointed by the Zone Commanders from cmong the presidents of the Land
Central Banks within each zone. .

The hoad office of the Reichsbank would be liquidoted while mony

of its functions would be trensferred to the two supervisory agencies

mentioned. The letter, working togcther, would be #the solc authority for

the issuc of & currency common to a1l of Germeny," though the notes themselves
would be distributed through the mecium of the Lond Centrel Banks. They would
ostablish uniform policics with respect to currency ond banking and coordincte
policics in the individusl I¥nder. Thus the policics tc bc followed by the
Lond Central Bonks with respect to such motters cs discount rotes, open market
operctions, cnd rcserve rcquirements would be 1laid down by the two supcrvisory
bodies. They would also control institutions speciolizing in the clearing
and settlement of domestic finoncial tronsactions or in foreign exchange
transcctions.

(2) The Lond Centrel Bonks. In cach of the I¥nder constituting
the future German Federotion (probebly 12 in nunber) & Land Central Benk
(Landeszcntralbank) would be cstablished, supplonting branches of the fomer
ncichsbenk in that arca. These centrel bonks would be channels for the distri-
bution of thc uniform currency. They would not deal directly with the public,

1/ The following cnalysis is Tased on the plan as presented for quadripertite
discussion beforc the Coordinating Cormittce on October 17, 1946 (84th
moeting) and the Control Council on October 21, 1946 (44th meeting).
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but would be bankers' banks extending credit facilities to the individual
_banks in the Land, setting interest and discount rates, executing open-market
overations, regulating reserve requirements, and supervising the clearing and
settlement of financial transactions. However, in 21l these activities, they
would have to follow the policies, regulations, and instructions laid down by
the two supervising authorities. They would be bankers for the respective
18nder insofar as thesc tasks were not reserved to other institutions such as
the Pavarien State Bank in Bavaria. The responsibilities of the Land Central
Banks with respect to foreign exchange transactions have not yet been formu-
lated.

The capital of Land Central Benks would be subscribed initielly by
the Idnder Governments but would subsequently be reapportioned among the
individual banks of cach Land. Their day-to-day operations would be con-
trolied by a Chairman and 2 President, both of whom would be apvointed by
the two supervisory agencies, subject to the approval of Military Government
authorities of the respcctive zones. There would clso he a board of directors
(Aufsichtsrat) composcd of nine members, threc of whom would be appointed by
the two supcrvisory agencies, three by the Finance Minister of the Land (from
the officers or cirectors of individual benks within the Lznd), and threc by
the Minister of Economics of the Land to represcnt the ceonomic interests of
the Land in trade and commerce, agriculturc, and industry.

(3) Local end Regional Credit Institutions. A1l credit institutions
would be strictly local or rcgional in oharccter. Branches within the Tand
would not be prohibitecd but no benk would be allowed to cstablish or retein
brenches outside of the Land in which its heod office is 1ocated.l/ Banks with
branches in more then one of the I8nder would be required to sclect the Lend
in which they preferrced to esteblish their domicile. In this process the main )
offieces of thc Berlin #Grossbenken would be ¢liminated; their branch systens
would be liquidated or broken up into a scrics of non-interdependent regional
branch systoems, eocch confined within an individucl ILend. In carrying out the
reorgenization, moreover, the number of benks cnd brenches within each Lend
would be reduced to conform to the present limited service necds and cvailable
pcrsonnel of cach Lend and community. Wherc rotionclization is deemed ad-
wisable or nccessary, the offices or brenches of the larger banks might be
climincted or chsorbed by smoller banking institutions. Consequently, the
branches of the Grossbonken would be absorbcd in meny cascs by loczl or
regional institutions.

The head office of any bonk would be completely indcpendent of any
control, direct cr indircct, bv any benking institution, governmental agencys
banking association, or similar organization located outside the Land in which
the bank is locoted. This would abolish the tyvc of influcnce which central
eredit institutions and central banking associctions in Berlin formerly cxer-
cised on credit institvtions in the Reich, cspecially on savings banks and
credit cooperatives.

17 A plan recleascd to the press on December 13, 1945, provided for an cven
grester degrcc of decentralization. It stipulated that over & period of
time to be agrecd upon, branch banking systems within the Land would be

further deccentralized to & Londkreise or Stedtircise (county or city)
bzsis., It appears that this part of the original plan has been abandoned.
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p Although ownership and control would be confined within the Linder,
‘banking business could be conducted on 2 nation-wide basis; each bank would
we alloWwed to carry on business outside the boundary of the Land in which it
48 located or to esteblish correspondent vank relationships with banks in
other Linder.

(uadripartite Negotiations on_the American Plan

The American plan was submitted on October 21, 1946, to the Control
Council of the Allied Control Authority for adoption for Germany as & whole.
Because of objections from the Soviet Union the proposal was withdrawn from
the agenda and referred back to the individual governments. While the three
westcrn powers consented to the decentralization of the German benking systom,
provided that a central banking cuthority was created, the Sovict represente~
tive took the position that creation of central benking machinery should be
postponed until the gencral question of the stopilizetion of the currency had
heen solved. Morcover, while the Amcrican vplan provided for the liquidation
of the head offices of the Grossbanken, and for the splitting-up of regional
branch banking systems created by the Grossbanken, the representative of the
Soviet Union objccted to this portial and compromise’ solution 2nd supported
complete liquidation. The Soviet represcntotive cmphasizcd that banking monopo-
lies in the Soviet zonc were liquidated in lay 1945. At that time all banking
institutions, including brenches of thc Crossbonken, worc closed to Prepare
the wey for a completely ncw banking system consisting of five ncw provineicl
bonks and somc 470 now city and county bonks (Stedt-und Lreisbanken). In the
three western zones of occupstion, on the other hand, the cxisting banking
institutions, including branches of the Berlin Grossbonken, had been allowed
to continue in exisicnee. In referring to this situction, the Soviet repre-
scntetive cccused the threc westorn POwers of Wlceving monopolies, including
ponking monopolics, undisturbed," an accusation which is obviously unfounded.
It is @ifficult te cxplein the Russion attitude cxecpt from the dosire to
object to omy solubion of the banking problem which docs not odapt banking
concitions in the Reich to those created by the Russions in their ocwn zone.

Whilc adopticn of the Amcrican plan on & cusdriportite level has so
fer proved jmprocticoble, the Amcrican sutheritics hoeve pushcd the cxceution
of the plzn in thelr ovn zonc of occcupction, thot is, in the tarce Londer—-
Roveria, Wirttomborg-Boden, and Hessc. in foct, os coerly oS mid-vccember 1945
the rilitary Govermicnt dirccted the “Hpderrot, consisting of the Minister-
Presidents of the threc Lindcr, to bring obout cecontralizetion of banking and
berde supervision cccording to the imericen nlon.  However, action in the
Amcricon zone wWo.b pestponed pending cfforts of the United Stetes Military
Govermment to roach agreement with the othor oowers on uniform legislation for
Germeny s & whole. In October 1946 the 14 derret wos finally adviscd tc econ~
cludc its deliberaticns ond in cerly December 1046 laws concerning the estab-
lishment »f a Iond Central Bank wore procicimed in coch of the three Linder,

~

Thesc lows went into cifect »n Jonuery 1, 1947,

gggmggpd_cggtmal Benk Lows

liahed

Bxecpt f£or minor dctails, the Land Central Bonk lows arc identical
f:r the tirec I8nder, They ebclish the Beichsbonk in the imerican zonc and
substitute for it throe Land Centrol Bonks., It wes cnneunced thet these lows
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would be followed soon by legislation concerning decentralization of Geren
private eredit institutions, ond the brooking up of the branch banking systoms
of the Berlin Grossbenken. The British may be expected tn follow suit in their
zone of sceupation so thot decentralizetion would eventually be secured on &
bi=~zonal basis.

The threc new Lend Central Banks have been formed from branches of
the Reichsbonk formerly operating in the American zonc; the Reichsbank branches
in Munieh, Stuttgort, and Wiesbaden were mode the head offices of the three
regional institutions, while the remaining brenches were transformed inte
bronches of the newly created central bank in the Land in which located. Al-
though not considered legal successsrs of the Heichsbank, thoy took over a1l
real estate and all cperating equipment »f thet institution situvated vwithin
the Idnder, as well as 211 other types of asscts including the stock of Reichs-
bank notes. They were authsrized, moreover, to assume cortain liabilities
arising out of banking tronscctloms of. the Roichsbank branches within the
rospective Linder. If muy be noted in this conncetion thet in Mareh 1946 total
assets of the 71 Reichsbenk branches in the Lmericon zone of secupation amounted
to 9,431 million marks of which 4,063 million marks were cash, 3,269 million
morks duc from the head office, and 2,079 million marks other asscts.

The Land Central Bank of Bavaria was given a capital of 50 million
marks, that of Wirttemberg-Baden 30 million merks, and that of Hesse 5 million
marks. The original capitel was subscribed by the respective Linder but within
two years is to be teken over by the individual credit institutions of the
region; equal shares will be apportioned to the three main types of credit
institutions (private, public-lew, and cooperative).

Pending the establishment of a uniform system of issuing bank notes
throughout Germany (through the projected Allied Banking Board and the Linder
Central Bank Commission) each of the three Zand Central Banks has the following
functions:

(1) To regulate the circulation of currency and the supply
of credit;

(2) To insure the solvency of crecit institutions and to
hold rcscrves ageinst deposits in credit institutions;

(3) To cxecute cash trensactions for the State and other
corporations created by public law, and to grant short-
tom crcdit to such public institutions insofar «s thesc
+asks co not fzll to other institutions, such as the
Buvarion State Benk in Hunich;

To ottend to non-cash transfers and clearing of checks
ond to cssist in fincncial tronsactions with other German
Ldnder, and to facilitcte internotional exchange trons-
netions when thesce have been resumcd;

To sttend to the safekeeping of sceuritics, to hold them
and to attend to their transfers.




otios 16 Land Central Barks were 2
astions:

(1) To buy and sell three-nome bills of exchange maturing
not loter than six months from the day of purchase;

{2) To buy and sgll Trezsury bills of the German Reich and
the Germen Linder which mature within six months from
ths date of purchese;

(3) To buy and sell in the open morket interest-bearing
securitics, in order to regulite the money maerketb;

{4) To buy 2nd sell forcign exchange subject to existing
legel restrictions;

(5) To grent interest-bearing lozns of no more thon six
months' maturity sgainst various types of collateral
(Lombzrd loans); -

(6) To gront credits to the Stotc ond, with the approval of
the Ministcr of Finznes, to the Roilroad Acdministrations
and other corporations ereated by public law in order to
cover temporary cash deficits {the cggregate of such
loans shall not excced onc-fifth of the total deposits);

(7} To accept non-interest-bearing deposits for giro or
cther purposes;

{8) To receivc and hold in custody valucbles, especiclly
seeuritics, on behalf of credit institutions and public
ageneicess

(9) To serve as "Wertpopiersammclbenk® (Central Agency for
the scfckeeping ond transfer of sceurities).

With respect to their functions and privileges, thc new Land Central Banks do
not ciffcr substonticlly from the former Reichshank (or from any other central
bonk, for that motter), The main differcnce is thet thoy arc not note-issuing
institutions. Morcover, their busincss activitics arc limited expressly to
dealings with credit institutions and public agencies, while the former
Reichsbonk declt olso with business centerpriscs.

The chorccter of the Benks os bonkers' honks is cmphasized by the
reguletions concerning roscrve requirements. Credit institutions having head
offices or agencics within o given Land arc requircd to maintein minimum de-
posits with the Lend Centrel Bank. These sihall bear o definitec relation to
the deposit liabilitics of such institutions. It will be permissiblc to
di fferenticte between diffcrent types of crcdit institutions and diffcrent
forms of denosits. Similar regulations of & general charccter had been con-
tzined in the Reich Credit Lew of Lecember 5, 1934, but it never becomé neces-—
sary to specify cetusl rescrve rotios becausc of the high liquidity which
prev..iled during the yoors £~11-wing passage of that law. It is quite possible
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that, under American influence, these regulations will gain considerable im=
portance as an instrument of barking policy, porticularly after the monctory
reform hos beon carried out and the German econcmy has boen drained of its
cxeessive cash reserves.

Eoch of the three Land Central Benks will be supervised by a Board
~f Directors and menaged by 2 Board of Mancgers, the lattor eonaisting of the
Prosident, the Vice-President, and such other officers as may be required.

The President ond Vice-President of each benk are appointed by the Minister of
Finance; the other members are appointed by the Board of Directors upon rocom-—
mendation of the President.

The entirc management of each institution is supervised by the
Board of Directors which cstablishes the principles underlying the cxecution
of the functions of the Bonk". In so doing, it will be bound bv recommendations
of the hdvisory Council (sce below) cstablished as 2 coordinating body between
the throe Land Control Banks. The Board of Directors will consis® of nine
members including o President and o Vice-President. The President will be
appeinted from among its members; the President of the Lond Control Bonk will
he its Viece-President. Other members of the Board, besides the President of
the Land Centrzl Bank, are: the head of the Benk Supervisory Authority, one
representative each fronm pgriculture, trede, industry, and from labor and
szlaricd employees, 21l of whom will be appointed by the Minister having
jurisdiction in the respective ficld. In addition, the sharcholders will
elect one representotive from private bonking, one from the credit coopera-
tives, and one from the public lew credit institutions, such as scvings hanks .
The Board of Honagers ond the Board of Directors will reach decisions by
majority vote; in case of & tie, the vote of the respective President will
prevail., The composition of the Board devictes somewhat from that projected
under the gencral plan of reorganizoticn, where three »f the members were to
be oppointed by the 41licd Bonking Board and the Linder Central Bank Comnission.

Eech Tanc Central Benk is subject to Stete supervision which 1s
excreised by the Bonk Supervisory Authority. The highest authority in the
field of banking, rowever, is the Advisory Council, which cdirects and co-
rrdinntes the bonking policies in the three Lincder. Its functions are to
rocommend to the Bocrds of Lircectors of the three Tond Central Bonks uniform
discount and intcrest rotes, minimun reserve requirements and principles under-
1ying open-market policy; to provide for unifcm crgenization of paymcnts by
cashless tronsfor ond chesks to regulate trensiors o end from other German
Lfnder; and, after resunption Nf transcetions with forcign ccuntries, to regu-
lote such internotional tronsfers. BFach Land is represented cn the Souncil by
three represenicotives, the President of its Tend Contral Bonk, the head of its
Bank Supcrvisory Authority, end o menber of the Boord nf Direct rs of its Land
Centrel Benk to be apoointed by that Bocrd. Decislons arc reached by majority
vite. The compositinn of the Advisory Council dovictes eonsidercbly from that
of the iHnder Centrcl Benk comaission os projected under the Amerieon plan for
Germany o5 & wholc, Tt will be remembered thot the Comnission was to consist
of 12 membors, chosen by the Z-ne ~oumunders from among the Presidents of the
Land Central Bonks (sec poge 2).




It has been generally noted that imerican plans for reorgaﬁﬁ;zation

~of German banking heve taken the American banking system 28 a model, The
1&nder Central Bank comnission of the general plan (or the Advisory Cowtedil
as now establlshed in the American zone of oceupation) corresponds to the
Board of Governors of the Federal Reserve Sratem; the Land Central Banks
correspond to the 12 Federal Reserve Banks; and the svstem of local unit
burks or brench banks limited to cach lLand is also patterncd on the American
system which excludcs nation-wide brench benking. Therc arc, mOreover, a
aeries of indivicual features talen dircetly from the Amcricen system, such
28 the reserve reguircments, ownership of the Lend Central Banks through the
credit institutions, composition of their Bosrds of Directors, ete.

The contral bonk system plenncd for Gemany may, nowever, develop
less cohesion ond show 2 highor wegrec of decentralization then the American
systom. Less cohosion nay dovelop if, in the coursc of time, the Allied
Ronking Boord should rocede into the backgrownd or discpoear completely and.
relinquish 21l its powers ©o the Li¥nder Centrel Bonk Commission. It will he
remombered thot the members of the Board of Governors of the Federal Reserve
System ere appointed by the President snd thet in sclecting its membors the
Prosident shall howe due regerd to felr reoroscitation of the financial, ogri-
cultural, industrial, ond commere isl intercsts, ocnd to googrophical divisions
of the country. Though repionpl peints of vicw arc not 1lcft entirely out of
considerction, "the controlling or regulatory body is onc which roprescnts the
interests not of ony perticular closs or group of people but of the Neotion as
o whole ... Since ... the cffect of monetory policr is Notion-wide, the formu~
12tion of monctary policy should be by 2 body wnich represents the Notion and
which is cctivated by nationzl considerctions? (Cholrman Tecles in an address
ot Columbus, Jhio, Fevruary 12, 1335). The Tlndcr Control Bonking Commission,
on thc other hond, wweuld be o sort of poriicment of the Lané Coentrol Benks in-
ssmuch o8 o1l of its 12 mombers would be Prosidents of the Lend Centrcl Banks.
It is questioncble whether uncer these circumstonces the Cormission would
function £.8 an indedendent booy aside from cnd cbove the Land Centrol Banks.

It is clso quitc uncertain thr.t it would b & strong centrolizing force cble

to initicte cffective nction-wide policics. It would re 1cet 211 the regionel
diffcrences of cconaalc interests, tnd spoelol wloes nmight develop to foster
tne interests of the predominintly cgriculturel or tho predoninantly indus triol
1inder, of the thnder formerly occupicd By the soviet Unicn or those formerly
oceupiecd by the estom Povers, of the Lender in = uthern Gomeny or the Linder
frmorly meling up the Prussicn Statc. 3oeh group wight scck o Gominate
notional policics with the result thot decdlncks would develop, meking inditi-
ction ond acministrotion of notion-wide prlicics inpossible. Such difficulties
oy be avolccd o8 long o8 the allica fenking Doard remoing on effcetive force.

Certedn feoturcs of the plon {or Goymony beor more similority to
the Foderodl Rescrve Systonm hefare the rof m legisloiion in the corly 'thirties
then bo the arescnt systen. For cxranlc, ohe “dnder sentrel Bonking Commission,
emaisting cxelusively o f reprosentatives of the Lond Centrel Bonks, will be
composced in the oono nanner oS the importont Federnl Open larket comnitiec
prior to 1935. Until that yeor the latter nocy eonsistcd of the Presicents of
the 12 Peder:l Rescrve Banke. Tts functin wes to formulote open market poli-
cies, while the RBoapd of Governors WoB 1imizcd o adonting or rejeeting such
»wolicies. The Fedorel Reserve heb of 1935 chonged the composition of the




ch now comprises the seven memvers of the Boord of Governors ond
, : i ives (Presidents or First Vico-Prosidents) of the Federal Re~
L serve &mks, thus giving the Governors o majority in the Committec.

- Inz country the size of the United States, the regional system of
12 Foderal Rescrve Bonks offords an essential link between the thousands of
individusl menber bonks, on the one hand, b.nd the Boord of Governors, on the
sther. In comparing the Fedoral Reserve Systun with that planned for Coemmonys
it should be realized that thoe United Statcs is more than 21 times as large
2nd its population about twice as grent as thot of Gemmany. A similar degrec
of deeentralizetion might have been achieved for Germeny by fermation of, sy,
frur or five regions {(as in the United States, "not necessarily coterminous
with any State or Stotes") each of them having its own centrzl bonk, The
systom ~f probably 12 centrazl banks planned for Germany, instesd, closely
follows the futurc pelitieal pattern of the cowntry. The result is that the
Gemzn system would bo more decentrzlized thon the Ancrican systen,

It is generally cgreed that before the wor great cconomic power was
concentratoed in the hands of theBerlin Grossbonken. Before entering into a
discussion of the decontrelizotion problam, it may be pointed out thot, as &
result of war ond post-war developuents, the scopc of the problem has been con~
sidersbly reduced. There were six "Grossbonken® in Berlin, four of which had
notion-wide bronch systems, the Deutsche Bonk, the Dresdner Bank, the Commerz-
bank, 2nd the Bonk der Leutschen Lrbeit A.G. (the latier on 2 esnsiderably
stmzller scale), while two, the Berliner Ilundcls -gescllschaft and the Reich-
controlled Reichs-Hredit-Gesellschaft £.G., hod ne bronches. In the ecourse
of 2 rotionclizotion movement undertokeon during the wor znd terminated in 1943,
the Decutsche Bonk, Drosdner Benk, ond Commerzbank lost about one-third of the
numbcr of bonk offices meinteined by them in 1340. In Loy 1945 the head
offices of the Berlin Grossbanken, cll of which werc locoted in the Russian
sector ~f Beriin, wore closed by the Russicns, who also closed 21l the branches
in their zone of occupstion, iloreover, 21l bronches in territorics east of the
Cder and Neisse rivers were climincted as o result of territoricl chenges. The
Rork dor Deutschen Arbeit, which was comaletcely owned by the German Lebor Front,
en orgenization of the Nezi party, is being liguicdeted in 2ll four zones of
ngeupation under spoeicd lows concerning Nezi property. As & result of these
devolopments, wnly the bronches of the Deutsche Bank, the Drescner Bank, and
the Commergbonlc (211 cut off from their £ omer Berlin head nffices) hove been
spercting in the three western zones of nccupotion.

There ore two moin lines ~f wppraach to the preblen of curbing the
economic power of the Gr-ssbonken. One wanl' consist in divoreing investment
bonking fron eomaercilel bonking, the sceond un bresking up thelr brunch systems,
The Ancricen Plon ploces emphasis on the L ttcr. It is unccrtoin whethor this
cppronch will prove fully cffcetive in the “ong run.

For rcosons which necd not be discussed hepe, banking econ cosily be
conducted n o notion-wide scele and, thercforc, lends itsclf to bigness. The
questin of bonking crgonizotion secms to be of sceonaary importence. Germony
hod notion-wide brench banlking systums in the field of commercinl bank ing,
while ip the United States ermmercicld bonking is limited to the Stote or the
city level, copending on the legislition of the Stete in which the heed office
is lucated. In both eountries, however, the lorgest commercial banks ronk




g dapgest enrporations of the cauntry,%j It is, therofore, quite
poseible thot limiting of branch bonking to the jand lovel will not, in the
iong runs prevent the accumulation ~f ceonomie power, It is interesting to

that wwo of the Borlin Grossbanken hod no Bronches and yet beeome lorge

powerful, These institutions ¢id o nation-wide business and acted lorgely
55 pankers' banks for provineicl banke which maintained considersble bolonces
with thom. The american Plan does not preclude the right of o credit insti-
tution to corry on business outside of the boundury ~f the Lend in which it is
Ineated or to.estoblish correspondent bank rolotions with outside institutions.
&s long os the deposits of o region cxceed its credit demonds, surplus funds
are likely to flow te certoin crcdit institutions doing o nution-wide busincss.
Such institutions moy not reach the magnitude of the f~mer Berlin Grossbonkon,
with their extensive bronches (becsusce ¢ systom vf correspondent bonks is be-
lieved to be less cffeetive in collecting funds) but there may still be insti-
tutions -f considerchble size and representing o substonticl accunulation of
econmic power.

Judging from past experience in times of financial crises, a nation-
wide branch banking system is safer from the point of view of the depositor
then & system of numercus local or regionsl banks. It is doubtless easier
for the centrel bank end the povernment to cdeal with and to assist a few large
branch benking institutions than to assist a nwltitude of local banks. So it
was & comparatively casy task for the Uermen Govermment {and 2 few assisting
institutions) to suvport and to reconstruct faiiing Grossbanken in 1931 by
ruaranteeing their deposits, suoplying them with liquid funds and by sub-
seribing to new ccpitel stock, In this process of reconsiruction, the de-
positoers incurred no losses. 1In this country, on the other hand, scveral
thousznds of benks werc closcd during the benizing erisis with considerable
losscs to depositors. This cxperience cduring the crisis led to benking refoms
in this eountry, such ¢s the introduction of notion-widc ceposit insurence.
The introduction in Cermeny of & systom of local onc rcgional banks may simi-
lorly roquire further complementory legislotion te moke the now systom safe.

The oltcmmcotive epproach of divercing commercial banking and invest-
ment bonking might prove worthy of furthcr ittention, The 3erlin Grossbenken
not only granted short-term industricl crcdit to finonce werking copital nceds
bhut zlso undertool: the finsncing of long~term investment pending the issuc of
sceurities. As a rcsult of thosc 7ery comprohensive business ccetivitics,
rclibions dctween the banks and the industriel corporctions werc cxtremely
closc. Through rcorcscntotion »n the boords of dircetors of mony corporctions,
the bonks cxereiscd o dominant influcnce on formcn industry, cach Bcerlin CGross-
benk hoving its own industricl cmpirce. Proonsils to prohibit bonks from in-
westing in corporats stock cnd from cnicpirg in stock morkct iransvctions hove
alrcady »cen cpproved on o quadripartitc lovel ond on importint beginning in
divoreing commercic’ from investment hdondking hos thus boen made.

1/ Among the 12 lorgest corporctions in the United Stotes in 1935, seven were
fincneicl corporitions, oi which four wore insurcnce compenies anc three
commcreial bonks, The lattor were the Cacsc Netionzl Bank, the National
City nk of Now York, ond Guaranty Trust Company, all of which maintain
Sroneches in grecter New York ond o foew broncacs anroad,
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‘ There is, in gonerzl, o closce interrelntionship boetwecn the structure
of dindustries ond the bonking strueture. Innsmuch os Germany's indestricl
capocity 48 to e reduced and lorge corvorctions cre to be Jissolved, there
will be less nccd for lorge bonking institutions. At relotively low lovels
of industricl production, thore would be Littlc necd for Grossbonkon, and-
thedr deeentralizotion or dissolution would be the loglecl develospment., If,
on the other hond, hisher levels of industry sre cventuslly deeided upon,
stronger finoncini institutions may wlsce 6 required.

Post-~UNRRBA Noeds of Yugoslowic J. Berbert Purth

The United Motions published on Jonvery 24, 1947, o report of the
soeeinl techniecl committoe on relicf nceds oficr terminction o»f UNREL. The
report estimzted winimum import requircments cnd the resources aveiloble for
finaneing the imoort programs for Austrio, Czechoslowkic, Finlond, Groeece,
Hungory, Itely, Poland, and Yugoslovic., It comc to the conclusion thot these
countries, with the exceontion of Czechosl-vakic ond Finlond, will need relicf
cssistance to cn cggregate —2lue of 583 millilion dollors in 1947, in anounts
vorying from 40,2 nillisn dollcrs for Hungory to 143.5 million dollars feor
Austriz. PFor tiose eountries for which cmporible estimoates have been ore-
pered indepcndently, the conclusisgs reached by the committece are by and large
in hormony with provious figurcs.2/ Only in the cosc of Yupgoslavia does the
estimzte apocor unduly pessimistie,

The commitisec ~ssumed thet nininun import requiremcnts for Yugo-
slcvic (including UNRRA shipments to be deliverced in 1947) would rooch 234.5
nillion dollors, cnd decducted cxpected UNRRA shipments »f 40.8 miliion dollors,
exnorts of 129.5 milli-n dollers, ond other rcecipts »f 6.0 milliion dollars,
lecving o deficit of 56,2 willion dollors., It assumed further thet 10.0
million dellcrs of cxports would not be availoble for fincneing the import
progrons, beccusce of biloteral agreements invoiving eredits to troade pariners
“r neeessitoting dmports not vitelly nceded by the Yugeslov economy. It thus
cstimoted the roiicf ossistonce required ot 68.2 million 6°1lzrs.

The Xorgoest item o2 the import side is i70d, cstimuted at £0.9
million d2llers. This figurc opocors for too high., Before the war Yugoslovio
wo.s o substentizl net cxportor of foodstufis. Lecnrding to the announcements
~f the Yuguslav Government, cericulture hos clmost recewered its pre-wor produc-
tivity. Uncer these circumstonces, substaaticl frod imports eculd be decmed
nceessery only if the cloims »f the govermeent os t~ the progress »f the
exuntry's ceontay crce emmplcetely rejceted. Lceeording to imparticl observers,
hwever, dmestic nroduetion, whilc perhops 25 poer cent bel-w the pre-wor
cvernge, wos sufficient sftor the 1946 horvest to provide for o dict »f 3,000
celorics czily per consumer in the fo~d-dr>duecing arecs »f the country, ond
~f 2,000 cnlories in the f£ao¢ deficit .rc.s; the outlar-k for the perind after
the 1947 horvest is roportedly even more foverablc, Yughslovie is ohle, there-
fore, to nrovide for overore ¢oily consumptisn f substenticlly more than 2,300

ezl rics per porson, which is the ninimum standord odopted by the comnittee.

;/ 3ce RHevigw of Poreign Covelepnents, I rember 15, 1946, p. 1.
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ty it may be estimated that Yugoslavia's food exports (mainly grains)
1 e to be compensated by an approximately equal value of imports
inly fats and proteins), the rehabilitation of livestock having made less
Eress than grain production. With the exportable grain surplus estimated
a8t lion dollars, food import requirements should not be larger then,
‘that sum, or about 61 million dollers less than the committes's estimate,l/

n _.n.. e committee has estimated coal and petroleum product imports at
12,2 million dollars. This figure also appesrs far too high, Yugoslavia at
present operates the Istrian mines, which formerly supplied coal to Italy, and
thus is one of thé fow Buropean countries to have a higher domestic coal po-
tentizl than before the war. Its industrizl system hardly needs more fuel
than in pre-wor years, znd therofore imports as high s the pre-war volumc
{around 600,000 tons of hard coal couivalent, or 6 million dollars at present
prices) should be ample., This would reduce the commitiec's estimate by another
12 million dollers. Lcaving all other import figures unchonged, these re-
ductions would meccn & decrezse in total import requirements by approximately
73 million to 161 million dollnrs.

On the besis of the committec's estimotes of foreign exchange re-
ceipts, these requircments would be completely covercd by available reveniics.
hctually, howcver, the export forecost appcers optimistic. Unfortunately, the
comnitice has not published & brookdown of its export cstimate. On the basis
of crop rcports and prc-war consumption dote, hOf?VCr, it mey be assumed thot
food exports will not cxceed 20 million dollors.?/ A1l other exports probably
will not cxcoed 60 million dollars sinec cxports of raw meterials {other than
foodstuffs), including minecrals, tobaceo, and hemp s Will probably reach ap-
proximetely their orc-wer volumc, but cxports of lumbcr and monufactured
products will be substantizlly lower thon before the wor. Totel cxports
would thus be only cround 80 million dollnrs, or chout 50 million dollars
less then the committec's estimatc.

On the other hand, there is no need to assume thot Yugoslavia would
have to accumulote icle clearing belances or to import unncecessary goods be-
czuse of her bilatcro! trade agreements. 411 hor trocding partners can supply
her with necded commodities, cnd Yugoslavic is uncer no obligation to export
to any of thom more than is recuired to poy for thosc imports. If Yugoslovia
chooses to grant trode credits to some of her neighbors for political recsons,
she connot expeet relicef assistarcce in order to cerry out thot progrom,  The
cxport sum of 80 million dollers shoule. thorcfore be counted os fully available
for fincneing nccessory imports.

Adding to thot sum expected UFREA shipments of about 41 million
dollurs and net revenues <n nen-trade account of 6 million dollars, total
rcsources reoch about 127 million dollors. Deducting thot figure from import
requirenents of 161 willion dollars leaves o deficit of oround 34 million
dollcrs. This deficit con cosily be eovered by receipts from reparations,

1/ Thc Amcricon member of the comaittee clso recsrded his doubts o8 & tho
wccuracy of the committee's cstimete of food imports,

g/ Sincc it is assumcd thot {-adstuff imports nust approxincte foodstuff ex—
ports, ony change in the export figure would altcr the import figurce by
the scme anount ond leave the bolance unaffocted.
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waich the committee--cgoinst the vote of seme of its menbers--cxcluded from
consideration. Hungory recently undertook to supply Tugrslavia with neoded
commodities on reparotion aceount and Yugoslavie is also expecting deliverics
fron Germany and Italy. Horeover, the deficit is loss than half »f the
eountry's known rescrves of gold end fareign oxchange. Sinece part of the
imports represent capital investments neoded for the reeonstruction >f Yugo-
slav industry, there would be ample justification for using pzrt of the gold
rescrves in payment.

For those rensons, Yugoslawvia sheuld be able to cover all her neccs~
sary imports in 1947 without rceourse to relicef cssistance.

Prospective Drewings on the Internstionsl ¥onetory Fund

The cecompanying table is g compilation of cstimetes, prepared by
nembers of the Forcign Lreas Section, of prospective drewings on the Inter-
natisnal Monetery Fund by sll present members and countrics acecpted far
-membership during the initisl period of the Fund's operations. It indicotes
that, while foreign countries have combincd annual drowing rights in the Fund
»f about 1,250 million dollars, they may be expected to drew less than 400
million dollars in each of the first two years of operction of the Fund.

(It shwuld be understond that these cstimates arc based merely on individusl
Jjudgments as to future developments in the countrics concerned,) This com-
pares with totel fund holdings sf about 3,500 million d-)lars in gold and
United States and Canadian dollors.

The figurcs take cecount of the foet thet Brazil, Chinz, the
Drminicen Republie, Creece, Poland, Uruguay, =nd Yugoslavia haove pos tponed
ggrecment with the Fund on exchange rates. The cssumption mede here is that
no crawings by these countrics will sccur in the first year, dut thcet agree-
ment will be reached in time to pemit drawings during the sceond yeer., Tae
estimates cssume free cecess 4o the fund by all members except those menti-ned
thove. If it is theught that the Fund will restrict drawings o any >ther
countries, the figurcs should be adjusted dovmvicrd ccenrdingly.  No explicit
assuption os to future prices hos been made; this can be justified if it is
c¢onsidered proboble that price chonges during this perind will not greatly
affect balances of poyments. Thus an implicit cssumptisn »f these figures is
thot no rodicel price chenges will oceur. No significint chonge in United
3tates commercial policy has been asswied.

With rcgerd to rcpurchascs »f currency from the Fund, the assumption
made here is thot countrics will arrange their affeirs s> thot they will be
free of any repurchase cbligatirns wnder irticle 7y scetion 7, of the Fund
cgreement, either because they draw dowm their reserves parl passu with their
use °f the Fund, or beczuse their rescrves orc less than their Fund custa, It
scens likely thot this csswmption, the simolcst for cstimcting purposcs, will
he arpr-ximately truc.

The figurcs for cach yeor represent total encunts, which mey be
drawn cithcr at onc time or in installnents during the ycar,




51}3&@1;1% Drawings on the Iﬂteinational Monctary Fund
Wareh 1947 through February 1949
{In millions of United Statos dollers)

drowing power
in any
12-asnth verisd

1235 of quota)

Probable
drop
Mar. 1947
k8]

Western Burope, excluding France
{Belgium, Denmork, Iceland, Italy,
Luxembourg, Nethoerlends, Norwoy)

Frence
United Kingdonm

Eastern Burope
{Czechoslovekia, Greece, Poland,
Yugnslavia)

Letin Anmerica
(B'ﬂlim, Ghil(}’ Costa Rica,
Bewador, HEonduras, lexico,
Nicaragun, Porcguay, Peru, likely
t5 ¢draw; Brezil, Chlombia, Cuba,
Pominican Republic, El Salvador,
Guotanalza, Ponoma, Uruguay, Yenc-
zucla, unlikely to drow)

China

India

Micdde Best
(Lebanon, Syria, Turkey, likely ¢-
craw; Bgypt, Ethicpia, iran, Iraq,
unlikcly to drow)

Rest of Worlc

{Canada, S-uth Africc, Philipnincs)

Totel

202

202

€5

Proboble]
drop
to -

Feb. 1949




- Some Remarks on the Polish Plan of
Economic Reconstruction Hans J. Dernburg

Pecland's Plan for Zconomic Reconstruction covers the period from
January 1, 1946, through ecember 31, 1949. L comprehensive criticsl dis-
cussion of the 2lan is impaired by the inadequecy of ouvr knowledge of current
‘econoaic conditions. The following is accordingly confined to a few prelimi-
nary remarks.

The economic development of the country, as projected by the Plan,
is epitomized by the following figures:

In billion zlotys In per cent
of 1938 purchasing power {1946=100}
1938 1946 1947 1948 1949 1947 1948 1949

Consumption 5.4 7.0 13.2 16.7 139 189 239
Investment 2.3 3.2 4.0 156 176 222

1.
Total national income 17.7 8. 16.4 20,7 142 185 235

Income from agricultvrel/ . A 150 170 213
Manufacturing, mining,
and handicrafis 2 7. 138 193
Serwrices?/ 3.4 s U1 194
Total national incomc ] 16. 142 186

1/ Including foresiry and fisheries.
g/ Services such as commerce, transportation, communications, professions,
education, etc.

National income in 1949 is scheduled to cxceed that of 1938 by about
17 per cent and thot of 1946 by 135 per cent. Over the period 1946 to 1949,
11.8 billion zlotys or about 20 per cent of the eggregatc national income is
to e devoted to investment as compered with 13 per cent in 1932, This is &
rethcr amoitious orosram requiring capital imports from abroad in the aggregate
of £00 to 900 million dollars {ccuivalent to 2.4 to 2.7 billion zlotysl%). It
mey be noted that, anart from 1947, consunption is scheduled to develop faster
than investment ond incomc from menufacturing faster than that from sgriculturc.
The shore of coriculture in netionzl incom. in relotion to that of industry,
which in 1938 wos 55 per cent, is to <cercosc from 41 per cent in 1946 to 39
pcr cent in 1949,

As for os the significance of the Plan figures is concerncd, it
should He noted thet the 1938 figurcs rcfoer to the territory of old Poland,
This is not unjustifi.d in somc respects. It is meaningful, for instoncc, to
compere the consuaption of the Polish poople ot prescnt or in 1949 with that
of pre-wor Polond in 193&., In other rcsaccts, howcver, compczrison with old
Polond tends to be mislecding. Since before the war the prosont crea of
Poland was much richer thoen the arca of old Poloand, the planncd rate of re-
covery appoors substanticlly higher thon it would if pre-wer conditions in the
present aren, rothor then in old Poland, werc uscd as the basis of comparison.

1/ Convertcd c¢ the ratio uscd in the Plen of 1 dollar = 3 zlotys of 1938
purchasing power,




- pertinent data on eoal output provide z particularly clear illustration

this respect, Cozl outpub in old Poland before the war wzs 38 million
‘tons; cccording to the Plan this figure is oeing oxceeded in 1946. But the
present arcs of Poland produced 66 million tons of coal in 19385 th1s flgure .
~will not be reached before 1946, War-time production in the, present area was
25 high as 100 million tons; this level will not be reached until 1950,

Similerly, the national income of old Poland in 1938 is stated in
the Plan to hove amounted to 17,7 billion zlotys. The notional inceme of +the.
present area in 1938, according to our own cstimates, wzs in the vicinity of
25 billion zlotys. Thus while Poland's projccted national incomec for 1949
would exceed the former figurc by azbout 17 per cent, it would still remsin
some 20 per cent short of the latter figure,

More significont thon the question of the proper basis of comparison

is the internzl consistency of the Plan. In this respect it mey be uscful to
~comparc the plenned rate of growth of nationzl income cnd its component parts
with the plenned rote of growth in output of o numder of key commodities.

This is attempted in the two following tables. The top linc of Table I gives
the index of the development of agriculturel inceme for the years 1946-1949,
as scheduled in thc Plan. This index is based on value figures in constant
(193¢) prices and thus may be taken to represant 2lso the devclopment of the
volume of totel agricultural production, The following lines of the table
give give the planncd index number for 1949 for & number of agricultural gsods,
These figures (1946=100) are based on planncd physical quentities of output.
The arrangement of these figures in the teble is cetermined by the top Iine,
To give an cxemple: the 1949 index number for the output »f beef in Table I
is 142, Accordingly the figure has bgen placed in o cslumn betwecn 1946 2nd
1947, the total index of agriculture) preducti-n for the fommer year being 100
ond for the latter, 150, In Table IT the scheduled rate -f increczse in income
from wanufacturing, mining, and handierafts is compared with the rate of growth
of physiezl output of & number >f important industrizl grods., The arrangement
is identiccl with thot of Table I. The tobles can provide only 2 very rough
meosurement of the internal consistency of the Plan. Still, if we were te find
that ¢1l indexcs of physical output were greatly in excess of that for agri-
cultural and industricl praduction rcsieetively, the findings would indiccte

2 pussible overfulfillment of the Plan, ©On the ~ther hand, if we found thot
sutput ~f all key commditics showed o much lower rate ~f growth than that
foresecrn for the notional ineme of the chuntry, prime facie cvidence for the
imposelbility of ctizining the planned lewvels of national income would be
gstablished.

As shown in Table I, the value »f nctionel income from agriculturc
in 1949 is expccted vo be 113 per cent highor thon in 1946, The toble shows
that ~ut of 7 commoditics the ~utput »f -nly 2 is plenned to develop faster
thon total agriculturcl cutput. Onc »f these, pork, is important as its
weight in the totel is considercble, However, 5 of the comindities listed
show on oppreciably slower rate of growth than totel agrieulturcl production.
This group includes such imporient commiditics os portot-es and sugar beets,
Alth-rugh the over-zll rcesult is inconelusive, the table sh:iws o bizs in the
dirgction of underfulfillment of the Plon,




Tonle I

Plonned Incroase in Nationol Income from Agriculiurc
&8 Compared with Plosned Physical Cutput
of Agricultural Goods in 19491
{1946=100)

1946 1947 1948

Netionel Income from hgri-
culture 100 150

Physical »utput in 1949
Net erops
Pototoes
Sugar boets
Wheat
Pork
Beef 142
Milk 141

1/ Sce page 16 fr explonction of the tobular trootacnt.

The teble on netionel income from wcnuiccturing, wining, and handdi-
crafts in relation t° the -utput +f speeific industrics gives cn cven nore
definite picturc, Here 22 out ~f 30 items for which projections arc given in
the Plan leg very considersbly behind the <wlue index ~f industrisl producticn.
This categ-rv includes such importont products cs e~cl, coke, steel bers,
cement, tinber, tronsmission belting. The cebual discredoncy moy be s mewhot
smeller thon is indicoted by the table, incsmuch &s the ~utput -f machine tn2ls
ond cgriculturc) acchinery--commditics with o rcletively higher value ..dded—-
shw rotes of growth in excess »f thet of the vi.luc index, Yet, it is diffi-~
cult {4~ cseope the eonclusion thot on the wholc the development of the nationcl
ineme fronm nmonufocturing hes heon ¢ nsiderce~-ly verestimoted,
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Table IT

ned Inereass in National Income from Manufacturmg , Mining, and
Handmcmfts a8 Compared with Plenred Ph K ical Output
. of Industricl Goods in 19492

(1946=100)
1947

1946 1948

National Incomo from Manu-
facturing, Mining, and .
Hendicrafts oo 138 193 229

Physical -utput in 1949
Cnad
Coke 141
Pig iron 200
Steel bors 182
Zine 204
Lead : =50
Cement 154
Timber , 157 '
Bricks, tile, etc. : 438
Pressed glass 167 :
Tar poper 127
Transmission belis 119
Power 151
Locomotives 191

 Freight cars 209
Bicycles 333
dechine to25ls for mctal

and wood 367
hgriculturel machines
end too1s2 279

"Boilreoads

- Bridges roconstructed 110

' Tracks rcconstructed 113

Highwoys
Rnads modernized 890
3 Roads reconstructed 117
. Bridges reconstructed 150

a Salt 142
. Cotton fabrics 194

Wo-len fabrics 300

Shres 121

Cigoreties 344,

Yotches 154

Poaper 173

1/ Sec pege 16 for cxplanatim of the tabuler treatment.
2/ Bes

ed on zloty wolue,
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Unweleone Aspocts »f Tourism in Western Europe Rosa Ermst

) The monctery agreement sizned on Morch 12, 1946, between the United
Kingdom and Switzorland specified thot during the first emtroctual year a
credit of 5 million pouncs sterling (86.75 million Swiss francs at the ssrecd
rate of 17,35 francs per pound) was t2 be zranted Great Britain for nonetary
tronsfers, i/ There wos on additional clausce under which, it wos understod,
tois cmount might be inereased by a mosrimum of 5 million pounds, so thot the
total cvailable to the sterling arec wes really 10 millisn pounds. The possi~
Llity of oxhausting this credit befsre the ond of the specificd period was
taken into consideration ond it wes stipulated that gold should be accepted
by the Swiss Nationol Bank in ezse the credit linmit wos reached before the
end of the first ycor, The British actunlly cxhcusted this credit of 173.5
million froncs in lcss than eipht months. Swiss cstimates rcport thot it was
uscd for the foll wing purposcs:

#iliion
owiss francs

1) Zxpenditures ~f British tourists

in Switzcrland 80
2) Expenditures for British militery

nersonncl on leave 10
3) Romittonees ond govermment

exponditures 30
4) ’rocecds of cepitel investnents,

insurance payments, cte. 50

172

Mr. Dolton, the Pritish Chancellor of the Zxchequer, cstimstcd the anount used
for teurist cxvenditures ot a somewhat lower figure of cbeut 52 millin frencs
and cmphesized thot the balance of poyments botween Switzeorlond and the United
Kingdom proper woes in equilibrium, Hut that Swiss tradc with other countrics
of the stcrling creo wos responsible for the deficit of the area zs o whole,
Since no further credits arc to be cveilshle until the beginning of the second
year of the treoty (llorch 1947), poyments in the interim perind are to be mode
in gold. Such ¢ coursc of aetion, it is emphcsized, is unweleome both becouse
of the 1w level of 20ld reserves of Great Britain and becsuse of unfororcble
cffects on the onetory circulation and price level »f the Swiss economy. The
Swiss authoritics woulc heve preferred to ofzset the balance by accepting in-
creesed merchondise imports from England, but are well aworce that the exporting
copoelty of Grect Sritcin is limited, ‘

one of the chief concerns ~f Switzerland in connection with the
sereenent hes been ©o find ways ond meens to prevont misuse »f funds comorked
for trurist croenditures, British tourists hove been permitted to cxchenge up
t~> 75 pounds sterling to finonee trovel ond livin: expenses in Switzorl.nd.
It wos pointed out by Swiss cireclcs that the funds @llatted to tourists to o

Py

lerse extent weoc not being uscd to defrey logitimete tourist expenditures.

1/ Scc this Review,
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. the Swiss chorged, British visitors would often come to Switzerland
: exchange their pounds into 3wiss Irancs at the official rate, the
8 franes into Italian or French curreacy at a highly profitable free
rket rate, and would then »roceed to enjoy & very inexvensive vecation i
rthern Italy or Southern France; or would siey very shertly and buy up
scarce consumer ;00ds, thus contributing to the rise in prices. With francs
left over, it was charged, the visitors wouls buy pound notes in the iree
market at the -ery favorsble rate of about 9,50 franes for one pound (25
ageinst the oificial rate of 17.35 francs per pound).

) It is estimated thai between July and September about 469,000
tourists visited Zwitzerland and that they took out of Switzerlend about 20
million dollare worth of shoes and clothing. In all fairness it must be
stated that & lerge mumber of 3clgisn and French tourists also had & part in
these purchimses.

3imilorly, 4mericin tourists, who hed en ollotment of 1,000 dollars
per month, could cxchange their drafts and checks against Swiss currency &t
the rote of 4.25 Swiss franecs per dollar. [sswming a tourist had 1,000 dollars
to exchanse, nc would get 4,250 Swiss francs, ond zssuming thet his cipenses
were 1,000 frones vor month, he then hed 3,250 frencs ileft which he could cx~
change for imericen dollar notes {in denominctions 1-20) at & rate of 3.50
frencs in July znd os 1law 2s 3.21 frencs in September, thus recciving anproxi-
mately 1,000 dolilers, the sum he startcd with. The Swiss Nationzl 3onk, in cn
attempt to check this proctice, is now allowing dmericon tourists to cxchonge
no more than 125 dollers per week.

Since o rcduction in the zllocation of exchonge for tourist cxpendi-
turc would hove hoen rcsenied in CGreot Britoin ond would, perhops, hove xeen
contrary to the long-tcrm intcrests of the Swiss tourist industry, another
way to restrict crcessive tourist outleys was sovght. 4 meeting of Iinoncisl
experts was arrcnged in Hovember in an effort to iron out the difficulties and
7ind © suitcblc solution. After some weeks of ncgotistions an egreencnt wos
arrived 2t lost Jccember. In accordance with the terms of this cgreement the
British tourist, beginning becember 1€, wil. rcccive the same basic ollowance
{75 pounds) =.s heretofore, but will receive cosh to o moximum cmount of 400
Swiss frencs; the remainder of about 900 frenes he will hove to take in
vouchers whick moy e utilized for purchasing hotol c.ccommadations ana trans-
portetion on Swiss railweys. This arrangemcnt a2llows o tourist a reasonable
smount for strictly personal eypenditurcs, whilc ot the somc time channeling
the remainder into the tourist trode orooer.

It is expceted thot from December 18 until the cnd of the contrectual
vear (larch 12, 1947) zbout 3 million pounds sterling will acerue from expendi-
tures of British tourists, since a consideroitlc scosonal increusc in the number
of wvisitors is aimected for the winter sports scason. Unoificicsl figures re-
port thozt between Decomber 20-22 chout 9,000 Yritish tourists cntered the
country.

Ttolion and JFrench cuthoritics in turn hive exsressed displeasure
with the woy 3wiss tourists spent their funds in Itely ond froncc. Itclian
offieisls in porticulor have comploined that 3wiss cnd othcr Buropson tourists,
coming into Horuicrn Itely on onc-doy cxcursions, purch.scd indiscriminviely
any kind of mcrchondise offercd in suck eitics os KMilan, Turin, and Genoao.
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‘These tourists, having bought lire in the free market at a most favorable
te {approximately 50 Swiss centimes for 100 lire) bought up fine foods and
‘wines, leather and textile goods, other luxuries, and even watches, with no
-resulting increase in the foreign exchange resources of the Italian exchange
cortrol suthoritics. This practice has grown to such proportions that the
3wiss Cisaring Office called the Swiss public's attention to the faet tha
the rules and regulations concerning imports of Italian merchandise were st
in-effect. According to these regulations, payment for any goods purchas
Italy, as well as payment of import dubies on such goods, must be cffected .
through the Swiss National Bank, The only exception to this rule epplies to
items purchased for strictly personal usc of thc fourist and amounting to not
more than 100 Swiss franes per person.

The French avthorities, in contrast to the Italian Govermment, have
made an effort to combat these prectices through which tourism from Switzer-
land has foeilitated illegal capital cxport. By a regulation of October 15,
1946, they establisicd o minimm amount of 500 French frencs per day which
cach Swiss tourist will be required to purchosc from an zuthorized foreign
exchenge dealer ot the preveiling official rate (3.605 Swiss francs per 100
French franes).

China's Attempted "Export Subsidy! 4. B. Hersey

The long-expected third attempt o adiust the official foreign ex-
change value of the yuan (Chinese National dollar) to rising commodity nrices:
in Shanghail was announced February 5. The readjustment tock the unexpected
form of an fexport subsidy.! Three days later, & reminder from the Shanghei
United States Consulate General of the existence of legislation for counter-—
vailing import dutics in this country set ofl a new flight from the currency
into goods.

I It vies cnnounced last Wednescay tiet the official rate of ClNy3,350

i to US$1l would be kept, but that exporters would reccive & Msubsidy" equal to

i 9 100 per cent of the offieial Chinesc Nation:l Zollar equivalent of the foreign
. exchange that they {elivered to the banks. Foreign exchange for imports would
: contimie to be sold by the Mappointed banks! at the existing official rate,

] but on most import goods a 50 per cent ad valorem surcharge would be collected,
The items exempt from this surcharge, and therefore te be imported at an un-
changed rate, included licensed capital goeds, rice, wheat and flour, coal and
i coke, raw cotton, fertilizers and crude ammoniwn sulfate.

. It is possible to view this scheme, which is essentially a muliiple
exchange rate system, in two ¢iffcrent lights. It might e described either
os a subsidization of cxports or as a sunsicization of imports, depending on
which rote is talen os the standarc. Formelly, since the officizl rate re-

. ‘ moined unchenzed, the arrongement was an cxport suhsidy. actually, the ncw
offcetive rote for cxports wos closer to the rocont everage open market rate

for United 3totes collar notes thon was the oiliciol rate. 3oth the offigial
rote cad the export rote may have overvalued tho yuan, but the overvaluztion

1/ Sce this
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by the offiecicl rote wos much the greater. Taking the new ezport rate @s
the standord, one micht soy Lhut ticse imports which wore to noy e 50 per

cent surcharge! would really bo rocciving o 25 per cent subsidy and tﬂut_/
Usurcharge-{rec’ imperts wonld »e zetting a 50 per cent subsidy.

3inece, however, the errcngeacnt cs ennounced was logally on

sussicy, it wes .ncumbent on the United 3totes Consul Generel in Shanzhai L
issue "for the informetion end guidance® of shinpers o notice, based on pro-
visions of the United Stztes Tariff Act of 1930 cnd on customs regulations,
tf the following effcct: MAny duticble goods imdorted into the United Stetes

n wrich any form of subsidy is granted in the country of origin are liadle to
on additionzl duty coucl to the full omount of such bounty." This announcenent
we.s internreted in Shonghai cs Qestroying cll possibilities of an expansion
o3 Chinese exports for the present, oven though it is true thet tung oil,
certain hides and furs, ond various other exoort commodities enter the United
States duty-freec. The Chinesc Govermnment has so far given no public in !
of its next move. Undoubtedly some further cction will be necessary, since.
the open morket exchonge rote for United Stetcs dollar notes had risen by
Saturday ot lceest tcmoor rily to 11,000-to-L. from about €,000-to-l earlicr in
the week and 6,500 or 7,000~to-1 durlno Jenuary. Loeal mcrchuﬂts were reported
to be morking up their stocks of 1mporucd goo(s by 20 to 30 per cent even be-
fore the consu“;r snnouncement wos mede, whilc other reports have spoken of ¢
coubling ot some commodity prices. (m ifonday buyers were offering GN@lA,SOO
for United 3tates dollar notes but found no takers.

The following table rccepitulates the course of cxchmnge ra and
commodity prices in Shonghai in 1946. (1) An officiel rate of CH%2, 020 to
7551 was put into cifcet on llarch 4, «/Lo, 2long, with import and exchinge.
control reguletions thet were later tightencd considerebly, especiclly in
Hovember. On August 16 the officicl roate wos cnanged to CN&3,350 to USH1.

(2) The cpen merket for United 3tates dollor notes wies at first an ofiiciall
recognized market. After it woes decreed on October 5 thet guotetions should
not 4cpart by morc thon 5 per cent from the ofiicicl rate, this norkct boeome
lack? sut it hos continmued to function as a merket in which traders con
cxpress their cxpeetotions of ultimate devclopments in the of ficicl merked.

The slack merket coals only in doller motes. it plays little or no role in
finaneing cxternal irace. (3) There is a well-cstoblished gold merket, in
which the govcrnment hes intervened actively with sales of jold obtained
meinly from port of the procceds of the 500 million dollar Y"financiel =id®
gion te Chino by the Jnitwd Stotes in 1942. Guotations in the gold market
heve econsistently shown o greeter deperturc Zrom pority witn the United State
coller (ot the »ificiol rete) than hove quotatdons in the open mar': et for
curroncy.  (4) shonzrol comaodity prices hove riscn the mogt ou 211. With the
3,350-to-1 officicl c¢ollar~yucn ratic, which is cpproximatcly 1,000 times the
pro-vier ritio, and with wholcszle prices in the United Staetes near Ly 75 per
cent higher then in 1935-39, o price index in Chinc of chout 1,750 (bascg on
oro-wer priccs = 1 rother thon 100) ot the cond of 1846 would n.ve roprescnbed
some kind of cn oporoximation to o #purchosing power pority.t The cctual index
of wnolesale orices, 6,100 in tho lost wee: of Lecember, wos 2-1/2 tines

ag high s this. Even in hugust--thot is, just before and citer the aungust 19
ro- sluction--the incex cveraged 4,300, 4t the 2,020-te-1 cxelunge raie and
with United Stotes wiiolesals prices 60 per cont above pre-wor, a tpority’ level
for Chincsc wiolescle nrices in the first helf of sugust would have buen cvout
550.
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Exchenge Retos and Prices in Shanghai
{Monthly cverages)

Zxchange Rotes Gold Price 2/ Wholesale
0fficial  Morket In U35 In CNO2 Price Index
(G5 per USB) T (1st half
: | 1937=1)
Jenvery 2/ 1,459 - 86 928
Februory 3/ 2,071 - 141 1,756
March 2,020 2,022 72.00 156 2,560
April 2,020 2,190 4/  70.60 155 2,582
liay 2,020 2,330 £1.20 176 3,807
June 2,020 2,590 87.50 190 3,724
July 2,020 2,520 89.30 194, 4y 072
Avgust 1-18 2,020 2,570 89.20 194 45061

iugust 19-31 3,350 3,390 59.70 215 4y 515
September 3,350 3,550 59.40 214 5,092
October 3,350 4Ly 240 5/ 62,00 223 5,363
Hovember 2,350 4,550 71,10 256 5,317
December 3,350 5,920 £7.70 316 5,700

1/ Converted at oificicl exchange rate; U.3. dollars per fine troy ounce.

2/ In thouscnds of CWY per shih liong (1.0€3 troy o0z.) .992 fine.

2/ No cffective officicl rate. Nomincl exchenge rate vies CNG20 to US$L,
with speeicl rotes for certoin tronscetions.

4/ April 15-27 only,

5/ Wicek of September 30-Ccotober 5 omitted.

Note: The monthly averages for the market rate for U.S. dollar notes from
4pril to Leconber and the vcecember cverages for gold and commodity
prices arc cvercges of weel's falling meinly in the given month.

There are, of coursc, wide diffcrences between the indexes for differ-
ent commoditics, The food component of the senerzl index hoas been closc to
the generel cverage. Coal and ".crosenc, buiiding noterizls, and metals prices
have been higher, relotive to pre-wor. Toxbilc priccs end prices of three
orimery cxport comac<ities (tung oil, hides, ance bristles) heve “eon lower,
but cven theso greuns averaged 2,300 cnd 1,700 times pre-war in August and
3,700 and 3,000 timcs pre-war abt the end of 1946.

There is no -eographicel uniformmity of price levels within China.
The general level of commodity prices is much nigher in Shanghei then at many
points in the interior. The Chungking wholescle price indcx, perhevs an ex—
treme example, wes only 1600 :n August cnd 2700 ot the end of the year. For
procucts of the hinterland, including wxport goocs, the high prices ruling in
Shanghai r<fleet high transportation costs, cmong other things., 1In the case
of import goods, rcrionel price level ciffcrenticls plus transportation costs
scrercly 1imit shipmonts to the interior. With on exchenge rete thet mekes
imports low in cost, 3henghai during much of 1946 has been an attroctive merket
for importcrs who could obtein foreign exchonge from the Central Ronk. But
such strength as this market posscsses is based on oxpectations of further
curreney depreciction rather then on economic cetivity in the processing and
distributimn of gonds.






