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This review is intended primarily for internal circulation, and
should in no case be cited or quoted. It consists of personal
and informal contributions by the authors, which in many cases
rebresent very tentative znalyses of the subjects consicered.

The Pond Limitetion Plan in Canada Robert A. Rennie

; In its Annual Report for 1945, the Board of Governors of the Federal
‘Reserve 3Systen oresented several alternative proposals designed to prevent
furtrer debt monctization by the commercial banking system. One plan suggested
that the Board of Covernors he granted power to cstablish a limitation on
‘holdings of long-term bonds by the commercial banks of the country. It was
fclt that such a plen might meke the Board's monctary policy effective 2y
restraining unnceessary crcation of benk credit through thc continucd accui-
‘sition of govermment and other sceuritics by the banks. At the same time, the
‘markct for short-tcrm sccuritics would wc strengthened and the intcrest cost
of the Foderal debt stabilized by reducing the cxisting induccment to sell
‘short-term sceuritics to the Reserve Banks in orcer to purchase highcer-yiclding,
‘long-term issucs.

Canada acopted such a bond limitetion proposal on March 1, 1946, in
the form of a voluntary agrecment botween its ton chartered banks and the
central banking cuthoritics. The Conedian bond portfolio plan is primarily
& change in fom of an ccrlicer agrcement between the government end the
chartered bonks. Both agrcements sought to accomplish thc seame cnds, viz.,
to prevent a scrious risc in intercest coct to the govermnment as & result of
its borrowing from thc benks, and converscly, to limit the cernings of banks
derived from their incrcascd holdings of govermment sceuritics.
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Agrcement with benks on holdings of deposit certificetes

Nea

On July 29, 1942, the Ministry of Finance announced the conclusion
of = voluntary agrcement with the chartercd benis wherchy they would purchasc
sufficicnt deposit cortificates to mcct the nccds of the Treasury in the in-
tervels botween the publie salce of Tictory Loons. Deposit certificates acrc
unlike any of the short-tcrm govermment securitics issued by the United sStetes
Treesury. They mercly entitle the Hominion Trcosury to a six-month dcposit
crcéit ageinst which withdrawels cen be wacc o nceded,  Initielly, intcrest
wos poid ot the rate of 3/4 of 1 per cent. The reguisite cmounts were dis-—
tributcd among the benks by informzl crrengement.

The first difficulty with thc egrcement arosc in November 1942,
when it becemc ovident thet the increcsc in totel cash requircments of the
government could not be matched Yy & similar risc in rcceints from taxation
ond public bond issucs. As & rcesult, 1v wes arrcnged that only 205 million
of the 645 million dollars outstonding of deposit certificates would be
canceled from the procceds of the Third Victory Loon.

If the incrcasc in public deposits resulting from govermment cx-
penditurcs fincneed by security scles to the bonks had been primarily of the
non-intercst-paying typc, further complications could have heen avoided. How-
cver, the Thirc Victory Loan had diverted only o rcletively small emount of
the asscts held in the form of notice deposits. Prcvious issucs had alwoys
ebsorsed most of the net goin in such deposits during the period. between loan
issucs. Since notice deposits carncd intcrest ot 1-1/2-ncr cent, it was ncces-—
sery thot the honks ccquirc higher eerning &sscts thon the deposit certiiicates.
Under thesc conditions, bank profits siumpcd 5.6 pcr cent in 1942 and 10.0 per
cent in 1943.

During 1944 cnd 1945 the spreod between notice and demand deposits
wes inereoscd. Notice deposits rosc 917 million dollers vhercas demand dc-—
posits werc up only 366 million. To reverse the carnings picturc, the banks
inercascd their holdings of longer-term government sccurities curing the two
years under consideration by 1,208 million. Tn the semc periocd, their holdings
of short-tcrm sovernments declincd by 249 mitlion ¢ollors. This fall in short-
torm sceuritics wrs cntircly duc to govermicnt redemption of £15 million hcld
by thke chartercd banks curing 1945. It wos with the droceceds of thesc rc-
demptions thot the bonks were cble to incrocsc furth.r thcir holdings of long-
term bonds.

This shift in Hond maturitics overloaded the banks! portfolios with
leng-torm sccuritics. Even though o lorge proportion of the higher-cerning
asschs wore ccuired lote in the year, bunk cornings rose in 1945 vy 1l4.4 per
cent. lMnorcover, the changes in the constituvion of the fcderel debt incrcoscd
the intcrest cost from 2.51 to 2.59 por cent in the fiscel yoor 1945-1946.
There wos nothing in the bonking lows »r drevious azrcaments with the chertered
banks which couid corrcet the situction. It wes in the light of thesc circum-—
stences thot the government concluded o ncw piet with tho henks limiting their
holdings >f govermment bonds and applying rostrictions to their cornings.
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Agrcencnt with bonks on holdings of government bends

The egreament between the govermment cnd the chortercd banks con-
sistcd of thrcc ports. They cgreeds .

2) That bank holdings ~f oll Dominion govermment domestic
bonds (including gucrentccd issucs) would not average
morc then 90 per cent of the caosunt »f their Cansdian
sovings deosits;l/n

b) That cernings before income texcs on Canacian savings
08

¢eposits would not cxcced the cost of interest and
sther cxpenscs of the faverage!! bank by more thon 3/10
of L »er cent of the zmount of such deposits; and

¢) Thet o wvoluntery Wsccondory rescrvel of dcposit cer-
tificates or Treasury bills woulc be made available
tn the benks thot desircd t- invest in Dominiosn govern-—
ment sceuritics beyond the 90 per cent limit. The rete
~f intercst on deposit certificotes was reduced from
3/4 to 5/8 of 1 per cent.

Canodion banking statistics fail to roveal any immediate changes
ccusced by the cgreement. The first provision did not force any liquication
of sceuritics. Scverel banks, including the larger institutions, werc at or
ncar the 90 per cent limitotion, while those below that figurc hcld o higher
proportion of provincial-municipal sceuritics or hod o larger volunc of com-—
mercicl loans. It wes cnticipated in Canade thot they would not change their
investment policics ond, thereforc, in view of the profit ceiling, woulc not
inercesc their hnlcings ~f Dominion bonds in ony greater proportion thon the
sther banks. '

% . Yowever, the bond limitation provision d~es 21low the bonks ©o in-
treose their holdings in proportion to any futurc increases in savings deposits,
The cxperience during the belance of 1946 rcveals that the banks took full
advantoge of this opportunity, for whercas notice deposits rose 299 million

dollars, investment in longer-term Dominion Sccuritics incrcascd 304 million.

The profit limitation provision

The ceiling on earnings is in realily the only essential feature of
the agreement. It insures that there will be 2 demand for the bonds of shorter
‘maturity, since the permittecd profit margin 1s lower than what would be earned
if the 90 per cent gquota were invested entirely in long-term securities.

The spread of 3/10 of 1 per cent on savings ceposits was adjusted
to the previous level of Canadian bank earnings on such deposits. Most banks
were earning slightly less than the agreed basis, so that no major adjusitment
in the meturity distribution of the portfolios was necessary. Applying the

l7 Savings deposits are defined as notice deposits other than corporation
balances.
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costs of the 'Vaverage® bank to the incdividual benk instcad of its own figurcs
permits thc more cfficient bank with lower expenscs to earn more than the 3/10
oi 1 per cent stencard, while the less efficient benk will carn less then the
standard rate.

Sincc Dominion sccurities alone arc included within the scope of
the agrcement, only the restriction on profits prevents the bond limitation
requircment from becoming rclatively incffective. This drawback might have
beceome scrious in light of the limited supply of other issucs, and the Dominion
sccuritics wouvld have been at a disadvantege in the merket. Such a movement
would have rcduccd the differential in intercst rates bhetween public and
orivatec issucs. VWith the profit ceiling, however, the banks have no incentive
to replace shorter-tcrm Dominion bonds with other issues, or even to purchase
long-tom non-Dominion sccuritics beyond the 90 por cent limit. 4An examination
of the banks' portfolios indicates thot there hoes becn only @ slight inercasc
in provincicl and municipal issues, and whilc the increase in the catesery
"othcr bonds, cebenturcs, znd stocks® has been relutively substantial, it is
small in absolutc cmount and mey be attributed to the inercascd supply of such
sccuritics erising from rcconversion nceds.

Whilc the profit limitation provision helps to stebilize the cost

a2t which the Trcocasury borrows, it docs not prevent an incresse or decreasc of
nct recturn on copital to the banks as savings deposits fluctuate. The Canadicns
assumed thot if the savings cdeposit busincss were being carricd on by scparate
savings institutions cond if they hod copitel cquel to 5 per eent of deposits,:
then the nct profit margin of 3/19 of 1 per cent on deposits would lcave & net
rcturn on copitel of 3.6 per cont aefter allowine for o corporate incomc tox of
40 per cent.

But thc assumption of a fixcd rotie hetween capital and deposits is
unrccl, for in Conada the ratio of capitael ond rescrves to totel deposits
during the wor ronged from 8,95 por cent on August 31, 1940, to 4.05 per cent
on September 30, 1946. If we assume & pereentoge return on demand and other
aecposits cqual to the recturn on savings doposits provided by the agrcemcnt,
the Feturn on cooitel would have varied from & rate of 3,36 per cent to 7.40
per cent between the two dates. In actusl ifoct, the return on copital cofter
taxcs was 5.57 per cent in 1946 s comparced with only 4.44 per cent during 1945.

The variotion in bank carnings rcsulting from chonges in cdeposits
could bc offsct Dy scveral mcasurcs. The morgin of net earnings on sevings
deposits might bc inverscly correlated with deposits so that as deposits rosc,
the profit morgin would fall, and vice versa. The government might also roguire
the banks to maintain o constont rotio between copitel and reserves and savings
aeposits. This wos the concition ossumed in the Conodion cxomple, and for the
first timc sincc the beginning of the war, thce rcserves of the chartercd bonks
wcre incrcosced by 40 million dollars ot the end of the current financiol year,
or almost cxoctly 5 per cent of the increasc in notice cdeposits since the date
of thc agrecment.

The "sceondory rcscrve! of deposit certificotes

The prevision of & "secondaery rescrved of deposit ccertificates for
investancnts beyond the 90 per cent limitation wos cesigned to maintein the de-

-

mend for this incexpensive and flexible source of government borrowing. In
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reality, if the profit limitation is effective there would seem to be no need
for the arbitrary cémarcation. Not only is & properly adjusted ceiling on
earnings sufficient to insure a nortfolio whose maturity distribution would
sustain the demend for all short-term government securities, but it would
also tend to hold the market interest rate for commercial paper at the level
of comparable government issuves.

Even if there were neither a bond limitation nor a profit ceiling,
there sould be no incantive for the chartcrad banks o scll deposit certifi-
catcs or Treasury bills to the Bank, since the former arc inalicnablc and the’
latter arc alrcady held by the Bank. All the Treasury Certificates and six
months, onc ycar, and two year Notcs arc in the portfolio of thc Bank of Canadd
as well. Becausc therc could be no substantial cxpension of bank credit from
this source, thc prohlem of dcbt monctization did not figurc significantly
among the rcasons for the sgrcement with the benks.

Conclusion

Judged by its success in attoining the stated objectives—-the limi-
tatior. of hanl carnings and low intcrest cost to the govcrnment--the agreement
was nct overly successful in its first ten months. Whatever cdvantages it hes
provicdcd are duc to the closc and informol coopcration between the Treosury,
the Benk of Conode, and the ten chartcred banks in its administration. With
over 14,000 bonks opcrating under complctely dissimilar compctitive conditions,
the United Stotes could not rely upon voluntery cooperation. If & hond port-
folio plan were to.be formalized in statutory rcguletions in this country, 2
much morc clearly defincd formula than the Cenadian agrecment would be ncecs-
sary to achicve the results sought by the Board of Governors.

United Stotes Forcign Lending ond Teriff Policys
An Application Robert W, Bean

Tt is well rccognized by cconomists——ond, onc may hope, 2l1so by
Congrass-—that o conncction cxists, or should cxist, betwcen our willingncss
to lend and our rcadincss to be repeid. We hovo signified by our sponsorship
of the I.T.0. and the forthcoming trade tolks in Geneve (end Mr. Vondenoersg,
for one, has given ot least & tentative blcssing) that we arc prepared to con-
sumc an—-&noricmmade goods In greotest meosure, certainly, thc size of our
imports depends on our level of cconomic cctivity, but the height of our
toriffs also has o substential cffect. Torly in 1945 the Toriff Commission
estimoted, on the basis of a detallcea commodity-by—-commodity investigation,
thot the result of o 50 per cent reduction of our customs dutics below the
1939 lcvel would he aporoximetcly o 40 por cent incressc in our imports of
duticble commoditics, and better than o 20 ocr cent inercasc in our totel
imports. The decline in United Statcs production for the domestic market,
resulting from this injecction of compctition, was cstimated at 2 per cent.
These figurcs heve no scnctity cbout them, acving been originclly subjcct to
o widc margin of crror ond subscquently made lcss cpplicable by the evident
foct thot various assumptions now have to ke mocificd, but they scrve to
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indiczte roughly the degrec of significance which should be atteched to
United Stotes toriff policy.d/

It should be useful t» investigete nct only the relatinnship oo-
tween our toriffs ond domestic production, os has buen donc by the Teriff
Srvaission, but alsc the rcelationship between our toeriffs and the ebility of
indivicuel borrowing countrics t» mect their colicr cbligations., As on Cx-
cmple, o four nyt-very-precisc figurcs ucy be given in the casc ~f Belziunm,

In 1946, Bclgiun's import uUfPlUD from the United States aodproached 200 million
a~1lars, During the prescent high-income perisd in the United Statcs, avnile-
bility and oricc arc the chicf liniting foctors on our purchascs of Bulzien
products. Pricc is svcocily essuming greater, and availability less, imporicnce,
Even now, souc Jiversion »f Bclgion exports from soft-currency to hard-currency
morkebs might be cchieved if the priec berricr were raioved. Belgium hos oz~
aorienced & ¢onsicerably srector risc of internal prices during thc war thon

heve the hard-currcency o uwtrlvu, ond has only portly compensated for this
diffcrenee by cuchicnsc depreciation.  Belgicn exporters formerly zble t- scole
the ancrican toriff well now find it morce forbidding.

O

[e

Diecnonds—-which enter the United Stetes duty-free if rough or uncut,
end orc subjcet to only a 10 per cent duty if cut--now account for threce-
guarters »f Belgivn's exports to this country, vhcreos in pre-war years they
represcnted but onc—fourth to yne-third >f the total. Other Beclgian cxports
arc in mony coscs subjcet to much hicher cutics: c.g., coorse linens, 50 per
cent; and cotton fobries, up to 58 por cent. Closs and cament, now in crect
cerond, arce subjcct tn specific cutics, tihc burden of whlch has diminished
smeowhot 2s priccs have risen: but the cquivalent od velsrem rate on stcot
2luss in 1939 ws 60 per ccnt, and it is lilcly thot tihids is once of thc 1toms
on which the Bclgions will scek teriff rcductions.

At Geneva, the United States delegates will have cuthority to con-
cede reductions ~f 50 per cent below the rates cxisting °n Jonuory 1, 1845.
Haw would such reductions affcet Belgion cxports to this country? An indi-
cotion noy be found in the Tariff Comnmission's conclusions thot if cdutics werc
recuced by 50 per cent, totel United States impurts of, c.g., coarse lincns
nipht be doubled; of cotton fabrics, incronscd Oy bptt<r then 50 per ceat: of
glass, by 50 nor conty and of ccuent, by 25 per cent.  Thesc figures werc in-
tended to apply to the post-tronsition perisc when cveilability would not e
o liriting foctor; they <o not refer to doporits Ly Beleiun in particuler,
It is quurunt; however, thoet o U”"tjcalarﬁzca stucy niizht be madc which would
provide ¢ roush oanswer, anc it < not scaa uxrpcs~n~blv £t supnosc that an
inecrcese Hf, say, 15 per cuent in t tcT Bel-ion exports to the United Stetes
vroule be frund 2ossible ~n-the bosis of & 50 ocr cent cut in teriff Juties.

_/ G. §. Toriff Coromission, Post-iler Toports ond Lomestic Procuctinon of kcjor -
Cramnditics (Report on S. Res. 3415 78th Cong., 20 scss. Y, 1945, mnong
the Inportuﬁt asswmpilions weres l) Wthot the currcncics of the wohrld yill
be stabilizced ot the same rclative /MLupo o8 cxisted in 19391, 2) lthat
most exchenge controls will have becn climincted in the post-wer Jlong-term
norind, and thot those which crc continucd wi’l be cxereiscd in o non-dis-
crininotory momner!, 3) "that the rclation botweon zeneral pricc and cost
levels in the Ciffcrent countries »f the world will be about the samc in
the prst-wor long toem cs in 1939.% ‘
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For a country with o post-war official dollar debt of 100 million collers,
aind o perennicl trade Ceficit with the United States, this woulc be o weleone
addition to current carnings.

Value of Jelected Dutiable Imports from Belgium in 1937,
and Applicable Teriff hates

Value of Specific Zstimated per-
imports cuties: 1939 centage increase
(millions Ad valorem ad valorem in total imports
Commocdity of duties equivalent of comnodity if
group dollars) (per cent) (ver cent) duty cut 507117
Linen fabrics 5.2 50 100
Cotton fabrics : 2. 8-58 50
Jute cloth 5 30-35 15
Iron & steel products 3.1 20 &/ 20
Copper, cruce & scrap 5 45 b/
Cement 1.1 18 25
Coal-tar distilletes .8 45 50
Gelatin .6 23-28 15
Films. in rolls .5 18 50
Photographic paper,
sensitized v 22% 10
Wincow glass .5 60 50
Plate glass A 58 130
Precious stoncs. 15,2 0-10
Sub-total 31.2
Other imports 33.2
Total imports 64 .4

l/ is estimated for commodity group by Tariff Commission (op. cit.). ZHsti-
mates based on pre-war price relationships and intended to anply to post-—
transition pcriod.

a/ ivsrage rate for o wide variety of products.

Q/ Copper imports virtually cxcluded prior to the war by tariff; significant
increasc probeble if rate rcduced by 50 per cent,
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Currency Trousles in Sthiopia J,H.F,

¥or almost two centuries the pcople of Ethiopia and other lMiddlie
Zastern countrics hove used o silver coin, the Moria-Theresa dollar, as their
monctery unit. In 1945, the Ethiopicn Government introduced & new currency,
thce Zthiopien dollor, officially bascd on golild, but cctually pegged to sterling
2t the rate of 2 shillings (around 40 United Stotes cents) per dollar. Peoy-
ments fized by low in Marie-Thercsc dollars wecrce to be discharged in dthiopian
dollars ot the rote of 1 to 1; apart from thesc cascs, the Maria-Thercsc dollar
wos to be bought cnd sold at its bullion valuc.

The currcncy found acceptonce in the capital, Addis Ababa, ond some
other troding centers, but the rural population continued to usc the old coins
cxclusively. Iicre rcecntly, considerable amounts of thesc coins have been
cxported to ather hiddic Zastern countrics. This development was unwelcome
to the authoritics, and especizlly to the (americin) governor of the nowl;
estoy.ished 3tote Bonk, The State Bonk hos been trying to buy up 2ll awcilable
Maria-Therese dollars in order to bec adle to regulete its voluc, to increasc
the arco of cceeptenility of the new currcncy, to repay the Ethioplan silver
debt (lend-lcase) to the United States, and perhnps also to participatc in
the profits from the cxport of those coins. Lsrcover, the outflow threatencd
t5 ralisc the domestic valuc of the coins in roiition to the new currency, and
thus <o discrcdit the lotter both in the demcstic ond the intcrnationel morket.

The Congucring Ticon of the Tribe of Judch thercfore issued o doerec
sf Novemboer 29, 1946, which prohibited all privatc dealings in daria-Theresa
drllars as of Decamber 29, 1946, wnd ordered 21l holdcrs »f such coins to scll
them 5> en oificic) Bsord within a perind ronging from one wonth ofter thot
date Jor Addis Aboba to six months for rurcl districts. Trade in, or pos-
scssion »f, lLioric-Thercse dnllars aftor thosc dotes will be severcly ounished,
and informers will bc reworded.

The Maria-Theresa doller contains five-sixths of o troy ounce (25,9
grams) of finc silver. The redemption price fixed by the decrce is 1,50 Zthi-
opian dellars, >r approximotely 60 United States cents.  The bullion value of
the coin was crsund 75 cents as long os the morkcet price of silver remained
in the neighborhood of the price offered by the United States. Treasury for
domestically mined silver (90.5 cents per ounce), In view of the recent
decline in the market price of silver, the bullion value dropped to 70 cents
at the end of Wecember 1946 and 59 cents at the end of January 1647. The
present valuc is thus in line with the priecc fizcd by the Ethiooian Covernment.
It is very doubtful, however, whether the Ithiopian pcoplc ezpcct the price
of silver to rcomain at its present low Jlevel, and cven if they do, whether
they would prcicr to hold paper moncy and tolen coins rather than the custom-
ary full-wcight silwver coin of the same valuc. It is thercforc rather uvnlikely
that the prescnt decrce will succced where all Zormer similar government
actions have failed. The Ethiopian pcople may He cxpected to continuc to usc
the Maria-Theresa dollar, and the main cffcet of the decrcc may well be the
addition of a risk »romium to thc price of the coin, and thecrcforc an incrcasc
of its waluc in rcletion to the official currcncy. The decrce mey thus hinder
rother than promotc the csteblishment of @ netionel monctory system in ISthiopiea.
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Note cn Poland!s Coal Situation Hans J. Dernburg

As a result of decisions reached at the Potsdam Conference, placing
formerly German territories east of the Oder-Neisse rivers under Polish ad-
ministration. Poland has become the third largest producer of hard coal in
Europe, ranking after the United Kingdom and Gemmany., In 1938 Germmany produced
186,2 million tons of hard coal, of which 31,2 million tons were produced in
Silesia, now under Polish administration, Poland produced in the same year
38.1 million tons of hard coal, Adding to this the production of coal in
Germar. Silesia, production in the present Polish area was 69,3 million tons,

The following table shows the extent to which present coal output
in the principal coal=-producing countries in Europc approaches the prewar
lcvel, Polish production, at ahout 75 per cent of prewar, is at about the
seme relative level as that of Belgium and above that of the western zones of
Germany and the Netherlands, but is below that of the United Kingdom, France,
and Czechoslovakia, ‘

Present Coal Qutput Compared with That
of 1938 in Seven Leading Europcan Countries
Present Output

Output Prcsent in Per Cent of
in 1938 Outputl/ 1938 Output
(1illions of metric tons)
United Kingdom 230,0 205,6 89
Gemmany :
Wes tern zonc3§/ 151.4 688 45
Festern zones 3¢5 2.’7-4/ 77
Poland3/ ' 693 52,0 75
France . 4645 477 103
Belgium 29,6 23,1 78
Czechoslovakia 13.8 15.3 11
Netherlands 13,5 9,1 67

1/ Output in November-December 1946 on an annumal basis,

2/ British end French zones of occupation,

3/ Russian zone of occupation, Date for Geman production
in 1938 excludes output of Silesia which is included
-under Poland,

4/ Based on Qctober figures,

5/ Postwar arca.

Poland!s balance of payments position depends largely on the volume
of cozl production, According to Polish eetimates, coal will account in 1947
for 67 per cent, in 1948 for 70 per cent, and in 1949 for 72 per cent of
Poland's total cxports by walue, Morcover, these exports are of vital signif-
icance for the economic rcconstruction of Europe, Data contained in the
Polish Plan of Economic Reconstruction concemming coal output, domestic
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consumption, and surplus available for cxport arc shown below:

Coal Data from thc Polish Reconstruction Plan
(Millions of mctric tons)

1046 1947 1948 1949

Output 46 60 70 80
Domecstic consumption 32 40 L2 45
Available for cxport 14 20 28 35

Coal consumption per
head of population
in kgs. 1 1,333 1,48 1,714 1,800

1/ The populetion figures uscd in the Plan are 24 million
for 1946, 24,3 million for 1947, 24,6 million for 1948,
and 25 million for 1949,

It is difficult to reconcilc these data with Poland!s coal commit—
ments which have become known from official Polish sources, In the first
place, Poland has committed hersclf, in a special agrcement attached to the
reparation settlement, to deliver coal to the U.8.5.R, at a special price
until the end of the occupation of Germany, While the quantities to be de-
livered are known, there is considerable uncertainty with respect to the
price, This is believed to be so low, however, that Poland would derive only
slight benefit with respect to paying for corresponding imports. In the
second place, Poland has concluded a series of compensation agreements with
Buropean countries which include coal commitments amounting to 12,6 million
tons annually, The following table, which is based entirely on official
Polish data, gives the disposition of that part of the Polish coal output
shown in the preceding table as available for export:

(Millions of metrie tons)
1946 1947 1948 1049

Available for export

according to Plan 14 20 28 35
Less scheduled reparation ' :
exports to U,S.S.R, 1/ bed  1ls4 13 13
7.6 8.6 15 22
Less scheduled compensa-— ' : ' '
tion exports 2/ 12,6 12,6 12,6 12,6
Residual ~5,0 =/, o0 +2.4 +9.4

1/ Originally Poland was to deliver 8 million tons in 1946,
and 13 million tons in each of the years 1947 through 1950,
Postponement by 3 months of the original agreement schedule
has been reported, The figures for 1946 and 1947 have been
adjusted correspondingly,

2/ It has been assuned (as in official Polish forecaste) that
the agreements concluded in 1946 would be continued up to
1949 and be carried out as stipulated,
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It will be seen from the foregoing table that Poland appears to have over—
committed herself for 1946 and 1947; the years 1948 and 1949 show a moderate
surplus over and above present commitments. Since coal output in 1946 was
actually 1,3 million tons higher than anticipated and deliveries of reparation
coal to the U.S.S.R. were actually .6 million tons smaller,l/ the overcommit-
ment for 1946 appears to have been 1,9 million tons less than shown in the
table,

On the other hand, it is now believed by Polish experts that Polish
production in 1947 will not exceced 55 million tons, 5 million tons less than
the anount foreccast in the Polish Plan, The Poles arc known to have lowered
their estimate for the coal output in 1946 from 50 million tons to 46 million
tons without, however, making any adjustments for subsequent years. It is
possible, thercfore, that output figures for 1947 to 1949 should be lowercd
correspondingly., Assuming the production cstimate of 55 million tons for
1947 to be corrcct, the overcommitment for that yecar would be 5 million tons
greater than indicated in the table and would amount to 9 million tons,

The situation may, howcver, prove to be much morec elastic and, therc—
fore, less scrious than the figures indicatce. The Poles werc in a position
to negotiate with the Soviet Union a three-month postponcment of the originally
agreed schedule for deliverics of rcparation coal and may succced in securing
further postponements, Furthecmore, becouse of trensportation and other dif-
ficulties, neither receipts nor deliverics on compensation agreements have
recached the stipulated amounts, which may he regarded morc as target figures
than as realistic forccasts, According to official Polish data, only about
50 per cent of the total veluc of the agreements was carried out-'in 1946 and
fulfillment of 70 per cent of the agroccments is cxpected in 1947, Although
the Poles have stated that this reduction in compcnsation troade will not
affcet coal cxports under the bartcr agreements, it is reasonable to assume
that these cxports may f211 short of the target figures to somc cxtent,
Finally, it is also possible that the Polish cstimates of domestic coal con-
sumption are somewho.t exaggerated, and, in cny case, it is likely that failure
to attain the plonncd output of coal will lcad to reduction in domestic con-
sumption, .

1/ Coul deliverics under the reparctinongs scttlonent with the Sovict Union
were reported to have been 4.8 nillion tns during the first 10 months
of 1946, Couputed n on annual bosis, such cwel deliverics would hove
been 5.6 nillion tons as ageinst 6.4 nillion tons in the table,

Lrgentine Purchosc of British-Owned Reilwoys Florenos Nixon

It wes cnnounced ~fficiclly n Fooruary 12, 1947, that the Argentinc
Institute for the Promotion »f Trode ond the Comittec »f British Roilways in
Argonting hoed recoched fintl cgreenent in the railrood negotictions. The
British--wncd propertics zrc to be purchascd ~utricsht by the Argeontine Ro-
public fHr £15C aillion, O0f this onount £135.5 nillicn is in poyment for the
nctwork of roailroads and £14,5 nilli-sn covers subsidicry reilrocd centerpriscs,
which incluce recl cstatc, port instollotions, bus ond trucking fims, ond

Ex
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various wotcr and pawer companies. The purchase is to be retrozctive to July 1,
1946, =nd poyment will be made to CGroat 3Britodn os soon es the egreenent hes
been rotificd by both governnents.  Fron July 1, 1646, to the dote of payaent
Argentine will poy one-half per cont intcrcst on the purchase price.

The »urchase announcenent came ac somewhet of a surprise since, under
the provisions of the United Kingdom-irgentine Economic Agreement of September
17, 1946, an anzlo-irgentine mixed-company was to be formed to purchase and
operate the railroads. Only in recent wecks d¢id the Lrgentines re-open dis-—
cussion of an outright purchase to be financcd by Argentina's war- accumule ted
blocked sterling balances, an idea which had played a part in the original
ncgotiations last summer. The development is quite compatible with the Argen-
tinc Government's Five Year Plan, which conteomplatcs the nationalization of
various key industrics, ancd is the third in @ scrics of similar transectlons
which have rucently procurcd lerge propertics for the Republic, including some
Frenct—ownea reilways ond the American-owned telephone systom.

As hos been mentioned above, srgentina plans to use her blocked
sterling belances in particl poyment for the railroad preopertics. Thesc
belances arc rceported by the London Zconomist as amounting to £125 million.l/
Whethcr Argentine will cover the remainder of the £150 million purchasc price
with exports to Great Britain or with United 3totcs dollars has not yet bcon
discloscd.

In cither casc the scttlement will affcct Britain's rate of with-
drewals from her United States credit. Britoin's prescnt financial position
will be somcwhot cascd s demancs on the cvoiloble United States dollar belance
of the Loan will be reduced. In addition, to the extent that Argentino wishes
to rcbuild her sterling holcdings to somc minimum level, Britein will not be
rcquired to drew down collar balunces for poyment to argentinc in currcnt
tronsactions.

The scttlement also climinates the wesis of confiict between the
United XKingdom-irgentine Financiol Agrecment cnd the United States-British
Loan hgrcement, which rcecently cvoked on cxchenge of letters between the Scere-—
tary of thce Treasury end the Chancellor of the Ixchcquer. Sinecc peyment for
the roilweys wipcs out Lrgentinc's blocked sterling bolonce, the transcction ren-
dors inoperctive the clausc in the United Kingdom-Argentine Finencial Agreement
which states thot: '

ITf in any year the balance of payments with the Sterling
Arco werce unfarourahle to Argentine, Lrgentine may further-
morc disposc freely, within the soid Lres, of its sterling
nmalonces for on amount cquivelecnt to the deficit.®

Therefore, o1l futurc trenscctions obviously con only be consistent with the
United States-British Loon Agrecement.

1/ Tais figurc of £125 million is £5 million lower than the emcunt rcported on
Argentine blocked account ot the time of the United Kingdom-Argentine Fi-
ncacic) fLgreenont in September 1946, The diffcrence of £5 million is cgual
to the cmoant of blocked sterling which, under the provisions of Paragroeph
II, claousc 5 of the hgrecment, is to be nlaced at the frec disposal of Argen-
tino ennusily for the peyment of current trensactions, It seems logical to
~ssumc thot this trensfer has alreody token plece and cccounts for the lower
figurc oi £125 willion on blocked account in February 1947.
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Extension of Sterling Convertibility . F. Jaftiy

Ls the result of an agreement reached last December between the
United Kingdom and Canada, arrangements aimecd at securing wider acceptability
for sterling as a means of international payment took effect as of January 1
of this year. The.,arrangements provide that sterling mey be used to finance
the export and import trade of Canada with 22 countriesl/which formmerly had
to pay in United States dollars for their Canedian purchases. Of particular
interest is the fact that the United 3tates is among the countries to which
sterling may now be transferred, and thet conscquently sterling currently
carncd by Cenada 1s convertible to United States dollars.

Perspective on the new development mey bhe geined by rccalling previ-
ous cxtensions of the use of stcrling, particularly of its convertibility to
United States collars. At the end of the war o compliceted system of stcriing
accounts was in cxistenee, by which the United Ningdom divided the world into
various "closcd clcaring arcas® for sterling transfcrs, diffcrentieting emong
thom in the degree of frecdom of transfor pemitted. United States sterling
was placed in what were known as Wrcglistered accountsi'. Outside sterling
could not bc transferred to thcse accounts, which could be withdrewn in the
form cf dollars if desircd by their United Statcs owncers. Cancdian stcrlingg/
was placed in ‘Houthorized cccounts! in London. Poyments from these accounts
could be made frecly only within the storling orce. A group of about twelve
Latin Americon countrics compriscd what was called the Central-Amcricon
clcaring arcc, cnd transfecrs of sterling werc possible, ogoin, only from
these nccounts to the sterling area. As a first step toward cxtending the
conver tibility of steriling to dollars, in July 1945 "United States rcgistered
accounts and #Central-americon cccountsi were combincd into one catcgory
known as #American accounts', cmong which poyments cnd transfors could be
made frcely. uther arrangements extended the size of clcoaring crcas clsc-
where, among which wes the February 1946 cgreement with Brozil providing for
the usc of sterling to scttlc transactions between Brozil on the one hond, and
the Bclgian monctery carce, the vuteh monctaery oreco, the Scondinavien countrics,
Greecec, Spain, ond Turkey on the other. The next move affecting convertibility
to United Stotes dollars was the Anglo-Argentine agrecment of September 1946,
by which all currcent ccquisitions of sterling by Argentina were made "frccly
availaeble for current transactions cnywhere.!

The present arrangement in offcct combincs the Amcrican, Argentine,
end Conedien clecaring arcas.3/ The roneining countrics of the twenty-two arc
sterling arca countrics from which Conade did not formerly acecept sterling
oaymcer.t.

1/ Argentine, Colombiz, Coste Rica, Cuba, Dominicon Republic, Beuador, Guate-
mela, Haiti, Hondurcs, Mcoxico, Nicaragua, Poneme, Philiopince Islands,
Salvador, Vcenezucla, United States oand territorics ond posscssions, Egypt,
Anglo-Egyption Sudan, Irag, Trans-Jordon, Iceland, Faroc Islands.

g/ Sircc 1942 Conade hes cceumuleted 1ittle sterling, its cxport surplus to
the United Kingdom having been fincnced first by ilutual Aid and subsc~
quently by long-term loans.

2/ Agrcement providing for transfers from fmericoan zccounts to Argentine hos
not yet been reached but is expected shortly.
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Since sterling is now transferable from Cenadian to American cce-
counts, Conadicn authorized banks moy now sell currently acquired sterling
for United Stotes dollars in New York. The Bonk of Englend, os throughout
the war, supports the pound by purchasing sterling in New York for dollars
when +the sterling rate recaches a given low. Jencdicn exchange control, he-
causc of the now possibility of conversion, is crtended to cover sterling
tronscetions s well as United Statcs doller transactions. Thus capital
fiighs to dollars by woy of sterling is gucrded cgeinst.

The new agrecment has been described by the Canadian Finonce Minister

o3 representing Yoo preliminary but importont stcp in carrying into cffcet by
the United Kingdom of the cgrecment mode ot the time credits were negoticted
with Gonedo ond the United Stotes to moke sterling cornings in foreign coun-
rics convertible by July 15, 1947." A formmcl cxtension of the arco of
sterling convertibility has clcarly been made. It may be questioned, however,
whether o significant increcesc in currcnt dollar liabilities of the United
Kingdom is invelved. It is conccivable thot Coneda moy cgrec to limit the
cmoun® of sterling she will convert to United Stctes dollars. Altcernotively
it is quitc possible thet Britoin will limit her dollar licbility by rc-
stricting stcrling transfcrs from sterling orce countries to Cenada to o
given amount. It is to be romembered thoat sterling transfers to: Cannde from
the sterling crce romoin subjcet cither to the cichange control regulctions
of the United Kingdom or to local regulotions designed to support British
controls, The inclusion of & number of sterling arco countrics among the
twenty-two moy therefore mercly sisnify Conedian willingncess to cccept
sterling, in placc of the United Stotes Jdollars formerly requircd. If
Britoin has this intention, the rclexation of sterling control hos some
cdistance to go beforc mecting the requircments of the Anglo-Amcricon loon,

If the volume of sterling trensfers cuthorized between sterling crceo countrics
and Ceonade is no greater than the volume of United Stotes dollors which the
Unitcd Kingdom wos formerly obliged to supply to these countries out of the
sterling crco collor porl, the recelpt of convertible currcney by Conade from
the s=uerling arca will not be incrcoscd by the ncow meosurcs. Substenticl re-
ccipts of sterling from the non-sterling-arca countrics listed are unlikcly
both becausc none of thesc, with the exception of Argentina, accunulates
sterling, and becouse most »f them have cn export rather thon an inport
surplus with Gan&d&.l/m

To csk whether the United Kingdom's doller lichility will be in-
crcased by the new measurcs is also to ask whether the new mecsurcs will in-
crcase Caenada's receipts of convertible currency. Governor Towers of thce Bonk
of Ganada implicd o positive answer to the latter question by rcferring to
Britein's "wclcome step' in meoking currcent sterling spent in Canada convertible
into United Statces cdollors as o help in meeting Conade's U #8w dollar defdcitl. -
On the¢ other hond, the originel press rcport from Ottawe reparding the new
regulations stotes "It is not expceted that the new crrongement will result
in any improvenent in Cenadals overall forcipn cxchonge position at the
present time, but it does, it is clained, rcpresent o censidercble ceonvenience
for Conacdion cxporters and importers.! It is of coursce possible that the

1/ Out of twelve of the fourteen Letin Americon countrics invelved in the
arrangenent, only four had an import surplus with Conado in the first ten
months >f 1946, of which only thosc of Argentine ond Panama cexcceded &
million Cancdien dollars.
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lotter stotonent may refer to the overall volume of Conaodian foreign cichange
receipts, anc not to the composition of thesc recccipts. The Economist of
January 11, 1947, suggests thot drowings upon the United Stotes-United Kingdom
loan rizy be increasccd over the next few nonths 2s & result of the new arrange-
iients, which ‘'should have the cffcet »f cquelizing the rate »f drawing? on

the Unitcd Stotes and Conacdian crecits t> Britoin., This supports the infer-
cnee drevn fron Governor Towers! stotaacnt.

It is clecor, however, thet no ipcrcasc in Conocdian receipts of
United States dollars is cutmoticclly involwed in the agreaaent in so for
as its tems ecn be pieced together from public announcements. If Conada's
increased sterling reccipts arc to come from sterling crec countrics which
fomerly paid Conade collars direct, the totel of sterling and dollers noy be
but need not be largor than before. In this conncetion it is possiblc that
the United Kingdom itsclf, which has heretofore scttled its trade deficit with
Cenade in Conedion cdollar crecdits, may intend to poy, in port ot least, in
steriing. However, the fact that, 25 of the end of Jenuery 1946, only chout
550 million <>ilors of the 1,250 million dolleor Canadion loan had been uscd,
suggzests that the use of sterling is not on immediotc nccessity.

Equalization of Yugoslov onc Albonion Currencics R. E.

On Jecember 27, 1946, the Netionol Lssembly »f the Federative
People's Republic of Yugoslavie rotificed unoninously the treaty signed on
November 27 betwcen the two countrics. In broad temms, the treaty is cimed
2t homonizing ccononlce plons, cstablishing o custonms union, and ecualizing
the currencics of Yuposlevia and Albenia.l/

The Trcaty is to lost thirty ycors with the proviso that 1t shell
run &n acdditioncl ten years unlcss notice is given in writing one yeor previ-
ous to the datc of cxpiration. Anong other mcasurcs it provices for the
cqualization of the tro currcncics within thrce months after the date of
signing (i.c., by Fcbruary 27, 1947) by putting the ilbanian lck on a par
with the Yursslow Cinor. In this connccetion it is intercsting to note thot
the &lbonian currency unit mentiened is not the fronc, mut o subdivision
therenf, the lck. OCnly last July, o new Albanicn Jccrce-law wes published,
rcestablishing the frone as the currcney unit for the country,g7and fixing its
valuc ot parity with the pre-1914 ¢old fronc, ceucl to 32,67 United Stotes
cents of present veluc. Sinec the frone hos five 1lcks, this mode one lck
cqual to 6.534 United Stotes cents., This roprescnted o considerable overvalu-
ation of the Albenion currcney in rclation to ecurrcncics in surrounding coun-
trics 2ond cspceially to the dollar.

The Yuposlav dinor has been set ot 2 United States coants by the
Yugoslev Covernient, ancd on the bosis »f one lek being equal to one cinar,
the Albanian fronc will now be cequel to 10 United States cents. The equali-
zation thus neans o devaluation »f the Albanian currcncy by about 70 per cent.

1/ Sec this Review, Deceaber 17, 1946.
2/ Scc this Revicw, August 12, 1946.
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The now rate »robably still overvalues the frone, but is more in kceping
with the actucl purchosing power »f the currcncy in prescnt-day Albonic.,

The trecty further provides thoat the note circulstion in the

People's Republic of albaniz shall be in proportion to the currcncy circu-
lation in Yuposlovia, cue considerctinn being civen to the number of in-
habitints end the cconualce power of both countries. In addition, Albenic
cgrecc to introcuce the price systems ond the price levels cxisting in Yuzo-
slavia to facilitote ndeption of the currency rcfom. It may be suggested
thot cloption of the provisicns of the treaty moy be followed by the intro-
cuction »f the Yugoslav dinor in Albanic os the primcipel currcncy unit as o
stcp towerd svill further integration of Albenic inte the Yugoslav cconony.






