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Finencial Conditions in Belgium J.H.F.

Te Minister of Fincnce of Belgium, M. Eyskons, roviewed
the presont finencial situztion in « specch deliverod at the oponing
of tho currcnt scssion of the Scnate on June 5. He doclercd thet
Bolgium had suffored war demcgos of 195 billion francs. This sum
obviously includos the poymont of occupation costs end clouring
sdvanccs to Germuny in the umount of 140 billion. In viocw of the
doveluwtion of the Bolgien currency in Scptember 19}y, the prosent
valuec of the war damege figure wes put et 250 billion ecurrent frencs.
1. Eyskons stoted that the monotery moasurcs tukon in October 1944
reduced tho means of peyment in circulation (currency «nd froc bank
dcposits) from 185 billion to 73 billion fruncs, but that by the end
of april 19L5 the totul hod risen egein to 107 billion. At that time,
tro blocked mcans of poymont amounted to 101 billion, of which 37
billion were "temporarily unaveileble" und 6L billion pormunently
frozen end dostincd to be converted into a compulsory long-tern
gevermmont loan ot low ratcs of intorest. The Govermaont has de-
cided to unblock the "temporerily unevaileblc" purt of holdings that
totelled not more then 15,000 frencs cech and, in conncction with the
roopening of the stock exchange, to relecse the samo portion of ac-
counts of stock brokers. 4 similar policy will be pursued in relation
to other enterprises whenever thoy ere able to resumc full operation.
The Minister cxpected all "tomporwrily unaveileble" holdings to bo
unblockod within onc your, but rcjectoed o motion usking for imnmedigte
unblocking. Mcenmwhile, the logislature is continuing discussion of
revenue noasurcs providing for an almost confiscutory tox upon wor
profits. The Govermment oxpocts thesc moasures to roducc tho deficit,
which at present is estimetcd ot ebout 2 billion fraones por nonth.
Tho govorment dobt incroased betwacn Soptambor 19hh a«nd March 1945
from 165 to 196 billion francs, end hes certeinly exceeded tho 200
billion mork sinco thet time.

2s comparoed with tho situation in the fall of 1939, mcans
o7 payment in circulution (excluding the "tumporarily unaveileblo"
balences) have incroased by wbout 70 per eent; if the "tomporerily
uneveilcble™ wceounts wre included, the rise would amount to 125 per
cont. The public dobt hus gone up by sbout 200 per cont. Both these
figurcs ere fer sncllor than the corresponding incroascs in the United
Stetos wnd the Unitod Kinglom, end they wppour even moreo modorate if
the doveluntion of the Belgian frone by 32 per cent in torms of dollars
is token into sccount. The financiol difficulties of Belgium aro there-
fore fore caused less by tho ebsolute ineresse in circulation and in-
Gobtedness than by the disproportion between the monctary supply and
tho production of commoditics. s soon es the Bolgion cconomy is «ble
t> operate ct full copocity, the disequilibrium betwoen tho flow of
money and of goods muy well disappecr without further disturbonces of
the prico level and perhaps cvon without necossitating a further de-
valustion of the currency.
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The Pound Sterling - Dollar Ratio’ Hens J. Dernburg

The sterling-dollar rate of about L, dollars to the pound,
which has provailed since early September 1939, establishes contact
between two major foreign exchange &rcas, the sterling arce on the
ons hend and the more loosely definod dollar area. The stebility of
this retio during the wer {except for cortain fluctustions in the so-
called froe sterling rate) was o roassuring fixed point in a changed
end changing world. No wonder, then, that tho ratio hus becn discussed
but 1ittle in the Allied cimp, and thet such discussion as has occurred
he.s been conducted vory discrectly.

The British White Pepor on Mutual £id of November 1943 gave
tho first official corment rogarding the dollar-sterling parity that
should be. used for converting the war expenditurcs of the two countries
into rcel terms. The lthite Peopor pointed out that lend-lease and re-
vorse lend-leaso wro valuod 1nd0nondnnt1y by the two Governments, and
suzzostod thet any compurison, unless medo with circumspection, would
lcad to sorious undorestimetion of tho British contribution. The
paper continued es follows:

"The price-levels in the Unitod Stetes of the labor
end materials most in quostion ure substantially higher then
ours. Thus fmerican book costs probably cxceed similer British
costs by more than 50 per cent. This is not &n accurate guide
to relative officiency, efter allowing for differences of wage-
levels, since the costs in tho two countrios arc computed on
beses which are widely different in sevoral rospects. But
they do- afford an upproximately accuratce corrcct*vo for the
book-costs s ontered up for the presont purposc.

This statoment of the British Treasury implied theat a rate for tho
round considerably higher than tho officisl pearity would rosult in
& more eccurate estimatec of the reospectiwe contributions of the two
countries. In its sccond report on Mutuel Aid, published in Novombor
19);, tho British Treesury rosumed the discussion end gave the following
cxamples to show the difforcnces between United Kingdom end United

tatos prices "of certain closely comparable itoms" which the British
"both receive on Lend-Loase and give on Reeiprocal Aid:"

Prico 1n dollars.1/jU.5.L. prices.
Unit Supplied by (U.K. prices

U.K. U.S. 4. = 100)

Inti-tenk Gun H.E.Shell ecch 7.8 8.5 109

Tronch Morter Bomb cach 2.9 L.o 138

3 Ton Lorry ooch 1,531.L | %,256.2 213%

Prrachute cech 135.2 165.2 122

Dinghy eech 106.4 129.0 121

lireraft Tyro cach 159.5 350.6 220

Wircless Set each L1g.1 a,8.8 155

Ccble por milo 23.6 21,9 148
Field Clothing - Jackct

end Trousers set 10.7 2.8 92

Heavy Wool Jerscy cech 2.3 2.6 113

l/lPound sterling pricas convertod .t official middle rate GL.03 = &1.
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If the more extreme cases are eliminated, it appears that prices for
these selected items are on the average zbout LO per cent higher in
the United States thun in the United Kingdom, There is other ovidence
pointing in the samo dircction: shipbuilding costs arc known to be
boetwoeen 60 end 100 per cent higher in the United States than in the
Uni.ted Kingdom; weokly Americen moncy weges in Juno 194, were almost
90 per cont ebove British weges; o comparison of prices for o standard
food bzsket in Qctober 1943, recontly publishod by the International
Lebour Office, shows thut fmorican food prices were at that timo 63
per cent cbove those in the Unlted Kingdom. The effcct of food sub-
sidies cennot beo isoleted in this comparison.

On theo basis of similar cvidonce, A. J. Brown, in a study
on the cconomic wor offort in the United Kingdom and in the United
Statcs,i/suggcstcd that the various portions of the United States
nasional income for tho first half of 1943 should be converted into
storling «t tho following rates por pound storling:

Consumers' dureblo goods and sorvices %6.5
Consumors' non-durablce goods 5.9
Netional defeonso goods cnd non-defense goods

tnd servicces bought by the Govermment 6.5
Nutional defense services 1.0
Investment nd disinvestment 5.5
Consumers! non-durablo goods and scrvices 6.1
Consumers' durable goods 5.0

The weighted averoge of thosc various rutes--with weights derived
from official statistics of national income--is 6.40 dollars to the
pound,

The situetion as prescnted so fur mey be puzzling to the
imerican reeder. Thore eppcars to be no lurge arca of production in
which the British do not have lower costs on the basis of cxisting
oxchange rates. A vory thorough investigation into aetual Amcrican
end British cost «nd prico conditions should be made to doterminc the
focts of tho situation. To roturn to the comparative priccs of re-
ciprocel eid goods, it scoms surprising that o 3 ton truck produced
in tho United States should cost moro thon twice os much as o similer
"Lorry" producod in thc United Kingdom, and it is pearedoxical that the
on.y item in which /mericen production is cheaper should be a toxtile
good, since cxports of toextilc vroducts huve long constituted on im-
portant item in British forcign trade. The British Whitc Poper statoed,
howovur, that Government accounting methods differ @nd that the items
"cannot necossarily be rogerded os ruprescntotive of the whole ficld"
since it is the cxcoption rcthor then the rulc that the two countries
gl7c and reccive tho stme or cn cquivelont itom on Mutual 4id. Ono
may arguc, moreover, that war meteriels alone provide too narrow a
base for comparison of generel costs and prices in the two countries.
Many goods (such os petrolcum products wnd tobecco) are known to be
vory much chegper in the United States than in the British internal

l/ Bullctin of Intornationnl News, Decanbor 25, 194%, "Economic War
Efforts. 1. The U.K. end U.S..."




-9 - : CONFIDENTI/L

morket, and no ovidence has becn brought forwerd to show thet Imerican
. goods of tho kinds which centor into normal intornational trede erc morce
oxpensive then comparcble goods produced in tho Unitod Kingdom. 2 com-
parison of the dovolopmont of /merican and British unit pricos for ox-
ported goods does not indicato that fmerican ebility to compoto with
Britain hes boen impairod during tho war:

Index MNumbers of Unit Prices
or Average Values of Exports

U.S. A, U.K.
1938 100 . 100
1942 137 157
1943 151 171
194 171 178

It should not be overlooked, however, that the figures on which the
index numbers are based include lend-leasc exports, a fact which
lessens their value for a forecast of possible post-war devolopments.

In contrast to most of the dute so far adduced, which indi-
cato that a roletively low oxchwnge rutc has been muintained for tho
pound sterling, cvidence may bo driwn from othor sourcos which would
appercently leed to the opposite conclusion. This cvidoence will be
prosented with a minimum of criticuwl appraisal but concluding para-
graphs will attempt to resolve the puradox prescnted.

Although tho officisal dollar-storling ratc remaincd praeti-
celly unchanged after Scptember 1939,}jimportunt merkcts for treding
in "frec sterling" continued in Now York ond Zfirich until Fobruary-
Mearch 1943, Storling sold in thosc markets et rates considerably
lower then official quotetion end reached & record low of 3.27 dollars
to the pound st tho time of the groat German offensive in May 1940.
Britain decided at thet timc to climinate tho freo murkcet and, through
verious finencicl mowsurcs, thoe frece merket rete was graduclly forced
up toward tho officiel rate, which it reachod in August-Soptember 1940;
in Merch 1943, froe sterling ceascd to be quoted in New York.

After the free rate had lost its significance as a barometer,
there were still two markets from which some approximation of a "free
sterling rate” could be derived. These were the market for sterling
securities in New York and the markets for British and other benk notes
in various finenciel conters. On the New York Curdb Bxchange, such
steorling socuritics as British War Loon, British-Americin Tobacco, and
otiier important industriel shtrcs have boon quoted. Prices wore at
timos (February 1943) cbout half the London priccs if the corresponding
storling quotctions in London arc converted into dollers at the officisl
middle rate of 84.03 to the pound sterling. On this cvidence, the

1/ After forcign oxchonge control wes introducoed on Scptomber 4, 1939,
ompowering tho Bank of England to osteblish officiel cxchango retes,
tho Bank on September 5 fixed ageinst tho dollar & buying rato of
$l1.06 and o sclling rate of %4.02; in the middle of Scptember the
buying rete wes chenged to $Lh.0L, and on January 8, 1940, the
buying retc wes sot at $4.035 und the selling rate at $4.025.
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"froo rate” would at times have beon sbout two dollors to the pound.
Such a figurc, however, is not rcprosentative since it cxprosses =
conversion ratio in which theore wro meny fuctors apuart from the ox-
chenge rutc. A somewhat better stundurd of me.surement, elthough
on¢ clso subject to meny non-cconomic distortions, is the quotction
for British bank notes in various Buropcan markots. The following
teblo shows the dollar-pound sterling cross-rate os derived from the
quotctions (o.g., in Swiss francs in zlirich) for dollar notes ond
sterling notes, respoctively:

Date Ierket Cross~rate
(Dollars to tho pound)

June 11, 1943 zlirich 2.94L
Oct. 21, 1943 " 2.98
Dec. 20, 1943 " 2.89
Merch 8, 1944 " 2.94
June 30, 1GL4L " 2,21
July 194l Istanbul 3.50
November 1941 Paris 2.10
Junuery 1945 i 2.73
March 1945 Istonbul 3.0L
tpr.14-30, 1545 Budepest 1.95-2.22
May 2-7, 1945 K 2.20-2.47

Those reates show great deviations, in some cases up to 50 por cont,
from the officisl ruto. In cvaluuting the discrepancy, it should be
rcalized that repatrietion of both dollar wnd pound sterling notes
hes been restricted by the respcctive governments. The importation
of Benk of England notes into the United Kingdom is limited to 10
poands por porson ond only bone fide holders aro cntitlod to this
privilege, which oxcludos scamon and others who in thc coursc of

thoir normel occupation meke frequont journcys betwecen tho United
Kingdom cnd noutral ports. Most buying in these merkots, accordingly,
is being mede for investment purposcs.

Whet is the oxplanction of this paradoxical situation in
which admittodly incompletc date indicete on the one hand that British
costs cre lowor then Americen costs, ond on the other hund, that the
officiol rite of the British pound is being meintuined et an unduly
high lovel? The oxplanation moy be found in the fact that persons
dealing in the oxchange and investment merkots are attompting to
&sscss the future belance of poymonts position of the Unitod Kingdom.
In this procoss, they sppercntly discount thc possible offwect of any
nodecrate adventege which might cceeruc to British cxports in the metter
of comperative prices, on the assumption that hewvy import domands
ond unfavorable developments affccting non-trede items in the British
balence of peyments after the war will morc than offsct any incroasc
in cxports.

In 1938, the British exccss of imports over cxports toteled
ebout 390 million pounds; this wes pertly offset by 200 million pounds
not income from overscas investments, 100 million pounds net income
from netional shipping, «nd 35 million pounds net roccipts from com-
missions, insurwnce, otec., But those items wore not sufficicnt to
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bal ance complotely tho cxcoss of imports over exports, and it wes
therefore nocossary to liquideate foreign exchango asscets acquircd
in ocarlier ycers te tho valuce of 55 million pounds. Thus, cven in
tho pre-wer period, Britain failed to bealance her currcent accounts,
but wes able to moct the doficit from en adequeto supply of gold wnd
forcign exchunge assets. Such reserves heve been lurgely liquidated
during the wor cnd Britoin, if uneblc to balencc its current cccounts,
will heve to rely on the moderato intornuational credits which she may
sceurc from the Internationsl Fund (if cstablishcd), or on other lowns.
Tho pressure to balunce her current cccounts will therefore be very
groat indecd. This will bo oxtremcly difficult to do, however, since
precticelly 1l items with which Britain formerly bultnced hor un-
arorablc morchendiso wceount havo been wdverscly affocted during
tho war. Intercst roceipts have decrcased os o result of the liqui-
dazion of forcign assets, while intercst paymoents have incrcascd due
to thc now indebtedness built up during the war, Income from shipping,
insurence, end financial services will heve suffcered deterioration.
If Britein is to meintein her imports, sho will have to incrciw.se her
exports sufficiently to compensoto for the loss in sorvice incomes.
The British Govermmunt has stated that an oxpansion of Britain's ox-
port trazde to at lowst 50 per cent ebove the volume of 1938 will be
ebsolutely nccessury if the United Kingdom is te belance internationel
eccounts. Tho magnitudo of the tusk may be gethercd from the statistics
on Britain's wer trede, recently publishod by the Boaord of Trade, which
indicwte that in 1942 the volumc of cxports cmounted to only ebout 30
per cent of the volume in tho last pre-wor your.

Future balenco of poymonts prospects for the United States,
an the othor hand, arc moro favorable. An oxcecdingly strong demand
will oxist for supplies and cquipmont ncccssury for roeonstruction
of devestatoed arews in Europe ond Asia, as well as for roplacomont
goods end developmont projeets in all parts of the world. 1In the
cerly post-wsr yoors, the United States mey prove to be anc of the
fow countries whoso productive capscity will permit o substunticl
oxcoss of oxports to satisfy those demends. Under theso conditions,
it mey be sufoly ussumed that amorican cxports will not be unduly
handicopped cven 1f United States prices should prove considerably

1

higher than, for instence, thosc of the United Kingdom.
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The United Nations Organization and Bretton Woods H.J.P.R.

The charter of the international security organization, to
be known as the United Nations, drafted at the United Nations Conference
in San Francisco, discloses in genernl terms the proposed reletionship
botween the United Nations end such specielized intergovermmental ugen-
cies &s the International Monctery Fund and the Internationel Bank for
Reconstruction cnd Dovelopment. Although the charter grints the new
Orgenization powor to maoke rocommendetions to end to recceive roguler
reports from these intergovormmentel egencies, it appoars thet the
latter will in fact retain o large dugree of independence in their
speeial fields.

The chartor of the United Nutions provides thet rosponsibility
for discharging the functions of theo United Nations Orgrnization reletive
to international oconomic and social coopereation shzll be vested in the
Gonorgl Assembly of the United Netions and, under the suthority of the
Gonoral Assembly, in the Bconomic and Social Council. The Genereal
Assombly will consist of ell mombors of the United Nutions while the
Economic &nd Social Council will consist of cighteun members clccted
by o two-thirds vote of the Gonorel Assembly. The chartor cuthorizes
the Unitocd Netions Orgenizetion through the Genoral Assombly to meoko
rocomnendations for the "coordination of the policies cnd cctivitics"
of spocialized intergovermmontal ecgencies hieving wide rosponsibilitics
in tho cconomic, social, or related ficlds, The Intornationsl Honctery
Fund tnd the Internestional Bank for Roconstruction and Development, if
cedopted, will be emong theosc specidlized cgencics. The charter spe-
cifically provides thet the LEconomic wnd Social Council "may coordinate
tho activities" of theuse agoneics through consultation with or rccom-
mendations to the egoncics thomsclves, or through rucommendations to
the General Asscombly »r to thc members of the United Mitions. Omission
of spocific suthorizition to the Council to mcke recommendation re-
goarding coordination of poliey points to o possible distinction botwcen
tho powcrs of tho Assambly end the Council in this respect. This dis-
tinction is blurred, however, by the provision thot tho Council me
initiate studios end properc reports with ruspect to all internetional
cconemic, sccial, and rolated notters and mey meke rceeormondutions on
such problcms to the spoecialized agencies, to the Assembly, or to the
member nations. Such generul wauthority would eppcer to include scops
for rceeommondations of poliey cnd of poliey crordinetion ws well.

The chartor of the Unitod Nutions elso provides that those
intergovermmoental agoncies shall be brought into roletionship with
the United Netions by moens of agrocnments negoticted by the Economic
end Social Council with the individual agencics; no montion is mede
of the torms those agreenonts might contain. In order o kcop in-
formed reogerding the sctivitioes of the spociclized ngencics, the
Council may arrasnge t receive regular reports from the lattor
end, in gddition, to recoive spoecial roports on steps teoken to
cffectucte Council rocommendations. For this seme purposc, the
Council nmoy noke arrangemcnts to participate in the deliboreations
of the speciealizod cgencics and reeiprocally for roprosentetives of
tho egencics te participate in the delibercations of tho Council. In
the casc of the Internationcl lonctery Pund wnd tho Internctisnal Benk,
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these crrangonents might provide far roprescntatives of the Council

t> be present at mootings of tho Boards of Governors or Exocutive
Dircectors of thuso agoncics. Presumebly the Council's reprosontotives
would cct simply as obscorvors.

Tho Goneral Assambly is given ‘the additio-nnl power of
epproving wny fincncicl or budgetary srringoments concluded with
spociulized intergovermicntal wgoncics. [ more inportont provision,
in rolation to tho Internctisngl Monctery Fund end Interneti-nel
Benk,which /E?esumubly? will not receive funds from the Orgunization,
is thet tho assambly shall oxenine tho wdninistrotive budgets of
intergovermentdl agoncics with & vicw t nuking rocormendations
thorcon to» tho cgencios concorned,





