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(The export end import statistics in this table include only non-
muritions items. Foreign trade statistics for 1939, 1940, and 1941
are excluded becuuse the official data for these yeers include
muritions as well as civilian goods.)

It is well known thet the internetional problem which fzces
the United Kingdom at the present time is purtly u result of the gb-
normel import surplus which doveloped during the wer. The British
cccnomy was so complotely mobilized for war thut roesourccs were not
cveileblo for the production of normal exports. The luirge import
surplus which doviloped when oxports vicre reduccd, togother with the
runitions imports of the Unitod Kingdorm, wore finwuneced both by Ilond-
Leeso end by cn inerosse in Britcin's bunking obligations (sterling
belwnces) to the rest of the world., The termination of Lend-Lernsce and
tho reluctence of many countrices to eccumulate further sterling beleonces
ncen thet other muthods must be found te fincnce the British ftrade defi-
cit in the transition from viir to poace. The British cxpect that, in
the long run, they will be cblc to increase their exports suffieiontly
to pey for their imports; but in tho meentimc they nced finanecivl as-
sistance for the transition ycurs.

The excet size of the deficit in the British brlance of pay-
ments camnot be accurately forcseon, but verious estinutes heve pleced
it batween 750 and 1,500 million pounds, over ¢ threo-yoccr post-wor
period. In any cuso, howover, it is importent to notec thiet even the
largest of those estimates is smell relative to the probable veluc of
domostic production in tho Unitod Hingdom. It heos booen cstimeted that,
ot full cmploymont, Britain could produce a post-wer ncet incomo of wp-
proximetely 5.6 billion pounds, stuted in 1938 pricus. In post-rrs
nrices, this incoms would cmount to cpproximately 7.8 billion pounds.
The cctucl level of income will, of course, bo lowor thun this goal,
oving lirgely to tho difficulties of rcconversion, But cveon if e«n
cllowence in oxcoss of 10 per cont is mado for thesce difficultics, it
is likcly that the net incomc of the United Eingdom over tho threo years
19L.6-1948 will cxcecd 7 hillion pounds per yosr. Comparcd with ¢ na-
tionel product of this mognitude, oven the muxinum dofiecit of 1.5
biliion pounds is rcleatively small. Over the three-yoor poriod, in
fact, the doficit cmounts to only 7.1 per cent of tha egzrozete net
product. Considoring the foet thet »nroductivity per worker increused
tbout 1.5 per cont por yoor in tho pre-wer period, it is cpprrent that
the deficit in tho post-wer belince of puyments will not, in the long
run, bc a scrious burden on the British economy. Under thosc con-
ditions, it is surely en oxaggoration to sey that Britcin is benkrupt
or destitute.

The rcal problom, then, i1s not the finincing and rehabili-
tation of en oconomicelly bankrupt nation, but simply the provision
of tomporary cssistunce for ¢ rulatlvely small port of the ontire
British cconomy. While such rssistrnce is obviously not cbsolutely
gssonticl for the survival of the Unitod Kingdom es en industriclly
strong nwtion, it is neverthelcss highly desirchle. Wer denoge and
depreciction heve reduced the velue of British capital by approximately
four billion pounds, tnd the spoed with which those losscs can be ro-
pleced doponds purtly upon the assistenco which the United Kingdonm re-
ceives from abroad, Thus the British cre faceod with o choice »f accopting
o loan from the United Stetes, if offorcd, and thereoby cccelercting their
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rece of recovery, or reducing their doficit immedietely tc the point
whero 1t can bo financed by biletoral ecrrengemonts with countrics

in the sterling aret. Thse lettor clternative would, of course, in-
eroasc the time rcquired to rostore Britein's post-war steonderd of
living os woll gs her capitul cquipmont.

The neture of the altornetive confronting the British mey
be seen more cleéarly by considering the possible disposition of the
net nuti»snal income in 1946. If the British incomc is 7 billion
pounds in that yeer, us suggostod above, &nd if essistancc of 500
willion pounds is received from other countries, the tatel valuc of
resources aviilable to the British will be 7.50 billion pounds. On
tho cssumption thet consumption is rostricted to the 194L lovel by
mouns of rationing, the resources devoted to this purpose will smount
t> 41,18 billion pounds, lew.ving 3.32 billion pounds for reconstruction,
other capitel development, military end sther govermentul expenditures.
Non~-nilitery goverment cxpenditures on goods snd scrvices in 19,
wero epproximetely 0.5 billion pounds. It may be assurmcd thet this
rese will continue into theo post-wer yeuwrs. ‘thile militory expondi-
tures ere nuch moro difficult to estinute, it is gonorally belisved
that thuy will be cbout one-fourth of the wor-time peuk, or approxi-
m&tely 1.2 billion pounds por yewr. Thus totel govermment cxpenditures
on goods and services may be ebsut 1.7 billion pounds, lecving 1.6
billion pounds for reconstruction and other copitel dovelopment. At
this rate of development, the domestic war losses coull be roplaced
in opproxinately 2.5 yewrs. But such & repid rute »f reconstruction
is herdly to bo oxpected. It scems more likely that the British will
permit their standard of living to incroase somewhet ubove tho 19L,
lowvol, and will restore their war losses in perheps four yours.,

The figures just prescnted are summerized in theé teble
below;

(In billions
>f pounis)

Net netiongl income in 1946 7.00
Loens from chroad .50
Totel resources eveilaeble to the U.K. T.50
Less: Consumpticn L.18

Resources cvuilable for other purpnscs 7. 32
Less: Govermont coxpenditure of
resources

Militery 1.20
Non-nilitary .50 1.70
Balance eveileble for capital -
developmont 1.62

|
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The gonerel improssion creited by these figures is thet
foreign assistance, oven on & gencrou$ scole, is a relatively smell
feetor in the totel British recovery progrum. Tho actuel importencs
of foreign aid, however, is no doubt grecter than theso figurcs in-
dicetas  To some extent, the products roceived in foreign trode are
essenticl to the meintonanco of nationul output. The toxtile in-
dustry, for exemple, cennot oporute without the cotton received from
abroad. Similarly, the food industries arc highly dopondent upon
importation of foodstuffs., In viow of this inflexibility, it cennot
be inferred thut eliminution »f foreign cid from the figures sbove
woiuld simply roduce the possible level of copitul development fron
1.6 billion pounds to 1.1 billion pounds. pctuslly, the resulting
shortege of ruaw mutoriels would probably reduce the nationsol incone
below the figure suggosted sbove, mnd the rate of copitel developrient
would be eorresponlingly reduced,

Bven ofter making ellowences for Inflexibility, howevor,
the fuet romuins thet tho British stundard of living is by no nmeans
entiroly <dgpendent upon the internationel positisn of the United '
Kingdor.., BEven beforo tho wur, the Unitel Kingdom devoted loss than
20 por cont of her nutiosnul incomc to imports. Thus cven a 50 per
cent rcduction in imports, conperved with pre-war, woull involve less
then ¢ 10 por cent reduction in nationul income. In the long run,
such « roduetion could bo offsot by the goneral rise »f nroductivity
pur worker which will cortuinly continuc in the post-war yours.



- 10 - CONFIDENTIAL

New Exchange Control Law for Paragusy Gerald Alter

The Republic of Paragusy decreed on pugust 29, 1945, =
law (No. 10,043) estsblishing & new exchunge control regime to be
edministered by the Division of Exchange Control under the direction
of the Monetary Board of the Benk of Puragusy. The new lew, to be-
come effective in 90 deys as o substitute for the ons now in effcet,
wes prepered in collaboretion with Mr. Robert Triffin of the Bourd
steff and Mr. Relil Prebisch, former genoral meneger of tho Central
Bank of the Argentinc Republic. The system of controls over inter-
netionsl trensfors csteblished by the new lew is limited to what is
considercd indispensablc for the success of domestic cconomic policy,
elimincting, nos for as possible, discrimineatory measures hermful to
the internationsl trade end foreign rclations of the country. The
low thus complements the reforms previously effected in the Paragucyan
nmonetery ond benking system.l/ Although scnction of the Internationel
onetary Fund will bo roequired for such oxchunge controls cs are con-
tinued in Poregucy after the Fund egroeemcnt becomos offcctive cond tho
iritiel trensition period has possed, the new lew is dosigned to pro-
vide o fremework sccoptable within the Bretton Woods agreemcnt whonever
oxchenge control should bocome necosscry. The lew itsclf provides some
gucrentees to ensurc thce country egeinst oxchenge restrictions not
required by e dengorously low luvel of the country's monotery roscrves,
cr.d its provisions aro sufficiently flexible to permit adjustment in
the noturc of controls dopending upon the extont of any exchange
scarcity.

Purposec of Bxchinge Control, The exchenge control regime
established in tho new low is designed to moet ¢ situction crected by
o temporary deficit in the balunce of peyments, when «ll demends can-
nct be met cnd foreign crodits cro uneveiluble on satisfactory torms,
Ir. many countries of Lotin Mmerice, including Peraguey, dopondence
upon & few export commoditics implies violent and frequent fluctuations
in the balance of puyments of &« feirly temporary ncturc. These un-
devoloped countries, furthcrmoroc, rarcely enjoy &« luvel of intornctional
rescrves. sufficient to cushion even temporery discquilibric in the
bclance of poymonts. At a time of scercity of intornetional rcserves,
it becomes impossible to maintcin both exchenpe stebility end free
exchenge markets, end the choice cppeers s betwoen devaluetlon of the
curroncy end oxchangoe control. Whon the situction is judged to be
tamporery, oxchenge control is to bs preferrcd.

The now lew gives cxpression to this logic of exchsnge con-
trol. Tho stotemont of objectives recognizes the necd to protoct the
ccenony from violent disturbences in the belance of payments, but
vxpressly prohibits the use of exchenge control for extraneous pur-
poses, perticulerly as o meens to evoid fundementcl Ceonomic end
monetery cdjustments required by e porsistent disparity betwesn
internel and extcrnal prices and production costs. The situation
justifying the imposition of limitoations on ¢xchtnge is defined in
the low, end the situstion under which restrictions oncoe eoprlied rmust

l!'Monotary Reform of Octobor 5, 1943%; Contral Benking Legisletion of
September 8, 19Ll; General Bonking Legislation of September 27, 194L.
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bo ramoved is also specified., Only when the net resorvcs of tho
Monetary Stebilizetion Fund drop to less then 35 per cent of the
ennual cverage of tho exchange seles during the past three yoars,

nr when o continuing doficit in the bolence of paymonts threstens

to reducou roscerves in the coursoc of 12 months to 35 por cont,mey
restrictions be imposcd. If in cny yoer following tho initietion of
limitations, not reserves cxcecd 35 por cunt during threo consoccutivo
months cnd ar¢ not expocted to drop bclo¥755 per cent within « yeer,

oxzchango linitetions must be olimincted.:

Tha Gonergl Structure of Controls. Exchunge control systoms
es traditionnlly conceived hove roquired the retiosning of oxchange
(>r the gronting of import permits) at rigid prices. Such systums in
operation heve exhibited sorious defects cnd have besn subjoctud to
severc criticism. The adninistretion of controls has beon extremely
cumbersonc. Untold opportunities cre provided for discriminctory
treotniont of poarticuler countrics, or of porticuler importers, end
officiuls cetunlly in chaorge of cxchonge oporetions mey epply controls
in o purely arbitrary manncr. The alloscetion of exchonge to fovored
importers ¢t « fixoed pricc normits lerge windfell profits >n the sele
of imports, which in turn offaor o straong temptation to collusive
cgreoments botwsen officiels and importers.

The structurae of controls provided in the ncew Puraguoyan
lew is designod to avold or minimize these defects. The effective
rates of exchange to result from the operetion of the system roprosent
& compromise botwosn steble end floxible retss. Soleetive oxchonge
flexibility with & high degroc of sutomatic cheannelling of exchonge is
provided. TFull exchinge frecdom cnd stability sre meintnined for ell
osscnticl cconomic trenscetions through the csteblishment of a« specicl
nmarket in which cxchenge nust bo sold for specified purposcs gt o rate
verying from the parity level by no mare then two por cont .2/ This
narket noy be celled the "fixed prico narket for cssenticls." Thoe
essignment of exchenge for othor purposes is accoamplishod by the use
of exchange rstcs which arc made flexiblo in effoct through tho sole
»f cxchange certificates on tho auction murket c¢nd on the froc mearket,
The certificetc price will wary with supply and demand conditis»ns on
theso narkets ond will ellocate cxchenge with o minimum of monagenent
by the oxchenge suthorities.

The System of Controls., A1l officiel sxchange, including
that crising from the appraiscc veluo of oxports,é/;ublic loecns ond
foreign credit operations, end now rugistered cepitel imports must bo

1/ The only exceptions t> theso proscriptions concerning permunent exe-
T chenge contrsl relete to non-esscnticl morchendise of ¢ luxury nature
end to crpitel transfers. The Chepultepee Confercnce rceognizod the
neod to provent squendering of the reserves scquired by Letin fmerican
Republics during the wer on the import of luxuries, and the Monetary
- Fund Agreoment senctions control of cepitaol troansfors.
2/ The onc per cent provisions in the Bretton Woods fgreerent will, of
T course, toke precedonce sver these provisions whon the Internetional
Moncteary PFund becomes coffective.
3/ The llonctary Boord is directed to assign poriosdically arbitrary
T wvelues to exports, the eppreisel v.lue to be chenged Adoponding on
whother it is desireble to inererseo or decreasc tho exchahgo to be
ellocuted to the officiel merkcts.
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sold to the Bank of Paraguey or its sgents. The exchange thus mede
available to the authorities will be assigned preferentially to the
fixed price muarket end then to the auction market and to the regu-
letion of the free market. The free merket will be supplied by the
differenco boetwoen the eppreised end real value of exports, non-
rogistered foreign cepitel, ropetriatod cepitel, end miscellincous
other categorios. In times of great afflucnce of cxchange, the
Monctery Board mey reduce the cppreiscd value of cxports, osven to
zéro, in which cease ell exchango erising from cxports will bo
oviileble to the froe merkct.

Tho oxchetnge assigned to the "fixed price markot" is cllotted
for spoecified usos: c¢scentisl payments of the stsote and municipelitics,
egsscntial ¢nd non-postponable imports, suthorized interest, dividend,
cnd smortizetion payments, and cssentisl service peyments, The Monutary
Bozrd is expectod to designate by reguletion the classes of import
conmodi tiecs decmod cssenticl, ond importers of those commodities cre
thus assurcd of an unlimitcd volume of oxchenge &t fixed price without
discririnstion as to importer or sourco of supply. The basic standird
of living is medec more scecure, tho stobility of exchange retes meking
possible the more offective cpplication of priceo control to essentials,
if such control is necosswry. Furthermore, since cccess to tho fixed
price market is grantoed under turms cstablishod et the time of regis-
tretion to the servicing of rogistered foreign cepital, including
intercst, dividends ond emortizetions, desireble forcign invesitmont
should bs ettrocted.

Bxchange eveileble cfter essentisl purposcs ere provided
for will be supplicd by the euthorities to the wuction merkct, where,
through the suctioning of officiel exchenge cortificctes, suthority to
purchase exchange is grented for poyment of non-essential or postponeble
imports. The authoritics may clessify imports into various groups,
cned thus establish o scorics of auction markcets in torms of the ossenti-
ality of tho goods to be imperted. Tho bidding proccdurc should serve
to climinate e large pert of the complexities and rcd tope character-
istic of treditionsl exchango control procedures. Furthormore, it
will reeapturc for purposcs of the gencral interost the extreoordinary
end high profits that exchange control grents to the fortunste few who
obteln foreign wuxchange at o fixed price. Since the goneral control
of internel prices is considercd Imprecticel in Persguey, it scems
praferuble to concentrate price control on essontial nercheondise
onjoying the stability gusrenteod by the fixed pricoe market, ond to
recepture windfell profits on the sale of none-cssentiuls throush the
«uction certificate cherge.

Exchango will be availeble on the froe morket for those
buyers who do not heve zccoss to tho officicl merkets, fixed price
or tuction. It will be used for purposcs not recognizod in those
ncrkcts, such as dividend or emortizution remittunces sbove cortein
lirits, forvign wrevel of e luxury naturc, cte, Exchange purchases
on the free merket crec negotietcd through the use of exchonge cortifi-
cctos, the price of which is dotermined by supply and demand. The
cortificate charge will obviously be higher on the free markot then on
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ths auction morket, but the existence of this market should provide
o usoful escope velve and et the same time provide & check to whet
muy be considered unjustificd internaetional trensfers et tires of
sxschunge scurcity. Tho existonce of the free merket will elso
groatly simplify the precticel functioning of exch.nge rcguletions.

It should be observed that the possibility under the
Paregucyan lew of several different cffective exchinge reates bears
only & nominal rosomblance t> the rigic multiple soelling rotos osteb-
1ishoed under other systems. Undeor the traditional multiple rute
systom, the cuthoritics may cpply & spoelal sclling rate as an in-
strumont of discriminction ond nced not usdjust rotes to changes in
the demand end supply situation. In contrast, the floxible rites
undor the Percguayen lew de not permit such menipulsation end will
vary outcmoticully.

Conclusion. The new Percgusyen exchange control lew pro-
vides gusrentees agrinst cbuse end discrimination and establishes
structure adapted to the ettaimaent of logitimete econemic objectives.
Furthermorc, tho new lew would vastly sinplify the task of any Inter-

ntionsl Trede Authority which might be esteblished to secure orderly
end non-“disceriminetsry trede policics. Tho polieing »f the more ‘
conventionel exchenge control systerm, writh its individuel £llocetions,
would be prectically impnssible. The now Purwgusyon systom linits
nerrowly tho discrotion »f operating o»fficiels end brings out into
the open tho docisions of the exchange suthorities os to thosc imports
which aro to be given preferentiel troctmont, It night be possible,
for oxemple, to subjoct to the cpprovel of wn Intornetional Trede
Authority the original list (or chenges in the list) of commodities
gronted accoss to the fixed prico merket. Whatever clemonts of

Aenzsr cre still present in such o system of controls unicr present
conditions might thus be corrceted by action of wn internctionel
authority.

Noverber 5, 1945





