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It is little wonder that Colin Clark says, "If & creditor ucted like
this in private 1ife, no words would be too hard for him." He adds
thot "when great nations do these things in their collective capecity,
they pess slmost unnoticed”.

How did the debtor countries trinsfer these sums? In large
moc.sure, tho sums woro peid in gold. For example, in 1932 gold ex-
ports of tho dobtor countries wzmounted to ovor one billion dollars,
ebout 4O per cont of which ropresentcd now gold production. Financing
of tho romainder of the amount wns mede possible by w procipitous
decline in imports--a docline which the debtors somehow maneged to
moke stooper then the inevitable roduction in their exports. Until
1931, the debtor countrics hed en import surplus on morchandise
account; beginning in 1931, they achivvod an export surplus. But
this surplus, etteined by rostrictive beggar-my-ncighbor methods,
we.s securcd at tromendous cost. Imports of debtor countries in 1932
wore at only 37 per cent of the 1929 lovel; oxports, at L1 per cont.

It is surely a mistake to regard those devolopmonts as
poripheral aspects of the world doprcssion. Rather wore thoy of its
very essenceo; aond unless measurcs are teken to insure roasonuble
stability in tho rate of post-wer foreign investment, it would per-
haps be better to confine copitel exports to diroct invostmonts or
to outright gifts.

The Casoe for Extonsive Post-War Foroign Invostment

- The case for o high level of forcign invostment after the
wer hes boen chompionod on the following grounds: (1) Dovastated
and undeveloped regions abrocd groatly neod foreign copitel. (2) The
Unitod States cean meintain & high level of nationol income only if
the rosulting lerge sevings find invostmont outlots. If domostic
invostmeont is insufficient to cbsorb those savings, the geap should
bo fillod by foroigm investmont. (3) High lovels of foreign invest-
mont moke possible an export surplus of goods cnd sorvices, and thus
help solve tho domustic omploymont problem. (l;) Foreign invostmont
yields incomo, 'end thus ongbles the investing country to socuro a
grector oconomic product from abroad for & givon amount of effort.
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There is a disposition in some quarters to regard foreign
investment solely us a means of dealing with the unemployment problem.
4ccording to this line of reasoning, foreign investment makes possible
an increase in exports unwccompenied by an increese in imports, and
thus provides en increase in the number of nveilable jobs.,

However, tho maintoncncoe of an oxport surplus of goods and
scrvices is best wchieved, not by foreign investment, but by outright
gifts. Forcign giving involves no "problem" of recoiving & return,
t.nd thus can bc continucd indefinitoly without necessiteting any
chenge in the philanthropic country's belenco of peymonts.l/ The
method would secm to have no adventeges not shared by domestic con-
sumer subsidies, and from e purcly domestic point of view has tho
discdw.ntige of conferring upon other countries tho woal th creeted
by the increasod cmployment et home. From & world perspectiveo, how-
cvor, such unselfishness, if on o conscious lovcl, is admirable, and
in eny case is to be preforred to o low lovel of world income cnd
ompl oyment.

If returns urc oxpceted by tho investing country on tho
outflow of caopitul, un export surplus can be mainteinod only et a
stecdily increusing lovel of forcign londing. That is to say, tho
intorest os well as the principsl must be lent. Tho higher the
averege roturn on the loens involvoed, the gre..ter must bo the rate
of increeso in tho flow of capitel ebrowd. Since intcrost is owed
by the borrower not only on the origingl principel sums but on the
interest borrowod, the wmount which must be lent in ordoer to support
& given export surplus increascs with striking repidity. Thus if it
is desircd to mcintein, by foreign lending, &n cxport surplus of onc
billion dollurs ¢« ycar, and if the lowns are extended «t 5 per cont
intorost, in less then fiftoon yeurs eftor the beginning of lending
it is necessery to lond 2 billion dollurs s year if intorest on all
obligations is to bo romitted by thc borrower. At 7 per cont, it is
neccssery, after only twonty-onc yoars, to lend over I billion dollars
to support en snnuel oxport surplus of ono billion dollars.

In the 1light of theso considerations, it will probably be
cgreod thut it is a misteko to think of foreign investment primerily
in torms of the oxport surplus which tomporerily results. The cconomic
Justification of foreign investmont is not this normally transitory
phonomenon but rether the inercuse in real income which Zocrues, in
¢ ritiond] world, not only to tho borrowcer but, in the ferm of in-
crcesed imports, to the londer cs woll.

How Much Should the U.S. Invest ibroud After thc War?

The annual cmount which the United States ccn wisely invest
ebroad efter the war is o matter of rether oxtrome conjoecture, 1In
1928, the peok yo.r of Americeun foreign investment (including direct
investment), tho cepitel outflow on long~-term cccount amounted to

1/ Tho giving nced not bo intontionczl. Defoul tod foreign lowns, for

T oxumple, aro in fact gifts. Anothor form of concocled giving is
the oxchunge of goods for en ussot (c.g., gold) of dubious utility
cx¢opt os an employment-creating device (the weslth croatcd by the
omployment being given awuy). -
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1.6 billion dollegrs, or to only 2.0 per cont of the nationel incoms.
Even this figure givos an cx.ggerwted improssion, since it tekos no
eccount of emortizotion receipts from obroad, which in 1928 woere ovor

a third cs lerge «s the new loans. If these rocoipts wro subtracted,
navr /mericen forecign investmont in 1928 wmounted to 1.2 billion dollars,
or to 1.5 per cont of the netionul incomo in that yocr.

If nationel incomo eftor thc wor smounts, sey, to 140 billion
dollars ¢ your, wnd if fmericens invest abroad the same frection of
national income thet was invested during the late 'twonties, net now
long-term foreign investment would emount to erproximately 2 billion
dollars ennuxlly. This figuro, however, rosts on reother preecarious
recsoning.  On the one hend, it cun be urgucd thet the figure is much
too high, sincc it stems from the asgumption thit tho high lcvel of
foreign investment during the leater ttwentics was in some scnsc nornal
or desircble. However, many of the loens meds during this pcriod wore
by high-preossure methods virtually forced upon the foreizn borrowers,
frequently for projects of the most dubisus merit, and often ct ox-
orbitant interest rates (effective rateos of 8 end 9 per cent werc not
uncommon). By any standurd of soundness, lerge portion of these
loans should nover huve been made.

On the othor hand, it cen be ergued that the rate of forcign
investment efter tho war might wiscly be well in oxecss of 2 billion
dollars annuelly. Unloss the fraction of incomc spent on consunption
cen be reised to o much grooter extent then ¢t presont socms fousible,
high levels of nationel incomo cen be mainteined only «t high lcvels
of investmont., ™hore tho stimulus to domestic investment is incdo-
quate, tho gap cun be filled by investing abrosd. At high levels of
income, this gap may be lerge--much lerger than tho 2 billion dollaer
figure suggestod above. 1If, after the wer, foreign lowns arc made ot
low rutes of intorest; if tho purpose of the lowns end the capacity
of the borrowors to servico thom are cercfully scrutinizod by an
intornetional egoncy which perheps gueruntccs the intorost; if inter-
nationel trude is rowsonebly frce, so thet intcrest can be trunsforrod
by the borrower with e minimum of disturbance, thon it doos not secm
too much to sey thut foreign investment may properly assumc much larger
proportions thecn ever before. If, however, tho Unitod Statos chooses
to maintuin o high degrce of tariff protoction, or if it is likoly
to decide (es in 1930) to rezise import barricrs ot the very time it
hes coeescd investing obroad, thon, in the intorest of world stability,
this ccuntry hed fer bettor restrict new foreign investment to the
most modoest dimensions,
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Administration of the Bank of Ifalv Since the Beatrice Bulle
Liberation

The appointment on Januery 5, 1945, of Professor Luigi
Einaudi as Governor of the Bank of Italy, and of Professor Niecolo
Introna as Manager, offers a prospect of some degree of permanence
after a series of changes in the administrution of the Bank. Professor
Einoudi, o letding Libernl wnd enti-Fuscist and the outstanding Itslien
oconomist, was o noember of the fuculty of the University of Torino end
formerly the Italiun correspondent of the London "Economlst". Some
of his work in the field of post-wur public fintnce wes published in
the ccrly nincteon-twenties. He is o life member of the Itulicn Scnate.

The new odministration of the Bank of Ituly constitutes the
third, so far as reportod in the pross, sincs the fall of Rome on
June h 194, Within ten days, Governor Azzolini wos out of office,
end by July L, four officisls of the Benk were delogated to form =
provisional internal committee of tho Bank which was rocognized by
the Nutional Committoc of Liberction. One of the first scts of the
Council of Ministors wus the cppointmont of Profossor Introna cs
Special Commissioner exorcising the powers of Governor cnd Menager
ond most of those¢ belonging to thu Superior Council of the Bank. The
decrec of July 29 meking this appointmont did not wssign to the Spocisl
Commi ssioner the functions of president of the official wgencies for
fineneing industry und public works, wlthough these officos woro formerly
held by tho Presidont of the Bank of Italy under luws of 1936 wnd 1940.

The task of supervision of crodit institutions, which ap-
pwrently hud beon temporarily susponded, wes delogatod to the Bank by
doerco in September. This measuro clso assigned to tho Minister of
the Treasury the policy-moking end rogulatory powers of the Inspector-
ecte for the Defence of Suvings wund the Grunting of Credit. Thet in-
stitution then cocsed to oxist «s « soparwte cgency.

Appointment of tho now cdministrution of thc Benk in January
w.s precedod by o docrec of Junutry L onocting the roequired prelimincry
mecsurcs. Tho most important of theso wore:

1. Abrogetion of the July decree wppointing a Spocial
Comnissioncr of the Bank &nd assigning his powcrs.

2. Temporary suspension, until ¢« new Parlisment shall
assumc its duties, of the legel ban sgeinst the
holding by membors of Purlicment of any office
in the bank of issuc,

3. Delegation to the Govermment of the power of appoint-
mont and romovel of the Governor, tho Manager, end
the Suporior Council of the Bznk; dolcegetion to the
Governor of the functions of thc Supcrior Council.
Both these mewsures arc to be effective only until
the constitution of & new Superior Council of the
Bank.
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L. Exclusion from the functions of the Governor of those
connected with the presidency of the I.M.I. (Insti-
tute for Medium-Term Industrial Financing) end two
other official financing agencies; delegation to
the Governor of the office of president of the
Consortium for Advaences on Industrial Securities.

Professor Einaudi returned to Itely in December 19lJ), after
more then o year of exile in Switzerlund. As it was the practice
until late in Februury that all eppointments mude by the Itelicn
Government be upproved by the 4Alliecd Commission, it muy be assumod
thet the new administretion of the Bunk was confirmed by the Alliod
authoritics,

Recent Financisl Devolopments in Freo Italy Je. Horboert Furth

The Benk of Italy has just sont to tho Bourd of Governors
its anmuel reports for 1939, 1940, cnd 1941, cnd back numbors of its
weokly information bulletin from Juno 194)y to Februsry 194,5. These
publications shcd some light on current finenciel conditions in the
liborated perts of the country ulthough deteilod statisties arc still
lacking.

The note circulwtion of tho Bank increased from 2.l billion
lire in Decombor 1939 to 96 billion in July 1943 (fell of Mussolini),
end 233 billion in December 194Li. The last figuro excludes the Allicd
Militery Currency as well cs the notes issusd saftoer August 1, 1944,
by the German-dominated faseist man.gement of the Benk, which has
its soat in Bergamo and controls the branches in Gorman-occupied
Italy. According to o radio spevch of the Ministor of Fincnce on
Januery 6, 1945, the grecter pert of tho increcsc betwocn July 1943
and June 19L); wes due to an agreement concluded betwoeen the fascist
edministroation of German-occupied Itely and tho German occupation
cuthorities on October 21, 1943, by which thc administrution engaged
to pey 7 billion lire per month to the Germans as a contribution to
their war costs. The roest of the inorease has beon due to the budget
deficit. 1In the last quarter of 194y, the circuletion of bank notes
(excluding "AM" and "Bergamo" lire) rosc by sbout L billion liro per
month. The Allied powers, uccording to tho samc source, have been
issuing "AM" liro at the rote of 3 billion per month since July 1943,
but the doller equivalent of part of this sum is being oredited to
tho Itelien Govermment which may use it to import merchondise from
the United Stetos. The Bergomo monegemont of the Bank issues notes
et an estimrted rute of moro then 5 billion lire per month. The
Govermment, however, hus prepared now bank notes to replnce all
theso issues aftor the liberation of the Germen-dominatod pert of
the country.

Tho Govormment mcanwhile has no wey of stopping the out-
put of "AM" or "Borgemo" notos; but it is trying at least to curb
the use of the printing pross for financing its own deficit. The
Govormment decided in Fobruury 1945 to abolish the broad subsidy,
which required an outloy of onc billion lire por month. Tho savings



PUBLIC AS OF JANUARY 1, 2009

-9 - CONFIDENTIAL

resulting from this measure ure counterbalanced to some extent, how-
ever, by the necessity of granting compensatory wage increases to
govermment workers. At the seme time, the pay of the armed forces

had to be doubled. On the other hand, new taxes on liquor and luxury
foodstuffs have been imposed, end death duties and exccss profit taxes
increased. So fur, however, cconomic conditions in the liberetcd perts
of the country havo prevented any substantiel improvement in the budget
situution. Thc govermment oxpenses in the 36 provinces undor its
Jjurisdiction umount to about 6 billion lire por month, of which only
onc billion is covernd by tax revonucs, wnd enother billion by means
of borrowing from sources othcr then the Bank of Itely. The entiro
govermment debt (efter doducting cleims cnd bulcnces of about 80
billion, and disregurding the dobt accumulated by the fescist ead-
ministrution of German-occupicd Italy) amountod to about 600 billion
lire in Decembor 19L)); this sum ropresonted an increcse of sbout

180 billion over July 1943, ond wbout 425 billion over Docembor 1939,
The cnnuel intorost chergo on tho dobt is 17 billion, or zimost one-
fourth of totrl govermment expendituros; the rete of interost of
Troasury bills vuries betwoon 2.75 per cent (for meturitios of one
month) to L.50 por cont (for muturities of one yeer). The inerccse
in tho debt sinco July 1943 epparontly hes consisted solely of short-
term bills and cdvences by public crodit institutions (Bank of Italy,
Cussa Depositi ¢ Prestiti, Beneco di Nepoli). By Decomber 194, ad-
vences of the Bank of Itely (excluding cdvances to the fascist cd-
ministretion of Gormen-occupied Italy, which the Govormment docs not
regard cs volid) hed reachod 1)y billion lirc. Only cbout one-fourth
of the short-torm indebtednoss is held by private crodit institutions
ond the public at large.

The steady dotcriorection in the economic situation is re-
flected in the developmont of black merket commodity prices. Tho
reletion of officiel end black meorkot quotations in Rome us rocorded
in tho bulletin of the Benk is shown in the following teble:

Prices in Rome, 1943-45
(in liro por pound)

Commodi ty Offieicl pricel/ Black merkct price
Jan. '145 Sept. '3 Mey 'Ll Jan.'L5
Broad -1/, 9 70 36
Rice 11-1/4 16 117 225
 Potatoes 8-1/4 3-1/4 25 20
Butter 18 56-1 /1 32, 382-1/2
Cheese Le-3/L 5l 225 226-1/4
Sugar 7-1/4 19 225  Lye-1/2
Sclt L-1/2 - 157 60-3/14
Cocl 5-1/2 2-3/, 8 10-1/}
lletches (per box) 2 - 5 35

l/ Official priccs heve not changed substantially since liber-
wtion. The sbolition of tho broad subsidy will raise the
officicl price of breed to 6-3/4 lire per pound.,



PUBLIC AS OF JANUARY 1, 2009

- 10 - CONFIDENTIAL

Reecnt changos huve bocn mostly in the dircetion of wide-
sprocd, though gonorelly modorwte, incronses; however, the prices
of broad end of butter have romcined unchanged wnd thet of salt has
declined substentially.

The forvign cexchunge valuo of tho lira offieially has been
stubilized at tho rate of 100 lire for ono dollar, or L0OO lire for
one pound sterling. Black merket priccs for foreign exchange (clso
recordcd by the Beank) declined in the second helf of 194);, but rosec
ogain in 1945. The pound stcrling wes quoted et 875 lire in May 194,
at 575 to 600 lire in October, cnd nt 1,200 lire on February 16, 1945.
Tho price of gold is substantielly higher; the gold sovercign wes
viluod at 11,660 lire in May 194k, st 5,350 1iro in October, cnd at
11,400 lire on Fobruary 16, 19L5. Since tho gold sovereign officianlly
is oqual to only about two pounds storling, this meens that Itelians
consider gold worth ebout hyB/h.times &s much &s Allied paper money--
& retio far higher then that prevuiling in the froc murkets of the
Near Ecst. Still the mergin botwoon black merkot and officicl prices
is fur smeller for gold «nd foroign oxchengo then for commoditics,
cspecially foodstuffs: tho black market in merchandise is tho rcsult
not so much of tho currency situstion as of the lack of production
ond trensportation fucilitics,

Eermerkod Gold M. M.

Within the past month thec Board's rccords of gold holdings
htve included ¢ notation to the cffect that 103 million dollars of
gold huve bocn carmerkod for "domestic cccount &t the Fodorsl Roserve
Bank of New York". Tho notation on crrmerkings, which on its faco
appears to controvert this country's prohibition on private gold
holdings, is of specisl intcrest bocuuse it revosls the first cer-
merking for domostic account since the Gold Resorve Act of 193,

It has, however, a strictly contingent significoance inasmuch as it
refers to the gold posted us collcteral by the Notherlends Govermment,
from its stock in this country, for the short-tcrm loan recently
granted by o syndicate of Now York banks. The precise rersons why

the Netherlands Govermment preforrcd this form of financing hive not
been made public. Howover, tho loan carries the privilegc of rctiro-
ment in whole or in part on thirty days! notice, end the Netherlands
Govermment has omphesizod that this is an interim errangement end it
intends to refund this loan by moans of un insecured bond issue cs

soon us precticable eftor the war. Moanwhile, the status of tho gold
put up &s colluterel cppours to be this -- thet whilo the Netherlands
Govermment considers that it is theirs, s thoy sy, "with oan csterisk",
under New York Steato law,titlc hes pesscd to the Chase Netionel Bank,

as head of tho syndicate of the londing institutions. The notetion
"oarmerkod for domestie sccount” in our rocords will disappear rc-
gardlcss of the outcome. If the locn is rcdoemoed, the gold will bo
returned to tho ccrmarked stock of the Notherlends Goverrment in this
country. On the other hand, if the collaterel is forfeited it will

tlso diseppcar becausc in that evont the gold netionclizution policy

of tho United States will requiroc surrender of the gold to tho Treasury.





