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products such as steel and textiles which the United Kingdom custom-
arily exports, whereas the British are not expected to have a large
demand in the near future for luxury items such &s wine, perfumes,
and dresses which France customerily exports,

The agreement was delayed for some time by differences over
the means of settling claims arising from a discrepancy between
exports and imports. The British felt that while Frunce had suffered
internally from the war, her foreign exchange position remained rela-
tivsly secure, owing largely to the blocking of gold and other French
balances in the United States. In contrast, the United Kingdom has
used & large part of her gold and foreign exchange resources in prose-
cuting the war, Under the circumstunces, it was felt that the French
should use a purt of their foreign exchangs reserves to finance their
cxpected import surplus with the United Kingdom. The issue was finelly
settled in the agreement regarding gold payments and use of foreign
exchange mentioned above.

The significance of this agreement for British post-war
financial sand commercial policy is not yst clear. The British
Treasury insists that the French agreement, as well us the agree-
ments with Sweden and Belgium, is mercly o temporary arrangement,
intended to establish an orderly currency system during the immedi-
ate post-war years. On the other hand, it would not be implausible
to suppose thut the agreements with France and Belgium might result,
ultimately, in a permansnt extension of the sterling area. The striking
resomblance between the stabilization and lending features of these
agrecments and similar featurcs of the Brotton Woods agreements sug-
gosts, further, either that the British are dissatisfied with the
size of the intecrnational monctary fund, and are secking to expand
the system of lending to deficit countries by means of bilateral
agrecments, or thet thoy feel that the prospects for adoption of the
Bretton Woods plun are not sufficiently bright to form the basis for
their own post-war monetary policy.

In any case, it is clear thet the 3ritish will not hesitate
to make further bilaterel finencial agreements to stabilize their
currency with the currcncies of other countries. It secems probable
also that these financial agreements will subsequently be supplemsnted
by bilateral trade ugreements, involving commitments by the partici-
pating countries to tuke specified amounts of British exports. By
means of such trade agreements, the British will be able to use their
potential import surplus as & moeans of expanding their exports without
a deterioration in their terms of trade. The trade agreements, if not
the financial agreements, will clearly conflict with the intersst of
the United States in establishing a post-war system of unrestricted
multilateral trade. The export markets of the United States will no
doubt be reduced somewhat by such bilateral trade agreements.,

From this point of view, the financial agroements are a
straw in the wind, indicating the probable direction of British post-
war international policy. Unless the United Stutes shows a greater
willingness than has becn shown to date to solve the international
financial problems of other countrics in a cooporative manner, it
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seems highly unlikely that the United Kingdom will abandon her bi-
lateral srrangements in the field of commercial policy. Moreover,
the longer the delay in the establishment of a clear and uncqguivocal
American policy, the more firmly will bilateral dealing become en-
trenched, and the more difficult it will be to set up & truly multi-
lateral systen.

Post-war Problems and Policies in Switzerland Rosa Erust

Swiss export trade prospects after the war have been the
subject of much discussion in that country. According to one view,
thelr future will be favorable only under conditions of international
free trade and a liberal Swiss policy in regard to imports. The kind
of credit arrangements possible, the degree of exchange control, and
the character of trade policies of other countries would be the most
influential factors affecting Swiss exports. On the other hand, there
are those who believe that reliance should be placed on national policy
desipgned to strengthen the position of Swiss exporters who will en-
counter increased competition in world markets, This would require
adjustments in the domestic economic structure. The direction of
authoritetive Swiss thought is indicated by a report of & parliamentary
comnittee on plenery powers in Switzerland which was charged with pre-
paring for the Federal Government an outline on post-war economic and
monetary policies with special reforence to questions concerning sup-
plies, prices, wages, und the currency. The committee based its con-
clusions on surveys made by several official and semi-official agoncies.
The most important of its recommendations are summerized below.

Price Policy

Spocial attention is to be paid to the internal price and
wegs structure since the ultimate objective of Government price policy
is the stability of the price level. Ono of the most important tasks
is wo bring about a reduction in prices. If nccessary, price equali-
zation funds und Government subsidies are to be established for this
purnose.

Prices are to be bascd on costs prevailing under normel
competitive conditions. Inereases due to capital outlay and ad-
ditional production costs are to be taken into considerution in
formulating prices but only to the extent to which the increase in
these items cuannot be absorbed by sconomies elsewhere, and only if
war-time reserves are not sufficiently largs to permit the industry
to bear the higher cost. The Price Control Office is to see to it
that prices are lowered in instances where war-time investments have
been amortized to an unusual degree.

If costs rise because of a smaller turnover, a certain part
of such costs is to be borne by the industry. The authorities will
prevent excessive trade mergins, especially on daily necessitiss, in
order to achieve a proper balance between producer and consumer prices.
In csteblishing prices, texes on income and capital may not be taken
into consideration, but @llowances are to be mede for customs duties,
costs of transport, and consumption taxes.



-6 - CONFIDENTIAL

The quantity and quality of every-day consumer goods are to
be increased and improved after the war and their proportion in total
production expanded. Consequent redistribution of costs must not
place & burden on necessities but if a reduction in price can be se-
cured through mass production, the industry concerned may be allowed
& compensatory increase in the price of luxury articles. In case of

rice differences between imported and domestic goods, an adjustment
is contemplated by means of Government subsidies, if necessary. Im-
ports of goods at unduly high prices may be prohibited,

If an increas¢ in industrial production is desirable and
can only be achieved at higher real costs, or if the maintenance of
this higher production level causes additional costs, then such costs
may be compensated for, by means of equalization funds, but in general
raising prices to the level of the highest unit production costs will
not be permitted. The operating costs of a well-organized enterprisc
functioning under normal financing snd employment conditions are to
serve as & standard for determining the averuge operating costs of
certain types of production. Private initiative is to be encouraged
in helping to maintain price stability. Government subsidies should
be resorted to in compenswution for an increase in the price of daily
necessities due to & rise in production costs or purchease prices, but
a2t no time should the ultimate consumer huve to bear the burden of
such an increase., In the interest of quick results and cooperution
between private cconomy and the Price Control Office, industry is to
be given a chence to make suggestions leuding to the lowering of prices.
The sphere of action of the Price Control Office will be ex-
tended to all commodity prices to the extent to which the Government
intervenes in the production or marketing of these commodities, as well
as to all types of remuneration for services. A uniform system of cost
celeculation is to be set up by the Price Control Office in all branches
of production.

Finally, complete coordination is to be sought between the
price and wage policy and financial policy.

Monetary Policy

Monetary and credit policy -in the post-war economy sheould,
according to the report, be designed to avoid a deflationary trend
with the rosultant credit restrictions. However, if cheaper import
prices can be instrumental in lowering domestic production costs,
mongtary measures and trade policy should not be allowed to interfere
with & drop in commodity prices. Moderate and stable interest rates
are to be maintained by the National Bank,

Export risk insurance and the export of capital are to
serve the interests of export trade and the country's supply of raw
materials. Exchange rate adjustments probubly will be made solely
on the basis of international cgreements and within nurrow limits
only, but full employmunt will be considered more important than a
rigid monetary policy.
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An attempt is to be made to foster relative stability of
the intermal purchesing power of the franc through appropriate
measures in the monetary field applied in connection with the
stebilization of the national economy as a whole. It is desirable
to re-establish the pre-war real wage level in order to increase
the purchasing power of the workers, To this end a rise in nominal
wages should be achieved through & lowering of the cost of living.
The uitimate goal is to be a minimum wage for all wage-earners,

As a general conclusion, the report of the parliamentary
comnittee acknowledges that the questions relating to prices, wages,
and ths currency cannot be solved independently, but must be con-
sidered within the framework of & gzencral economic post-war program.

The German Gold Holdings Hens J. Dernburg

The recent discovery of a German gold hoard of some
100 million dollars in the Merkers salt mine has drewn attention
to the German gold holdings, which since 1936 have been shrouded in
secrecy. Since that time, they have been resported practically un-
chenged in the Reichsbank statement at the equivalent of some
29 million dollars, & purely nominal figure, In the table on the
following page, the pold now held in Germany has been estimated at
570 million dollars or, excluding the holdings on account of Italy
and Fungary, ot somc 450 million dollars., The figures arc estimates
based on preliminary and incomplete data and mey be modified as
further details become known.

Even before the war the German gold reserve was considerably
increased through secret additions and by absorbing the gold of the
Austrian National Bank and a part of the gold of the Czechoslovuk
Nutionel Bank epportioned to the Sudetenland. After the establishment
of the Protectorate in March 1939, the Germens endeavored to get hold
of the remaining gold of the Czechoslovak Nationesl Bank held in Englond
(partly s an eurmarked account of the B.I.S. for the Czechoslovak
Netional Benk), but none of this gold secems to have been physicslly
trensferred to Germany.

The Polish campaign did not add to the Germen gold holdings.
That purt of the Polish gold reserve which had been held in the country
(some 65 million dollars) had been removed from Poland in September
1939, and had landed,after a dangerous Odyssey, in French West Africa.
It was believed to have been delivered by Vichy-France to Germany,
but after the Allies inveded Africu in 1942 it was found to be intact.
The Norwegiasn gold was evacuated to England in April 1940.

The largest gold acquisitions were those from the Nether-
lands and Frence. Most of the Netherlands gold handed over to the
Germens represented a "voluntary contribution" of the Netherlands to
the war ageinst the "common enemy" in the East. Under German pressure,
Belgian gold in an smount of 223 million dellars held by the Bank of
Frunce for the Belgien National Bank had been delivercd by the Bank of
France to the Germans. After the liberation of Frunce, the Bank of
France indemnified the National Bank of Belgium in December 1944 by a
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corresponding amount in gold. To the 223 million dollars which
France lost in this way should be added another 50 million dolliurs
which the Germans scized at Clermont-Ferrand when they crossed the
demarcetion line in late 1942.

Gold Held in Germany
(Preliminary figures)

Millions of

dollers
Holdings &t outbreak of war -
Reported holdings 29
Estimated secret additions
since 1936 86
Austria L6
Czechoslovakia 16

Total 177

Acquired since outbreak of war

Denzig b
Poland 0]
Denmark 0
Norway 0
Netherlends 142
Belgiunm 0
France 273
Yugoslavia 0]
Greece 0
Total jrsie)
Held for other Axis powers
Itely 100
Hungary 25
Total 125
Holdings at outbreak of war
plus acquisitions 721
German gold exports since out-
break of war
Rumsnia - Lo
Greece - 8
Slevakia - 2
Estimate for exports to
neutral countries -100
Total -150
Net holdings 571

Net holdings excluding those f{or
Italy and Hungary LL6
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After the Allied advances in Italy, the gold reserves of
the Bank of Italy, amounting to 120 million dollars, was moved to
Germsny in September 1943. About 20 million dollars out of that sum
was transferred to Switzerland in January 19L), in settlement of
certain Italian obligations. After the Russian successes in Hungary,
the Hungarian gold reserve,amounting to 25 million dollars, was moved
to Germany in November 194l,. The Germans probebly consider these
Italian and Hungarian gold holdings not as acquisitions, but as de-
posits taken into custody in order to prevent seizure by the Allies.

Most difficult to estimate are the amounts of gold exported
by Germany during the war. Certain gold exports to Rumania, Slovakia,
and Greece have been reported, but practically no data have become
available on the possibly important gold exports to neutral countries
such as Switzerland, Sweden, Portugal, Spain, and Turkey. Transfer of
gold from Germany to Turkey hes been fecilitated by the fact that in
Turikey the gold market is free and considerable amounts may have found
their way to private holders in that country. Gold movements to Portugal
werc also reported to be sizeeble, one estimate of March 1943 putting
them at 100 million dollars, but such an amount is probably excessive.
In our opinion, this figure would be & conservative estimste of the
total exports to all neutral countries.

New Taxation Trends in Latin America Paul Vinelli

Personal and corporate income taxes have been in existence
in Letin America for a considerable length of time. Chile, Colombia,
Brazil, and Bolivia all had instituted direct tuxes prior to 192L.
Indeced, Bolivia instituted a corporate income tux as far back as 1886.
Nevertheless, in the pest, income tuxes have always played a relatively
minor role in the tox structure. Import and export duties--particulerly
the former--provided the chief source of revenue for the countries of
Latin America. During the war, however, income taxes have supplanted
customs duties as the chief source of government revenue. The geains
in income tax revenue reflect not only larger individual and corporute
incomes, but also higher tax rates, lowered exemptions, und the develop~
ment of improved tax machinery.

In the mid-~1%20's the ratio of customs duties to totsl Govern-
nent revenues was L7 per cent for Argentina, 70 per cent for Paraguay,
about 50 per cent for 8ll of Central America, Uruguay, Colombia, Chile,
and Venezuela, 45 ver cent for Bolivia and Peru, 39 per cent for Ecuador,
and 33 per cent for Brazil. This heavy depeondonce upon customs duties
has followed from two factors: (1) the tremendous importance of foreign
trade in the economic life of these countrios; and (2) the relative case
of collection of such revenues.

The impact of the war has forced a change in the traditional
fiscal structure. Imports have fallen drastically in volume. As a
consequence, customsdutics have tended to dry up. On the other heand,
exports hove risen to new high levels. There hes been a large accumu-
lation of internstional reserves and a consequent inersase in the money
supply which has exerted serious inflationary pressure on domestic price
levels,
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Faced with this paradox of heavy budgetary deficits in the
middle of unpreccdented prosperity, the governments have turned to
alternative sources of revenue, especinlly income taxation. Heavier
income taxation was advisable first because the swollen incomes, puar-
ticularly those of exporters, offercd a large alternative source of
revenue, and, secondly, because the increase in income taxes has had
an anti-inflationary effect. Equally desirable, and from some points
ot view ¢ven more dosirable, would be a sharp increcse in land taxcs.
An incroesse in land taxes would provide large amounts of revenuec, would
combat inflation, and would also tend to produce both a more esquituble
distribution and a more intensive utilization of the land. The politi-
cal strength of the large landowners has been so great, however, that
there has been no significant increose in land taxcs.

Argentina has scen her customsreceipts dwindle from 377 million
pesos in 1938 to 192 million in 1942, and then to 108 million in the
first eleven months of 194li. In 1942, however, receipts from income
taxes rose to 198 million pesos end exceeded customsrsceipts for the
first time in the notion's history. By 19l);, income tax receipts netted
373 million pesos during the first eleven months of the year, and were
nearly four times lerger than customs revenus,

Similarly, Colombia's levies on foreign trade yielded 31 million
pesos in 1938, only 19 million in 1942, and 20 million during the first
ten months of 194, On the other hand, revenue from income taxes, which
wos only 18 million pesos in 1938, mounted to 28 million in 1942 and
became by far the most important single source of revenue.

Brazil experienced the most drastic decline in customs re-
ceipts--from 1,052 million cruzeiros in 1938 to 596 million in 1943,
Brazil also, however, displayed the most spectacular gains in income
tax collections. Recelpts from this source totaled 26% million
cruzeiros in 1938, more than tripled by 1942 (378 million cruzeiros),
and reached a record level of 1,961 million cruzciros in 1944,

Tux Revenues

Argentina
(Million pesos)L

193311935 1957gl938 1939{1940|1941 {1942 19431 19LL+

Total taxes 7i57] 7831 95| 934 950! se6| 839! ses| ss7!1,180
Customs reccipts | 307| 324 L;oé; 3771 321f 271! 217; 192 127| 108
Income tax 65| 77! 100{ 108 112| 126| 127| 198| 260| 373

i i

1/ The Argentine peso equals approximately U.S. $0.26.
* First eleven months.
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Colombia

(Million pesos)l

193311935 1937 1938119391940 | 1941 {19421 19L.3 ! 19Lkx
Total receipts 39.8{57.4182.6{84.L|91.6|78.0{81.8{77.0{78.5!72.8
Customs receipts|22.3(27.5|34.3131.1140.6]27.7|30.5/18.7]22.7{19.1
Income, property,
and excess
profit tax 1.77 4.4]15.6118.2{19.4{22.0|22.2|27.5|26.0|24.3
1/ The Colombian peso equals spproximately U.S. §0.57.
* First ten months.
Brazil
. . 1/
(Million cryzeiros )=/
1933 11937 |1938 |1940 i\[l%l 1942 11943 (1944
Total taxes 2,078/3,L62|3,875|L,036/L,04611L,3775,LL3| 2/
Customs receipts 75611,173{1,052; 977|1,059| 67k 596| Z/
Income taxes 123| 232|287 mli 5371 98811,498(1,961

1/ The Brazilisn cruzeiro equals approximately U.S., $0.05.
2/ Not availeble,





