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Estimates based on extrapolation are always precarious, and
especially is this true where it is o rapidly ascending curve that is
being extrapolated. Newvertheless, it is interesting to see what
rcsults are obtained when the regression equations computed in this
study are used to estimate foreign shipping and trawvel expenditures
at levels of income higher than any attained before the war.l/ Such
ectimates are supplied in the following table,

ESTIMATED AMERICAN EXPENDITURES ON FOREIGN SHIPPING
AND TRAVEL AT DIFFERENT LEVELS OF INCOLE

(Millions of dollars)

Shipping Travel
Notional Income Expenditures Expenditures 'Ibv 1
80,000 457 425 882
100,000 , 609 619 1,228
120,000 761 905 1,666
140,000 913 1,319 2,232
160,000 1,065 1,921 2,986

Strictly speaking, the foregoing estimates rofer to the year
fcllowing the attainment of a given level of income, It can be seen
from this table that tourist expenditures, as estimated by this method,
ircrease very sharply with a rise in income. At a national income of
8C billion dollars, a level slightly below that of 1929, estimated
tourist cxponditures (the following yoar) are 425 nillion dollars; at
2 national income of 160 billion dollars, estimated tourist expendi-
tures anount to 1,921 million dollars. That is to say, a doubling of
netional income increases estincted tourist expenditures by four and a
helf tines.,

Since the data used in these estimates have not been adjusted
fer price changes, the projections for invisible imports are not directly
ccmparable with the projections for commodity imports included in the
earlicr article., Howewver, a national noney income of 160 billion dollars
(at the prices estinated t» accompany such income) most nearly corre-
sponds to the level of real income previously assumed to coincide with
full employment. At this lewvel of income, estinated expenditures on
fcreign shipping and on foreign trawvel amount to a tetal of 3.0 billion
dollars, If this is added to thc estimated 7.7 billion dollars of
ccmmodity imports at full employment, we obtain an estimate of 10.7
billion gdollars annually supplied to forcign countries from thesc threc
scurces.gf In relation to previous expericnce, this is a very large
nagnitude. The corresponding total for the boom year 1929 was only
helf as large (5.4 billion dellars), and for the depression year 1932
we.s only 1.8 billion dollars.

1/ The shipping projections should be regarded with a high degree of
skepticism because of the radical changes since 1939 in the world
shipping situation (notably in thc supply of Anerican vessels),

2/ During the period 1920-39, commodity inports plus expenditures on
foreign shipping and travel accounted for 83 per cent of the debit
items in the American balance of payments on current account.
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No attempt has been made in these studies to estimate the
remaining items in the halance of payments on current account. Of
the debit items not included, the most important category embraces
gifts to foreign persons and institutions. During the period 1920-39,
such contributions averaged 331 million dollars annually. Gifts to
foreign countries are not highly correlated with national income.
They reached a high level during the !twenties, dropped to less than
helf this level during the depression, and showed little if any
tendency to recover. (Gifts abroad actually were lower in 1937 than
irr 1932 and 1933.) Since the correlation between American income and
American gifts abroad is not high, therc appears to be no basis for
even a rough estimate of such gifts at the income levels ecxpected to
prevail in the future.

Ex.change Rates of Balkan Currencies . J.H.F.

The Yugoslav National Bank has promulgated its official rates
for the purchasc and sale of foreign exchange. In terms of United
States currency, the dinar remains at twe cents although according to -
newspapers rcports a "tolerated frec markct rate" of 0.4 cent anc less
is quoted in Bclgrade. More important is the fact that for the first
time the currcncics of other Balkan countrics arc quoted in a form which
mekes possible the computation of dollar cross-rates. The Rumanian
lcu is quoted at 0.0l dinar, equivalent to 0.02 cent at the official
dinar-dollar ratec or about one-twenty-fifth of the latest official
Rmanian ratc. The Albenian franc is quoted at 2.5 dinars, cquivalent
to five cents, which is less than onc-sixth of the pre-war rate, but
seven times as much as the latest official Albanian ratc., The Bulgarian
lev is guoted at 0.1 dinar, equiwelent to 0.2 cont or less than one-
fourth of the latest official Bulgerian rate. The rate for the Albanian
franc may have been influenced by political considerations, and may
represent a considerable overvaluation of that currency, but the Rumanian
and Bulgarian currcncies are probably valued at approximotely their
purchasing power parities since the Yugoslav Government is trying to
foster trade with these countrics and has no anparcnt rcason for impeding
that commcrce by artificial cxchange rotes. In estimating the dollar
walues of thesc currcncies, it would probably be wisc to takc as the
basis the "frce market" rather than the official dollar value of the
dinar, which would give ratcs only one-fifth of those quoted above,

In any casc, the cuotations give at lecst an indication of the magni-
tude of the currency depreciation in Rumania and Bulgaria--information
which is the morc valuable since dircct news from these countries is
still virtually unobtainable,



-8 - CONFILEN TinL

Lend-Lease "Pipeline" Agreenent with Russia : C.R.H.

A brief announcenent on Octeber 15 referred to the conclusion
of an agrecnent with the U.S,5.R. for the disposcl »f a naximua of 400
nillion dollers worth of supplies originally cestined for that country
under the lend-lease program, but not cdelivercd prior to the virtual
cessation of stra.ight lend-lease in Scptenber of 1945. More conplete
details o1 that agreement have now becn rcleased in the President's
Trenty First Report to Congress on Lend-Lease Operations. Since the
terms of this cgreement differ sonewhet from those of other arrcngements
ccvering disposal of similar "pipeline® goocs to other countrics, & brief
summary ney be in orcer. It is possible also that the terns which proved
acceptable to both countries in this instance may sct the pattern for
future loens to the Soviet Union. The question of & long-tem rccon-
struction loan to Russia was reintroduced into public discussion in last
Sunday's rcleasc to the press of portions of a pending Colmcr Cormittee
study. Moreover, the interest of the Soviet Union in An iecrican surpluses
abroad has been evidenced by the visit of & Russian nission to the Paris
depot for such stocks.

Schedule II, annexed to the agreon ont,ycont&ins the principel
financial tems. Of greatest genercl J.nbere t, perheps, is the following
stipulcotions

"If by agreencnt of both Governnents it is deter-
nined that, because cf adverse cconontic conditions arising
Curing the course of payment, the paynent of & cue install-
‘wnt would not be in the Jomt interest of the United States

and the Union of Soviet 3ocialist Republics, payment nay
be postponed for an arrecd upon period.t

Both the position of this paragraph and its wording indicate that it
applies only to anortizetion poynents. This is the first governcntal
1san in which the United States hes providec.’. for a conditional postpone-
nent of scheduled arortization payments; the financial agrecnent with
the United Kingdom, now awaiting Congressional approval, providaes for
cmcitional weiver of interest payments.

The schedule of capital repayments is unusual., Without ex-
tanding the thirty-ycar repaynent period offcred to all countries in
connection with purchases of lend-lecasc pipeline gnods, the agrecnent
provides that the first schoduled capitel installment shall not hccone
cuc until July 1, 1954. Beginning on that date, copitel repayments will
continue for twonty-two ycars in accordence with the following schedule

a3
of annual installnments: _/

/ installnents ezch cqual t» 2.5 per cent of the capital anount;
/ installnents cach equal to 3.5 per cent of the capital aniount;
/ installments cach equal to 4.5 per cent of the capital amount;
4 instzllnents cach cquel to 5.5 per cent of the capital cmount;
6 instzllnents each cquel to 6.0 per cent of the capitel amount.

1/ Schedule I, which contains cdeteiled information concerning the spe-
cific goocs to be supplicd to Russia, is not printed in the Prcsident's
Report.

2/ The 3ovict Union retcins the right to anticipate the paymcnt of all
or part of any of the instellments,
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Interest will accrue at the rate of 2-3/8 per cent per annum
from July 1, 1946, on the unpaid balance of the Soviet indebtedness and
w..11 be payable annually beginning July 1, 1947. This is the interest
rate extended in connection with 3c lend-lease agreements signed while
the lend-lease program was in operation and offered to all countries
purchasing pipeline supplies.

Schedule II contains detailed provisions concerning the
pricing of the goods to be sold to the U.S.S.R. The Soviet Union is
to pay the "fair value of the articles" plus (for nonfoodstuffs) the
costs of storage, inland transportation, inland and port accessorial
charges incurred subseguent to the transfer of title to the Soviet Unilon.
For foodstuffs, the latter group of costs will be included in the "fair
value of the articles," ’

The "fair value of the articles" in turn_is defined for non-
foodstuffs as the contract price less 10 per cent;l7for foodstuffs, the
fair valuc means the pricec at which thc United States Government sells
similar articles in like quantities to other forecign governments during
the same period.

4 final financial provision may be mentioned. This occurs
in Article II of the agreement itsclf and provides assurance to the
Sovict Union that gold will rcmain an acceptable means of payment
against thc Russian obligation throughout the life of the loan. The
‘provision follows:

"The obligation of thc Government of the Union of
Soviet Socialist Republics to meke payment in dollars
in accordence with the temms of this agrecment may be
discharged by the delivery of gold, which will be valued
at the buying price for ¢old provided in the provisional
rcgulations issued under the Gold Reserve Act of 1934
as the same may be in cffcct a2t the time of cach delivery.®

1/ The contract price for nonfoodstuffs is in 21l cases to be the quoted
or computed pricec "f.o.b. point of origin," i.c., the factory at which
procuced; and title and risk of loss will he transferred at that point.

Switzerliand's Forecign Lending in the Post-War Period R. E,

The following table is a prcliminary summary of the available
information with regard to Swiss foreign lending in the post-war period.
This information is not neccssarily complcte.

A1l the credits listed arce presumably short-term or medium-
term crodits. It is belicwved that the privete credits, as shown below,
are being granted by a syndicate of three Swiss banks: the Swiss Benk
Corporation, Crddit Suissc, and the Union Bank of Switzerland. It
appcars that the syndicete was fomed as carly as 1944. Thesc credits,
however, arc covercd by a guarentec of the Swiss Government. The Swiss
Sociclists attomptcd to make the Govermment fo beyond the guarantee to
the Banking Syndicate, and to control more actively the export of private
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capital frou Switzerlend, The motion to this cffect, however, was
dcfeated in the National Council. .

On the basis of the infomation so far available, it is not
yot possible to cstimete the total volume of foreign lending which
Svritzerland may undertake during the period of the Buropean recon-—
struction. It would seam from rcecent press comments that the Swiss
public wvicws the foreign lending with favor because it encourages 3wiss
ciports, znd facilitates resumption of trading relations which have been
interrupted during the war yeers. On the other hand, adverse features
of the lending progrem arc also mentioned. The risk involved is con-
sidered to be substantial. Morcover, the 3wiss express some apprchension
lest oxcessive foreign purchases should lead to an unjustified cxpansion
o7 certein industries working for cxports. Ovecrexponsion, it is argued,
w1l require painful readjustments when the present export hoom has sub-
s:.ded and when it becomes necesscry for Switzerland to increase imports
in accordance with her creditor position.

SWISS FOREICN CREDITS

Govermment Credits Priwvate Credits Total
Svriss Swiss Swiss
franes Dollers francs Dollars francs liollars
‘ (In nillions) (In nillions) (In millions)
a) Granted
France 1/ 250 58,1 - - 250 58.1
Bolzium 2/ 50 1.6 - - 50 11.6
Netherlands 3/ 25 5.8 4/ 50 11.6 75 17.4
Sub-total 325 5.5 50 11.6 375 87.1
b) Under Negotiation
Netherlands - - 5/ 40 9.3 40 9.3
Italy 6/ 80 18,6 - - 80 18.6
Norviy 7/ 20 L7 8/ 30 7.0 50 11.7
United Kingdom - - 9/ 100  23.3 100 23.3
Finlond 10/ 35 8.1 = - 35 8.1
Sub-total 135 31.4 370 39.6 305 71.0
Total 460  106.9 220 51.2 660 156.1

1/ Credit opecned in April 1945 as a rceiprocal intergovernment credit;
first part utilized during the swamer; second half ncde available to
France in November 1945. Rote of interest not knowm.

2/ Credit opened in July 1945 by Swiss Government. Purpose: purchasc of
goods end peynent of interest on old loans. ‘

3/ Credit opencd in October 1945 by Swiss Government, Interest rete 13
pcr cent. Purposc: finencing of utch paynents in Switzerland for
Legotion and Consular cexpenditure, Swiss Hed Cross advances, cnd others.

4/ Commercicl locn at 3% - 4 per cont interest.

g/ Under discussion; purposc: purchasc cof Swiss goods and paynent of
intercst on old loans.

@/ Credit planncd under Payment Agreencnt with Italy, rate of intercst
to be 13 per cent. So far plan blocked by the Allies. Originally
the It:lians asked for 350 million frines.

7/ Government loan under discussion; rate of interest 11 - 3 per cent.

€/ Private loan under discussion; ratc of intercst 3-3/4 - 4 per cent.

¢/ Privete locn under discussion,

10/ Government loan under discussion.
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India Calls In large Denomination Notes J. E.

In an cffort to smokc out black markctecrs and tax evaders
and to elininate unsound practices in banking, the Government of India
last nonth issued a scries of three ordinances designed to withdraw all
large denomination notes from circuletion and to subject all benks to
inspcetion by the Reserve Bank. ‘

Largc—scale black morket operators, in India as in other
countrics, have been concealing their transactions by making then in
cash, using large denomnination notes. In addition, there has been
widespread cvasion of income taxes both through failure to report and
through the strotagan of keeping deposits in those Indian states where
there arc no taxes, ncanvhile borrowing from banks in Bombay and charging
the intcrest on the loans as busincss cxpense for tax purposcs. This
mractice, known os the "Benami" operetion, has added to the unhcalthy
inflation of credit in British Indic, where deposit liabilitics of
scheduled banks rosc from Rs. 245 crorcs in August 1939 to 584 in August
1945, In order to stop these and other practices, thc Government is now
trying to contrl both the currcncy and the banking system more closcly.

T7o ordinances on January 12 were directed against the large
denomination notes. The first one, nade public early in the morning of
the 12th, nade the doy a bank holiday snd requirced all banks and govern-—
nent treasurics to declare their holdings of all notes of 100 rupces and
aove by 3 p.i. of thet day., The Governnent could thus compare the
arnount of such notes held by bonks and treasuries with the tetal circu-

ation,

The second ordinance, which came late on the sane day, provrided
for the retirement of all 500, 1,000, and 10,000 rupee notes. These notes
iimedictely cecased to be legal tender. Banks and governnent treasuries
were pernitted to exchange them for 100 rupce notes or for credits with
the Reserve Benk of India. Individuals wiere given ten days within which
to exchange their notes., In so doing, however, they werc reguired te
sunit declerctions in which they were obliged to state their income
tax bracket, the naturce of their busincsses, their salaries, the dcnoni-
nations of the notes tendcred, how they were acquircd, and why they werc
being held. To prevent evasion, the person signing the declaration was
deened the ovmer of the notes, particularly for tax purposes.

‘The third ordinance, issued on Jenucry 14, zave the Govermment
powier to direct thc Reserve Banli to investigate the affairs of any bonk
and to take corrective action if investigotion warranted. The ordinance
was ained not only at thce "Senani" opcration, but also at such abuses
2.3 granting unsccured loans to persons connected with the managencnt,
azquiring control of non-banking companies, and cxpanding branch banking
indiscriminotely.

The total note circulatii? in India at the time of the ordi-
nances was about Rs, 1,200 crorcs,1 at least 12% per cent of which was

i/'One crorc cquals 10,000,000 rupces. The rupec is now quoted at
U.3. $0.3035.
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estinmated to be in notes of more than 100 rupces. Large denoriination
notes inmedictely fell to a discount of from 40 to 60 per cent in spite
of the fact thot operations in them werce illegal. Therc were also
reports that large quantities of notes wiere being exported, both to

the Incion states, where the ordinances were not in cffect, and abroad.
Rzguletions for dealing with notes thereafter brought into India were
not irmicdiately pronulgated.

Although the Goverment hes assured bona fide holders that
they will lcsc nothing fron the demonctization of the large notes,
the nationalist press has cxpressed concern for illiterate holders
oad has also voiced a fear that inflation will be accentuated by the
lrass of confidence in the currcncy ané banking systens.

The vAthdrawal of large neotes in India has been accompanied
by harshcr resulations than the sane move in Great Britoin on May 1
of last ycoar: the British were not required to furnish declarations,
a1d the rizht of redemption has been continuously wmaintained., It is
358 drestic, however, thon if the notes had been reguired t> be turned
ia to Dblocked cccounts, as has been donc in several Continental countries.
Tac indication is quite clear, thereforc, that the Indicn Govermment
does not intend to use & forced contraction of the noney supply os a
primery weopon azainst inflation, but chooses rather to continue to
rzly on cdirect controle.
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