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Economic Jevelopnients in Belgium J. Herbert Furth

The National Bank of Belgium, as is revealed in its weckly
statement of January 17, 1946, has started to purge its balance shects
of the fictitious items resulting from the currency exchange of October
1944, At that time, the bulk oi all oubstending bank notes and dcposits
was "frozen," and of the frozen sum 40 per cent became "pcrmancntly
blocked" and the remaining 40 per cent "temporerily unavailable,!
the basis of the fiscal reform legislation cnacted in the fall of 1945 ~/
the Bank hes now transferred thc "permmanently blocked” holdings to a
blocked account of the Treasury, which has paid the former ovmers in
bonids of restricted negotiability bearing an interest rate of 3.5 per
cent. The "teaporarily unavailable' amount, greatly rcduced by gradual
unfreezing measures, is also scheduled to disappear, partly through
further unfreezing and partly through its use for the payment of the
newly enacted taxes. As a consequence, all frozen sums will soon be
traasforred to the Treasury accounts which thus will rise to about 60
biliion frencs,

The Treasury intends to usec the resulting balance to cancel
purt of its debt to the Bank, At present, this debt is only about 37
billion francs, but the Goverrment no doubt will have to assume responsi-
bility for the bulk of the debt of the Germman-created "3Bank of Issue'
which during the period of occupation acted as intemediary between the
Netional Bank and the Geman clearing system, and which owes to the
National Bank abdut 65 billion frencs as the equivalent of the German
clearing debt. Thus the Treasury will eventually have a debt toward the
National Bank of about 100 billion francs. After cancellation of that
part of the debt that will correspond to the Treasury's credit account
of about 60 billion, the Government will therefore owe to the National
Bankk about 40 billion francs, This sum would be slightly more then one-
half of the Bank's demand liabilities (notes end non-frozecn deposits).
The remainder will be covered principelly by gold and foreign cxchange,
which at present *total 34.5 billion francs or about 45 per cent of all
demand liabilities.

A comparison of the Bank's weekly statements of January 11,
1945, (the first one published after liberation) and January 17, 1946,
(sez balance sheet on following page) shows that the Bonk has weathcred
the di{ficulties of the past year without impeiring its position. Gold
and foreign exchange holdings have increased by a total of 1.8 billion
fraancs and advances to the private scctor of the cconomy by 1.2 billion.
The Covermment debt has increased by 7.5 billion, but virtually the
entire increase took place during the first months of the year as 127
result of financing the coats of thc Allicd ammies on Belgian soil,
Other assets decrcased by & sum of 1.7 billion so that the balance sheet
tot2l incrcased by only 7. 7 billion francs. On the liabilities side,
the most important change is the rise in the note circulation from 42.7
billion to 71.9 billion francs, which is offset to a large degree by the
decrease in the amount of "blocked" deposits ( Treasury and other) from
84.3 billion to 61,9 billion., Thus about 78 per cent of the increase
in the amount of outstanding bank notes mcrely reflected the transfer of
blocked ecccounts back into active circulation.

1/ 3ce Review of Foreign Developments, Scpiember 24, 1945, p. 4.
2/ 3ce Review of borclhn Developments, Aonril 30, 1945, p. 4.
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Balance Sheet of the National Bank of Belgium

(Millions of francs)

Assets Jan. 11, 1945 Jan. 17, 1946
Gold : 32,094 31,943
Foreign exchange , 88 2,543
Advances to Government 29,031 36,560
Advances on public securities 2,310 461
Other advances 661, 1,835
Other assets Q4227 1,400
"Banlk of Issue" 64,590 64,597
131,601 129,339
Liabilities
Note circulation 42,713 71,041
Demand deposits 3,551 : 4,318
Blocked Treasury account 10,4923 35,606
Other blocked accounts 73,842 26,229
Other liabiliﬁies 369 501
Capital and reserves . 633 653
131,601 139,339

The drastic curtaillment of the note circulation which resulted
from the currency conversion in Qctober 1944 did not prove permanent,
bu this does not mean that the conversion failed in its purpose. The
bulk of the currency reflation took nlace at a time when the productivity
of the Belgian cconomy was rising so that it did not exert strong in-
fletionary pressure upon prices and wagces, The danger of such pressure
had been greatest during the first months efter liberation, and at that
tine the conversion scheme certeinly was an anti-infletionary tool of
great efficiency.

The forcign cxchange situation of Belgium is very faworable,

" The gold and foreign exchange holdings of the National Bank alone repre-—
sent the equivalent of 787 million dollars. In addition, Belgium hes
orivete collar balances of 129 million; the Government has declared that
it has no intention of recuisitioning these balances, but will see to it
that they arc used for paying for necessary imports. Morcover, the
Bellgian Government cxpects to receive during 1946 rcepayment of advances
to the Allied troops in Belgiun amounting to about 65 million dollars
for unpaid arrears of 1944-45 and ahout 45 million dollers for current
payments up to the end of 1946, It also cxpects to receive about 170
million doliars for those goods and services (mainly the use of the
Port of intwerp and of the Belgian transportation system) which up to
September 1945 were furnished as Wreverse lend-lcasc" to the United
States, the United Kingdom, and Canada, Finally, Belgium has been
promised an amount of 90 million dollars in lend-lease and surplus
property goods in scttlement of its reverse lend-lease claim against

the United States. 411 Governnent claims in foreign currencics thus
reach a total of about 370 million dollars,
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Belgium will also have at its disposal the proceeds of
crecits from thc United States of 100 million dollars, from the
United Kingdom in the equivalent of 20 million collars, and from
Canada (part of it still to be negetiated) in the equivalent of 71
million dollars. Moreover, various trade and payments agreements con-
cluced by Belgium with Denmark, Finland, France, Italy, Portugal, Spain,
Swecen, and Switzerland create the possi®ility of financing Belgian
impérts up to an equivalent of 128 million dollars. These actual or
potential credits total almost 320 million dollars. Finally, Belgium
can expect receipts from its foreign investments and exports; these
have been estimated for 1946 at a2bout 50 million dollars from the United
States alone. Expected receipts from other countries should not be added
indiscriminately to the total since these receipts in many instances
will only decrease the sum of imports financed through the above-mentioned
credits rather than increase total imports. Ewven if these receipts are
disregarded altogether, the grand total of gold and foreign exchenge
available to the Belgian economy in 1946 may reach the sum of 1,650
million dollars.

The country's foreign trade continues tc show a heavy import
surplus, with both imports and exports steadily increasing. In 1945,
imports totalled 13,7 billion frencs, or 313 million collars, and ex-
por:s 4.0 bhillion francs, or 91 million dellars, However, by the end
of “he year, the monthly average hod reached about 2,6 billion frincs
(58 million dollers) of imports and 1.0 billion francs (23 million
dollars) of exports. Developments in recent months warrant the assumption
tha- in 1946 the monthly average of imports will reach about one and one-
hal: times, and the monthly avecrage of exdorts about twice the figures
of December 1945, Under this assumption, total exports in 1946 would
be about 1,050 million dollars and total imports about 550 nillion
dollars. The trade deficit of about 500 million dollars could be
covered out of the country's private dollar balances and the Government
claims in dollars and sterling, without impairing the reserves of the
National 3ank and without necessitating the use of credits, except in
order to overcome temporary lags or regional disequilibria.

The country's domestic finances still suffer from the effects
of the war. Govérmment rcevenucs during the first eleven months of 1945
totalled 18 billion francs; rcceipts in November were about one and one-
half times as large as in Januvary, but still were only about half as
large as expenditures. For the calendar yoar 1946 cxpenditures have
been budgeted at 37.9 billion and revenues at 28.2 billion frencs,
leaving 2 current deficit of 9.7 billion to be covered by public borrow-
ing. Revenues from the extraordinary taxes impecsed by the fiscal refom
legislation of 1945, amounting to 18,3 billion francs, have been excluded
from the normal budget since they are overbalanced by an increase in the
public debt of 19.8 billion resulting from the conversion of "blocked"
nmalances into special Government bonds. Almost one~third of all Govern-—
ment cxpenditures is connected with the war and its immediate consequences.
The cost of national defense, howcver, has been cut in half to 4.5 billion
frones or less than one—eighth of all cxpenditures, Service of the public
debt requires 6.4 billion francs or more then one-sixth of all expendi-
turss. Pensions and public education arc the other largest budget items.
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Prices are still substentially higher than would correspond
to purchasing-power parity with the dollar and sterling, and are about
twice as high in rclation to wage rates &5 in pre-war conditions., How-
ever, the Government expeccts the recent devaluation of the French franc
to result in & fall in Belgian prices by cutting Belgian exports to,
and increasing Belgian imports from, France. Belgiwm is still eager to
increase its imports rather than to force its exports and the Government
has thercfore decided against following the devaluation policy of France,
and is leaving the dollar and sterling ciichange rate of the Belgian franc
at its present level.

The confidence of the population in the future of its currcncy
may be indicated by the constant rise in bank deposits. Savings deposits
with the Cailsse Generale d'Epargne increased between December 1944 and
December 1945 from 19.4 billion to 21,2 billion francs. Commercial bank
deposits increased betwecn September 1944 and September 1945 from 43.6
billion to 55.6 billion frencs, including 30.7 billion in “free" and
24,4 biilion in "frozen" accounts, Postal checking balances increascd
between December 1944 and December 1945 from 10,7 billion to 16,5 billion
francs, Capitel issues of Belglen corvorations during the first nine
mon-hs of 1945 cmounted to 1.8 billion francs, about 40 per cent of which
represented the capital of newly fomcd corporations and the remainder
capital increases and bond issues of existing companies. Nore important
than the financial improvements, however, 1s the progress made in the
production of goods and services, . By the end of 1945, coal production
had reached 80,000 tons per day or about €0 per cent of the pre-var
average, as compared to 23,000 tons in February 1945. The procduction
of gas and electricity was substentially higher than before the war.
Steel mills were working at 65 per cent and textile mills at 55 per cent
of their pre-war capacity. The railroad system, one of the donsest in
the world, has been completely rchabilitated, and the Port of intwerp,
although not fully repeired, has resumed its role as the most important
harbor of the Eurcopecn continent. Unenployment has virtually disappcored. .
Unless the recent clections cause a complete chonge in its political end
geconomic oricntation, the country appecrs to have »righter prospects of
economic stability than any other Continentol European nation,

Merper of Basler Hondelsbank and Swiss Bank Corporation Rosa Ernst

On August 1, 1945, the Swiss Banking Corperation grented a
morotoriua for one year to the Besler Hondelsbonk (see this Review for
September 10, 1945). The Bank then resumed negotiations with the Swiss
Bonle Corporation with a view to a merger hetween the two institutions,
and on October 30, 1945, the shoreholders of the Handelsbank accepted
the proposcl with 92,463 affimative ond 8,224 negative votes. As scon
.as the merger wes on accomplished fact, the moratorium was lifted. Swiss
ban<ing circles cipressed hope thut this mowve would clear up the banking
sitaation which hed become uneacy ce o result of blocked assets in Germany
held by several of the commercial bonks. There now are five big commercial
bengs in Switzerlond; even before the nerger, the Swiss Eank Corpore tion
was the lorgest of these with a belance sheet total of 1,608 million
fraacs at the end of June 1945. The Corporation is now assuming responsi-
bility for 211 domestic assets and liabilities of the Handelsbank as of
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July 31, 1945. ‘The liabilities, as shovn in the balanece sheet for
that date, are as follows:

Thousands of

Liabilities y Swiss francs
Bank deposits - sight 5,843
: other 1,037
teposits -~ sight 19,743
time 143769
other 11,103
Cash certificates 32,052
Checks and short-tem credits 725
Bills ond acceptances 2,636
Gther liabilities 1,329

Total. 89,238

In a speech before the genercl meeting of shareholders, the

- Vice-Chaiman of the %oard of Directors of the Handelsbank gave a brief
outline of the events leading up to the merger. Since before 1931 the
Handelsbenk had hed heavy blocked comnmitments in Germany and the conplete
collapse of that country in the spring of 1945 was bound to have serious
repercussions on-the Zenk, Throughout the war years znd until the end
of 1944, Germany made rerular interest and dividend payanents on these
blocked accounts. In 1944, the income of the Bank from this source alone
was approximately 1.8 million francs. When restrictive measures were
introduced by the Federal Government, the Bunk no longer received this
inceme despite the fact that the Gernoen Reichsbank made remittances to
the Swiss National Bonk on these interest and dividend accounts until
Lpril 1945.

another speaker at the same neeting emphasized that the agree-
ment with the Swiss Bank Corporstion guarantees satisfaction in full of
all claims of the Bank's creditors. The blocked foreiyn assets, however,
are to remain the exclusive property of the shareholders of the Handels—
benk, the Benk Corporztion teking over only the domestic assets and lia-
bllities. However, the Bank Corporation agrecs to undertske the adminis-
tration of these blocked asscts in consultation with the hoard of dircctors
of the Handelsbank, and will receive for this service a commission of 10
per cent on both interest and capital paynents arising from these assets.
The Bank Corporation is also teking owver the najority of the employees
of the Handelsbank, and is naking available to the latter an amount of
1.15 nillion francs to take care of salarics and indemnification for
enployees tc be discharged,

according to the balance shect for December 31, 1944, blocked
foreign assets of the Handelsbank emounted to 38.92 nillion francs, as
agelnst 49,55 nillion at the end of 1939 and 55,0 nillion at the end of
1937, All of these credits were originally granted before Septenber 30,
1931, with the exception of a small anount of 250,000 francs. Under the
standstill agreenent of July-October 1931 certain credits were guaranteed
by the dcutsche Gelddiskontbank, These credits amounted to 7+25 nillion
francs at the end of 1937, but were repaid in full by May 1944. Unfortu-
nately, about €5 per cent of the total credits extended did not enjoy such

——
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guarantee., The table below shows the blocked foreign assets (as of
July 31, 1945) not taken over by the Swiss Bank Corporation:

Blocked Foreign Assets of the Basler Handclsbank

(In millions of Swiss francs)
Cradits

Germeny: Subject to standstill agreement

of 1944 34,958.2

Other 1.4

Poland -~ ‘ 2,000,0

Hungary 792.7

Ttaly 432.0

Czechoslovakiza 315.3

France 120.0
Other 427.1  39,106,7

Invrestment securitics

Sninning and Weaving Mill, Steinen A.G. :
(Rf 1,576,100) book value 322.4
Other - (Sheres in Belgion, Itelien,
Pclish, and Yugoslav electric
holding companies) 88.3 410.8
Blocked assets subject to transfer ‘ 39,517.5

Other holdings

——

Credit and Incdustrial Society, Birsfelden

(in process of liquidation) 1,487.3
Wontan-Union A.G., Binningen 2,035.2 3,522.5
Totael iforeign asscts 43,040.1

Lend-Lease Pipeline Agreement with Russia - 4 Correction C.R.H.

In the Review of lebruary 11, an article discussing the lend-
lease pipeline ugreenent with Russia stated that the lozn to the Soviet
Union was the first in which the United Stetes had provided for con-
dizional postponament of scheduled anortizotion payments. This state-
ment was in error., Conditional postponcrnent of amortization payments
wss incorporated in the 3(c) lend-lease circements signed with Frence,
Belgiun, and the Netherlands in Februery and April of 1945, The
phroseology of the pertinent portion of the Russicn agreement leaves
no doubt that it was based upon the carlicr paitern.






