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British Bulk Buying Wilellyn Ilorclle

Bulk buying in vuriosus forms hes long been o minor feature

of the commercial policies of most countrios. In Britain bulk buying
contreets have beon entored into by agsociutions of usors znd by single
firms which wore the solc importers of cortuin metoericls. The British
Government in dirceting the imports of foods from & nunbor of countries
in pro-wer yours olso upproachod tho bulk contract method of treding.
These cetivities woro not associctod in tho public mind with tho concupt
of stete trading, however, until the British Govermmont become the solo
buyer and seller of most imported foods wnd raw materials during the wer.

4s o purchaser for thc Combinel Botrds and as o supplier of
the United Kingdom's nceds, the Govermment teok over the functions of
the regular merkets, although in most instances experivnecd private
trodors were employod as agents of the Govermment or as members of
the civil servico., With rusources morce extensive then theosc of private
truders, the Govermment wes oble to adjust its operations to Jisruptions
in normal chennels of trude cnd to sccure the entire output of cortain
producers or prolucing erces. In criticul periods, government purchasing
contributed to o continuous supply of strategic materials. For the most
port, contracts woro muade et pricos neer the pre-war levol aljusted
for inecrcused production costs and thereby fociliteted the enforcenent
of domestic price control by insulating the oconomy eguinst uncontralled
infletionury prico incroascs for imports., Too, the contrelization of
buying and sclling simplificd administretion of the Jomestic retioning
systom und of tho huge subsidy progrom for domestic agriculture.

The succoss of tho stote trading program os ¢ war measure
probably pleyod a purt in influcncing the Labor Govermont to carry
over certein of its fewaturecs into the pezce-timoe economy, A nunber
of wer-time contracts for purchascs of food extended into the post-war
period. Other contracts providing for large imports, primarily of food
but to o lesser degrec of raw matoricls, have been entored into by the
Stite sincc the cnd of hostilitics. X4 policy of official sccrecy con-
corning eommodity stocks on hand wnd o goncrel reluctunco to publish
wotails of existing or prospective bulk contructs muke it virtuclly
imdossible to estimatc tho cxtent of the United Kinglom's state treding
cctivities. In foot, such information is often more readily avacilable
from tho supplying countrics thun from the United Kingdom.

Occesionul notices in the pross give meugre accounts of
controcts concluded for lergo quentities of foodstuffs. In fugust
19,5, the London Tines cerricd o story by its Buonos [ires corro-
spondont cnnouncing conclusion of an ugreement betwoon Britain ana
Arpgontina undor which Argontina will export to Britein and others of
tho United Nations in the ncxt four yours moct vilued ot 150 to 200
nmillion pounds. Detuils of pricos an? quantitics were not rocvealed.

On November 8, 1945, tho swme paper cirried on ceccount by its Wellington
corruspondent of a four-yecor contract concluded between Now Zealend and
Britain wheoreoby the Unitel Kingdom agrced to tuke sll the aveileblo
beof, vesl, mutton, lemb, and thoir odibleo offals until Soptember 20,
1918, znd all aveiluble pig moats until Soptembor 30, 1946. Prices
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woro fixod for the first two yeors ot those of the 1939—h0 contrcot
plas one-third, with the right to renegotiate granted to either
Goverrment at the end of the two-year period. In January 1946,

notice of an agreement by the British Ministry of Food to teke
Australia's exportable surplus of pig meats to September 30, 1947 .
(instead of the 30,000 tons previously egreed to) wus carried in thse
Sydney Morning Herald. Also in Jonuasry Cunodiun pruss rcéleases stated
that virtuelly ell of the Ccnadiun-United Kingdom food contraets would
be renewed or extended ulthough negotiation of detiils had not been
complcted. Repeated cllusions to & four-vear whoot contruct between
Britain and Canada would seem to indicatc thet such e contrect is or
hes boen under discussion.

For the duration of thc world food shortage, the quuntitios
and sources of supplies of food tllocatud to tho United Kingdom will
be determined largely by the Combined Food Bocrd. Undor theso con-
ditions of short supply, tho Ministry of Food will bo inclincd to
entor into controets for stople commodities whorever exportable
supplics arc to be found. As world supplies incrcasc ond cltornctive
sources of supply bocome aveilable, many other foctors will undoubtedly
influence the diroction ocnd extont of bulk purchases. Proliminory plans
for o heavily subsidized domcstic agriculture were wnnounced by the
Lebor Govermmont in Novamber 1945, and cun bo expected to affcct tho
pattorn of British food imports. The British czchunge position will
ploy & still more important part. Prosent indications point to a
continuation of the Ministry of Food as a pcormanont sgoney with full
control over the Unitod Kingdom's food supplics. In this c¢veont, that
agoncy will be cherged with solc rosponsibility for weighing theso
foctors ond arriving at decisions concerning the procurcment of food
from domocstic end foroign sources to the greetest adventege of the
British people. ‘

Since tho Lobor Goverment took office with its hoarty
endorsemoent of the principlo of bulk purchasing, concern for the
future of the¢ orgunized commodity markets has beon very widely
oxprossed, A yeour osrlior the British Fedoration of Commodity and
Allied Treade Associttions leunched e vigorous protest against the
projcctod continuction of Govermment bulk buying us & permancnt
feoture of British trudo policy. Objoctions expresscd by the
Fodoration et that time roprosont morc or less the curront views
appoaring in the consorvative press:

(e) The rising morkot on which bulk purchases wore medo
during the wor cssured price adventages on wny long-torm contract.
Pocce-time fluctuations in pricc placo the Govormment in the position
of spcculating with the pcoples' monoy when contracting for long-torm
bulk purchases,

(b) Cooporation betwoon consuming countries and botween:
consuming and producing countrics will ond with terminwtion of tho
Combined Boerd arrangements whercby oompcetitive bidding botween the
Allies hes becn avolded. British bulk buying cun be expected to
stimulate retalistory bulk buying by other countries.



- 11 - CONFIDENTIAL

(c) rbsence of cormmodi ty markets will clmost certiinly result
in pryment of relctively high prices by tho British. The Govermment
rey be tble to buy ot « low cost by tcking o1l of certain producers'
outputs Other producers, howecver, will hcve to find their own mer-
kots and will ultimotely scll ot less then the United Kingdom contrect
pricc,

{d) Feilure to reopun eommodity markevs will entail a coa-
siderable loss in invisible imports--foreign exchange earned through
commissions, banking, insurence, and shipping services--a loss the
United Kingdom can ill afford.

Urmoved bv the opposition of the Liberals and Conservetives,
the Labor Govermment on Hearch 18, 1946, announced its decision to
continue centralized purchasing of raw cotton through & permsnent
cotton purchasing commission yot to be established. 'Sir Stafford
Cripps in ecnnouncing the Govermmont's decision in the Housc of Commons
medo tho following assertions:

"(2) Contralized purchesos of raw cotton will cnable supplies
of cotton to be obtuined ot loast as economicclly as by privete im-
pcrtation ond with greutor cortainty cnd regularity.

(b) Bulk purchasos will facilitate the maintonance of
rcasonable stability of prico to the spinnor, and will facilitato
price stabilizetion of utility cloth, which is an importent clomont
ir. tho cost-of-living policy.

(c) It is unlikely that post-war international conditions
will in any ovent favor thc operation of & cotton futures merkot of
pre~war type.

(d) Undesirable speculetion on the cotton futurcs market
ergaged in by those outside the industry itself will be eliminated.

(¢) Bulk purchasos providoe the Govermment with o powerful
irstrument in making reciprocal trude and exchunge arrangoments and
for influencing thoe coursoc of internctional commerco in the direction
required for cquilibrium.”

Sir Stafford Cripps' third point desorves attontion. Ono
conclusion to be drawn from this stetement is that the Labor Govermment
does not envision a world cotton situation with supply and demand equi-
librated by price. But rather, in view of tho prescnt world glut of
row cotton, the Labor Govermment foresees n situation in which the major
part of the world supply will be supported by Govermment operctions,

The action tokon by the United States ond Brazil in supporting cotton
prices probebly justifies this viow.

In announcing thet the Liverpool Cotton Exchange would not
be rcopened, the Govermmont took occasion to amphusize that the decision
on cotton did not imply o gonersal principlc. It wgs also pointod out
repeatedly by the Govermnment in the ensuing Parliumentcry debatc that
the question of centralized purchasing of raw materials must be con-
sidercd casce by caso in the light of facts rather than of theories.
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Lord Keynes, in his discussion of the terms of the Anglo-
drrerican loan egrecment before the House of Lords, expressed the
orinion that state trading und bulk purchasing are within the limi-
tetions of the British obligations under the agreoed proposals for
cxpoansion of world trude. Tho United States hes tekon thc position
thet bulk treding by govermments is contrary to liberal trede practices
er.d should not be continuod beoyond the omergency period. The British
ot the time of tho loan negotietions explained in some detail the terms
erd prectices contemplatod and the Unitod Stutus withdrew its objection,
pcrhaps tomporarily. For tho fuct remains that tho bulk purchasing
mcthod of trading doos not provide aun enviromment porticularly feavorable
tc the dovelopmont of the froc trading practiccs provided for in the
proposod world trade charter. Insteed, it provides an enviromront
pcculiarly suited to the growth of bilatertlism and "economic blocisn,”

Agroement Conceorning Gorman Assots in Switzorland Rosa Ernst

Yhen in March 1945 tho mission headed by Lauchlin Currie
rcturnod from Switzerlond, it reported eomplote succoss in its ncgoti-
ations with that country and stated thet the f»llowing objectives, among
others, had boecn accomplishod:

(1) All German asscts in Switzorland, including thosoe held
by Swiss nationals, had boon frozon;

(2) Measuros had boun adopted to stop €ll exporting end
irporting »f snd docling in foroign currencies;

(3) Tho Swiss Netional Bank had agroed not to purchase ony
further gold from Germany;

(4L) The Swiss Govermment had given broud commitments to
fecilitate the restitution of lootod property to its rightful owncrs;

(5) Coal shipmonts to Northern Italy through Switzorland
hed boen supprossocd, thus humpcering German military oction as well cs
tr.c operctions of Gorman industry in the north of Italy. (As a nmatter
of fact, these coul shipments had becn stopped fully a month before tho
negotietions wors concludod.)

In return for thosce and othor concossions, the Swiss wore
tc roceive from the Allios cgrocd quantitios of fosdstuffs wnd coertain
irdustrial raw nateriels.

The Swiss cuthorities at once took steps to cerry out the
provisions of this egroomont.. After blocking ell Germun asscts under
reguletions issucd in February ond iApril 1945, the Federal Council in
May enocted speciul loegislation cceoording to which any Gorman asscts
hecld on Februsry 17, 1945, had to be doclarcd, The Swiss Clcering
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Office (set up in 193L) wus cmpowored to conduct the investigotion
of Gorman-ownod assets. Much opposition wes cneountored in banking
cr logal circles which held that the traditional bunking cnd pro-
fessional socrcey should not be violated, and which <id not hesitate
to expross their rosentment at so-called unwarranted Govermment inter-
ference in their private afreirs. On the o~ther hand, Swiss privite
interests, anxious to moke uso of their frozon assots in tho United
Statos (rcportcd t> snount to about 1.5 billisn dollars) wnd to be
ruzoved from the so-cclled "bleok list" of the £llies, brought
precssure on the Swiss suthoritics for groctor speed in the conduct
of the investigution. The Swiss pross and public opinion in gonoral
supported o thoraugh and fuir determinati-n of the toets with no
spocial favors to oithor sidoe. Despito all opposition, tho Swiss
Cleoering Officc was cuthorized to opon benk sufos end safo-deposit
boxes in an effort to arrive ut cccurcto figures. PFinelly, in
November, o statemont wos publishod giving preliminary figurcs on
Gormcn holdings.~/ This dete roveclod Germen asscts wamounting to
about one billisn franes (cbout 23 nmillisn dollars at the official
rate of exchango) while Anoricen cstimetos have placod thuse assaots
around 750 milliosn d»llars. The Swiss pointed out, morcover, thet
alrost en exact cquivalont of onc¢ billion frunes wos duc them from
Gormany 1in settlement of Swiss-Gorman clecring doficits.

In the meentino, tho Allied pross curried dispatchos choarging
that the Swiss wore using dilatory tactics in their investigation and
thet they wero essisting Germany to lay the foundetions for ancthor
world war. It als> publishcd reoports of hugo cmounts of Gorman holdings
concerlod in Switzorland (in onc instoanece us ruch as 16 billion francs
vees montioned). Theso unsubstantiated ostimatos were greatly roscented
by financiel eirclos as well ws by the Swiss public in gencral. In
roturn, the Swiss Govermoent inwitod the Allicd cuthoritics to visit
the Swiss Cleering Offico to satisfy thomsclvues that overything wes
being done to locute tho German holdings specdily wnd accurately.

In Murch of this yoar, negotietions werc begun in lt.shington
in an effort to bring tho controversy to a satisfactory conclusion.
Tho nogotiators for the Allics were Mr. Randolph Paul for the United
Stetos, Mr, F. W, MeCombo for the British, and Mr, Paul Charguereud
for the French Govermonts respcetively, while Mr, ‘Waltor Stucki
roprosconted tho Swiss Contederation, Tho £llics basod their claims
to thoe Germen assots on o clausc in tho Potsdum egreoment which reads
cs follows: "18. Appropriato stops shall be tokon by tho Control
Council to exerciso control and the power of dispeosition over Govoern-
mont-ownod oxternel cssots not elreedy under tho control of United
Nations which have tukon pert in the war ngeinst Germany." The Swiss
coruntoured by seying that tho Potsdanm sgrcement woas incormpetible with
Swiss jurisdiction und that it hod therefore n> validity on Swiss soil.
They also refusoed to acknowlodge a decrac-law issucd by the Allioed
Contrsl Council on Octobor 30, 1945, concerning the surrcnder zf -all
Gormen assets on tho bosis that such o deerco issucd by forcign militery
commanders in o foreign country hoad no legel veliZity in Switzorland,

l/'Seo Roview of Foreign Dé}olcpmente, Junuery 1L, 1946, p. L.
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Cn the other hand, the Swiss authorities suggested that the con-
troversy be submitted to international arbitration, a proposal which
the Allies found unsatisfactory. Several times the negotiations had
to be interrupted to allow Mr. Stucki to return to Switzerland to
confer with his Govermment regarding further steps to be taken.
Although the Swiss authorities were well ewarc that the rolosse of
the blocked Swiss assets in this country dopended on succossful con-
clusion of thoso negotiations, thoy gave the improssion that they
would prefer for thcse assets to rumuin frozen rether thean doviete
from their intorprotetion of Swiss law. The nogotictions dragged on
for over two months during which time proposuls cnd counterproposals
werc mede wnd rojocted,

In a soperatc issue, thu question of gold looted by tho
Germans wnd concecled in Switzerland vias also considerod. An Allied
ostimato of this gold wes as high ws 200 million dollars; the Swiss
claimed thet wny such gold wos bought by tham from the Germans in
good faith und through normel transczetions.

Fintlly, on Ywy 26, en cgrooment wes signed according to
which the Swiss will turn over to the Allics 50 por cent of the German
assots hold in Switzorland. A finul veluwtion of thesc esscts is not
yot wveileble, but will be detormined by o further consus to be mude
by the Swiss Clouring Officc widecd by @n Allicd Commission. Tho
Unitod Stutus ond Groet Britain will ewch receive 28 por cent of the
Allics' shere of these cssets, while Frunce will got 16 per cont, and
other Buropcen countries will sherc in the remcinder. In addition,
tne Swiss will turn over to the Allies epproximately 58 million dollars
worth of the gold acquired from Gormany. The United Statos and Groot
Britein will moke no cluim to this pold, which will be divided cmong
Frence, Belgium, and othor countries from which tho Gormens scizod
gold during the war.

The agreemont must bo ratified by the Swiss Purlioment. A
bitter fight is cxpocted in both houses, although ultimate retification
m2y be anticiputed.

The cccord with Switzorlend will doubtless serve os o model
in futurc nogotictions with other ncutrel countrics, such cs Sweden,
Spain, und Portugal concerning surrondor of Germun cssets in thoso
countries.
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Poland Establishes QOfficial Exchange Rate Hans J. Dérnburg

The recent establishment of an official exchange rate of
100 zlotys to the dollar is of limited practicel significance at the
prasent time. Poland's foreign trede hos become a state monopoly
whilch means thet the formel rete of exchunge need not influence the
volume of the nation's trede in view of the ease with which prices
of imported and exported goods mey be menipulated in terms of the
domestic currency. At the prosunt time, moreover, most of Poleand's
tride is being conducted on the basis of burter urrangements; no
exbtornel exchenge rate is involved in these ugroumoents and veluctions
ara generelly expressed in terms of currencies other thun tho zloty.l/
Practical opplication of the rote may be limited to such tronswetions
cs emigroent «nd cheriteble remittunces, expenditures of diplomatic
rooresontatives, ond exponditurcs of trovelors, Bwven in thosc ficlds
its appliccation will bo greatly handiceppod ws long as there cxist in
Polund bluack merkets for foreign banknotes at which forcign currcncy
is bought at retes much highor than tho officicl rato.

From 193 until tho outbresk of the wur, tho zldty-doller
rete avercged 5.%0 zlotys to the doller. Tho sime rato (5.30 rubles
to tho dollar) hus beon guoted for tho ruble by the Russien Stute Bank
siace July 17, 1937. As c rosult, the Polish zloty &nd the¢ Russic
rublc worc at par beforc the Sccond WWorld Wer, both boing worth sbout
18.9 ccnts. Tho parity betwoon the zloty wnd the rublce continucd os
th: busis for financinl trunscctions in the liberation and oarly post-
liberction poriod. Russicn ruble currcncy wes introducod ct per with
ths zloty and wos agoein withdroawn from circulation at that rate. Gormon
nerck currency was cxchengod for zloty curroncy ot tho rate of 2 reichsmark
= | zloty, ot which ratio thc Russicns introduced Allied militory merk
cwrroncy in Gormony.

Sincc no now rate wes officially cstablished following libor-
«tion, pruss rcports continuod to considecr o retec of somc 5 zlotys to
ths dollar «s the "officicl™ or "leogel” rote. Such torminology, how-
over, was incorroct. In an intorim poriod lasting until April 1946,
Polend appeurs to hueve had no official oxchange rute covering all
commercicl wnd finunelsl tronsocctions, This is confirmed by o state-
nent of the Pelish IFinuncc Minister in August 16445 in which ho dis-
cl.imcd eny intention of establishing generel forovign cxchange ratos
for thc zloty.

Tho now rete of 100 zlotys to the dollur wes introduced
griaduclly. A pruss roport of October 10, 1945, muntioncd "the now
spseial rete on foreign tronscctions of 100 zlotys to tho doller,” and
in ocarly Docembor 1945, Warscw statcd thut the Polish Forcign Exchange
Commission hed cstablished ¢ rate of 100 zlotys to tho doller for ro-
nittences from abroad by individucls and of 110 zlotys to thc dollar
for remittances by cheriteble institutions. On Decomber 28, 1945, the
Polish Foroign Exchenge Commission estabiished the following diplomatic
ratos which worc the aggregato of the pre-war retes end an cqualizetion
promiuns

17?300 Roview of Forcign Dovelopments, Junuery 28, 1946, p. 5.
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Equalization
Rate promium Total

(In zlotys)
United Stetes doller 5.30 9l;.70 100
United Kingdom pound stcrling 21.36 381.44 Loz
100 Swedish Kronor 126.19 2,252.81 2,379
100 Swiss frincs 123,60 2,201.40 2,325

The goncrel of'ficial rato was not cstablished until April 20 of this
veer when, according to pross raports, thoe Polish Foreign Ifinistry
informed &ll diplomatie missions thet the official exchange rate had
bcon estublishud ¢t 100 zlotys to the dollar wnd Lo3 zlotys to tho
pcund. It gcppours that on this occusion tho cqualizetion promium was
aksorbed into ¢ now single rate.

In tho discusslons which nrecceded csteblishment of tho
officiel rete, Tersaw diplometic cirecles hed oxpressod thou opinion
thet o rate of 100 zlotys to tho doller would groutly ovorvelue tho
zloty wnd thet a rateo of 250 or 300 zlotys to the dollur would be
morce appropricte, Worsow block merket rutes for dellar notus hed
becen considerubly highor than the solceted rote, but the former arc
undoubtedly infleted by unusual donends for dellers for purposcs of
sofo investment ond copital flight. Botwoeeon Octobor 1945 and Merch
1646 doller currsncy sold in the Wursaw open market ot rotes ranging
from o low of 270 zlotys per dollar on Octobor b, 1945, to ¢ high of
600 zlotys per doller on Junuory 10, 1946. In Merch tho retos rangoed
from 420 to L470 zlotys per doller. Rates in provincicl conters were
gven highor thun tho Warsaw rotos.

As o member of the Internctionsl Monctary Fund, Poland will
bc roquired to communicate to thet institutisn the zloty exchingo rate
proveiling on Octoboer 27, 1945. Since »n thet date Polund appecrs to
heve had no officicl cexchunge ratc, it is enyone's guess what rote
Pzland will eormunicate as the "proveiling rote.” The rate finally
chosen ws the poar value of the zloty for operetions of the Fund will
hevo to be agroed upon botween Polind end the Fund, but it is possible
that Poland will suggcst the now rato cs the par valuc of the zloty.
As hus clreedy been suggustod, this rate is by ne ncens uncontro-
versicl, It has boon runorced, for oxanple, thet tho Unitod Kingdom
doos not oxpect to recognize the now rate which Polund ostoblished
uriletorelly.





