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In any case, the level of interest rates would have little
effect uaon the expenditure of licuid assets in England. The spending
of the British nublic for the goods and services not available during
thz war can be controlled only by Jirect measures; no readjustment of
rates alone couléd prevent any significent dis-saving by the public for
thzse purposes. Nor would ¢ change of rates at the present time in-
crease the volume of savings cppreciably when there cxists such limi-
tations on domestic consumoption. In fact, if controls were removed,
savings would probably fall, however high the rate of intcrcst might
rise. Until new instruments of financial control can bec devised to
replace the obsolete bank rate, the British authoritics apparcently plan
to use lower intercst ratcs end debt menagement as thelr most cffective
mcans both to alleviate their fiscal problems and to promotc their anti-
¢cflationary cconomic progroms,

Evidence of Difficultics Faced by French Export
and Tourist Trade 4.0, Hirschman

The favorable <evelopment of French exports during thc past
year might scem to contradict the view that the franc is overvalued
at its prescnt rate. If dircet information tells us that rench cx-
ports arc progressing morc than satisfactorily and that they can
compete in world markcts in spite of the abolition of cxport subsicics
in Decombor 1645, why should we give unduc weight to calculations of
pricc and wage paritics which can only be intendcd as an indircct
mcasurc of a country's cxport prospccts?

In rcply to this line of rcasoning, it will be pointed out,
first, that Frcench cxports startcd from prectically zero in 1945 and
tkat in the international scllers' market prevailing et present cven a
sterp risc in cxports is net indicative of & sound basic price-cost
structure. Scconcly, insofcr as the official abolition of subsidics is
cencerned, it con cosily be scen that, as long as there exists a dual
¢éemestic price level in France, the French produccr can alweys rcecoup
lcsses incurrcd vy sclling abroad at compctitive priccs, by selling a
rcletively lorger fraction of his output intended for domestic usc on
tre oslack markct._/ The cocxistence of official ceiling and black market
prices prov1dos the producer with an oxport subsidy borne cntircly by
the domestic consumer. Although such practices arc equivelent to cumping,
the cherge of cumping connot actually be advenced heccusc of the unrocog-
nized status of black market prices.

Finally, thcre is some evidence that receipts from cxports
ard tourism arc not what thcy could be. The following is an ¢xecrpt from
a spcech given at the Paris Chomber of Commcrce on Septcmber 25, 1946,
by Mr. Moitcssier, Commcrcial Councilor of France in Argentinas

1/ An incentivc to cxport is given by the preferential trcatment ac-
corded exportcrs with rcspcct to the ellocation of raw matcrials,
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1Insofar es brendy, chempagne, and quaiity wines arc
concerned, our great cnemics arc: our insufficient domestic
production; the incrcesc of whiskcy consupption abrosd; and
ehore 21l French prices.... I find it impossible to tell you
whether, os @ general rulc, French prices arc prohibitive or
in linc with thosc of similar oroducts of othcr countrics.

"I hove noticed considerable disvaritics for certein in-
dustrial matcricls. Jur poriecs werc too high in this ficld
whilc forcizn competition crcated cifricultics for our passcnger
cars, mechine tools, and locomotives, I have heen asiied to
arrcenge for sele of french furniturc at oriccs at lcast six
times the Argentine prices. I hove been offcrcd bedroom or
dining room suitcs for 1,5 million frencs. That is cxponsive.

A rccent cxhibition of lwrury crilcles at Buenos Aircs
which had brought together magnificent articles of jewcelry,
crystels, and Ydngeric, hes unforvunctcly proved thet our
orices are foer too high., This magnificent cxhihition hes

vielded nothing cxecot o prodagands success,!

imring the cnsuing discussion, lir., Roger Nathan, Dirccter of
France's Forcign Zconomic Rcletions, added the following comments:

r, Moitessier has telked <bout the price of our luxury
articles. 1 belicve thet it is cescaticl for you to lnow and
to make !nown around you thot we ghall be cble to scll luxury
aroducts only if the orice will not enpcar out of oroportion
with the price of the morc common mcrchendisc. Our wincs may
be crecllent--they arc cxccllent--but onc is preparcd abroad to
vay o ccrtain price 30, 50, or cven O per centy, but not 300,
400, or 500 per cent, ahove the oricc of ordinary wincs, There-
forc, the cucstion of the pricec of our lutury articles is of
grcat importance.!

With respcet to tourism, an indicetion thet the situation is
fer from sctisfoctory is implicit in & rcecent Franco-Swiss agrecment
which rcecuircs 21l Swiss tourists teo buy 500 frencs per day during their
stey in Fronec et the of ficial cxchinge rote from the Central Zxchonge
Jontrol Lgency. This cprecment wes cpparently wmede ncecessary oy the
fret thot Swiss touriste hove been financing their stay in Fronee by
buying frcnes cheaply in the black merket which is supplied by privatc
French sources for purposcs of copitel cxport or of specculetion. The
lerge differential between the official ond the black markcet rate of cx—
change obviously madc such troansactions wvery profitablc for the Swiss
tourists, The agrecment is certainly curbing thesc trensactions rather
effectivcly for the poorcr tourists who 2o not intend to spend morc than
500 frones per doy. It is actuclly discouraging thosc who want to spend
less from coming to France ot 21l while it lcaves the weolthicr tourists
frce to acquirc francs in cxccss of the daily forced spending retion
in thc blaclk merket.

The two instoances of France's difficulties which have been

cited are for from constituting conclusive cvidence thot & new develuation

o7 the French frenc is in order, They do point to the ncccssity for
Frence not to let itself be blinded by the succecss of its cxport drive
which may be only temoorary.
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Notc on the Hconomic Position of Czuchoslovekic — Alexander Gerschenkron

The precsent ceonomic position of Czcchoslovekia is greatly
suporior to that of her ncighbors in Sastcrn Ruropc. The amount of '
war damage sustaincd by the country his boen estimoted et ebout 15 per
ccnt of its pre-war wealth, whilc the corrcsponding pcrcentages for
Pcland, Hungery, and Yugoslavia are 40, 30, and 25 per cent,respectively,
Mercover, Czcchoslovakic hos emerged from the wor with an increcse rathor
than @ deercesce in heovy~industry plant. Industrial outout did indeed
rcach o perilous low cduring thc pecriod of liberation, but began to e~
cover almost at once. The brevity of foreign occupetion doubtlcss
proved ¢ olessing in this rospect.

The monctery rcforms corricd out in Novomber 1946, compare-
tivcly scon after liberetion, cffccetively cheelicd the inflationary
pressurcs which werce not inconsicderable ¢t the time, ond prevented
further disorgenizcation of the cconomy. In the months following the
rcforms nonctory derclopnents were altogether nomcl, os is indicoted
by the following figurcss

Indexcs
(Jenuary 1946 = 100)

Notcs Cutput Output Industricl
in of of Consunption of
Circuic.tion Coal Stcel Zlcctric Power Priccs

1946

Joenuary 100 100 100 100 100
Fobruery 108 - — - 107
Merch 115 113 177 - <110
Aoril 123 102 10 126 110
Moy 127 106 186 122 111
June 131 96 18 - ’ 112
S July 138 110 156 - 117
Avgust 136 113 - - -

The thrce industricl scries (uscd in the abscnce of an index of in-
dustricl output) incicate & strong und coordincted rccovery, cven though
Prozrcess o dotc hos beun interrupted by sctbacks. This inmpression is
rcinforced, on the agricultural side, by the information that the 1946
hervest wes very sctisfactory.

Thc risc in driccs shown in the preccding scrics was moderatc,
and mey rcflcet in pert deliberite government efforts to reducc the dis-
crepeney oetween the price levels in the Eostern cnd the Western provinces
oi thc country o8 well as that between oifficiel wnd black narket nrices.
3y all cccounts, black narkets were rather cffectively combetted. The
iricrcase in note circulztion is in part cttributable to the neccssity of
rclexction cfter o stringent currcncy rcform. Therc is no indication of
populer lack of confidence in the boruna, lct 2lone of o flight from the
currcney.

The rclatively repid rate of recovery 1s perhops best cepito-
mizced by the following cstinatces,
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Econonic Position of Czcchoslovekia in 1id-1946
(Estincted percenteges of 193¢ levels)

Gross Netional Product 80
Incdustricl Cutput 75
Lgriculturel Output &0
Foreign Trode 20

The first threc figurcs indicate thet CZCChQTlOVuhl”'S rocovery is
closer to that of countries in Yestcern then in Eostern Burope; it uay
oc noved that cstimetes of the same ceonomic factors for Belziuwa yicld
..... nost identical results., It is only the low relative level of foreign
urcdc in whilch the position rescmbles that of nost Eastern Zuropcan
ccuntrics., It may be noted, however, thot the foregoing cstimete refers
orly to camcrcial trade end docs not include UNRRA deliverics, If the
letier are token into consideration and if allowence is mede for price
ctanges, Czechoslovak inports fron Ccetober 1945 to July 1946 arc only
nout 40% velow the level of 1637. This result indicates the magnitude
thc UNRRA contribution; ovcr the perioc this orgenization suvdlied
cehoslovelidc with an cstinated 160 nillion dollars worth of goods (on
C.I.F., Paris, valuction). While it is truc that without these de-
liverics thc ra tc of rceovery would have becn much slower, it should clso
be eonsidercd (not nceessarily os a stricturc of the UNRxh operctions)
that a soucwhet lower volume »f UNRRL imports might hove resulted in a
noere rooid revivel of eomncrcicl trade proocr.

a
of
Cz
b-

The nattern of Czcchaslovek cormcreicl trede dees not scem to
«7e been such as tn cstablish ¢ ucnopolistic position for Russia, al-
thuubh trede with Russiz has noturally increased substantiall; The
following teble shows the distribution of Czech trade between uuSt ana
West in the first scven nonths of 1946:

Exports Inports Belence
(In 1,000 kerunas)
West 3,436,711 1,962,527 +1,454,184
Bast 1,259,503 1,488,980 ~ 220,177
Gornony-tustria 54’720(_);'_ 4639 368 + 833 615
Totel 55243,517 3,934,895  +1,306,622
This is fairly surprising. editionally, the cxports of hcavy industry

in Czcchoslovalde went East and South, while the products of its lizht
industrics found markets in Western countrics. Thc increcscd shoare of
heavy industry 1n Czcch industricl production, to say nothing of Russic's
present role in Zastern Burope, would justify the cxpectation of o very
a.ffcrent pattcrn of tradc. Czechoslovalda wes able not only to 1ot the
bulk of her trade go to, and comc from, thc West, but alse to build up
balances in the foreign cxchonge of the West., However, the volune of
trade hzs os yet been s> snall, and the necd for goods cverywhere so
urgent, that no definite conclusions for the futurc moy be drawn, It
is still gquitce likcly that in the futurc the East will plcy o pre-
ponderent role in the country's cxports, and the concomitant inability
to finance imports from the West moy become a problem of souc gravity.
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Tkis, however, is by no means the only disturbing point as far as the
future economic cdevelopment of the country is concerned, .

It may be pointed out that the present comparatively favor-
atle economic situation should not obscure & number of serious diffi-
cvlties under which the country is laboring. Some of these may be
mentioned briefly, ‘

(1) Perhaps the most important obstacle to further develop-
ment is the supply of labor, In this field a commendable effort appears
tc have ceen made, and industrial employment increased from 991,500 in
Septanber 1945 to 1,070,500 in June 1946, But the latest pronouncements
of the Covernment cast some doubt on the wvalidity of these figures.
Wratever the true conditions, the situation remains grave. The main
rcason for thc labor shortege is, of course, the espulsion from the
country of the German and to & much lcsser extcnt of the Hungarian
population. The results are desperate shorteges, Industry is reported
to be in nced of somc 100,000 skilled workcrs, while the total shortage
ol man-powcr in agriculture has been cstimated at 250,000 workcrs.

(2) Thc nationalization of somec 50 pcer cent of the country's
industry has crcated, or grecatly megnificd, the managcrial probleom,
wrilc the cffccts on workers' disciplinc have been far from favorable,
Wkilc this factor may oc of transicnt importance and cennot bc compercd
in significence with the cconomic cffects of the cxpulsion of almost onc-
fifth of thc country's totzl populetion, the immediate situation is scrious
cnough.

(3) & good deal of thc industrizl plant is obsolete «nd reo-
quires moccrrnization and adjustment to ncw conditions, including the
rcéuction in men-power.

The Czoch Government's two-ycar plan, which .was adonted at
tke cnd of Scptember, trics to copc with thesc problems. It cnviseges
fer 1947 and 1948 & very substantial amount of capital investment, which
hes been cstinated by the Czcchs &t 15 por cent of their national income
ir. the plan ycars., In the case of industry alonc, capitel investment
is schcduled to amount to morc than 400 million dollars. A vpart of this
sum apparently will be cmploycd in trensporting industrics from Bohcmia
and Morevia Yo Slovakia, an opcration which scoms to he an initation of
tre industricl shift eastward in Russia. As & result, the level of in-
dvstrial output &t the end of thc period is scheduled to incrcase to
110 per cent of pre-war. This implics from mic-1946 to the end of 1948
an average annual rate of industricl growth of about 13 per cent which
ie cven higher then the rate of industrial growth cntiecipoted in the
current Five Ycar Plan in Russia, This goal appears to be very am-
bitious indecd. If cepitel were the only question, suificient locns
from cbroad to finance the imports of capital cquiomert would be the
strategic factor; it is known thet the Czcchs hove epnonlicd to the
Irtcrnational 3ank for Reconstruction ond Tevclopment for a loan of
350 million dollars, But cven i1f finance were assured, the question
of man-powecr still rcemeins; somc incrceasc of the aggregate labor force,
ard & disproportionatc increcsc in the supply of sitilled labor will be
rcquired, The Czcch Govermment is eurrently ncgoticting with the Italian
~Gevernment for the import of labor. A4Apart from migrotory lobor, it is
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trying to solve the problem by forced mobilizction of domestic labor.
It does not seom likely thot, if a considereblc smount of cocrcion is
involved, such mobilization con be more then a short-tern cxpedicent
under Czcch conditions. More promising arc nrogrens for training
siilled incustricl labor cnd the introduction of ccrteoin lzbor-saving
adjustients in ogriculturc, such os the inerccscd diversion of lond
forr posturcs,

There is no coubt thot the success of the Plon will require
o stupcendous cffort. It is lilcly thos curing the plon period nulti-
farious distortions will appcar in various ports of the cconomy cnd
will tend to jeopardize fulfillment of the plan. At cny rote, it is
salc to cssunc thot the cnbitious noturc of the plcn ncans thot doncstic
cn¢ forcign controls of the ceonomv will be cven morc stringent thon
woulc howe been the cusc hid o norc nodest goal been choscn. In ovar-
ticulor, under the impoet of the plon the Czoch Government nay acopt
prictices uscd by 4he Russion Freign Trede lionopoly.

Wer-tine Pricc Jovclopnents in Zgypt L11 R. Bengur

’riccs in Egypt, os in o1l other iiiddle Testern countrics,
roge stceply cduring the war, The cost~of-living indcx for Cairo (first
holf of 1939 = 100) cdvinced to 290 in septentber 1945, thercafter de-
clining graduclly to 279 in linrch ond Lpril 1946. The rise in the
wholesele price index for the country as = whole Wes cven morc pro-
notnced, reaching o naxinw of 341 in October .and November 1945, in
rclation to the scme bose period, and declining ;radually to 336 in
March and to 333 in ipril 1946.

& study of the verious itons entering inte the cost-of-living
incex shows thot foodstuffs ore of outstending imvmort.nec und that the
novenent of food orices lorscly Sctermincd the height of the index,
Egypt normclly nroduces 2ll the csscnticl foocs that its po>uletion
recuires and wes oble, norcover, to incrcasc production in certain
catcgorics during the wor os o roesult of the govirnnent’s dcoeision to
reduce cotton oroduction by helf, thercuy releosing 1ond for the culti-
vetlon of other crops. The relotively high increcsc in iood priccs is
crplained on the one hind by cnhenced donond crising from the presence
of 4llicd cxpoditicncry foreccs in Sey?t cnd other Vidile Hestern arcas
during thc wer, and on the other hond by the world-wide shortige of
food supHliics chorceteristic »f both the war ond post-riy periods.

&0 ideo of the cxtent of 4l1licd expenditurcs in Tuypt ney be
godned by pervsel of Egypticn nonctery stobistics which show that currcncy
in circulction hes incre.scd about fivefold and thet sterling bealances,
wiich constitutc the bocking for the grecter pert of the Bant of Fgypt's
note cirsul tion, rcoched thc cquivelent of =hcat 1,700 miliion dollars
by the cnd of ‘1945, .1licd cxorenditurcs still continuve, but on ¢ nuch
reduced scale.  Their cuount in 1945 ws onc-hilf of thet in the peck
vitr year, ond probebly continucd to fall ropicly curing 1646, The effcct
of falling cconenic cetivity, lorgely as o rosult of reduccd 4llicd
cpcrations, nos clroady beeone perecptible in general price novenents.



- 16 - CONFIDENTIAL

Cost~of-1living and wholescle price indexcs have both declincd sincc

the end of the wer, It is pcerhops too carly to say whether this
indicctes the beginning of & dowmward trend. But it nust be recog-
nizcd that forces arc now in opcration which in tine =2y be expected

te bring cbout a furthcr and norc prenounced decline in prices. The
extreordinery cencnd for food procucts ney bc cxpceted to fzll os
Allicd troops crc withdrawn fron iliddlc Eostern arcas, and as other
countrics aparoach the pre-wer level of agricultural production. It

ie very unlikcly, however, that agriculturcl production in Egypt will
dccline apprecicbly as & result of the cxpected reduction in denand,
Feodstuff procuction will undoubtedly iall: somewhat when cotton pro-
duction is fully rcstorcd. But the declinc mey be very small in con-
pirison with the cxpected fall in demend, lergely becouse of the over-
pepulated conaition of cgriculture. There erc reescns, therefore, to
cxpect & considerzble drop in food prices and conscquently in the cost-
of -1living indcx. Thc wholescle price indcex will also respond to food
pricc changes, thouch to o more limited cxtent. This i1s because the
wroleszle price index is reported to he heavily weighted with cotton,
the price of which is regulatcd Ly the governuent in relation to cotton
orice nmovenents in the United Stotes.





