














- 16 - CONFIDEN TTAL

For comacrcizl declings, including the collcction of service
cherges in internctional rel.tions (transit troffic), militery government
cuthorities usc roatins colled Meonversion foctors® rather than erchuince
rotes.  These very for dif ferent comoditics end scrvices, and correspond
roughly to the relotion between the domestic end the world merket price of
the commodity or scrvice in cuestion. Roportedly the retios used most
freguently arc cround 20-30 United States cents per mork., In view of the
increoase in forcizn trade tronscctions which i1s bound to occur in consc-
quence of the nercer agrecnent o (reater voricty of such retios 1s to be
expccted, ,

For o fow trensactions, c.g., poyments to prisoncrs of wer under
the Gencve Convention, the pre-wer rete of 1 mark cqual. to 40 United States
cents moy still be cpplicd.  Extra-legal rotiss, cspecizlly the black market
retes in Gemeny and nore or less tolercted oxchonge rotes in other buropcan
countrics, arc substantially lower thon the militery rate, and usually cquate
the maerk to o friction of onc cont, '

Under prescnt conditions, eny ottampt to compute an cquilibrium
exchange rote is forcdoomed to foilure. A1l of the elements gencrally uscd
in cstimeting such rates (price cnd incone levels, circulation of money,
balince-of -poyments projections) arc cither inapprodricte or unknown, On
the busis of o coanorison »f lesel prices in Cormeny with orices in the
Unitcd States, the "purchosing Hover pority" of the mork would be around
35 cents. Legel prices, however, apnly only to the mcoger officicl rotions
availeble. On the bosis of bleck morket prices, the "pority" wovld be o8
1ow s onc-fifth of onc cent, Cortoinly neither ratis would preveil 1f &
lcgal frec norket in comoditics or in forcign cxchonge wore established.
Siniler discrepencics oceur if a wage rother than o price parity is sought.
On the besis of logel noncy weecs, the Wparity! would bc in the ncighborhoed
of the lcgal Yourchesing power ovrity.® Thesc wege rotes, however, ar
lorgely fictitious since entorprencurs attempt to furnish extre 2llowonces
in the form of frec mecls or poyacnt in kind,

Gomnerison of chonges inm woney circuloation would yield unsatis-
feetory results since such o procodurce would disrcgord the foct thot the
present monctery situction is influcnecd more by the deercese in the supply
of gonds thon by the inerccsc in currcacy. The bolance of poyuents of
Germany o8 o vhole connot be forceast as long s the fote of the unification
of the Germon ceonomy is in doubt, and cven the balences of the individual
zonecs will be deternincd b7 political decisions of the occupying powers
rether thon by econonie consider.tions. lorcover, ot ony given domcstic
nrice lerel, the couilibriuwn cxchonge veluc of the mork will be considcrcbly
lower if Cermeny is to hove on cxport surplus in ordcer to pay reporations,
or repay occupotion costs, out vi crrrent srocuction, thon 1f she i1s to
develop en import swiplus in order to rcbuild her incustrics.

Princinlcs of Exchonce Stobilizotion. Hilitery govermment sources
have reportedly advoccted on cxchonge rate in the ncighborhood of 30 cents
per merk to be ceteblished in conncetion with o proposcd finoncial reform, This
reformwould includc the conversion of the prescnt mark into & new “Gemman
mark! at the rote =f 10 to 1, the reduction of nork cloims and liabilitics
in the sene nrodnrtion, end the cnoctaent of o copital leovy ol 50 pcr cent,
the procceds of which would be camarked for conpenseting losscs from
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domestic wor domaces to the extent of zpproximctely 30 per cent.l/ Le-
coraing to its sponscors, such @ plan would noke it possible to limit
incrcascs in the present legeld woege and oarice level to about 20 per cent,
cnd thus to protcct the interosts of the recinicents of fixed inconcs. This
cssumption is unrcalistic. Expericncee in 211 other countrics hos showm
talt currcency rcefom in itsclf in insufficicnt to licen wages and prices at
o low level. Zven the most drastic reduction of the cuount of currency in
circulation in other Europcan countries hos hod only o temporcry effcct,
and within o fow wonths the circulction hos agnin reached o level only
slightly lowcr thon that previiling beforce the reform, @nd dcefinitely
higher thoan the pre-wer avercge. The main recsons for this devcelopment
appear to be the tendency of bath enterprencurs ond individuols to attenpt
to reestablish an accustoned leovel of cash holonecs, and unwillingness of
the menctory authorities te risk o »reakdown of the cconomic system by rigid
rcsistonce to reflationcry pressurc. iorcover, te prcecwvent governnent reve-
nues fron drying up it hos gencerclly been necessary to permit payment of.
toxes out of blocked balonces, which in this vy wre roturned to circu-
lotion., It is truce thot strict cceonomic contrels could prevent reflation
of the cuvrrency from influcncing the leovel of lcgal nriccs, just as it has
been possible so for to maintsin lesel pricos ot anproxinmcately the pre-wer
level., In that cosc, however, thc curroncy reform weuld feil in ite mcin
purposc, namely, to preperc for the return to ¢ maerket economy.

Currcncy rcform and aeppropriote fiscol mcecasurcs climinate and
reduce idle bclances which constitute potenticl rether thon cctual sources
of inflation. This function is very impertent insofer as it helps to cveid
furthcer deteriorction in the monctory situction, but it docs not close en
existing "inflotioncry gap.®  The direcct enti-inflotionary cffcct depends
principally on the restoration of confidence, which imdlics & decline in
hoarding of commoditics and an incrcasc in moncy savings. Thesc factors
increasc the supply of, and raduce the domand for, goods on the black market.
The resulting drop in black market prices in turn curtoils incentives for
workers to cngese in black norikct activitics rothcer thon in »rocductive
lobor, and thercby improves the monpower situction ond especially the
cifficiency of lober., These foctors, however, orce less important for the
price lcvel than changes in the supply of poods due to imports cnd domestic
procuction. For this rcoson, a currcncy roforn attompted before the resto-
rotion of ncarly nomel conditions of cutput ond tronsportotion will gencr-
clly bc less successful thon one undertcken ot o loter stoge of rchabilitction,

In the ncer futurc, the suprly of consuncr enods in Germeny con-
not be cxpccted to rcach nore thon, soy, Malf of the nre-wer level, On the
other hond, ncither noncy incones nor the circulotion of mency con be re-
duced below the pre-war cverare without cneountering shorp resistance. " In
view of the pont-up demand for goods, and the oftcr-cffects of the losses
sustcined by the helders of @ioncy and moncy cleims in the course of the
currency reforn, the veloeity of circulition would probebly be higher than
in war-tine, and hordly lower thon beforc the wer, Under thesc concditions,
the discrepancy between nionly incone cnd woncy circulction on the one hand,
and the flow of commeditics on the other, n.y be expected to continue as
long as priccs do not risc by .t lecast 100 per cent. It is truce that the
supply of zoods will stcudily inmprove, but experience shows that such a

1/ Sec Comnercicl ond Financinl Chroniclc, Rovember 26, 1946, pp. 2754,
2786'
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development usuclly gives rise to, and is facilitated by, & corrcsponding
increesc in mrncy. For this reouson, the cttempt to meintoin prices ¢t
present lovels would frustrote cfforts vo restore o merket cquilihriunm end
hinder rother thon further the progress of cconomic recovery., The cxchange
rates of the nork should thus not be bescd upen the assuaption thot priccs
will rcuein unchenged. '

The nrotection of the interests of fixed income recipients would
indced be politicnlly important since the urbon middle clesscs, waich in-
clude thosc inconc groups, should nomelly be the strongest supportcrs of
o denocratic systen in the Western scnsc. Unfortunctely, no monctery plen
ccn protect thesc intercsts. It has been cstinated that approzinctely
five-cights of the rcel capitel of Gemany hos been destroycd, The de-
stroycd port inciudes hones, furniturc, and sinilor property mainly held
by the urbon middle clusscs., Moreover, the proposcd finencial refom will
render o1l but vorthlcss the bank deposits and governncnt bonds which con-
stitutcd the bulle of middle-class investment. Finclly, countless cntcr-
opriscs will e razed under the tomms of the Potsdam declaration, or hove
suffered from looting, rcquisitions, and confiscations under the denczifi-
cation laws, The bulk of the urban niddlc closscs will thus be comaletely
ruincd regarcdless of the future level of prices cnd it will bhe futile to
basc o nrice nolicy upon consideration for thesc claosscs.,

2
1=

The noin gocl »f economic policy in Germony, ond thercforce clso
of the sctting oi cxchansc rotes, should be teo incrcosc the productivity
of the Gemen cconony within the framewerk of the intcrallicd cgrcements.
This necns thot the cxchange rote should not be so hizgh s to discourcec

Gernon cxports, cnd nat so low as to ncke impossible Germon inports without
cndongering the doncestic price structurc., The Germen price lovel should not

KN

be cdjusted to fit o given cxchen c rete, but the exchanze rote should be
sct ceecsrding to the lewel ot which Germon prices cre stabilizcd, This
lewel cornnot be pircdicted ot nresent. It cpnoors certein thoet it will be
st lecot twice ag hijh cs beforc the wor, but it ney be much higher in casc
the increesc in prices following the fintneicl reform nccessitates clso an
increasce in moncy woges.  Any gencrcl rote sct before thesc price and woge
fluctuctions hwove cnded would have to be revised within o short time, or it
would intericrc with the functioning of the domestic price systecn. In the
first ccsc, it would cndencor pudlic confidence in the new currincy, and
thus comfliict with the nmein purposce of the nonctory reform.  In the second,
it would molc dermenent o morket discquiiibriun thot would hanper the resto-
retion of & uorket ceonony and thus comflict with the mein purpezsc 3f the
cstoblishment of an cizchonge rote.

Conclusion. The forcgoine discussion nny ¢ sumnorized o
ety et et e e e e wy [} (7]

6]

f~1lliows;

L. For the moucnt, the cstoblisiment of cn cxchange rate is not
nceessary cnd would be impracticable.  Heither leral nor black merket prices
oend woges, ncither chonges in the circulction of noncy nor cstimotes of the
balonce of naynents glve cny cluc os to the cquiliorim rate,

2. The crgunents for fixing the erchonge value of the mork in
eonneetion with the currcncey reforn ot codrozinately 30 United Stotes cents
orc invalid. It would be improcticodle to keep orices ond wezes at prosent
levels, and inpossible to drotcet the intercests of fixed incomc recipicnts,
no notter how hich the cxchansze rote ni ht be.
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3. Regorcdless of the stringency of the currcncy refom, a re-
flation ot least to the pre-wer size »f nonctary circulotinn is to be
cxpeected.  In vicw »f the reduction in the flow of goods, this would nck
nceessary o risc in the price Tovel by ot lecast 100 per cent unless the
‘present strict control of the ceonmy is to be neinteined., If @ risc in
money woges is to be sranted, the risc in prieecs would hove to e corre-
spondingly greater.

4. General cichonge rotes should be csteblished os soon os the
now level of »rices and wages anpcars to be stobilized., Earlicr attempts
towerd flilng gcnorcl cxchenge rates cither would lead to instebility of
the rotes or would hinder rcestoeblishnent of o working demestic orice
gystan.  The sctting of gencral cxchonse rates, however, should not be
delayed beyond that time in order to noke possible the chondonnient of
state trod (J.:Lng .

5. Until that tinc, foreign troade transcceticons should continue
to be divorced from donestic transcctions as conpletely cos nossible, and
special rates used in thosce coscs (troavel, roaittonces) in which ccetual
cxchange tronscctions orc necessory.

cncial Policics of the Argentince Centrel Bonk Robert A, Rennice

Thc Peron adninistration's first usc of its powcrs under the
ncew benking laws indicates o radiccl change from the conscrvetive policics
pursued uncer the monagenent of Roaul Prebisch. These chenges appear to be
the key to nuch of the fincncing »f the Argentine Five Yeor Plon, which
contenplotes the cxpenditure ~f 1,3 billion nesos o yeor in addition to
other govermment cipenditures, vhich had reached the reeord sum of 2.8
billion pcsos in 1945 {rouchly 700 n1illion United Stetces dollars).

During the war, the then privately opcrated Centrszl Benk pleyed
on important role in kecping Argentina's inflation to o nininun. Fron
1939 to 1944 Argentina's cost-of-living index hod riscn »nly 10 points,
In 1945, howcver, the index beson o spcctucu1;¢ clinb, 2nd recently the
goverment cecascd nublishing the figurcs., Central Bank policy, before
nationalizztion, wos primarily desisned to sterilize the lerge increoscs
in benk rescrves couscd by the risc in foreign cxchonpe holdinss. The Bonk
scught to ncutralize this mejor infletioncry threct by selling Centrel Benk
Certificates of Porticipation in Gold ond Forcign Exchange to the commercial
benks to mon up the cxeess rescerves, and thus to prevent excessive crcdit
expension.  Not only did the Centrol Bank sterilize benk rescrves, but it
in every woy opposcd unnccesscry governnont cxpenditures while wer-time
scarcitics cxisted., In its unnugl rcoorts tnc Benk worned the government
Lgoinst bidding up the prices of scorce notericls by lorge-scnle public
works ond arncients progroms,

The Perdn government, mceting increasing ruolotance to its fiscal
policy--thc public bond marict hecone seriously saturated in 1645 and the
banks showed no interest in cbsorbing additional bonds--finclly ordered the
nctionalization of the Centrol Bonk “nd of 211 private boank deposits. The
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decrces turned over to the Central Bonk the deposits in the private henks
and all thc ¢sacts held as secuxity for thosc deposits. The provisions
virtuelly cstcblished the privete bhonks cs agents of the Centrzl 3onk,

for which they conduct business for csteblishoed foes. 411 1oans end in-
vestacnts since the notionalizotion, cxeept thosc finonced with the copital
of the banks, lhowve been sungrt to the epprovel of the Central Bonk, which,
in effcct, totelly contrcls the cercdit of the country.

Uncer its ncw nowcrs, onc of the first ccts of the Centrol Bonk
wes to cancel the Central Benk Certificates, which amounted to 1.1 hHillion
pesos. Lt the some tine it wrote dowm itprivote bonk rescrvest by the same
cnount.  This simple bookkeeping operation resulted in & declinc of bonk
reserves fron 2.6 billion pesos in Moy to 1.5 hillion in June. Howcver,
in the following nmoath, rescrves juapcd cgoin to 2.1 billien,

The sudcen risc represented ¢ naneuver by which the Centrel Ronk

sued 1,4 billion pesas of Liortzoge Bonds to the ”prlvmtc banksil--1, u., to
itsclf. Thac -perction wes scircely o step romoved from the printing oress.
The Arzentine sovernmaent colled 1n for rcccu;tlﬁn 1.5 billion peses of
vubllcly' 1cld 4 por cont Notioncl Mortgase Bonds., The Centrel Sank printcd
in their ploce 2 billion posos »f 2-1/2 oer cent Control Bonk iortegoge Bondgs,
Of the new issuc, the public took ~nly 600 nillicn and the Centrel flnh
throuch its 2zent benks--took the rest. Of the “.4 billion thus croeated,
900 nilliion went ~ut to the public in eosh for red icraption of the »ld, un-
converted boncs, and the raicining 500 nillion wcnt to the national govern-—
ucnt.  The infloticnery cffceet »f lounching 00 nilliosn into cireulsntion wo
ot onec refleeted in t-tal deposits, which in the s singlc month of July JULQCQ

I8

10 ocr coent ({r-a 6.7 billion pesos to 9.5 billien).

' in o very significint = ccq m Nowvenber 15, 1946, t» o nceting
of Hrovincicl finance wln"“turu, Lr) stated thet when he tonk office the
govermaent ¢ic not cven have cnough noucy to Hoy selarics for July., iow,
six months loter, " he scid, twe hove finoneed the 1946 ond 1647 buc;cts
witheut asking ¢ cent fron anyonc

The governaent, scid Perin, has discovercd ond "WlL”ng uﬁ" 2
cal’ in the notional ceonmmy. He farther stoted thet the leok thus
plugred up will be vsed to finonee the Five Yeor Plan without Dublic bond
issucs or forcisn Iloons or inercoscd toxes. #The fincneisl cspeets of the
Plen should notb worry wnyonc,™ he soid, wheeousc if I oronisc not to eon-
troct forcisn debts, nor internc’ locns, nor roise texes, I belicve thot
it is roddy's busincss where I obtein the moncy o

The reel cxient of the inflotion will deoend on 2ordn himsclf:
how much he wwnts to snend, cnd how nuch c’ & risk he is willing to take.
VIith the present acute shortoge Hf notericls 'nd the goaring cost of living,
the fincneing of 1:r~o aublic works vacnclburcs by the Centrzl Bonk for the
sr—called Bl“o fcor Pion will certoinly odd to the inflotion in the country.





