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Many important food sroducts as well as shoes and clothing are frec from
rationing and can be obtained at prices within the reach of the average
consuner, :

That Switzerland has been enjoying not only & »rosherous but at
the same time a comparatively steble economy appears evident from the
£~11owing tables

Money Supply, Prices, and Weges in Switzerland

Enc Currcncy Commerelal banks' Wholesale Cost of Hourly
of circulation sight dennsits orices living  wages
(Millions of Swiss francs)
1939 2,050 2,573 1062/ 103/ 100/
1944 3,548 3,205 206 152 170
1945 3,835 3,618 199 151 183
1946 4,090 3,926 203 155 201
March 1947 3,932 n.a. 205 155 n.a,

a/ Based on August 1939 = 100.
b/ Based on Januery/August 1939 averaece = 100.
n.&, = not available,

Source: Statistical Yearbook,and ionthly Bulletin of the
Swiss National Bank,

The comparatively moderate exiansion of the money supnly was cdue to
wartime budget deficits and to the monetization of the balance-of-payments
surplus. The rise in prices anc weges was slightly sreater while the cost
of living lagzed behind &s a consequence of an efficient .nd generally
odscrvec system of rationing, dsrice control, and subsicdies. The resulting
increase in real wages explains the sreviously noted improvement in the level
of consumptinn, During the two postwar years, when many wartime controls were
gratually lifted, both wholeszle rices and cost of living remained stable and
only wages continued to rise.

Internationel Economic Position

The reacer of Swiss economic »ublications and of official or semi-
officicl statements on the stete of the Swiss econony could hardly suspect
the existence of such reassuring statisticul series as have Just been renro-—
cuced. These nublications and statements hove been consistently nessimistic
and often clarmist; they have emdhasized the dangers of "over-emdloyment" and
of infletionary explosions. The Swiss internztional economic nosition was
generally desipgnated as the main origin of these cangers.

In vicw of the primary importance thus attached to Swiss inter-
national transactions and of the otherwise ~lentiful statistical information
available, it is beth surprising and unfortunate that no balance-of-payments
cetimates have been published. The only available data, which are summarized
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in the following table, concern merchandise trade, gold movements, and foreign
lending which has taken place through the mechanism of clearing and payments
agreements.

Elements of Swiss Balance of Payments, 1940-46
(In millions of francs)

Payments Receipts
Gold Foreign ‘
Imports purchases®/ credits Total Exports Other?®/ Total

1940 1,854 1,316 ;
1941 2,02, | 1,463 |
1942 2,049} 4,096 1,3008/ 14,236 1,572 ; 7,124 14,236
1943 1,727 1,629 \
1944 .1,186 1,132 !
1945 1,225 941 ‘ 1,473 :
1946 3;423 680 ; 3599/ 6,628 2:676} 2,479 6,628

g/flncreases in holdings of Swiss National Bank and of Treasury plus
estimated domestic sales of gold officially stated to have amounted
to over one billion Swiss francs since 1941, of which 300 million
in 1946; it has been estimated that 150 million out of the one:
billion were sold in 1945,

b/ Residual item.

¢/ Clearing credits accumulated during the war, mainly with Germany
and Italy.

d/ Net foreign lending since V-E Day (see below, p. 19).

This table reveals the great importance of the net invisible receipts
on current and on capital account which must have been accruing to Switzer-
land's credit. With the exception of 1945, its trade balance has beoen passive
and if it has consistcntly accumulated gold and has been able to extend credits
this is due to the tourist trade, to income from foreign investments, to re-
ceipt of remittances (important in wartime because of the inflow of refugees
and the international relief organizetions located in Switzerland), and because
of the constant inflow of refugee capital from surrounding countries.

Foreign Economic.Policy

If no mecasures had been taken by the Swiss monetary authorities, the
average inflationary impact due to the inflow of gold and foreign lending would
have been more than a billion francs a year, a substantial injection for a
country the national income of which was estimated in 1939 at 8.3 billion
francs. In comparison, the budgcet defieit exceeded the billion franc mark
only during 1944 and 1945 and disappeared entirely in 1946. Thus it is true
that the principal and continuing danger to the stability of the Swiss economy
originated in its balance of international payments.l/ The Swiss foreign cco-
nomic pclicy has been dominated by the awarcncss of these dangers and has

1/ It wculd be very important for = correct appraisal of the inflationary
forces at work to know the breakdown of the "Other Receipts" between
current account and czpital cccount receipts.
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expressad itself in a great variety of attacks upon them. It may be con-
veniently analyzed under four main headings: (1) Export policy, (2) Gold
policy, (3) fxchange rate and dollar policy, (4) Foreign lending policy.

(1) Export Policy

(a) Partial Blocking of Export Proceeds. This method was aonplied
in 1944 to half of the dollar proceeds of Swiss watch exports and was extended
in 1945 to all other exports to the United States; it was discontinued on
January 1, 1946. The period for which the proceeds werc blocked was sct at
three years, The exporter was free to obtain an advance from his bank but in
this way monetization took place through the. commercial banks rather than
through the Central Bank and at the same time the exporter's cost was increased
through the discount retained by the banks. Blocked export proceeds amounted
to 463 million francs at the end of 1946.

(b) Direct Quantitative Restriction of Exports. This more effective
mcthod came to the fore mainly in the coursec of 1946 when trade under payments
agreements became unbalanced or when credits granted were being exhausted
faster than had becn contemplated. Quantitative restriction of cxports is in
most cases more than the simple cstablishment of an cxport quota: export
licenses are required for every transaction and their allocation proceeds
through the familiar device of refercnce to base periods.

(2) Gold Policy

(a) Domestic Sale of Gold. As part of its fight against inflation,
the Swiss Govermnment has sold important quantities of gold coins to the public
througk the intermediary of the commerciel benks. On November 1, 1946, the
requircrent that banks must submit the name of the buyer was abolished, and
as a corscquence the Swiss black market in gold coins collapsed. Export of
gold rerained subject to license, but smuggling produced a substantial slump
in black market gold quotations in neighboring countries. Total domestic sales
since 1541 totalled over one billion francs, of which 300 million occurred in
19046 w#lcne.

(b) Sterilization. This policy, familiar from the 'thirties, con-
sists in Trecsury gold purcheses from the Central Bank intended to prevent the
gold inflow from expanding the money supply; to finance its purchases the
Trecasury issues bills, thus offsctting the initial monctization of the gold
by the Central Bank. It should be noted that even if all the bills were sub-
scribed by the public rather than by the banks, complete offsetting in an
economi.cally meaningful sense most likely would not be obtained; for thc re-
duction of spending resulting from the Treasury borrowings is likely to be far
smaller than the increase in spending due to the conversion of the net export
proceeds, rcmittances, etc., into francs.

Large-sccle sterilization of gold took place mainly in 1944 and
1945 when the Federal Government took over from the National Bank all gold
that accrued from non-commercial receipts of dollars. In 1946 the National
Bank cgain converted dollars accruing from authorized non-commercial trans-
actions, but the Government slowly. increased its gold holdings as a consequence
of negoticted gold transfers from Great Britain, Sweden, and other countries.
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Total "sterilized" gold holdings of the Swiss Treasury amounted to 776 million
franes =t the end of 19465 of these 387 million were held in New York, 297
million in London, 63 million in Canada, and 27 million in Berne as 2 result
of a transfer from Sweden.

(c) General Attitude Toward Gold. In general, it has been the
policy of thc Swiss monetary authorities to ask for payment in goods rather
than in gold. A typical example of the Swiss reluctance to accept gold was
given by the agreement with Sweden in October 1946. In this agreement which
wus made necessary through the disturbances which had ariscn as & conscquence
of the revaluvation of the krona, Switzerland finally agreed to accept gold
in excess of 10 million francs per month only'on the bizarre condition that
Sweden sell gold at a reduced price calcul&toﬁ to make that country bear half
the interest cost incurred by the Swiss Treasury through sterilization,

Switzerland's determination not to be helplessly exposed to internal
inflation causcd by an inflow of gold has been largely responsible for its
unwillingness to join the International Monetary Fund, which stipulates, in
the section on scarce currencies, that "The Fund mey, if 1t deems such action
aporopriate to replenish its holdings of any member's currency, ... require
the ?c??cr to scll its currency to the Fund for gold." (Article VII, Scetion
21ii).dl

(3) Exchange Rate and Dollar Policy

When Canada and Sweden appreciated their currcencies in 1946, the
expectation that Switzerland would follow suit was widespread. As a matter
of fact, 1t would have seemed almost more nctural for Switzerland to carry
cut an appreciation than for the other two countrics, since there alrcady
cxisted in Switzerland a "free" dellar market where the Swiss franc was traded
at a considerable premium with respect to its official parity of 4.28 francs
to the dollar. Trading through thc Swiss National Bank at the of ficial rate,
also called the "commercial! rate, is prerequisite for all importing froem the
United States and the benefits of the rate are grented to cxporters as well
as to dollar conversions consequent upon certain specified non-commercial
transactions, su7h as family remittances, tourists! expenditures within
certain limits,2/and investment income for specified yeers.2/ All other owners
of dollars or dollar assets wishing to obtain francs cannot ge to the National
Bark, but have to buy francs at the "finance dollar" rate which has fluctuated
between 3.20 and 3.70 curing the past year. This discount of the finance
dollar, aowever, does not imply an undervaluation of the franc at its official
rate, but reflects the fact that the finence dollers cannot be used for im-
porting zoods from the United States. Could they be so used, the finance
- dollar rate would soon merge into the commercial dollar. '

1/ cf. also Valentin F. Wagner, "Die Schweiz und Bretton Woods'", Aussenwirt-
schaft, becember 1946, p. 154,

2/ The limit for tourists' expenditures was raised in May from $125 to $200
per tourist per week.

3/ 1945, 1946, and current income, according to regulatinns issued by the
Swiss Naticnal Bank in May. This transferability of income from investments
in the United States is probably calculated to lessen the repetriation of
Swiss assets which were unfrozen in November 1946 and which, in accordance
with <he agrecment then rcached, are now slowly being certificd by the
Swiss authorities if exempt from ex-enemy control,
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Thorough discussion of the problem of currency appreciation in the
Swiss cconomic and financial press hes pointed out that the Swiss.frunc is,
if anything, overvalued with respect to the dollar if ¢ prewar year is taken
¢s the base; that the present prosperity of the export industry is probably
transitory; and that the problem of Swiss monetary policy derives to a great
extent from capital movements which it is impractical and unwise to check
through cxchange rate manipulations. The ills for which apprecistion was
proposcd &s a cure actually were more susceptible to treatment by the present
policics: quantitative restrictions on exports, on gold inflow, on converti-
bility of dollars into francs, and on foreign lending. The rccent difficulties
of Sweden and Canada have strengthened the Swiss cuthorities in their determi-
netion to keep the exchange rote stable.

While the limitation on convertibility of dollars into franes makes
the existence of 2 subsidiary market with its own exchange rate unavoidable,
it has recently been the aim of the Swiss monetary authorities to narrow the
differential between the two merkets. The selling of gold bars by the National
Bank to private persens was recently discontinued because it had led, especial-
ly after the cessation of gold sales by the¢ Bank of Mexico, to a considerable
demend from foreign buyers who obteined the required Swiss francs by dumping
finance dollars on the market. The fincnce doller rate rose immediately upon
this decision and hes already been pushed further toward the official rate by
the recently increased allotment nf officially convertible dollars to American
tourists and to Swiss earners of dollar incomes.

, These changes in Swiss monetary policy have beon ascribed to a change
in the directorate of the Swiss National Bank. But they are even more easily
explained by changes in the economic outlook. During recent months, exports
have showm a tendency to level off and imports have continued to increase.
During the first 3-1/2_months of 1947, the gold holdings of the Swiss Bank and
the Federal Treasury have remained steady at 6.2 billion francs. For nnce,
Switzcrland thus seems to share in the economic developments of other European
countries, with the difference that what in other countriecs has beeosme disquict-
ing collar shortages reflects itself in Switzerland in slightly less aversion
toward the cdollar,

(4) Foreign Lending Policy

The amount which Switzerland lent through clecaring advances to Italy
and Germany during the war wes lurgely the result of political expediency.
Eccnomic and, to some extent, humenitarian considerations were prevalent in
the pattcrn of Switzerland's postwar lending., This difference may help to
explain why Switzerland lent Germany and Italy during the war almost four
times @s much «s it has contributed so far to Europecan reconstruction.

The following table shows Switzerland's postwar lending activities:
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Swiss Credits, V-E Day to December 31, 1946
(In millions of Swiss francs)

Increase in

foreign Net

Commit- Utili- Swiss franc utili-

ment zation holdings zation
Belgium . ' 40 27 37 -10
France 300 276 46 230
United Xingdom(sterling arez) 260 174 33 141
Netherlands 5 _38 16 22
Tota12/ 675 515 132 383

Minus: Vet decrease in Swiss credits with clearing

countrics, May 1945/Dec. 1946 24
Net postwar disbursements 359

a/ In addition therc were unutilized credits of 5 million francs
to Norway and of 10 million te Czechoslovakia,

Source: Bundesblatt, Feb. 27, 1947, p. 801; Bulletin of the
: Swiss National Bank.

It may be noted that the terms of trade have moved in Switzerland's
favor. In 1946, cxport prices had risen 2.53 timcs cbove the 1938 level, and
import priccs only 2.34 times. Had Swiss 1946 imports been bought at prices
representing no improvement in the terms of trade, an additional 280 millinn
francs would have become available to other countries--an amount probably
exceeding Swiss net foreign lending during the year.

Again, of course, the explanation for the surprisingly small foreign
lending is in great part Switzerland's preonccupation with "over-employment!
anc domestic inflationary cangers resulting from exvorts not offsct by imports.
Furthermore, an important factor limiting Switzerland's capccity t> lend has
been the redirection of its trade toward rich countries which did not request
any credit. Switzcrland is the »nly country in Europe that has succeeded in
expanding its exports to the United States to the same cxtent as its imports.
Had not 17 per cent of Swiss exports g~nc to the United States in 1946 as
against 7 per cent in 1938, a larger share of production for cxport might have
been ses aside for wartorn European neighbors., Switzerlend's net lending to
its European trading partners has also been hampered by its partly successful
attempts to obtein repayment of prewar anc wartime clearing credits.

Another factor was an internal postwsr investment boom causced by the
housing shortage, deferred maintenance, and the survival of a wartime tax in-
tended o discourage the distribution of eorporation profits. Therefore, it
would have been really quite difficult for Switzerland to lend more sub-
stantially then it did. In 1946, mnst Swiss incustrics hzd orders on hand
for over two yecars and putting large sums of 3wiss francs zt the disposal of
foreign buyers would have merely resulted in bidding up prices and wages of
the export industries, unless Switzerland was preparcd to enforce new and
rigid controls over internal investment, consumption, and the dircction of
foreign trade.
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There is one way, however, through which Switzerland could actively
contribute to the reconstruction of Europe without increasing domestic in-
flationary pressures: by lending to other countries some of its gold and
dollar resources to be used for purchases outside Switzerland. This seemingly
paradoxical variety of the tied loan concept is behind several projects which
have been mentioned recently as being in the discussion stage:

(1) Conversations have been reported between the French and the
Swiss, as a result of which France might obtain on credit the substantial
dollar asscts (estimated at $300 million) which French citizens hold in Swiss
banks, &nd which were also unblocked along with genuine Swiss dollar asscts in
November 1946. A preliminary for such a trznsaction would be an amnesty for
French citizens who e¢vaded the French exchange control, followed by a con-
version of their dollar holdings back into Swiss francs.

(2) It hes been rcported that the Netherlands has been trying to
induce the Swiss to buy first-guality Dutch industrial shares up to 100
million francs against Swiss-owned gold.

(3) Swiss bankers have necgotiated with the Danish Government a loan
of $10 million to be used for revayment of arrears of Danish dollar debt
amortizztion.

(4) Finally, the first project of this kind has become reality
during the past week. It is a lozn of 50 million francs to the Relgian
Telegraph and Telephone System gucranteed by the Belgian Government. It is
understeood that the francs obtaincd are to be converted into dollers in the
finence dollar market for the cventual purchasc of couipment in the United
States. The loan will bcar interest et 4 per cent and is repayable in 12 years.

These ingenious combinations, which could be termed "third-market
loans",l/might, however, very well be preventcd from assuming significant
proportions by the latest cconomic developments. The first signs of buyers'
resistence to Swiss exports are reportcd in the press and the inflow of gold
during 1946 is now said to have been duec primarily to advance cash payments
for Swiss exports and delayed peyments by Swiss buyers for imports from abroad.
Should the postwar trend of "over-employment" and export boom bec reversed, the
lending of gold and dollar reserves for purchascs elscwhere would soon encounter
the opposition of the monetary authorities. On the other hand, the situation
does not seem likely to deteriorate to such an extent that Switzerland will
want to extend credits to bolster its export industries. For these reasons,
there scems but little hope for a substantislly increased contribution by
Switzerland to European reconstruction. The mailn contribution will continue
to be Svitzerland's recle as an important link of world trade, the stability
of its economy, cnd the impressive, if somewhat ungenerous, wisdom with which
it handles its affairs,

1/ This expression was suggested by A. B. Hersey.





