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Table VI
Estimated State Revenues®/

1947/48 1948 /49 1949/50
(In millions of forint)

‘Taxes and monopoly revenues 3,490 4,040 4,620
Ixtraordinary tax receipts 480 540 600
loans 200 ' 300 400
Surplus of enterprisesb/ - 60 150

Total : 4,170 4,940 5,770

a/ Communist plan.
b/ Presumably reflects anticipated nationalization of
considerable sector of industry.

Drawings Against the United States Loan to Britain C. R, Harley

The rapid rate at which the dollar loan to Britain has been drawn
upon in recent months is causing considerable uneasiness in the United
Kingdoti. Drawings to date in millions of dollars have been as follows:

3rd quarter 1946 -~ 300

4th quarter 1946 - 300

1st quarter 1947 - 500

2nd quarter 1947 850 (through June 3, 1947)
1,950 ’

!

Concern appears to have been somewhat allayed, however, by persistent sug-
gestions that drawings may have been larger than the immeciate dollar recuire-
ments of the United kingdom and that the gold and dollar reserves of that
country may have been increasing. A recent article in the Tondon Economist,l/
after analyzing the relationship between surplus receipts of the British
Exchequer and drawings on the United States and Canadian loans, on the one
hand, and the change in banking liabilities of the commercial banks, on the
other, for the months of April and llay, presents a "speculative conclusion"

in the following terms:

"Is it possible, however, that the reserve of dollars
and gold is still rising and that the borrowings from North
America are accordingly providing much less effective sterling
finance than the rate of drawings upon the credit might suggest?
There would certainly be wisdom in a policy oif borrowing now
more dollars than are immediately required, for accelerated
cdrawings after July 15th might give rise to misundersiancings
about sterling's position, and to stage a deceleration then
would be good tactics,"

/
1/ Economist, June 7‘/1912,’ p. 902,
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While the suggested justification for accelerated drawings appears reasonable
enough, the acceptability of the Economist data is called into question in
an acccmpanying article in this ﬁggigﬂ.l7 It is argued there that the alleged
discrepancy between resources availeble to reduce the Government's domestic
debt and the actual use of those resources for that purpose gisappears if

the relevant data are examined for strictly comparable time periods. The
implicetion is, accordingly, that no accumulation of gold and dollar reserves
occurrecd on government account during the period examined.

Unfortunately this type of analysis ceznnot be applied to the
earlier months of the year because of distortions introduced by shifts of
an unknown volume of govermment debt from private hands into holdings of
government departments. On the other hand, foreign trade data are available
for the first quarter of 1947 and may be used to provide a rough impression
of the relationship between Britain's c¢rawings upon the United States loan
and its current dollar requirements during that period,

On ifay 20, lMr. Dalton, Chancellor of the Exchequer, revlied as
follows to & cuestion in Parlisment regarding drawings upon the United
States loan during the first quarter of the year:

"Drawings were 500 million dollars, supplies from
the United States for ourselves 320 million dollars, and
for Germany 70 million dollars. Other supplies and
services also cost us dollars, but a cetailed snalysis
of these items in this recent period is not yet available.,"

According to British trade statistics, the figure of $320 million
represents gross imports on a c.i.f. basis from the"nited States Dollar
Area" which includes the United States and its possessions, the Philippines,
all the Central American renublics, and Columbia and Venezuela. Net imports
from this area are recorded at $235 millicn; this would appear to be the
more relevant figure. The necessary dollar cost of these net imports would
be somewhat further reduced if shipping and insurance charges paic to United
Kingdorl nationals were deducted from the c.i.f. value of the incoming ship-
ments. Actual United States dollar requirements for net imports into the
United Kingdom may have been about $100 million less than the accurate but
possibly misleading figure given by Mr. Dalton as the expenditure for
"supplies from the United States for owrselves',

The figure of $70 million for the cost of dollar imports into
Germany charged to the United Kingdom appears reasonable in view of the
fact that total cdollar imports into the combined British-American zone
were approximately twice thot value during the period. '

It will be noted that the Chancellor of the Exchequer did not
state specifically that the $110 million residual (after deducting the cost
of supdlies for the United Kingdom and Germany) was completely spent on
"other supplies and services". Uhile few data are available on which to
bese an estimate of Britain's dollar requirements for service payments and
for transfer to other countries (either against sterling balance liabilities
or against its undertakings to supply harcd currency to certain sterling area
countries), the sum of $110 million does not anpear unduly large for these
purposes,

1/ See p. 13.
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Some $30-$40 million may have been payable to the United States 2s motion=
picture royulties and rental of lend-lease ships still in British possession.
The import balance of the sterling area, excluding the United Kingdom, with
the United States amounted to about %115 million in the first cuarter ac-
cording to United States statistics. Nearly 80 million of this trade defi-
cit, however, resulted from the import surslus of South Africa which pre-
sumably financed its own purchases through sales of gold. A large proportion
of the halance of the sterling area deficit may be assumed to have constituted
& drain on the United Kingdom's dollar resources. A third source of United
States dollar expenditures by the United Kingdom lies in an agreement between
Britain and Canada whereby the former has uncdertalien to nay for a portion of
its imports from Canada in United States currency. No accurate estimate of
the volume of such payments is possible. In agreements with other countries
crawing heavily on Canacdian credits, Canada has generally asked that hard
currency be provided against 15-20 per cent of the Dominion's exports; if
similar terms have been applied in trade with the United Kingdom, payments

of United States dollars to Canada during the quarter of $27-$36 million
would be indicated. In addition, the United Kinidom has been obligated since
mid-September 1946 to permit current sterling earnings of Argentina to be
converted into dollars for current payments.

Even assuming that the $110 million for which Mr. Dalton gave no
information was fully utilized for current dollar reguirements Qf the type
outlined in the preceding paragraph, the possibility still remeins that
drawings upon the loan in the first quarter may have exceeded current ex-
penditures on goods and services and current transfers of collars to sterling
area countries by the estimated $100 million representing the difference be-
tween total and net expenditures involved in financing imnmorts into Britain
from the dollar area. If this is the actual situstion, one would expect the
difference to e reflected in such developments as an increase in official
goldl/and dollar reserves, an increcse in »rivate dollar balances, an increase
in private British investments abroad, or a decrease in the foreign indebted-
ness of the United Kingdom grezater than that which mizht occur in connection
with current account transactions, e.g., by net exports from the United Kingdom
against payment from accumnulated sterling halances held by foreign countries.

;/'An increase in gold and collar reserves from this source would appear in
3ritish statistics (when published) as an offset to a cecrease of some
2206 million in official reserves resulting from a gold payment of that
amount to the International lonstary Fund in Februery.
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The Level of Gold and Dollar Reserves in
the United kingdom Robert A. Rennie

It is possible to trace movements in the level of official gold
and do..lar reserves of the United Kingdom by observing the fluctuations in
govermient receipts. If the sterling cerived hy the Exchequer from the net
sales of foreign exchange is less than the current drawings on foreign
credits, an increase in reserves is indicated. Conversely, if the sterling
revenue¢ is greater than the draft on foreign loans, reserves will decrezase,
while, finally, if they are of equal magnitudes, reserves will remain unchanged.

The amount of sterling derived from the net sales of foreign ex-
change can he ohtained as a residual item in the total govermment accounts.
It is equal to the total sterling available to the Government to retire
domestic debt less any surplus arising from other government accounts.

On the other hand, the actual retirement of government debt in any
period can be broken down into the retirement oif debt held oy non-bank enti-
ties plus the retirement of debt held by the banks. It is not possible to
determine directly from published material how much bank-held debt has been
retired, but changes in bank deposits will give a direct measure if we assume
that changes in other elements affecting the deposits can be deducted., The
principal items influencing bank deposits heside changes in bank-held govern-
ment debt are the changes in bank loans to private entities, the sales of
securities to the public by banks, and changes in the total circulation of
currency. Their total influence is eliminated if the decrease in government
debt to the banks is equated to the decrease in bank deposits less any decrease
in lending to private indivicduals less the sales of securities by the banks
to the public less eny increase in the total tirculation of currency. Total
retirenent of comestic debt, therefore, will be equivalent to the foregoing
quantity plus the retirement of debt held »y non-bank entities.

In any period, the total money availaeble to reduce the domestic
debt will be ecual to the recorded retirement of that debt plus the addition
to Exchecuer deposits. The latter change only slightly in the Unitec kKingdom,
since variations in financial requirements are met by fluctuations in Treasury
bills and ‘iays and leans advances. If we equate the total money available
to retire domestic debt with the recorded retirement and substitute one for
the othier, the amount of sterling derived from the sale of foreign exchange
will be equal to (1) the retirement of debt held by non-bank entities, plus
(2) the decrease in bank deposits, less (3) anv decrease in lending to private
individuals, less (4) the sales of securities to the publig, less (5) any in-
crease in the total circulation of currency, less (6) the total government
surplus.l/

Because the government departments were buying bonds held by non~
bank eatities in unknown amounts prior to February 1947, the following
statistical tables include only the four-month period ending in ilay. How-
ever, zince the heaviest drawings on the United States loan have been in this
period, the study may be illuminating. '~ The statistical work is simplified

1/ For an algebraic demonstration of this relationship, see the note at the
end of this article.
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because the "beIOWbline"l/expenditures of the Government--according to the
Economist,2 approximately equal to the increase in debt held by non-bank
entities, and the total circulation of currency has varied only slightly. As
a result, these three elements will drop out, and only four factors remain--
the decrease in bank deposits, the decrease in lending to private entities,
the investments sold by banks to the public, and the ordinary government
surplus.

Net Sterling Lerived from the 3ale of Foreign Exchange
(In millions of pounds sterling)

1947
February March April May
Decrease in bank
deposits 90.7 -32.5 -26.9 21.9
Decrease in lending to
private entities ~11.7 -17.2 -32.8 -35.7
Investments sold by
banks %o public -12.1 -16.3 -5.6 -9.2
Ordinary govermment .
surplus 133.1 -165.8 -133.0 77.9
- 109.3 -199.3 -171.4 3.0
Equals = — =
Net sterling cderived
from sale of foreign
exchange -12.6 .166.¢ 144.5 -11.,1

As-stated previously, any excess in the net sterling derived from the
sale of foreign exchange over the sterling equivalent of drawings on foreign
credits will equl the azcocumulation of reserves. .

Accunulation of Gold or Forei n Exchange Reserves
(In millions of pounds Sterling£947

February llarch April May Total
Sterling equivalent of ‘
drawirgs on foreign credits 39.8 59,6 49.6 121.6 270.6
Net sterling cerived from sale
of foreign exchange -11.6 166.8 44,5 -11.1 281.6
Tcuals

Accumulation of gold or
dollars 58.4 -107.2 -94.9 132.7 -11.0

1/ "Below-line" expenditures include excess profits tax refunds, housing out-

T lays, the Civil Contingencies Fund, war cdamage payments, and other extra-
ordinary outlays.

2/ The Economist, June 7, 1947, p. 902.
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The foregoing figures would seem to indicate that despite drawings
of £270.6 million during the period, reserves fell by £11.0 million. While
the statistics and esvecially the assumption that "below-line'" expenditures
are equal to the net receipts from national savings are admittedly approxi-
mate, the margin of error does not permit any large-scale accumulation of
official reserves. This conclusion does not, of course, exclude the private
exnort of capital to ouild up trade channels, but the rigid limitations on
foreign exchange expenditures by manufacturers! agents would indicate that
outlays for this purpose are limited.

If developments other than those mentioned in the foregoing sections
had occurred, the present analysis would have taken vractically all of them
into account, For instance, if Britain had hought £100 million in gold from
South 4Africa which was paid for by a surplus of British exports, the following
{ransactions would have taken place: the increase in domestic debt as a result
of the Govermment's purchase of gold would have been balanced by a concommi-
tant ircrease in deposits resulting from net exvorts. Addition of the gold
to official reserves during the period woulcd accordingly have been reflected
in the failure of deposits to fall to the full extent of the Govermment's
ability to retire the domestic debt. Near equivalence, as shown in the pre-
ceding tables, of the visible resources available for retirement of the
domestic debt and of the decline of bank deposits therefore rules out the
possibility of any substantial increase in official reserves of gold and
dollar reserves combined, although there may be a shift in composition as
between the two types of assets. To the extent that South Africa were willing
to accept and hold Treasury tills in exchange for its sales of gold to the
United Kin,dom, however, the increase in reserves would not he reflected by
the present analysis. In view of the large deficit in South Africa's current
belunce of payments with the United lingdom ancd with the United States and
considering the limits to its gold procduction, accumulation of reserves in
this meznner 1s considered unlikely.

If the United Kingdom draws upon its foreign credits to furnish
dollar exchange to holders of sterling balances, the criterion still applies.
This type of transaction may well explain part of the use of the large drafts
upon the United States loan. In this case, the foreign government will turn
over to the Exchequer an equivalent amount of sterling or Treasury bills in
exchange for the dollars. The operation is completely parallel to the
purchase of <ollars by the domestic importer.

A final case involves a country which has a surplus in its balance
of paynents with the United iingdom and which accepts sterling balances in
settlenent during the period. The net result is a decrease in private
domestic deposits as the importers pay for the goods, but an equal offsetting
rise in deposits held by the foreign exporters., Whether these deposits are
later shifted from the private foreign holder to his governrent is immaterial.
lone of the- factors which would reflect a change in foreig: reserves is
affected,

The Economist article previously cited employs a similar analysis
to demonstrate that the Exchequer may be accumulating dollars anc gold re-
serves during the months of April and iiay at a much faster rate than indicated
in this study. The discrepancy arises because the Economist does not use
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comparable time periods. Its statisticg on the government surplus correspond
to the period from April 1 to May 24, 1947, whereas the figures on bank ce-
posits apply to the period from Murch 20 to May 21, 1947. If the two series
are mace to coincide as closely as possible, the effective government surplus
£55.1 million., If the assumption of the Economist is correct--that the

£50 million drawnm in dollars during May:could not have been spent immediately,
and, therefore, no sterling finance accrued to the Exchequer--the result is

a reduction in reserves of £16.1 million insteac of the increase of £95 million
impliec in the Zconomist.

It has been the purpose of this study to bring into focus all the
domestic monetary and fiscal factors upen which a change in gold and dollar
reserves would impinge. On the basis of assumptions made or accepted, the
analysis tends to incdicate that there hus been no significant rise in re-
serves in recent months. '

s s ev s s e

Algebraic note on the accumulation of reserves in _the United Kingdom

Let: a = net sterling derived from the szle of foreign exchange by the
Exchange Equilization Account.

drawings on foreign loans.

total money available to retire domestic government debt.
total retirement of domestic govermment debt.

the retirement of govermment cebt held by non-bank entities.
the retirement of government debt held by banks.

decrease of bank deposits.

decrease in bank loans to private entities.

sale of securities to the public by banks.

increase in the total circulation of currency.

1 = ordinary govermment budget surplus.

n = "below-line" government budget surplus,

(Bﬂf52) = total government hudget surplus.

Nl o o lor

=1

1l = increase in Exchequer balances.

If a < b, reserves increase to the extent of the difference.
a > b, reserves decrease to the extent of the difference.
a = b, reserves remain at the szme level.

Then: (1) a+ (ky +kp) =c¢

Therefcre, (2) a = ¢ - (k3 + kp)

(3) d=e+ ¢

(4) f+h+is+j=g
Therefore, (5) f=g-h-1i-j
Substi-uting this velue of f in (23),

(6) d=e+g-h-1i-j
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In any given time period,
(7)) ec=ad+1

But 1 is negligible for the United Kiﬂgdom Curing the period uncer consicer-
ation. '

Therefore, substituting ¢ for d in (6)

(8) c=e+g-h-1i-3
Again, substituting this velue of ¢ in (2)

(9) a=e+g-h-1i-3-k -k
According to the Economist note cited on p. 14, the "below-line" government
deficit is equal to the increase in debt held by non-bank entities. ifore-
over, the total currency in circulation has remained practically constant.
Therefore, (10) -kp = -e , or kp = e
And (11) 3 =0
As a result, e canéels with k2, and j crops out,

(12) a=¢gd+g-h-1-7-k -¥Ko

(13) a=g~h-1i-Kky

In other words, the net sterling derived from the sale of foreign

exchange is ecual to the decrease of bank deposits less the decrease in bank

loans Lo private entities less the sale of securities to the puolic by banks
less the orcinury government budzet surplus us noted in the text.





