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- Production and Employment in 1947 - 1948

It was during 1947 that industrial production attained the prewar
level, During that year upnemployment was at a relatively low level; where it
did occur, special circumstances, — such as shortages of raw materials or,
in the case of dock workers, the low level of transit trade due to Gemany's
economic stagnation — were resoonsible,

Along with the rising level of production, exports increased
markedly. While prices continued to rise during the year it would appear that
the rising world price level and the removal of subsidies were primarily
responsible, rather than the pressure of internal demand. The fact that, toward
the end of 1947 when many subsidies were removed, the rise in retail food prices
was accompanied by a decline in retail prices of non-food oroducts tends to
bear out this observation.

It may be said that 1947 was a year of re—stocking for both con-
sumers and producers in Belgium., The rising level of domestic production and
the large-scale imports of consumer goods permitted Belgian families to pur-
chase clothing, household furnishings, and other consumer goods of which they
had been deprived during the war, Likewise industrial and commercial pipe-
lines were refilled; in fact there undoubtedly was some speculative accumula—
tion of inventories in anticipation of further price increases and rising pro-
duction, Unfortunately on this as well as many other asvects of the Belgian
economy, there is no adequate statistical information. y It has been estimated,
however, that increases in inventories in 1947 mey have amounted to as much as
10 billion francs, or over one-half of net private investment, 2_2_/

At the end of 1947 and continuing throughout 1948 unemployment
began to increase, as may be seen in the following table,

Unemployment in Belgium
(daily average of controlled uneémployment in thousands)
Completely
Unemployed  Partially Unemployed Total Unemployed
1947 (mo. av, ) 36 32 68

March 43 51 94
June 26 20 46
September 30 16 46
December 57 40 97
1948 (Jan.-Nov. 74 45 119
mo. av,) "
March A 31 95
June 62 43 105
September 81 43 124
November 112 62 174
December 1723 80 252

¥Abnormally swelled by strike of 60,000 "frontaliers" who cross the French
border caily to work in French factories,

1/ Economic analysis is hampered by the absence of adequate and reliable Statil
tical data concerning wages, inventories, consumption, investment, govern-
ment finance, balance of payments and national income, As a result, hypothe-
ses concerning developments in Belgium cannot be tested properly and must be
considered as highly tentative,

_2_/ Belgium and Luxemburg - Country Study, Economic Cooperation Administration,
Washington, D. C. Feb, 1949, p,12.
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: In sopite of the growing unemployment, however, the general level of
production did not decline, Whereas the industrial production index for the
veriad Jenuary — November 1947 averaged 102 (1938 = 100, it was 111 for the
same period of 1948,

If it were assumed that the size of the labor force did not change
( the porulation of Belgium is almost constant) the average level of emoloyment
during the first 11 months of 1948 would have been about 3 per cent below that
for the year 1947. Even if some allowance is made for an increase in the labor
force as a result of re-entries during the year, the maintenance of a high level
of production simultaneously with the emergence of large scale unemployment
stands in need of explanation, In the fir. tolace productivity probably rose as
a result of a steadier flow of raw materials, imoroved orgenization of pro-
duction and installation of new equipment. Secondly, it is likely that «
significunt portion of the unemployment occurred in the distributive trwzaes
(both legal and black market) which had mushroomed in the early postwar period,
Finally those industries in which production declined (e.g. textiles) use more
labor per unit of product’ thun those in which production continued to increase
(e.g. iron and steel),

Unemployment rose almost steadily during 1948 while the index of
production, except for seasonal variztion, remained virtuzlly unchanged at the
level which had been reached during the fourth quarter of 1947. There were,
however, declines in output in the textile and other consumer goods industries,

which were offset by increasing production in the metal industries,

There also was evident, beginning arcund the middle of 1948, a
slight decline in both the wholesale and retail price levels. This development
has apparently continued to the present, after a slight interruption in the
autumn: nevertheless, the extent of the decline is still hardly perceptible,
For the year as a whole the average level of retail prices was about 15 per cent
higher than in 1947. :

Causes of Unemployment

It has frequently been said that the growth of unemployment is
primarily caused by the "austerity" policies of other European countries which
are restricting their imports of Belgian products., However, an examination of
Belgian trade statistics does not provide support for this thesis. The total
value of exports to Europe was about 17 per cent higher in 1948 than 1947,
Moreover, during 1948 a slight upward trend is discernable, éspecizlly after
September, when unemployment wes growing rapidly.

It is also significant to note that exports to all areas were
about 20 per cent higher in 1948 than in 1947 and that the rate of growth was
greatest during the last half of the year. On the other hand, imports, which
had reached a peak in the last quarter of 1947, declined sharply at the begin-
ning of 1948 and varied little throughout the year, with the result that the
total for 1948 was just about the same as for 1947. It is therefore evident
from an examination of aggregate trade figures that the growth of unemployment
and the tendency toward recession in Belgium cannot be ascribed to a contraction
of exports,
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Unfortunately, it is not possible from published statistics to
make a commodity-by-commodity comparison of exports in 1947 with those in
1948, because of a change in customs classification on January 1, 1948. Two
observations may be mude, however, concerning the decline in textile exports,
which hes been cited most frequently in Belgium as being the cause of the
growth in unemployment, According to the Natiopal Bank of 3elgium, total
exports of textile products had contracted only about 10 per cent in 1948
relative to 1947, 1/ Secondly, according to trade statistics for the year 1948,
the value of textile exports were only about 2 per cent lower during the last
quarter than during the first quarter of 1948. The index of production for the
textile industry, on the other hand, was about 13 per cent lower,

The decline in the production of textiles and other consumer goods
during 1948 must therefore be explained primarily by a contraction of internal
demand. In this regard one possible explanation suggests itself from an
examination of the retail price trends of food products compared with non-food
products. With the progressive elimination of price controls, rationing and
subsidies during the past two years, retail prices of food products have risen
from an index of 281 (1936 - 38 = 100) during the first half of 1947 to 347 in
December 1947, and an awerage of 384 for the year 1948. Although the actual
retail costs to Belgian families may not have risen as much as these figures
might indicate because they do not take account of black market prices in early
1947 when the latter were important, the fact remains that food prices have
risen considerably., 4s a result expenditures on other consumer goods may have
levelled off., This thesis tends to be substantiated by the observation that
the non-food retail index was only about 2 per cent higher in 1948 than in 1947,
In the absence of wage statistics for Belgium it is not possible to attempt
a comparison of wages and prices. It may be noted, however, that, officially
wages are still under control and wage increases require goverrment authoriza-
tion. Although this control has been gradually relaxed, it is quite possible
that its success in preventing a wage-price spiral has had the effect of caus-
ing wages to lag behind prices sufficiently to cause a decline in consumer
demand, ‘

Another contributing cause to the growth of unemployment in
Belgium nay be a contraction in private investment. Deliveries of fabricated
metal products to the internal market fell off after the first quarter of 1948,
but it is not known whether this develonment is due to a decline in investment
activity or in production of durable consumer goods. Although Avoluntary"
inventory accumulation has undoubtedly declined considerably and some stocks
have been liquidated, it is likely that "involuntary" accumulstion of invento-
ries of finished consumer goods has occurred, and has, in turn, led to a falling
off in new orders and production,

As was mentioned earlier exnorts increased markedly in 1948 over
1947, while imports remained approximately the same. As & result the trade
deficit ceclined by about 14 billion francs. Since there is no reason to
suppose that the balance on invisible account deteriorated, it may be estimated
that the balance of payments deficit fell by at least 14 billion francs in
1948 from. the previous year's level of approximately 15 billion francs. It
appears that one-of the important reasons for the large rise in exports during
1948 was the decrease in the relative attractiveness of the domestic market
as a result of the decline in the growth of consumer demand, and possibly also

1/ Raovort sur les operations de 1 'année 1948, Bangue National de Belgique, 1949,
P. 44




- 12 - CONFIDENTIAL -

in the demand for capital goods, Likewise the failure of imports to increase
during 194€ points to the same condition. It may be that, as in the case of
Italy, the ranid progress toward balance of payments ecuilibrium was achieved
partly at the expense of domestic investment,

Although the 14 billien franc reduction in the import surplus was
expansiornary, its etfect on the Selgian economy was largely offset by a reduc-
tion in the budget deficit of about 10 billion franes., This improvement, which
resulted from increases of 14 billion francs in receipts and 4 billion francs
in expenditures, left a budget deficit of just over 10 billion francs in 1948,
The provisional budget for 1949 envisages a further reduction to about 5
billion frenecs, but this expectation muy not be realized because expenditures
for unemployment insurance will rise and receipts may decline if incomes
decrease significantly.

Whatever the initial cause of the recession it is probable that
secondary effects have ensued, Possibly the initial impact was caused by a
cessation of inventory accumulation at the end of 1947 which mey well have been
induced by a decline in the rate of growth of consumer expenditures. As orders
were reduced, production was cut in marginal fimms, marginal workers were dis-
charged in an effort to cut costs, etc, As a result, consumer incomes were
affected and this, in turn, began to influence consumer expenditures, Profit
margins began to shrink in the wholesale and retail trades and employment was
reduced there also. VWhether fixed Investhent also declined is not knownm, .
but it is reasonable to assume that if a decline in canital fomation was not
a casual factor, such a decline would have been induced during the course of
the year,

Summary end Conclusion

Unemployment began to anpear in Belgium during the last quarter
of 1947. Although the official production index had not yet declined as of
November from the level of the fourth cuarter of 1947, significant cuts in
production have occurred in several consumer goads industries. On the other
hand, production of metal products has continued to increase and a growing
pronortion of such production has been exported,

It would appear that the inventory boom which Belgium experienced
during 1947 came to an end during the lust quarter of thut year and that this
develooment was one of the factors which led to a decline in domestic demand
for Belgian output. It is not yet possible to ascertzin whether a decline
in fixed investment was also a contributing factor to the softening in the
economy., It is likely that consumer demand for non-food goods declined during
1948 not only because of "saturation" of the market by imported consumer goods
earlier, but also beczuse, after the abolition of subsidies, a growing pro-
nortion of family budgets was spent on foad,

While declining foreign demand for Belgian textiles has probably
been one of the factors resnonsible for the depression in that industry, its
immortance has avparently been exaggerated, In any case, total Belgian exvorts,
and exvorts to Europe, have continued to increase in wvalue and wvolume, In fact
there is evidence that Belgian exporters, who had often charged considerably
higher prices abroad than at home, have cut their foreign prices to some extent.
Thus it zppears that a growing prooortion of Belgian cutput is being exvorted
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while the volume of imports has decreased, Nevertheless, unemployment
in Belgium has grown during 1948 and idle productive capacity has appeared,

What are the prospects for the future? The Belgian Government is
preparing a public works program which will not only put unemployed labor to
work, but is badly needed by the economy, Highways, bridges, and public
transportation require improvement, For the longer run, however, it vo uld
appear that an acceleration of industrial investment is a necessity. The age
of plant and equipment in Belgium is frequently cited by those who have fears
for Belgium's ability to withstand competition when other European nations
complete their reconstruction programs. Moreover one of the structural adapta-
tions required by Belgium may very well be a reduction in textile output and
an increase in the output of capital goods for export to developing countries,

The postwar prosperity in Belgium may to some extent be viewed as
resulting from the difficulties of France, Germany and the Netherlands, As
these countries recover and their production and exports increase, Belgium is
likely to experience increasing competition both at home and in its export
markets, The Belgian Goverrment will face the problem of stimulating invest-
ment along the lines best suited to continued prosperity while adhering to
its firmly-held policy of freedom from controls, :

RELAXATION OF EXCHANGE CONTROLS IN BELGIUM AND FRANCE R.S. and A.O.H.

Any country with a consistent system of exchange controls will
ordinarily attempt to enforce a strict limitation on the import and export of
its bank notes. This principle has been considerably relaxed by measures taken
recently in France and Belgium,

Belgium: Paying for Exports in Belgian Franc Notes

In March 1949, the Belgian exchange control authorities issued a
regulation making it permissible to import Belgian franc notes for the purpose
of purchasing Belgian exports. Previously the foreign exchange proceeds of
exports from Belgium were required to be paid to the National Bank of Belgium,
Now Belgian exporters may be paid in francs purchased in one of the free markets
outside of Belgium, All that is required is that the holder of such francs
deposit them abroad into newly created "foreign-bank-note accounts" at a corre-
spondent of an authorized Belgian bark. The accounts are freely transferrable
among foreigners and may be used to purchase Belgian exportis, as well as for
expenditures within Belgium,

Before this action the Belgian franc note had been quoted at a dis-
count of 15 to 20 per cent from the official rate in the various free markets
of the world, As was expected the discount has declined and in New York it now
amounts only to about 5 or 6 per cent, Temporarily at least a dual rate exists
and the Federal Reserve Bank of New York is now certifying two rates for the
Belgian franc for customs purposes, In this regard, it may be noted that the
International Monetary Fund has not ebjected to the Belgian action, Apparently
it was generally expected that the rate on franc notes would rise to the
official rate in view of the fact that "foreign bank-note accounts" may be
freely used for the purchase of Belgian exports thus providing American importers
of Belgian goods with an incentive to purchase such franc notes instead of
official exchange as long as a discount exists,
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Two explanations for the persistence of the discount are possible,
The first is simply that there is uncertainty and lack of knowledge concern-—
ing this new development, and, as soon as American importers realize fully
what the situation is, the discount will be eliminated, Secondly, it is
possible that this step has led to a large-scale conversion into dollars
on the part of holders of Belgian franc notes in other countries and by European
exporters to Belgium. The Belgian move opens up a convenient way for the citi~
zens of other European countries to obtain dollars since facilities for obtain-
ing Belgian francs are probably broader than those for acquiring dollars
directly., This type of capital flow would have to reach large proportions
relative to U, S. imports from Belgium which now amount to approximately 310
million per month, in order to have the effect of meintaining the franc note
at a discount from the official rate,

It should be noted that in countries which practice exchange control,
foreign currencies may not legally be held by private citizens., Therefore,
as far as legal transactions are concerned, there should be no effect on the
exchange rate between the Belgian franc and other European countiries.. As long
as the discount remains on the franc in terms of the dollar, the effect of the
new steo may be considered as an unofficial devaluation with respect to the
dollar only. '

What was the purpose of the Belgian move? As long as the discount
centinues: and exports are stimulated there will be a favorzble effect on employ~-
ment in Belgium, The growing level of unemployment has bepun to csuse serious
concern and, in fact, has become the foremost problem, economically and politi-
cally, in Belgium today. On the other hand, if the discount disappears the
effect will have been to "harden" the Belgian franc and therefore perheps to
increase confidence in its stability. hile this result may not contribute to
the solution of Belgium's present unemployment problem, its longer-run effect
may be an increase in foreign exchange reserves,

Frances Capturing the Tourist!s Foreizn Exchange

In expectation of a good tourist season the French Govermment has
recently devoted considerable attention to the study of measures by which the
tourist could be made to convert his foreign exchange through legal channels
rather than on the black market, The most important prerequisite for any
success in this endeavor is a narrowing of the spread between official and
black market rates. A large reduction in this spread has been accomplished
as a result of the progressive financial and political stabilization of recent
months, On the Paris black market the price for the dollar has fallen from 550
francs in December to 360 francs. The official "free" rate at which American
tourists are supposed to convert their holdings in 318 francs so that the
discount of the black market franc is only 11 per cent,

After having rejected the idea of compelling the tourist to convert,
at the moment of entering France, a certain amount of foreign exchange per day
of his planned stay, the French Government adopted a series of measures which
attemp to achieve the desired result by means other than administrative
compulsion, In the first place, hotels and casinos that are authorized to
convert foreign exchange were permitted to retain 15 per cent of their dollar
eollections and 10 per cent of their collections in other foreign currencies
for various legitimate expenses abroad or for sale in the official free market.
This astion which extends to hotels and casinos the privileges granted to
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exporters is calculated to give to the hotels an incentive to bring some
pressure on their customers to exchange their foreign exchange through legal
channels, So far the personnel of the hotels had been very active in coop-
erating with the tourists in black market operations, Of greater importance

is the successive raising of the amount in franc notes which foreign tourists
are pernitted to import into France, from 4000 francs before February to 40,000
at the end of March, or to about $120 at current quotations,

This measure, therefore, legalizes to a significant extent the
black market in foreign exchange. Although the foreign currencies exchanged
against francs by the tourist in advance of his trip will not become available
to the exchange control authorities, the measure may have a subtle rationale:
the demand for francs against dollars in the black market will be exerted at
an earlier date than would otherwise be the case. In this way, the spread
between the official and black market rates will be further reduced by the
time ths main body of tourists arrives in France, so that at that time the
incentive to go to the black market for their further franc needs is expected
to be quite small, In effect, the new regulations introduce a new official
franc rate for tourists into which the black market rate enters as a component,
The average of this tourist rate is the more favorable to the tourist the less
his total expenditures exceed 40,000 francs. The International Monetary Fund
has not objected to the French action.






