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CONFIDENTIAL -4 - Indian Finance

Sources and Footnotes to Table I

SOURCES: Data for 1938-39 through 1946-L47 based on Reserve Bank of India, Report

on Currency and Finance 19h6-L7, pp. 65, 72, Reserve Bank of India,
Bulletin, June I9L8, p, L1, and United Nations Document E/CN.8/31/
Kmex 16, Dec. 7, 1948, India: Public Finance Data, pp. 3-5. Data for
19L7-U8 through 1949-50 based on India, Ministry of Finance, Budgets
for 1948-L9 and 1949-50.

On the basis of General Statement I of the Budget., Excludes provinces' share
of income tax. Includes on net basis: railways {'contribution to general
revenues,'" "transfers to Railway Reserve Fund," and, beginning 19L46-47, "trans-
fers to Railway Betterment Fund"}, posts and telegraphs, defense expenditure.
Interest: charged to railways, posts and telegraphs, etc. is deducted from
interest paid on Central CGovernment debt rather than counted as Central Gov-
ernment revenue,

Adjusted to exclude subscriptions to International Monetary Fund and Interna-
tional Bank for Reconstruction and Development.,

Adjusted to exclude Rs. 2,157 million net outlay for commutation of sterling
pensions, met by Floating debt,

Differs from "Total Government Outlays" as shown, for example, in Reserve Bank
of India, Report on Currency and Finance, by inclusion of civil expenditure on
capital account and nel loans and advances to provinces, etc. A further minor
difference is created by exclusion of "appropriation for devt reduction."

Data not available on "revised budget" basis used in this column. Total out-
lays excluding recoverable war expenditure (also excluding gold subscriptions
to IMF and IBRD) are estimated at approximately L 1/2 billion rupees. Accord-
ingly it is estimated that "non-interest bearing debt and miscellaneous ac-
counts" involved net payments exceeding 500 million rupees, One component

of this item was an increase in sterling accounts receivable for recoverable

war expenditure,
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provinces, on provincial account. The government establishment of the Sundri
chemical plant and government organization of the Damodar Valley Corporation are
examples of the former, and provincial efforts to abolish the zamindari, or feudal
landlordism, is an example of the latter. As a result, capital account expendi-
tures (including net loans and advances to provinces, etc.) reached Rs. 773 million
in 1947-L8 (7 1/2 months), and Rs. 2,15l million in the 1948-L9 estimates, accord-
ing to revised budget estimates for these years, The 1949-50 budget puts such
capital expenditures at Rs, 1,6L3 million.

It is this combination of extensive capital expenditures with continuing
large-scale outlays for military and relief purposes which creates the lack of bal-
ance in public finance. The situation is doubly serious because the government's
borrowing program in the postwar period has been less and less successful, The low
rate of interest finally established for government securities had had the effect,
in the last two years, of reducing public demand for new government securities,

The government set a goal of Rs, 1,500 million for new borrowing in both 194L7-L8
and 1948-L9. 1In the former period, only Rs. L10 million was raised, and in 19L8-
L9 only Rs. 550 million, These amounts were less than the redemptions of rupee
loans during these years. The failure of the borrowing program is explained not
only by the maintenance of the cheap money policy through the postwar period, but
also by the facts that the States, which were heavy investors in government bonds
under British rule, are not now investing; and that the economic disruption attend-
ant on partition was accompanied by general lack of confidence.

Postal savings deposits and other small savings yielded Rs. 329 million
in 1948-L9, as compared with Rs. 517 million in 19L6-L7, Subscriptions to floating
debt also suffered a decline and the Reserve Bank of India was forced to subscribe
to a larger proportion of the issues of Treasury Bills as public demand dropped.
Even though the rate of interest on Treasury Bills rose slightly in the latter part
of 1948, public response became so poor that the tender of Treasury Bills was
stopped in early November, and the Reserve Bank of India became the exclusive
buyer. Efforts to market the newly-instituted Treasury Deposit Receipts to insti-
tutional investors after this date met with more success. Therefore, it can be
seen that outside of direct recourse to the Central Bank, these principal sources
of income for the capital budget have dried up in relation to the needs of the
capital budget.

There are other receipts that entei into the capital accounts such as
intake from reserve funds and other interest-bearing deposits and advances., How-
ever, the malor portion of the deficits in these years was met by drawing down the
cash balances of the government., At the beginning of fiscal year 1946-L7 the cash
balance was Hs. 5,395 million; it had reached this high figure during the war as
a result of borrowing operations to mop up inflationary purchasing power, and
other government income, Three years later the balance had dropped by 70 per cent
to Rs. 1,630 million, Part of this drop was due to the transfer of government as-
sets to Pakistan at the time of partition, but nevertheless it represented a very
rapid rate of exhaustion. The fact that the borrowing program was not proceeding
successfully only meant that these balances were being drawn upon at an even faster
rate, Since this type of financing is clearly inflationary, the absolute necessity
arose for the government to cut its capital expenditures, and to develop new methods
of raising receipts through increases in public holdings of floating debt and small
savings, as was announced in the anti-inflationary program of last October,
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Although there are certain signs in early 1949 that the inflationary
dangers have been overcome and that a certain stabilization of prices and money
supply has appeared, it is still too early to judge the success of the government's
efforts to narrow the gap between expenditures and revenue. The failure to imple-
ment the announced anti-inflationary program with a balanced 1949-50 budget leaves

; g;itical problem, demanding early solution, in the hands of the Government of
ndia,
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TBADE AMONG EUHOPEAN RECOVERY PROGRAM COUNTRIES IN 1948 1/

Guenter H, Mattersdorff

Trade among ERP countries in 1948 was 25 per cent higher than in 1947,
In volume it remained some 15 to 20 per cent below 1938, on the basis of a rough
calculation assuming doubling of dollar prices between 1938 and 1948, The per-
centage of intertrade in the total exports of the ERP countries remains somewhat
below the prewar figure, but intertrade is becoming more important in relation to
the total imports of the participating countries.g/

The following table shows the volume of trade among ERP countries since
1938, anc the relative importance of this trade compared with their total imports
and exports (Trade with dependencies and overseas posseSsions is excluded),

Percentage Share of Intertrade in
Total Exports of Total Imports of

(Billions of Current 3) ERP Countries ERP Countries
1938 4.7 | 51 38
1946 4,0 46 29
1947 6.0 46 30
1948 7.5 45 34

While all countries shared in the expansion of intra-European trade in
1948, the expansion of British, Dutch, German and Austrian trade is particularly
noteworthy,

Imports Exports Imports as Per Cent of Expor
1947 1948 1947 1948 1947 1948 7
Austria 75.9 143.7 5845 132.0 77.1 91.9
Belgium-Luxembourg '763,0 849.5 884.4 990,1 115,2  116,6
Denmark 301.,7 340.5 339.8 398.2 112,6 116.9
France 656.9 811.5 721,3 783,0 109.8 96,5
Cermany 02,0 489.3  317.4 605.5 157.1  123.,7
Greece 84,0 118.7 45,8 56,0 54.5 47.2
Iceland 39.5 32.4 29.5 45.8 4.7  141.4
Ireland 291,2 342.6 157.4 183,2 54.1 53.5
Italy 288,9 322,1 380,11 481,9 131.6  149.6
Netherlands 567.8 806.,9  434.0 641,6 76.4 79.5
Norway 354.7 393.8 217.3 43,7 61,3 61.9
Portugal 133,6 187.2 70.1 70,7 52.5 37.8
Sweden 507.1 625.4  505,7 661.9 99,7 105,8
Swiitzerland 520,4 547.7 3€68,6 390.4 70.8 71.3
Turkey 117.5 1326 110.8 97.7 94,3 73,7
United Kirgdom 1088.5 1373.1 1357.0 1735.3 124.7 126,44
Total 5997.7 7517.0 5997,7 75%17.0 100,0 100,0

1/ Data tr trade among the countries participating in the European Recovery
Program in 1946 and 1947 were published in the issues of August 12, 1947 and

June 15, 1948 respectively, of this Review. The following article on the inter—
trade of the ERP countries in 1948 is based on methods used and statistics com—
piled in the previous articles on the subject and has been contributed by Mr,
Mattersdorff, a member of the staff of the Intra-European Trade Branch, Fiscal
and Trade Policy Division, Economic Cooperation Administration,

2/This is of course the result of the noticeable improvement in the overall trade

balance of the ERP countries which has taken place in 19/8.
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In only two countries, Austria and Gemmany, did trade move signifi-
cantly toward greater balance - in both cases, aggregate trade with other
ERP countries more than doubled, The Austrian trade deficit was cut by a third,
while the Geman trad surplus remained mmerically the same but was considerably
smaller in relation/t5%al German trade,

Italy's exports increased at a faster rate than imports, resulting in
8 relatively very large positive trade balance for that country, Sweden also
achieved a slight export surplus after its trade had been practically balanced
in 1947, while France had a small negative balance in 1948, compared to a surplus
before,

The Greek, Portuguese, and Turkish vosition deteriorated markedly, the
latter country being the only one which exported less in 1948 than in the pre-
ceding year,

Intertrade and Trade with United States

Table I shows the comparative importance of intertrade and trade with
the United States of each of the ERP countries, Only Gemmany, Greece and Italy
imported considerably more from the United States than from other ERP countries
while Austria bought approximately the same amount from each, These and the
United Kingdom are least dependent on imports from other ERP countries, On the
export side the countries with the largest percentage of shipments to the United
States are Turkey, Switzerland and Portugal, while the countries most dependent
on exports to other ERP countries are Ireland, Germany, Austria, and the
Scandinavian and Benelux countries,

Bilateralism, Multilateralism, and Net Balances

The following table shows in greater detail the possibilities of
compensations in intra-European trade, It can be Seen that the percentage of
bilaterally compensable trade (i.e. that part of total bilateral trade in which
exports are offset by imports), the percentage of multilaterally compensable trade
(i.e. the bilateral surpluses or deficits which can be offset by bilateral deficit
or surpluses with other countries) and the percentage of net balances (i.e. the
amounts which cannot be compensated on trade account) are practically identical
with a similar calculation for 1938,

Bilaterally Mul tilaterally Net Trade
Compensable Compensable Balances
(In percentages of total trade
1938 82 : 11
1946 €9 10 21
1947 80 9 11
1948 g1 7 12

As Table II shows, the shift away from multilaterally compensable trade
since 1947 seems to be caused by the significant degree of bilateral trade bal-
ance achieved by Belgium-Luxemburg, Netherlands, Switzerland, and Italy. The
latter country became a creditor on trade account with almost all the other ERP
countries, and therefore had very few negative balances to offset against its
export surpluses, Almost one fourth of the multilaterally compensable trade
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involves the United Kingdom, mainly through its trade deficit with Italy and,
~ to a lesser degree, Belgium-Luxemburg, Other important bilateral trade balances
whose sign is the opposite of that of the overall intra-European trade balance
of the country concerned are the Swedish trade deficit with the United Kingdom,
the French surplus with Switzerland, the Danish deficit with Germany, and the
Austrian positive balance with Switzerland and Italy. These bilateral relation-—
ships seem to be quite permanent and could form the foundation for multilateral
settlements. Of great importance, if of doubtful long~term character, is also
the position of Germany, which in 1948 had a large trade deficit with the United
Kingdom ard a substantial positive balance with France.
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Notes to Tables

All data are derived from official trade statistics of the countries
concerned, except for Greece, statistics for which were derived from the trade
statistics of its trading partners. An effort has been made to confine German
trade data to those of the three Western Zones, In general export statistics
were used, but in the case of substantial conflict with import statistics, adjust~
ments were made on the basis of supplementary information obtained from consular

reports and other sources, All figures were converted at the official exchange
rates into dollars,

Table T

Data for trade with the United Stgtes are from U. S. customs statistics.
Table IT

For the method.of dividing trade into the three categorieé of (1)

bilaterally compensable trade, (2) multilaterally compensable trade, and (3) net
balances, cf, League of Nations, Review of World Trade, 1935 (Geneva, 1936), p.65.

Minus and plus signs in column "Net Balances" refer to import and
export surpluses, respectively, Summation is made regardless of sign,

The figures for "Total Intertrade" are one-half of those for "All
Countries"; the latter figures contain twice the amount of the actual flow of trade
since every movement of goods is recorded in both imports and exports.,
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