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’??m&lﬁed well below the L6 per cent in 1939,

- The large~post-war'expansion in net deposits, which occurred between March
,*19&6j,and March 1947, was associated with The major Treasury drive for a 2% per

cent long-term rete, In the following ysar, the rate of increase slackened
appreciebly, and since March 1948, the period of the Crippsian disinflation

pProgrem. deposits have been remarkably stebls, In fact, the figure for March

1950 was slightly below that for the same month in the two previous years, 1/
Nonethsless, there is evidence that for the moment the 10-year expansion in
deposiﬁ$~has come to an end, The seasonal ly-adjusted index of net deposits

- brepared by Lloyd's Bank, shown in Table III, amount to 256,5 for March 1950 :
(1938100}, a level slightly below {he index for the same month in 1948 end 1919,

Table III

United Kingdom - Percentage increase in net deposits and
index of net deposits

{Percent increase in net deposits | Index of net depbéits 5/
Period | 1946 1947 | 1948 | 19l9 1850 j S 1948 1 1949 | '1950
lE”months : ‘
endin 

Jenuary +6.0 | +18,6 | +2.7 | +L.9 | + .6 2L8 260 262
Pebruary | +6.L | +17.8 | +2,1 | +3,0 | + .}, o/ 2L9 257 | 257.5
Merch +*6.2 | +17,1 | 42 |+ 2 | - 6 b 257 258 | 256.5
April +7.2 | +15,0 | +4,9 | - .2 - .1 260 259

Nay +5.9 | *¥13.L | +4,7 | + .9 - .6 258 260

June +6.1 | +12,0 | +5,3 | + .9 259 262

July +5.8 | +10.0 | +5.3 | +1.1 258 261

August +*6.6 | + 8.2 | +4.8 | +1.1 258 259
September | +8,1 | + 6,0 | +5,8 | + .3 259 259

October +10.8 | + 5,2 | +6,3 | + .2 261 262

November [+1},,2 | + 5,0 | +4.8 | + .2 261 262

December |+16,7 | + L.,5 | +4.0 | +1.0 261 263

g/’Lloyd's Benk index, seasonally adjusted. 1938:= 100, »

h/ The March drop is explained in part by the switchover by the International
Monetary Fund from cash to interest-free Treasury notes for part of its sterling
resources, (See Ecomomist, april 8, 1950, p. 788). ’
-i,aﬁgétaﬁftﬁées¥%§fgné9§%1%?§§%“§? BREIE BORnUE SEAEINNCAd fo.g tephmical
sition of which changed from deposits to inteérest-free Treasury notes,
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entary, and perhaps more revesling, measure of the rate of change in
'uting the post-war period, also shown in Table III, is based'dnﬁthe
centage increase in net deposits compared to the level for the same
he previous year, This compilation shows a rapid rate of increase
, etween 10 end 17 per cent from October 1945 to July 1946. Thereafter,
~ the rate of increase slackened perceptibly but remained at a relatively high
level of around 5 per cent throughout 1948, During the fiscal vear, 1919-50,
however, the increase virtually disappeared: the average monthly per cent
increase was below 1 per cent, :

Table IV shows the yield on 2% per cent consols by months after January
1945 and measures the post-war changes in the long~term rate of interest,
The Daltonian cheep money drive which was initiated in the fall of 1945 resulted
in a psrsistent decline in long~term rates to = monthly low of about 2,5l per
cent which was maintained between Octcber 1945 and January 1947.

Table IV

United Kingdom: Yield on 2% percent consols,
by months, 19L5 to date
in percent )

Month 1945 19L6 | 197 198 | 199 1650
January 2,04 2.71 2.54 3,08 3.12 559
February 3,03 2,70 2,58 3.15 3.09 3.56
March 3,01 2,67 | 2,64 | 3,22 | 3,11 3.62
April 3,00 2.60 2.63 %.28 3.10
May 3.01 | 2,58 2.62 5025 5.08
June 3,00 2.57 2.68 3.27 3.21
July 3.00 2.58 2.78 3.28 3.36
August 2.89 2.59 2.99 3.26 3.48
September 2.82 2.56 2.99 3.22 3.5
' QOctober 2.80 2454 2.90 3,18 3.56
; November 2.75 2.53 2,87 3,16 3.62
December 2.75 2.54 3.01 3.14 5.51

Thereafter, the government, in an apparent change in policy, abandoned the
aggressive drive against higher long-term rates, because a rapid expansion in
credit had accompanied the drive; this expansion intensified internal inflation-
ary pressures and aggravated the balance of payments position, a particularly
serious development at the time when the July, 1947 deadline for sterling con-
vertibility was epproaching, By the end of 1947, consols had returned to & 3
per cent yield,

For the next 18 months, the yield remained relatively stable, But the
' decline in consol prices was resumed as the critical mid-1949 gold end dollar
. drain commenced late in the spring, Following devaluation, the prices reached a
low point on November 10, 1949 when 2%-per cent consols yielded about 3,80 per
cent, On November 11, the authorities intervened, but only to the limited
extent necessary to stabilize the market,
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A NOTE ON POSTmDEVALUATION’DOLLAR PRICES OF STERLING AREA EXPORTS

Samuel I, Katz

When sterling was devalued by 30.5 per cent last September, it was felt in
many quarters that a resultant sharp decline in dollar prices of major primary
products exported to this country would cause a drop in dollar earnings of the
sterling area as a whole, The actual post-devaluation decline in United States
prices of sterling area primary products was, in fact, quite limited, From the
point of view of maximizing dollar proceeds from sterling area exports, the
actual post-devaluation price developments were particularly favorable., Since
American demand for sterling area raw materials is inelastic with respect to price
and since British manufactured goods have a higher price-elasticity, it was
clearly desirable that dollar raw material prices be maintained relative to those
of British manufactures., Available statistics indicate that the post-devaluation
course of dollar prices was along these lines,

Immediate effects on dollar prices of raw materials

After devaluation eight major raw materials, which make up the bulk of the
dollar earnings of the sterling area had declined to a low of 9 per cent in early
November 1949, but recovered quite rapidly thereafter and by January 1950 had
returned to pre-devaluation levels, An index of the dollar prices of these eight
commodities, constructed by the Business Conditions Section of the Board!'s Division
of Kesearch and Statistics, shows a drop of about 5 per cent for the month of
November compared with August as shown in Table I. This is an index of the
dollar prices of eight raw materials with the 1948 value of United States imports
as weights, A somewhat similar index prepared by E.C.A./London to include 19
commodities exported to this country by the sterling area, shows comparable
movements in the dollar prices,

While the eight-commodity index had recovered by January 1950 to the pre-
devaluation level, the series shows no uniform movement for individual prices,
In January, for example, tin and wool were sharply below the August 1949 level
and slight declines are shown for goatskins and tea while substantial increases
were recorded for burlap, cocoa and rubber and Jute prices had risen slightly,

The limited immediate decline in dollar prices of sterling area primary
products is particularly significant in that many critics of devaluation, in
Britain and in Southeast Asia, had expressed fears about a reduction in dollar
earnings as a result of price decline not compensated for by a more than propor-
tionate expansion in American imports, There was an increase in the quantity
of U, S, imports after devaluation, As will be seen in Table II, the quantity
of U. S, imports between October and April has tended to be heavier than during
the rest of the year, 1/ Nonetheless, an index of physical quantity of imports
(with 19L8«100) averaged 82,2 for the last quarter of 1949 compared with 85,3 in

I/ The post-devaluation increase was ¢learly not alone seasonal. Heavier U. S.
purchases grew out of the recovery in U, S. industrial production which began
in mid-1949 and the resumption of American purchases following devaluation.
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the same period in 1918,

In the first quarter of 1950
112.6 q 950,

as compared with a quarterly average of 105,8 for

however, the index was
the previous year,

Table I

Dollar Prices of Eight Major Primary Products
Exported by the Sterling Area

{1948=100)

Post~war Pre~devalua-
Commodity high tion low Auvgust  November January March |

(August 19L8) (June 1949) (19L9)  (19L49)  (1950) (1950) A
Burlap 96,2 79.1 91.3 98.8 102,6  94.0
Cocoa 111.2 L7.6 56.7 62.2 69.1 57.9
Goatskins 91,0 103,5 108,2 98.9 10L.7 107.3
Jute 105.4 9L,6 81.1 72.4 85.L  85.k
Rubber 108,7 74.8 76.1 76.14 83.8 90,2
Tea 93.8 97.8 99.9 92.8 9.9 87.2
Tin 103.8 103.8 103.8 89.7 76.9 76,2
Wool 114.2 105.4 105.4 85.9 91.8 98.9
Composite index of 105,8 83.7 87.4 83.2 87.7 87.3

eight-commodi-~
! ties

Quantity Index of United States Imports of Eight Major Primary Products

Table II

“Source: Business Conditions Section » Division of Research and
Statistics, Board of Governors of the Federal Reserve
System,

(19L8=100, data arefgﬁ?égégoﬁ%ﬁﬁ%%&%nérgeérages centered)
1947 1948 19L9 1950
Jan, - 129.8 99.2 107.7
Feb, 137.5 128.6 105.8 112,6
March 120.8 118,0 107.2
April 124,3 110.9 99.0
May 121,35 96.7 79.3
June 109.1 96,6 66,2
July 89.7 95.3 68.2
August 84.1 89.5 65.6
Sertember 75.3 80,3 68.5
Oct. 81.8 69.2 72.5
Nov. 95.9 85.3 82,2
Dec. 116.8 89.0 97.1

Source: DBusiness Conditions'Section, Division of Research and
Statistics, Board of Governors of the Federal Reserve
System
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Sharp second-quarter rise in raw material prices

Since the end of March 1950, the index of sterling area primary product
Prices has risen quite sharply, The eight-commodity index, which stood at 86.9
on Harch 25 hadi reached 107.2 for the week of June 3, an increase of around 23
per nent, Although the boom in rubber prices accounts for a major portion of
the increase, higher prices of cocoa beans, wool and jute contributed to the
1n§ex's rise. As a result of this rapid ten-week increase in raw material
prices, the index on June 3 was about 17 points, or 19 per cent, above the eve-
gf—devaluation level recorded for September 17, 1949. 1In fact, the June 3 weekly
index was at the highest point recorded in the post-war period, the previous
post-war peak being 105.8 for the month of August 1948,

Table TIT

Index of Dollar Prices of Eight Major Sterling Area Primary Product
Exports: Selected Comparisons

e L (1948=100)
Commodity March 25 June 3, Actual Change Sept. 17, June 3, Actual
1950 1950 1949 1950 Change
Burlap 91.9 86,5 - 5.4 94,0 86,5 ~ 7.5
Cocoa 57.1 76.7 +.19.6 50.9 76.7 + 25,
Jute 78.9 83.8 + 4.9 93.0 83.8 - 9.2
Rubber 90.4 149.9 + 59,5 83.5 149.9 + 66,4
Tin 7.9 78.6 + W7 103.8 78.6 - 25,2
tTea 9009 83‘9 - 7.0 10500 83.9 et 21-'1
Wool 98.9 111.9 + 13,0 105.4 111.9 + 6,5
\Goatskins  105.0  101.1 - L,0 103,5 10,1 - 7.4
Eight 86.9  107.2 + 20,3 8%.8 107.2  +17.4
| Commodity
L index

Source: Business Conditions Section,-Division of Research and
Statistics, Board of Governors of the Federal Reserve
System

-The relatively high level of dollar prices of raw materials has lead to a
boom in the sterling incomes of sterling area primary producers. With the
sterling proceeds of an equivalent dollar price LL per cent greater following
devaluation, the incomes of sterling area primary producers have not only been
maintained in terms of sterling but have been substantially increased, The
Journal of Commerce, for example, has calculated, that a planter selling 100
pounds of cocoa realized just over £5 sterling at prices prevailing before ,
devaluation compared with a return of £10/9/0 at current prices.l /The unfavorable
side of this picture is found in the sharp rise in s terling prices to British ﬁ

1/Jdune 7, 1950, p. 1
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industry, on the one hand, and to the substantial income inflation among producers
on’the other. There is a danger that the higher sterling incomes may lead to a
renewal expansion of foreign purchases, especially from dollar sources, by primary
producing countries out of their augmented incomes,

Irices of Britain's exports drop sharply

By contrast, dollar prices of most of Britain's own exports to this country
dppear to have dropped sharply, although the statistical data on price movements
for these commodities are less representative than are the price indexes on raw
materials. On the basis of & index constructed by using price averages reported
by E.C.A, and weighted by the 19L8 value of United States imports from the
United Kingdom, a decline from pre-devaluation levels of nearly 15 per cent had
taken place by November 22, 1949 for commodities comprising about L8 per cent
of U, S. imports from Britain in 1948 (see Table IV), Whiskey and creosote prices,
included in the index, were unchanged but the average decline for the remaining
28 per cent of the trade was nearly 25 per cent by November. The index turned
up after November and by HMarch 21 the total index had risen by nearly L per cent
end the index excluding whiskey and cresosote by nearly 7 per cent. No information
is available on prices for goods not included in the index, and there is no basis
for determining how representative this index may be as a measure of price changes
for other goods.

Percent Decline in Reported Dollar Prices of
Selected Exports by OEEC Countries
to the United States
(Sept. 13, 1949=100)

|

| | Percent of Percent trade November 22, March 21,

' Country devaluation covered in index 1949 price 1950 price

! in 1948 index index
United Kingdom:

i Total index 30.5 L7.7 85.4L 88.5
Index excluding  30.5 28.4 75.5 80.6
whiskey and
creosote
France 22.3 38.6 91.4 92.3
Ttaly 2.1 3L.7 89.3 87.3
Belgium 12.3 L.k 89.9 93.4
Germany 21.6 12.6 87.5 85.8
Netherlands 30,2 8.4 97.3 87.1
Switzerland 0 66.7 1C0.0 96.4
Portugal 13.1 78.3 99.4 102,3 l

Source: Price data from E,C.A. Report, "Devaluation and Prices",
U. S. iuports in 1949 used as weights,

It is of interest to note that, for that portion of trade accounted for by
the commodities included in the indexes shown in Table IV, the fall in dollar
prices of exports from other E.R.P. countries was much more limited.than for the
United Kingdom, This was, however, probably due to the fact that the currency
devaluation in most of the European countries shown in the table was substantially
less than the British depreciation ,






