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U. S. exports to Chile is partly to be explained by official restrictions
which still affected most U. S. trade with that country in the third quar-
ter but it may also reflect competition from other countries in South
America or Europe. In anticipation of a rise in Chilean dollar reserves,
which in fact occurred in the third quarter, import exchange quotas were
increased in July. During 1948 and the first half of 1949, U. S. exports
to Venezuela had been far in excess of our imports from Venezuela., Never—
theless, through sales of crude petroleum to American and European com-
panies operating refineries in the West Indies and through an inflow of
petroleum company investments, Venezuela accumulated large dollar reserves,
A decline in the inflow of capital in the second half of 1949 brought

this growth of reserves to an end and was accompanied by a sharp decline
in U. S. exports, particularly of capital equipment, to Venezuela. The
level reached at the beginning of 1950 was maintained through the first
three quarters of the year.,

In the Far East, Japan's dollar reserve position has steadily
improved over the past two years, Since the beginning of this year there
have been progressive relaxations of Japanese exchange controls affect-
ing dollar imports, but it was not until the third quarter that U. S.
exports to Japan rose much above the level of the preceding nine months,
Exports to Siam, Hongkong and Formosa, which had dropped sharply in the
second quarter, rose somewhat in tile following period, Under the influ—
ence of the import controls imposed at the beginning of 1950, U. S. exports
to the Philippines declined to a new post-war low in the third quarter,
At this level of its import trade and with a rise in the value of its
exports of primary products, the Philippines was only then beginning to
show some improvement in its dollar reserve position.

U. S. exports to the Near East and Africa (excluding Sterling
Area countries) have been declining steadily Since the middle of 19L9.
During 1949 exports to Israel had been large. Israel!'s purchases and
petroleum equipment shipments to Near Eastern countries brought the
total U. S. exports to this region to an all-time peak in 19L9. Even
after the decline of the past 15 months, exports to the Near East and
Africa are almost as large now as in 1948,

Exports to ERP countries

Analysis of exports in the third quarter is necessarily limited
to shipments not included in the special categories., Special category
exports to Europe probably increased in this period,

Other U. S. exports to Germany, France, Italy and other con-
tinental ERP countries declined again between the second and third quar-
ters of 1950, This decline was particularly striking and significant
for Germany, Austria and Greece. Very sharp declines also occurred in
exports to France and Italy but these resulted chiefly from seasonal
factors. (In the second half of each year from 1947 to 19L9, exports
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to these two countries have been smaller than in the following half year,
even though the general trend has been downward throughout this time.)
Exports to Belgium and the Netherlands continued to follow the downtrend
of the past year and a half, This persistent decrease in non-special
category exports to Western Europe finds an explanation in the continuing
improvement in European production and intra-European trade. At the same
time, however, governmental restrictions on dollar imports still play an
important role. Only in our exports to Switzerland, where the use of
dolla;s is unrestricted, was there a significant rise in the third quarter
of 1950.
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December 5, 1950

THE CEUTRAL BANX AND THE GOVERNIENT IW DREMMARK Paul Gekker

On two occasions within the past half year the National
Bank of Denmark has increased its official disccunt rate, previ-
ously unchanged since January 19L6. In view of the fact that the
use of this traditional instrument of central banking control in
the postwar period had been opposed by the Government because of
its expected consequences for the policy of full employment, the
Bank's action raises interesting questions regarding the relations
between the central banking institution and the Danish Government,

The first part of this paper reviews the chronology of
the most recent monctary develonments in Demmerke. The second part
fives some background of the legisletive provisions which govern
relations between the central bank and the State, including a few
examples of' the pert played by the Danlt in the coordination of
menetary policy.

I. lNotes on Recent Monetary Policy in Denmark

The seriocus deterioration in the Danish balance of pay-
ments in 1950 1/ has given rise to a general re-examination of
Danish economic policye. In its Annual Report for 1519, the Na-
tional Bank of Denmark expressed concern over the deterioration
and suggested an adjustment of the country's economic program so
as to meet the requirements for the achievement of equilibrium in
the balance of payments. The Report called attention to the de-
creasing importance of adjusting the balance of payments by the
imposition of quantitative restrictions attributable to the trade
liberalization programs, and concluded that "it will therefore be
imperative by other means to provide the necessary equilibrium in
the balance of payments." 2/ This opinion, which favored measures
in the direction of a disiﬁflationary program, was by 1no means con-
fined to the Bank, but was shared by important opposition elements
and to some extent within the Govermment itself,

A seriss of policy debates, coinciding with introduction
of the Govermment's budget bill for fiscal 1950-51, reflected the
profound disagreement over the apnropriate economic program to be
adopted in the face of continued deterioration in the external po-
sition and the renewal of inflationary nressures in the domestic

1/ See this Leview, August 1, 1950.

.

g/ Danmarks National bank, Report and Accounts for the vear 1949,
Copenhagen, February 28, 1950, p, 25,
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economy. The Goverument favored an intensification of import re=-
strictions and higher excise taxes as measures to restrain consumption,
whereas the opposition demarded a disinflationary financial policy

as a necessary condition to further trade liberalization. The Gov=-
ernment r2jected any measures which it considered incompatible with

ne full employment policy, and specifically signified its oprosition
to any rise in the rate of interest or to any general restriction of
credite

These debates resulted for the time being in a compromise
among the four major political parties, involving some concessions on
the part of the Government. The Government was obliged to withdraw
its proposals for increases in certain excise taxes, and to agree to
o bond issue to offset the expansionsry effect of the releese of pard
of the ZRP counterpart deposits for investient purposes. Following
the compromise, the Government in enrly llay announced its intention to
pursue what was generally referred to as a "wait and see" policCye

The annuel economic survey ("The National tudget"), released
on fpril S5th, reflected the Government's position on economic policye
The central aim of that policy = the maintenance of a high and stable
level of emnloywment and investment - was agein emphasized. Tnterest-
ing were the statements that "...the Government will counteract any
tendencies towsrds a higher rate of interesst.)' and that ", esea MOTE
austere monetary and fiseal policy is no longer a suitable means of
counteracting balance of payments deficitse" }/ The report expressed
the Govermnment's intention of meeting the external difficulties by
measures promoting a long-term increase in the export wvolume through
increzsed productivity and reising the level of production, by calling
a halt to further 1iberalization of trede, & continustion of rationing
and caution in the issuance of immort licenssSs A concluding section
of the report contains the Further statement that "the Danish Gov=
ernment is anxious to avoid a gevelopment in int2rest rates and li-
quidity tending to reduce the investment activitye...end the Danish Gov-
ernment will therefore take compensatory action in the event that
tendenciss may appear for credit to tighten ana for the rate of in-
terest to increase." 2/

The National Berk's position in this debate was first sig-
nalized when the Chajrman of the Boord of Governors, speaking pub-
licly in late lay and again early in June, questioned the wisdom of
the policy of of ficial indecision in the face of centinuing deterioration

l/ Economic Survey of Denmark (National Budget for 1950), Do Sle
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in the external position. On these occasions he warned against
speculative hoarding which he asscciated with rumors of devaluation
then current, and urged the banks to pursue a cautious lending policy.

A spokesman for the Conservative opposition, referring to
the Governor's remarits, first suzgested the possitility of independent
central bank action. He emphasized the view that the responsibility
for maintenance of the country's monetary system rested with the Na=-
tional Bank, In renly, the Governmcnt signified its intention of
adhering to the "walt and see" decision until August, giving as its
recsons the desire to await the outcome of (a) the discussion prelim-
inary to the establishment of the Furopean Payments Union, (b) the
negotiations over the price of butter in the long-term agreements with
Great Britain, and (c) more accurate estimotes of the 1950 crop yields.

The increase on July Lth of from 3% to h% per cent in the
discount rate of the National Bank was an important incident in this
debate on economic policy. The fzct that the Bank's action had been
preceded by a statement that the Government would not be a party to
an increase in the discount rate is cle~rly evidence that the National
Bank took action over the objections of the Government representative
on the Board of Directors, Official strtements by the Prime liinister
and the Finance Minister to the effect that the action had been taken
by agreement with the Government, and explaining the increase as mo-
tivated by the Covermment's desire to curb unessential imports in
view of the adverse balance of payments pesition, were widely inter-
preted as attempts to meet the situation created by this fait accompli.
More significant, however, was a demand put forward in August in the
Social Democrat journal, calling for e thorough revision of the la=-
tional Bank's relations with the State., Criticism wes especially
directed at the Bank's powers to set the rates of discount, and it was
alleged that the positicn of the Royal Bank Commissionsr on the Bank's
Board of Directors was that of a {igurehead - presumably a reference
to the fact that this ofiicizl has no voting rights on questions of
discount rate changes. Writing in the Social Derocrat press, the
Minister of Trade, Industry and Shipping, who also acts as the Royal
Bank Commissioner, called for restricting the powcrs of the National
Bank, that is, for an extension of the powesrs possessed by the Gov-
ernment's representative in the Banka.

Late in July the Government announced a parliamentary session
for August 8th, at which its economic proposals were to be discussed.
When the legislature convened, the Government introduced a bill calling
for increased defense appropriations, to be covered by special taxes
on incomes and compulsory loans. The Government's proposal for meet-
ing the foreign exchange difficulties involved thne transfer of some
liberalized commodities to the controlled list. Failing to secure
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support for any measure with the exception of the additional defense
appropriation, the Government resigned =nd called general elections
for September Sthe.

The election, however, proved indecisive as the virtually
unchanged minority Government was returned to power. Its precarious
existence was ended in a second defeat on October 26 on a matter of
relatively minor importance. Two days later, a Conservative - Liberal
Agrarian coalition took offices Initially, its only move was to set
up a inter-ministerial committee to formulate an economic program.

iffective November 2nd, the National Bank raised its discount
rate from L} to 5 per cent; two days earlier, the private banks had
been advised that the Bank would no longer rediscount building loans.
In commenting on these moves, the nsw Finance lliinister stated that the
Danish Government was in full agreement regarding the necessity for
the increase in the discount rate and the partial restriction of credit.

Apparently the new Danish Government is attempting to ad-
minister a substantial disinflationary dose by means of both general
and selective measures of credit restriction, and is thereby giving
a new direction to Danish economic policy. A similer transition may
lately be observed in a number of other countries, e.g. the Netherlands
and Sweden, which have hitherto relied chiefly on direct controls and
where it appears that fiscal and monetary measures are well suited for
dealing with current inflationary situations.

The previous Danish Government sought to explain the continued
deterioration in the balance of peyments primarily on the basis of the
unfavorable repercussions of external factors - the undeniably acute
worsening of the terms of trade and the less defensible argument re-
garding the harmful effects of trade liberalization. The new Govern-
ment appears to be convinced that the balance of payments can be im-
proved by dealing with the domestic inflationsry pressurese. This
may be the wisest course to pursue, for current international devel-
opments do not provide much hope that Denmark's terms of trade will
be improved.

II. The Central Bank and its Relation with the Government in Denmark

From 1818 until it was taken over by the State in 1936, the
National Bank of Copenhagen was a privately owned Joint-stock insti-
tution. It was founded in the period of general monetary reorgan-
ization which followed the Napoleonic upheavals, in order to take over
the business of the Rigsbank, a State institution; its principal duty
was to bring the outstanding notes up to par. The National Bank of
Copenhagen originally received a charter for 90 years, which in 1908
was extended for a further period of 30 years. In 1936 this insti-
tution was replaced by the Danmarks Nationalbanken, a "self-owned",
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Government-controlled central bank,

The National Bank of Denmark Act, 1936.

This basic legislation represented a conplete reorganization
of the administration of the Bank., The older institution, under the
codified regulations of 1908, was managed by a Board of Lirectors of
17 members elected by the general meeting of shareholders. By an a-
mendment to these regulations in 1919, the Board of Directors was in-
creased by two meinbers appointed by the Minister of Trade. In ad-
dition, a body of four or five managers was responsible for transacting
the affairs of the Bank, Two of the managers were appointed by the
King, and the others by the directors,

The management of the present institution is divided among
three administrative bodies:

(a) The Board of Governors, three in number, of whom one
(the Chairman) is nominated by the King, The remaining two members
are appointed by the Board of Directors upon recom:endation of the
Committee of Directors. Their term of service is indefinite, but
retirement is mandatory upon conpletion of the 70th year. The Board
of Governors directs the dailly menagement of the Bank under the super-
vision of the other boards.

(b) The Board of Directors, twenty-five in number, chosen
as follows:

8 elected by the Parliament (Riksdag) from its membership.

2 appointed by the Ministry of Trade, Industry, and Shipping.
Cne of these must be an economist, the other a legal expert.

15 elected by the other Directors; they must be representative
of the various trades (including employees as well as employers) and
of the geographical divisions of the country.

The Directors serve for five-yecar terms, and elect a chairman
and Vice-Chairman for one-year terms. The Minister of Trade, Industry
and Shipping, in his capacity as Royal Bank Commissicner, presides over
meetings of the Board of Directors. This body regulates and supervises
the business of the Bank and, with its presiding officer, outlines
policy.

(¢) The Committee of Directors, which consists of seven
members - the two members of the Board of Directors who are appointees
of the liinistry of Trade, and five others elected by the Board of
Directors from among its own members for one-year terms.

Relations with the State,

The following sections give some comparison of the relations
between the State and the central banking institution under the earlier
and present systems.
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(a) The National Bank of Copenhagsn - Article 2 of the
codified regulations of the Nationzl Dank of Copenhagen, 19C8,
dealt with the Bank's relations with the State, and read as follows:

Art., 2, The Bank is a private company whose manazgement
shall be separated from the finances of the State. No order from
the Government shall ever directly or indirectly interfere with the
Bank's management, nor shall any encroachments on the means or money
held by the Bank by permitted.

The language of this provision asmears somewhat strong when
compared with other regulations governing relations with the State,
In other sections of the 1908 regulations (articles 61,52,63), under
the heading "Royal Bank Commissioner", provision was made for the
participation of this Government representative in some part of the
menagement of the Bank. He was to supervise the business of the Bank
on behalf of the State; specifically he was directed to sec "that the
Bank fulfils the duties imposed upon it regarding the State and the
national finances, and particulerly that the metallic r-serve is kept
in the prescribed proportion to the circulation.” He presided at
meetings of the directors, without the right to vote, had access to
the managers' meetings and to the Bank's books and documents, but was
not to take part in the daily administration of +the Bank,

. These regulations further specified a procedurs for the
resolution of conflicts, In the event the Bank Commissioner was of
the opinion that the managers were acting in violation of the charter,
he was to deliberate with the directors; feiling agreement with the
latter, the Bank Commissioner was entitled to take the matter to the
Supreme Court,

The only other provision touching the area of Bank and State
relationship referred to contemplated changes in the rates of interest
and discounts, Article 33 of the 1908 code specified that these rates,
and lending conditions, were to be fixed by the managers; in addition,
moreover, "when (tie managers) wish to male any change in the rates of
interest or discount, the Minister of Finance must be notified, and
has the right to participate in the negotiations without being entitled
to a vote."

(b) _The National Bank of Denmark -~ A considerable strength-
ening of Governmental influence in the affairs of the Bank was effected
by the 1936 Act. l/ That this legislation represents a historical

1/ Awended By-Laws of the National Bank of Denmark were adopted in
T April 1942, but the newer regulstions do not change any of the
provisions discussed in this papers
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process is shown by the incorporation of scme fectures of the earlier
system. Tor example, the amendment of 1919 to the codified reg-
ulations of 1908, adding two appointees of the Ministry of Trade to
the Board of Directors of the then-existing institution (seec page 5,
above) is continued, Moreover, these two Directors are members of
the smaller Committee of Directors in the present Bank, where they
are in practice senior by virtue of their tenure of five years,
whereas the others rotate for one-ysar terms.

In addition to the provision, continued from the earlier
law, that the Royal Bank Commissioner shall preside at meetings of
the Board of Directors, szction 7 of the Law of 1936 further provides:

Decisions of particularly far-reaching cheracter cannot be
talken at a meeting of the Committee of Directors when the Royal Bank
Commissioner is not present, unless he has been informed in advance
that the case will be dezlt with at the meeting.

The Royal Bank Commissioner annually appoints the auditors
of the Bank's zccounts. He confirms the by-laws and amendments there-
to drawn vp by the Board of Directors.

Regarding discount and interest rate policy, the 1936 Act
provides that these rates be set by the Bocrd of Governors. When
changes are contemplated, both the Minister of Finance and the Bank-
Commissioner are to be notified; they may take part in the negotiation,
but have no voting right,.

Coordination of policy

It is perhaps not correct to regard the regulations governing
relations between the Government and the central bank as representing
an intensified encroachment by the Government on the duties and respon-
sibilities of the Bank, Older accounts of the Bank of Copenhagen
speak of the intimate relationships between it and the State; and the
Bank, although a private institution, did have a kind of semi-official
status by virtue of its functions as public depository and fiscal agent.

The management and administrative provisions are no doubt
intended to provide the machinery for inter-governmental consultation
looking toward the coordination of the Bank's monetary policy with the
economic¢ program of the Government. One important example of this
collaboration is that Bank experts ers present on working grouns of
the Ministerial Commitiee for Economics and Supply, the body responsible
for the drafting of the annual Econcmic Survey (the National Budget).
Within the Bank itself, the Board of Directors and the Bank-Commissioner
(as presiding officer) outline Bank policys
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There is some evidence in published documents that coordination
of Bank policy with Government programs extends beyond this. The
examples given below, however, all date from the neriod of Germen oc-
cupation (19L0-19L5); it may be, therefore, that the intimate collab-
oration then achieved only reflects the heightened sense of common
responsibility which one would expect in such abnormel circumstances,

Monetary policies during and after the war.

(a) Occupation Period - The evidence of common policy in
the wartime perIod céntérs around the measures, first introduced in
19l:2, to sterilize excess purchasing power arising from advances hy
the Bank on account of the German indebitedness on clearing account
and of expenditures by the occupation authoritics within Denmark,

In April 1942 the Board of Directors took the initiative,
by letter and documents submitted to the Bank Commissionecr, in pro-
posing measures desizned to neutralize the inflationary pressures a-
rising from the expanded means of payment in the hands of the Danish
public, The proposals, which were enacted with some modificeations,
requested legislation covering increased commercial bank reserve re-
quirements and suggests that the Ministry of Finance be given authority
to issue additional Government loans.

Reserve requirements - The Basic commercial bank law (1930)
specified very moderzte cash reserve requirements. The legislation
enacted in 1942 established a detailed system of extraordinory oblig-
atory cash reserves - later extended to cover savinsgs banks as well -
based upon varying percentages of the increase in different classes of
deposit liabilities since August 1940 in most cases. In addition,
the National Bank was permitted to accept interest-bearing six-month
time deposits from commercial and savings banks.

Government loans - The Bank proposed thet authority be given
the Minister of Iinance to issue Treesury bills, both intormediate
and long-term bonds, and savings bondse. In most categeries, this paper
was not eligible for purchase by banks. Receipts from the sale of
these bills and bonds were deposited into special blocked accounts at
the National Bank, and their release, except for interim amortizations,
could be effected only with the agreement of the parliamentary bhudget
commissione The receipts from the sale of certain long-term bonds,
which were also blocked, were to serve for the creztion of employment
after the war.

In addition to these measures, adopted upon the recommendstion
of the Bank, the Danish Government enacted a number of tax measures.
These included increased excise and sales taxes, a surtax on war profits,
and requirements for the holding of obligatory reservzs by private firms,
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With the exception of one sales tax, the proceeds of taxes were also
blocked in a special account with the National Bank.

(b) Post-liberation period - Following the liberation of
Denmark, the Bank was engaged in an exchange of notes ond the blocking
of deposits, the details of which it had proposed in July 19LS.
Early in 1946 the Board of Directors, in a letter submitted to the
Bank Comuiissioner, expressed their concern over the inflationary dangers
arising principally from the rclezse by the Government of considerable
amounts of the funds which had been blocked in accounts at the Bank.
These inflationery pressures were particularly acute in 19L5 and through
the first half of 1946, when certain extraordinary expenditures on
account of German refugees added to the Government's burden. From
mid-19L6 through 19L8, on the other hand, & generally deflctionary
policy was pursueds The statutory cash reserve requirements were
continued, although partial relaxations were effected in 1947 and
1918, and were finally permitted to lapse at the end of 19L9. A
budgetary surplus was achieved for the financial years 1947-19L9.
Furthermore, in contrast to its Scandinavian neighbors, Denmark es-
chewed a cheap money policy. There was no peg on Government bonds,
although the Bank suprorted the market cn some occasions, but more
often refrained from exercising its influence. As a result the yield
on Government bonds has been gradually permitted to rise, and at
present it is slightly zbove the prewar level,
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