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consumption stundards in fovor of the northcrn cree which hes, of course,
for muny yeors contributed tho major share of Itaolian production. Re-
sumption of trade between the two wross will present the sumc types of
problems s will srise in rostorafion of trudo between scpiritc countrics
which have experienced vorying degrecs of infletion during the wer. In
the lotber instonco, howover, rough wdjustments may be medo through the
modlur of chunges in tho exchinge reate betwoen tho curroncics involved.
This method 1s procluded in the Itulien situstion since the bulk of the
currsney circuluting in thoe two wrcos is identicel in form.

Under these conditions it is proHnblo that Jbrupt resumption
of complotely uncontrolled cconomic releations botween North end South
would rosult iu chaotiec novements of goods wnd currency in o menncer which
might econtribute to o furthor declinc in natloncl productiocn or greatly
hempor the rohebilitation of the Italian economy. Price oand wagc levels
woul.d tond o move bowerd cquilizetion ot the cost of irrcguler infletion
in “he northorn provincos s the southern rogions cttomptod to cxchonge
their deprecicted lire for northorn goods., There would be increosing
denger of lobor unrest in thoe industricl regions of the North where pro-
letarion politic.l influcnce is strongest. Under ocxisting conditions of
scrinus trensnort shortoges, composition of the limited quentitics of goods
which cuwn be tronsferrcd coannot sefely be left to the dictates of spceu-
litors or profitecrs. Until goods bug1r to move in silzoeble volume eceross
the ceonomic bounliry linc to be csteblished, prices in the North con be
expueted to remcin lowor thin ¢lsewhere in spite of tho now infleotionary
effuets which noy be cxpeeted from exponditurcs by Allicd troops stotiocned
thure. This effect will be offscot to some uxtent by the cessution >f Germen
arnyy spending end may, indeed, bo negligible if sceupotion forecs cre smell.,

The fusion of sopurate cconomice widministrotive crrengemonts will
not bo without difficulties. Mrny independent chonges hove beoen mode in
the tex systoms »f the two .rocs; governmont cdministretion of nationel
benking institutions has bocen reorgenized by the govermment in Rome end
cpplied thus fur only to its wroc of responsibility; price control and
retioning cdministration heve doveloped independently Jluring the pust year
or 3v; integration of the nontpemont of industridd, commereicl, wnd benking
firms of nution-wide scope will hive to bo wchicoved; the untovord movenent
of benlking funds «.crass the boundiry linc will hove to be prevented. In
the North clone « number of industricl osteblishmonts snd other busincsses
hevs boon "notionelizod" wnd put under the control of cmploycos and the
Stete ws well s of cmployer ropresentatives.,  The question >f aholishing
this neti-ndlization or corrying it into offect throughout the cruntry is
obvisusly »f grewt politiedl significance, The tbhsorptisn of northorn
politicel leadors inte the Itdlion Govoerrnment, whethor in o Cebincet under
Promicr Bonomi or under new lecdership, ¢lso beurs upon the spced «nd con-
ditions of the ceononmic intogrotion process, particularly as to thoe degree
of sooneretion paliticdd lecdors glve to the two-way flow of goods between
the two eroos.

Once politiccl and cconomic cohesion has becn achicved, nationsl
policy will have to ho roforrmleted W1th respoct to foreign oxchange rates,
t> the resumption of lurge-volumc forcign commorcial traffic, and to fi-
nenelal transwcetions with foroign countrics, including debt tronscctions,
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The French Exchange Rate
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The French exchange rate of about 50 fruncs to the dollar has
been set at a relutively high level, the devuluation of 12 per cont
ggainst the pre-wor rate being rather slight in view of comporative
price developments. During the war wnd the immediate post-wer poriod,
¢ high frine rute has dofinite cdventages for the Fronch cconomy. Not
the lonst of thosoe 1s tho tundency of tne now ratc to curt.il cxpendi-
tur<s by allied troops tnd accordingly to consorve scarcu food for the
netive population. Necdless to swy, this policy finds 1ittle favor
with Sritish cnd Amcricen soldicrs locutud in Frenco. Until normel
internctionul trode cen bo rosumcd, the oxchange r&to will heve little
preectice] significcence in torms of the competive position of Frunce in
wor..d mcrkets. It is probeble, however, thit the wer-time rete for the
frene will vnrove fur too high when Fronco socks to rosumc her cxport
trede wnd tO ctbroet foreign trevolors. If prices in Frunce romein

et their oxisting level or rise further, the rate of exchunge mey heove
to bz lowerad to 100 or more frunes to tho do]l'" to cneble the Fronch
to compete on cguel terms in world markots, moy be difficult to

ongineer sueh o roduction, not only becuuso or pollvlcul end psycho-
logict]l considrretions but wlso boctuse the prusent rote hus clrceady
becoms cmbodied in agrecments with other countries.,

-The now rotes for the Freonch frone of chout 50 frines to thoe
dollar ¢nd rbout 200 fr.nes to tho Dound1 compere with « pro-wir rate
of 143.8 frunes to thu dollear ond 170— /8 rmncs to tho pound. There
is zeneral egreoment thut this rote will prove too high when inter-
netional trede is rﬁsumud, since the dewvsluction of soms 12 poer coent
dous net teke sufficicntly into cccount the fiet thet wer-time price
inflation hes progrosscd in Frence furthor thon in other countrics
This is brougnht oubt in ¢« corcful study prepercd in Puris under dete
of Februery 19, 1945. The cuthor besvs this gstimate on o corrccted
pro-wor roetio of 39.42 frincs to thu dollwr.% Sinco pricos in mejor
Fronch consumption ecntoers crs cbout 238 pur coenbd chove pre-wr lovols,
rnd prices in the United Stotus aind dnglond huve riscn by cbhout 30 per
cent ehove pre-wor level, he coneludes the prosceat purchasing power
pority rote would be 103 frones to tho doller. At this rotc the frone
would be about helf the officicl rate. Becwuse of thoe abnormel trans-
portotion situction, hovever, there his boon cn unusual distortion of
in consumptiom centers. Thoe study wessumes thot en improvement
trensportotion situetion would somevhet lower the prico lovel,
but would still loocve pricos rbout 200 per cent ebove the pre-wer lovol.
Wita normelized intornel tronsportution, the purchasing powoer parity rate
mey zo down, according to the renort, from 103 frunes to tho doller to
91 fri.ncs to tho dollar, but oven 2n this busis ths franc would be 82
pur ccnt choahor thon ot the oxisting officiel rete.

1, Thc cxect doller roates of the Bank of France «re L,9.53 frencs for

T ouying wnd L9.72 for sclling; the oxect rates for the pound sterling
are 1”9—3/3 frones for buying cnd 200-1/8 fr.ncs for selling.

tssuming the®t boifore thue war the frunc wes undervelucd by «s much us

10 per cent, the cuthor corrccted tho pre-wur rete of L3.80 to 39.L2.
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Following the lunding of Allied troops in French North Africa
in November 1942, o rcto of 75 freincs to the dollar (or 300 franes to
the pound) was e¢stublished for French North nfrice. As a result of
strong French represcntations ot the Casablonca Conforenco, these rutes
woro modified, beginning on Fobruery 2, 1943, to 50 frines to the dollar
(or 200 francs to the pound), which implied cn upward reveluwtion of tho
frene by 33 per cent. A Frenco-British Agreoment concluded one yoar
leter on Februwry 8, 19y, cxtended the leatter rotes to the other parts
>f ho French Empire under do Goulle which until thon had bolonged to
the sterling erew «nd where the pro-war rete of exchange of 176-5/8
frones to the pound hud becn meintained during the whole coursc of tho
wsr.  With the invesion of metropolitan Frince in June 19L), militery
fr.ne currency w.s issued thore and after eomsultetion botweon Allied
cuthorities wnd the French Committec of Netionel Libersation the new
colonial rates of 50 fruncs to the doller end 200 frones to the pound
wore cpplied to metropoliten Frunce. Subsequently the Fronch Committec
wes rocognizod ws the de facto suthority in Frence wnd as tho Provisionel
Government of tho French Republic, «nd by the end of fugust an agreemont
we.s signod between tho United Stotes and British Govermmonts on the one
hand «nd the Fronch Provislonel Govermmunt on the othor, granting thoe
lattor complete euthority over the issue of currency in liborated Fronce,
The egreoment was mede rotrocctive to D-day, and therefore the Provisional
Govermment wssumcd responsibility for thoe issue of 1l the militery frunc
currency issucd since D-duy. Theoreticully since D-day wnd in prectice
since the ond of August, the French Provisionel Govermment hos sole ro-
sponsibility for c¢ll monctery effeirs in Frence including the oxchunge
roto.

It hes besn suggested that the fixing »f the cxchange rate
of & liberatod or sccupiced country might be guided by an estimete of
the depreciation of its domestic purchasing power as related to o pre-
wor base, compered with the rise of prices which hes occurrcd in the
United States, Groeut Britain, and in contiguous countrics. There is,
of c¢ourse, the technical difficulty of cscortoining the purchesing
power of & currcncy, when index numbers ure based o»n controlled prices

and while black market buying is widespnread. saside from thosc diffi-
culwies, it muy be esked whether in fixing foreign oxchunge reotes during
the phuse of militery occupation, it is really nocesscry to bese the
cxchange rute on intern.tionel price and cost reletionships. Reguler
foroign trado, tourist travoling, end other curront trensactions which
nornelly enter tho balonco of peyments of o country crc practically
ebsont during militery occupc.tione There secms to be precticelly only
one important item worth consideretion, numely the oxpenditures of the
occupying troops. For thesc cn cxchenge roto is to be esteblished but
it is irrclevent whether, «t thoet rete cnd the preveiling internetionel
prico tnd cost levels, foreign tr..de, tourist trevel, etec. could be
cuerriced on succossfully. Tho question might be thought t~ be only how
ruch purchasing powor should the occupying soldicr rceeive in terms »>f
dormcstic currency cnd whet should be his shere in the very limited
supply of loccl goods.
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While intornutional price wnd cost relutionships nood not
nocesserily be taken into cccount in csteblishing oxchengs rates for
the phese »f military occupation, there wre good ressons for not dis-
rogirding thoem «ltogother. Onco cstublished, en exchinge rate is
likoly to be left uncltered for politic.l end psychslogic..l recsons.,
The rute established in the poeriod of trensition is theroforoe likely
to be the rete which the country wonld went to muint.in when normel
trede 1s to bo rosumed. If in esteblishing the rote intornationel
price tnd cost relutionships «end trends wre completely disrcgerded,
the rate csteblished in the porisd of trinsition mey prove too high
when more normcl conditions cro restored, wnd mey be ¢ serious hundic.p
to cxports, forecing the country possibly to undergo & scrious deflation
or to introduce foreign cxchangc rostrictions, subsidize uxports, cte.;
sr the rate moy prove too low wnd constituto an unheelthy stimulent to
cxports, louding to ¢ "clewrence sclce", nocossituting mowsures to curteil
cxports, cte. In cithor cose unhoelthy cconimic conditions would proveil
until the nccessery price and cost cdjuctmonts heve teken pleoco. It is
for thosc reesons that, in cstoblishing exchonge retes for the poriod
of trinsition, internctioncl price ind eost reletionships cnd trends
should be tcken into aecount.

The ultimete detorminction of the French price lcovel dopends
on « complex of factors in the ficlds of finence, preduction, and trede.
When the rate »f tbout 50 frunes to the d-ller wes ostublishod, the Fronch
Provisiondl Govermment wes still plomming the sort of dofletioncry progroem
actuclly carried sut in Bolglum. Those plons werc cempletely cbuendoned
¢nd the French Govermment insteod leunched o lerge Liberetion Loan to
ebsorb purchasing power (which hus boen modorately successful), inercusod
cristing toaxes end introduced new ones (cupitel levy). It is highly sig-
nificant th.t, beeceuss of inercascd militory cxponditurcs, the 19L5 budget
of 1400 billion frones will crects o grocter deficit then in the yewrs when
Fremco hod to puy occupstion costs. Much confidence is boing ploced in
the roconstruction »f the Frunch trapsportation systom cnd, in the longor
run, in inerciscd producticn and imports. It is difficult tn forcceast
what the combined rosult of ell theso developments will be, but bocause
of the continucd governnment deficeit it seems 1ikoly thit price infletion
wil. continue f3r some time and thet the existing offleciel rote will
overvelue the frene still furthor for the purposcs of internaetionsl trede.

The relatively high oxchingo rate of cbout 50 fr.nes to the
dnller would heve rede sensce es o long-torm policy if--os originelly
intonded--1it hed beon wccompunied by . firm intorn.l doflation progranm.
As 1t is, 1t cin bo defonded cs o wor-tinme crpedient from the stendpoint
of shc French netionel intercst for the following five roasons.

(1) In tho ten vaors preceding tho war, the Freonch frine wes
dovelucd sevorel times. It is understendable thot the de Guulle Govern-
nent in returning to France did not went to stert out with a considoreble
develuction ot the frine. This cxploins why tho Frorch Govermment strongly
defended the frene ot the Ceaswblancs Conference ond induced tho nllics to
rovaluc it from 75 frines to the doller to 50 frencs t» the dollear.
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(2) When the rate was established, little was known about
economic conditions and future price trends in France. Since a rate
that would eccurately fit the future internutional trade position of
France could not be esteblished anyhow, it w.s preferable to set o
rote thit might prove too high rather than too low. A future cor-
rection by develuction would cuuse loss friection thon an upword re-
reluation.

(3) The rate choson curtuils the purchasing power in tho
hands of x#llied soldicrs more then, suy, a reto of 100 francs to the
doller. In compurison with such & rote it minimizes tho inflationary
impuet of Allicd troop spending. Of c©ll the cconomic argumcnts «d-
vineod in favor of the prescnt rite, this wrgumont 1s cortainly the
strongest., For Ituly oen oxchenge rote hed been cstublished which
undervilued the lira in terms of cxisting prices, cnd the cmplo pur-
chasing power in tho hands of sllicd soldiors ceortainly opurated to
drive up pricecs there. Hed too low o w.luc been pleccd on the frenc,
the libereting crmics would probebly have beon wecused of cuusing in-
flition in Fronce. '

The relatively high roto curteils soldicr sponding in terms
of francs end thus minimizes its infletionery effoct. It is just this
condition which hes creceted some friction. Americen soldicors stotioned,
or on furlough, in Fr.nco complain sbout the high pricos in the motro-
politan conters and sccuse the Fronch of "exploiting" them. Thore have
been reports from Puris of modcest meals costing 250 frones, equivalent
to 5 dollurs, und of good dinnors costing 1,000 fr.ncs, cauivelent to
20 dollwrs,

It should not be forgotten thot there is on oxtrome scarcity
of food in the netropoliten conters, c.uscd in purt by tho disruption
of theo Fronch treonsportition system. Allicd soldiers arc well supplied
by their own conteons end it hes been thoe officisal policy thet they
should spend in Frence es 1little «s possible in order mot to intonsify
thoe shortiges of local supplios «nd the infletion problom. In view of
the French shortuagos, it is porhips rewson.blc thet Amoricen scldicrs
should pey much higher pricos for whet they purchise in Frence thun
for whot they purchose in the United Stutus, wherc supplics erc com-
parctively cbundant. In prectice, tho problem will bocome loss ccute
with o guncrel improvemont of the Fronch trensportetion systom cnd by
the fect thet with tho s«11i2d wdvanecs into Gormuny, more cnd morg
treops will be stationed in Germony rather thun in France.

(4) Frence is acquiring dollar and sterling oxchange for
the net cmount of currcney disburscd to the fmerican end British
troops. Lt o roletively high oxch.nge rate Frence is wequiring for-
¢ign cxchonge rothor chowuply. Hith respeet to roeiprocel lend-lcese,
the rite hos the cdwventege for Fronce thet she is credited for her
outley in frenes with roletively high doller cquivelents,

(5) In the first postewer yours, Frence is fuced with «
period of heawy imports whilc sizceble cxports cre not yot forthcoming
beecuuse of the decrceese in production. In this poriod Fr.nce will have
to {1l beoek on her gold und foreign oxchunge rescrves, most of which
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wers kept intect during the wr. Frunce would sccurc, of course, the
same cmount of forelgn gosds whethor the oxchinge rote is high or low,
but et o high cxchenge rote importod goods conter the country et rele-
tively low frone velucs cnd this noy have o beneficicl offcet on the
Freach price Levcl.

From thoe preoceding crguments it will be seen that thoe csteb-
lished rote mekes « gond dsel of sonse from the French notioncl intorest,
vspuclally s o war-time expedicnt. In the long~run, however, the nain-
tonance of the reletively high rete ney prove dangerous. Vhon the period
of onc-sided imports is over end frunce desires to rosume hor cxport treode
end to attreet trovelors, she should not hositete t5 dovelue the frenc
substenticlly. With tho osteblishmont of the Intornstional Monctery
Fund there would be cn opportunity to meke the necessary adjustmont.

horo is, of course, the dunger that the frene set ot o roletively high
lovel for politiedl wnd rsyehologicel roasons, mey bo kopt ot thet lovel
for the swne reesons.  Fronce hus clruady concluded rmonotory cgroencnts
with tho United Kingdom, Belgzlum, end Switzorlend on the besis of the
now rete and there is lh‘sur that the rete overveluing the frene will
poerpetucte itself.  The examplo of Gormeny after 1931 illustreates what
tbnornel conditions develeop when e country cttempts o maintein an
ovurvalued curr

oY) cf'

Mey 1L, 1945





