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Balance Sheets of Central Bank, 1939-lJ;
Millions of Turkish pounds)

Assets Aug. 1939 Dec. 1943 Dec. 1G4
Gold 36.9 201 .7 276.!
Foreign exchange %,6 95.3 2.7
Bills 1%9,2 Lé6.7 58,.0
Advences upon securities 14.8 25l 6 255.9
Other assets 226,1 223,8 205.7
Total 20, T,2Lh2.1 12747
Liabilities
Bank notes 229.5 805.6 960.6
Deposits 26.7 133.9 130.2
Foreign oxchange 28,7 36l 20,2
Gold deposited by Govt. - 18.1 78.1
Other liabilities 100.5 158.4 1L1.6
Capitel and reserves 25,2 2.0 %L.0
Totel L2008 1,021 1,377

About one-third of the inecrease in gold Ho?dings was due

to a gold loan of 78.1 million TP, grented to the Turkish Govermment
by the British Govermment eprly in the wer, the zold bolng locned in
turn to ths Bonk by the Turkish Govermment in February 1940.  The
remeinder wes the result of theo Allioed pYTumprVb purlhasos, cnd in
part of the Gormen gold scles.  Tho feoroign oxchenge nosition under-
went ¢« fundcmentel chenge in 1%44 insofar cs the holdings consistcd
solcly of clearing belences in 19%, but rlmost wholly of froo ox-
changoe in 1945,  fThis development reflectod the ztovpoge of the trade
with Germeny. Tho increwsc in cdvincus upen sceuritics wos duc ox-
clusively to adveonecs to the Gevermment; tha romorkaeble risc in bills
probably also included Govermmunt pepor. The "othor"” assots worc
meinly Trecsury bills.,

Commercial banks have not oxporicnced the somc expansion

&8s the contrcl bonk. Deposits w1+h the 12 1ukd1w¢ institutions in-
crcascd from 262 mlll‘on TP in Docomber 19%9 to 158 million in Junc
19y, Bills end sdvences rosqg only from 116 m111 on TP to 162 million,
but holdings of public sccuritics from €0 million TP to 237 million.
The discrepeney botweon thoe bill holdings of the commercicl beonks cnd
the central bank justifics the cssumptlon thet the latter's portfoiilo
dot¢s not reprosont bona~fide commureiel poper. Tho relation botween
note circulction rnd commercicl benk doposits illustrotes the fr Nlll
story of the deercasing rclative importonee of commercicl haniiin
curro“cy circulation was substontially smpllor then total dcposltu in
1939, but more then twice as lorge in 1943, The inereascd rotio of
Govcermmont sceurity holdings elso roflcets the escondence of the public
over tho privete sector of thoe cconomy.

The cconomic devclopment of Turkey in the nocr futurc will
be of gomeral intorocst bocouso the stopprge of Germin tradc and Allicd
preoemptive purchoascs his nut tho country in o position similcr to that
in which most othor countrics will find thomsolves ot the ond of tho
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were The curtailment of exports hes not in itself diminished the
countryt's recl incomo sinceo payment hed consisted meinly in war
metoricls or promises of futurc deliverics (i.e., gold or foreign
oxchange) rather than in actual consumors!' goods or services. But

it hes roduccd the country's flow of monuy ineomc, cnd this deflation
mey ceosily lecd to o drop in roel income. Whether, end how, Turkey
meneges to avoid o dupression wt this timo, moy give some indicetion
¢s to tho problems that will confront the rust of the world in its
cttempts to c¢scape the deflitionary cffucts of the cussction of wer
production.

The Anglo-Swedish Monetury Agroemcnt J. Hens Adloer

On Merch 9, the conclusion of o monotery agroemcnt betweoen
the Govormments of the Unitcd Kingdom end Sweden wes announced simul-
taneously in London and Stockholm. . Togethocr with the conclusion of
the Anglo-Belgien asgreemont of last October end the bgr sogment with
Fronce announced lest wook, this is the first indication of the
dircetion by which the sterling arca is to be modified and edapted

for the post-wor period. Although the now egreemcnt is similear in
pppearcnce to the Anglo-Beolgian and the fnglo-French agroements, its
dissimilarities and the underlying oconomic conditions scem to warrant
o. fow comments.

In all threc agrecments the contrecting partics obtein o
certain letitudo in the volumc of sclos and purchesos from ecach
other. In cvery instence sterling cen be used for purchases in tho
entirc storling area. Unliko rigid clearing agrooments, the monctary
agrecments explicitly forosec the scoumuletion of belancos. But the
tnglo-Belgian and the fnglo-Fronch eprecmonts csteblish @ definite
l1imit of 5 million and 100 million pounds sterling, respectively,
for such beleances, whilo the agrooment with Sweden formelly loavos
the question of the sizo of tho permissible balance open. (Tae
London "Financigl News™, however, rolates thut in o secrot protocol
outside the sgreemcnt o 1irit hus boon cstablished.) But morsc im-
portent than the diffurcnces in the texts of the sgroements is the
fact thet whilc in tho cuso of Belgium cnd Fronce it is on opon
quostion which side will have & fevorable trade belonce and, con-
sequently, acquiro crcdit balances, in the case of the Swcdish egroo-
ment ¢ll partios concerned snticipete thot Sweden will become the
owner of ¢ substential storling sccount with the Bank of Engleond.

Although the provision thot the sterling balances can be
used in the ontire sterling crca offers Sweden the opportunity to
purchese bedly necded raw moterials snd foodstuffs in the parts of
tho British Empirc which belong to the sterling area, it is by no
meens certain that Sweden will achiove an import surplus from tho
trede with the sterling erce outside the Unitoed Kingdom. British-
Swedish trade reletions beforc the war wero such that Swedish exports
clweys exceeded imports by 5 million pounds annuelly. For the first

twelve months period after VE-day, Swedish sources cstimete Swodish
xports at 500 million and imports from Greet Britaein et 300 million
kronor, rusulting in a surplus for Swedish oxports of 200 million
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kronor, or 12 million pounds. The figurcs appear reasonable if the
prico incrcuses of tho war period, the beck-log of British demend,
and Britain's incbility to oxpand oxports immediately, cre token
into sccount. The pre-war trude of Sweden with tho sterling orea
outside the United Kingdom likewise rosulted in en export surplus
evoreging 2.5 million pounds. This traditional favorsble belance
noy be decreased or even reversed in the immediete post-wer period,
but it still would not substenticlly affect the favoreblc balence
with Great Britain, unless Sweden hes recoived assursnces that it
will obtain lergc quantities of products of the Empirc in return
for her deliveries to Groet Britain. Tho prospccts of tho acqui-
sition of oxcessive sterling balancos were prosumebly the prinary
reason for the reluctance of Sweden to sign the egreement before
tho conclusion of o trade ggrecment.

The position of Swoden is difficult for two rousons.
Her import ncods had elwoys boen sctisficd through sizoabloe imports
in oxcess of exports from Continentel Europe, primerily Germany,
end from the United Statos, end Cencda. Contincntel Burope will
not be in a position to resume exports to Sweden in the immcdieto
future snd the nced for obtaining inmports from clternctive sources
of supply will bo groat. Incrocsed shipments from tho Western
Hemisphere will only pertly tako crre of tho deficiency, but to
ovorcome the most importent shortage, supplies of cowl wnd coko
will heve to comc sither from Continentsl Europe, or from England.
wedon has emphusized, therofore, in recont conversations the
necossity of rosunming coal shipments at tho eerliest possible time.
Nowspepors within tho country point out thot Swoden's ebility to
cooperate in the reconstruction of neighboring countries in the
north ond the countries of Western Burope will primerily depend
on adequate coel supplics. If Swoden docs not obtein coal she has
to substitute, in some uscs, the ebundent wood supplies which would
lcoad to o curteilment of exports of lumber and papor, cormodities
in urgont demsnd in the British Isles.

On the other hand, the Swedish oxport industry is eager
to shere in the industriszl roconstruction of Burope and in the
industrialization of overscas countrics. Since the trade with
Gerneny and with Germen-occupied Burope was interruptoed last fell,
orployment in the Swedish industry has boon neinteined through the
large roconstruction orders of Norwey aond Western Buropcan countries,
neinly finenced through Swedish crodit. A continuetion and geo-
grophicsl oxpansion of this develspmont is considered & preroquisite
for the meintenance of employment in tho post-war period. The Anglo-
Swedi sh Monctary fAgrcoement, which cssurcs export nerkets for Swcdish
products, must be considered en importent step in this respect. Since
the erodit end exchange risks crc born by tho Swedish Govermment and
the Riksbenk, which scquircs the foreign bilences et the agreement
rete of 1 & = 146,90 Swedish kronor, exporters will boe ceger to oX-
pend their business; ond honce tho prossurc 10 lot sterling belances
socumuletc will come from them, as well as from the British buyoers.
It is thercfore not unlikcly thet the Swedish sterling belance will
essumic quito sizcable proportions. Unless British cxports &ro ro-
sumod rore repidly thon is genorally assumed, or ovorsceas sterling
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ereo countrics supply gonds formerly purchesed in the Western
Hom1Sphure Swedish steorling bolences mey possibly recch 30 to
L0 nillion pounds in the first throc yoors after the cnd of the
wer in Buropao.

This balance moy ecsily double if shipping sorvicces
furnished to Allied govermmcnts arc elso poid in sterling belences.
During tho war, Sweden's nct earnings through shipping services
amounted to 300 to 100 million kronor (71 to 95 millisn dollers)
cnmuelly. Shipping services were largely sold to Great Britein
and peoyrient took the form of gold shiprients, With the expected
easing of the trensport situation, Greet Britain mey uso fower
Swodish ships. /t the seme timo, Sweden may be eeger to divert
sorie of her vessols to routes outside the sterling aroc n~nd therceby
ancquire fruo or more froely convertible exchenge. This possibility,
howcver, would bo wholly or partly climineted if the Swedish morchent
floet should join the fllicd shipping pool as contemploted. Negoti-
etions to that effect have bacn cerricd on for = considerablce period
of months. The rcluctance of Swedon to join mey be partly duc to
the fauct thet her edhoronce to the pool mey impede hor ability to
eern frec foroign oxchango needed for purcheses outside tho sterling
ST C Qe

As to the internactionsl monctery implications of the agree-
ment, it is interesting that the London "V inenciael News" and the
London "Times" concur in their opinion that the agreement is a con-
tribution to the resumption of multilstercl trade.l / The "Times"
strongly implies thet, efter all, it is nothing new or umisuel that
countries should keep their "surplus reserves"”" in sterling. The
"Pineneicl News" calls tho cgrecment o ™aultilaterulist vietory";
the zuthor of the rrticle, howevur, is concerned sbout the possibility
thut the countries of the storling wree mey put & limit to the ac-
cumuletion of their storling bzlences (which they would acquire clso
in exchenge for experts to Swedon). Both pepers minimize--in «ll
probebility corrcctly--the significance of the provisions of the
agroement that sterling may be roleased for purchases outside tho
sterling area "&s opportunity offere".

The cgrocment, which is to remain in forco for five years

(wvith the usuel provision for changes eftcr consul tation), conteins
whet mey be interpreoted es e "Brotton Woods clruse”: if ceach of

tho contracting Govormments changes its monctary rcletions with

third p&rtlos it is obligced to "mnintein contact /fw1th the other
Govcrnrcnt/ wherovor the monctery reletions of the ono affoct tho
intorests of tho other". Sir John Anderson, Chencellor of the Ex-
chequor, replied in the House of Commons to a question es to whether
the egrecment conflicts with the Bretton Woods pro&oshls, "writh the
fullest assurence" in the negative.

(The velue of the Swoedish krona is about 23%.8 U.S. cents. )

1/ Sce Revici of Foreign Developments lo. &, p. 1.
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Anti-Inflationary Measures in Denmark Agnete Laursen

The letest available bhalance shest of the Dummarks Netionel-
bank (Nationel Benk of Denmark) shows surprisingly lerge emounts de-
posited on "Foliokonto" (sight and time deposits) end in the so-celled
"speciol cccount of the Ministry of Finance" et the end of December.
These smounts cre, in fact, frozen for the durstion of the wor, and
the immobilizotion of such large sums his been one of the reasons why
economic conditions in Demmark have deterioreted less than in other
Gorman-occupied countries.

The Denish cconomy hus been threatuned by the soame inflation-
ary tendoncies present clsewhore in "German Burope". There hos been
stoadily increasing cxploitetion by the Germens, but in Dermerk the
"occupction cost" peymonts heve been disguised as "loans™.  This
subterfuge hes not provented the cppearsnce of the femilicr pettorn:
o scercity of goods and a continuous risc in the notse circulction.
The greatest monetery problem hes boen the ever growing ligquidity of
the monecy markoet, The prossure of funds sceking investment hos not
led to the same degrec of inflation in Donmark es in othor countrics
bocause Dunish cuthoritivs, permitted by the Germans to remain in
charge of the country's ecconomic institutions, have becen able to take
meesures to cope with the situction. These heve boen dictated by the
oxigoncics of thoe domestic position rethor thon by outside influence.
loreover, the highly plenncd cconomy developed in Denmerk during the
'thirtics made it casisr to introduce and cerry out measurcs of the
kind outlinecd below.

These moesures mey be divided into two groups: those de-
signed to rustriet the oxpension of benk credit, and those intended
to drain off excess funds, They took the form of: (1) Esteblishing
(by lew) minimum emounts which the commoreisl benks end the sovings
benks heve to kecp on account with tho Nationclbenk or os cash ro-
sorves; cnd (2) Igsuing short-term Govormment bonds end notes (six
rmonths and two ycers) and Goverment savings bonds, the procecds of
which cre¢ puid into & spoecicl blocked cccount at the Hetionelbenk.
ThG purposc of the issucs being enti-infleationcry rethor than fiscel,
these cmounts oro frozen until the ond of the war. To rcenforco these
measures, on effeetive price ond rotioning control hes beon cerried
out simul teneously. Somc doteils of tho rather novel finencisl con-
trols cro given below.

In July 1942 o lew wes prssed requiring ¢ll Danish com-
mereial banks to opon e current rccount with the Netionalbank, ot
tho latust one month after the passege of the lew. The sccount o
the centrel benk was called "Lovpligtiz Foliokonto" (lezally required
current account).&/ The minimum smount which ecch bonk hed cithor to
heve deposited thore or to keop s ceosh wis changed the following yox
but the rogulations werce essonticlly the same. The fingl provisions

1/ The banks hed o choico botween dopesiting the moncy in whet was

T colled a Miguidity cccount™ upon which the Netiomelbank peid 1/4
of J por cont interest, end on which some notice, probebly throe
months, wos required, or on six months notice, in which casc a
3/l of 1 per cent intorest was peid,
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(Law of July 3, 1943) require ewch commerciel benk, in addition to
liquid reserves stipulatod by the origingl bonk lew, to meintain in
cash or on account with the Netionalbank tho sum of the following:

1. Forty per cent of the increase in curront snd sight
deposits since August 19333

2. Fiftecn por cent of the totel deposits on current and
sight wccounts; -

%. Forty por cont of the inecrcasc in deposits by other

banks cnd savings banks since August 1939;

L. Fiftcen per cunt of the totel of deposits by othor

banks ond scvings bunics;

5. Fivo por cont of total doposits on pessbook-account

(spociel savings cccount);

6. Forty-five por cunt of the incrosse in passbook-zc-

counts (specisl swvings pccount, since Docember 19L2;
7. Fifty por cunt of th¢ incroeso in swvings deposits on
from threc to six months notice sincs Decombor 1942;

8. One hundred por cont of doposits by othor benks and
sevings bhanizs, which wro counted as part of tho
cash holdings.

For the savings bunks, the corresponding rogulations, which
woere only introduced in 1943, sro cs follows: 1In cddition to tho busic
logeally requirced liquid funds o s .vings benk must maintein es ceash or
cn cccount with the Netlonclbank the sum of the following:

1. Fifty per caent of the inerease in total decposits, ox-
caopt deposits by other benks end savings benks, since
Docomber 19425

2. Onc hundred por cont of doposits by other suvings bonks
which arc countcd as part of the cesh holdings.

No distinction is made on the belance sheot of the National-
beonk betweon sums ordinarily deposited on current sccount with it and
thosc deposited in cccordence with tho wir rogulations, nor ere the
verious emounts on threc or six months notice shown. Howcver, totel
dencsits on "Foliolkonto" with tho Netionelbenk incressced botween
July 192 end the ond of Decomber 194l from 933 million Kr. to
2,925 million Xr., comparod with un inercase during the last pro-
wer yoars (Decomber 1937 to Decomber 193%Q) from 94 to 11l million Kr.

The proceeds of the verious Treasury bonds and notes and
the scvings bonds erec shown scparetely on the balence shect of tho
Benk in &n eccount culled "Finsnsministorict 1 Horhold til Lov af 3 Juli
1942"  {Account of the Ministry of Fimunce in sccordence with the
lewr of July 3, 19,2). This eccount, which gppoercd first in July
192, hed by the ond of Decamber 1940, grown to 1,717 million Kr.

1

To sum up: cgoinst tho Benk's cleims on Germeny (occu-
pition costs plus cleuring debt) 11 crocted sincc Anril 1940 end
cmounting to 7,119 million Kr. by the ond of Docember 194, stands
& risc in tho note circulation of 1,049 million Kr. botwoon theso
two detes, whilo the combined increase in the special rcceount of
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the Ministry of Finance and in the "Foliokonto" deposits emounts to
14,592 million Kr. The Bank and the Govermment thus huve succeeded

in neutralizing a large pert of the incressed purchesing power, but,

on the other hend, the danger of inflation is still latent. Since

the Denish economy hes had to bscome more and more dirccted towards

the fulfillment of the demands of the occupetion foreccs, reother then
towards supplving the civilian populotion with goods it nceds, tho
diversion of money incomes into deposit on savings or blocked cecounts,
or investmunt in long-term bonds romains o formideble task. If this
tusk continucs to be tackled sucecssfully, the burden of the occupction
will have been born primarily by the consumors (by roducing their con-
sumption) and will not be &n c¢ver incroasing throat to the post-we
period.





