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Ne-herlands "National Budget" J. Herbert Furth

In June 1945 the Netherlands Govermment established the
Central Planning Bureeu as an advisory body charged with submitting
proposals for coordination of the country's social, economic, and
finenciel policies with particuler reference to reconstruction end
the promotion of nationzl welfare. In connection with the Govermment
budget for 1946, the Bureau has pressnted & "Nationul Budget" including
essimetes of recoipts and expenditures of households and enternrises
as well as of trensactions in the fields of public finance, capitel
markets, and internutional economic relations. Although the technigue
adopted by the Burcau differs fundamentally from that used in the United
States, it is possible to reassemble the various deta in o form which
melcos them comperable to the estimutes of gross netional product,
nasionel income, and income paymonts to individuels, regulirly pub-
lished by the Department of Commercc. A summery of such & regrouping
is proesented in the followlng teble:

Notherlonds Nationpl Budget, 1946
(In billions of guilders)

Consumer expenditures 6.2 Govermment expenditures 3.3
Personsl texos 1.2 Private gross capitul

Porsontl savings 1.2 formation 2.7
Paymonts to individuals 8.6 Consumer goods 6.2
Mius transfer puyments ~1.0 Minus not imports -1.8
Flus business suvings 0.0 Gross nutionel product 10.4
Nationel income 8.2

Businoss texes 1.5

Deprocistion 0.

Gross nutionel product 10.4

In the period from 1938 to 1946, the ostimuted nutional in-
como increased, in terms of Netherlands currency, by 60 per cont from
5.1 billion to 8.2 billion guildors and, in terms of Unitod Stetes
curroncy, by 10 per cent from 2.8 billion to 3.1 billion dollars. In
terms of actual purchesing power, however, based upon the wholescle
price index for April 1946, tho national income declinod by 35 per
caat from 5.1 billion to 3.3 billion guilders of 1938 purchasing power.
As & result, the Notherlands, which was onc of the richest countries
of the world, is now to be reckonod smong the poor oncs: the ratio of
roal por-capite income in the Nethorlands to that in the United States
dosrcused from about 75 per cent in 1938 to ebout 18 per cent in 1946,
Thz decline, resulting from the terrific war demage suffercd by the
nation, was groster than in cny other Western Buroposn country: in
France, real nctional income for 196 has boen estimeted at only 18
per cent below 1938, and in Bolgium, it recched us early as in 1945 &
level only 20 per cent bolow 1938.
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For lack of sufficient date, the breekdown of tho gZross
national product cennot be compared with previous years., It mey,
however, be compared with corresponding estimetes for the United
Stotes. The ubsoluto figurcs are very different, but percentage
retios show thut taxation and savings, and correspondingly Goverrmont
oxponditures end capital formation, play & fur groater role in the
Nethorlunds then in the United Stutes. In splte of the lower nctional
insome, consumption represents & far lower fractinsn of the totel. A
swmary of the comparative breckdown of neationwl product availeble for
domestic use (i.e., gross nctionel product minus nct oxports, or plus
nes imports, respectively), gross nutioncl product, and income peyments
to individuaels is presentod in the following tables

National Income in the Netherlonds end
tho United Stetes, 1946

(In per cont of totuls)

Netherlands United Steatcs

Netional Produet Availeblo for Domestic Uso

Govermment expenditures 27.1 0.0
Priveto capitul fomation 22.1 11.8
Jonsumer goods 50.8 _68.2
100.0 100.0
Gross Nationazl Product
Personal and businoss toxos 2.0 20.5
Personal and business scvings 26.0 17.0
A11 other uses 50.0 mQELE
100.0 100.0
Income Peyments to Individuals
Personal texos 14.0 10.9
Porsonal sevings 14.0 9.0
Consumption 72.0 80.1
100.0 100.0

This comporison suggests thet the Netherlaonds is fully
cwere of tho megnitude of its rceconstruction tesks, and is resolved
to ettack them in its traditional spirit of austerity and stubborn
determination.
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Apprecietion of the Cenadian Dollear C. Re Herloy

On July 5 the Canadian Govermment increascd the official
oxchenge value of the Canadian doller by approximatcly 10 per cent to
restore that curroney to full perity with the Unitod Stetes dollar for
the first time since Septamber 1939, Thore is erple ovidonco that the
Canadien ection was precipitated by the expiretion of price control
euthority in this country. Finance Minister Ilsley, in announeing the
aection to the Canadien House of Commons, seid:

"Porhaps the greatost throat to the stability

~of prices in Canade comes from the rise in pricos
in the.United States and, to a lesser extont, in
other countries. The present position with rospect
-to the future of price control in tho United Statcs
is confused and uncertein. #ithout presuming to
forecast whet will happon in tho legislutivo sphoro,
rocont dovelopmonts would soem to suggest that
furthor increesos in prices in that country aro
likely to occur.”

Though the epprociation of the Cenadiun collar was un-
doubtedly hastened by the course of events in this country, thero is
no reason for essuming that the action itself was either hasty or ill-
considered. The size of the Canadian reserves of gold and forcign
e¢xchange, the dogroe of success which that country hes alrecady attainod
in roeconverting the domestic goonomy from production for wer to pro-
duction for pesceo, the excellent record which the Canadiun Govermment
hos made in maintaining price stebility, end the strong position which.
Canede will occupy in the fiold of foreign trade, at least for several
years, all indicate that the new veluc of the Canadien doller cen be
successfully defended. The ection is not, however, devoid of risks.

4 considerable loss of liquid reserves may be expocted, and continued
efforts to mitigate internal infletionery pressures will be required.
Beceuse of the ncture of the Canodian balance of payments which is
cheracterized by current eccount surpluses with most major trading
countries other than the Unitod States ond by o substantial defieit
with this country, pressurec on the new Cenedian doller rate mey be
expected toarise almost exclusively from transections with the Unitod
States. Emphasis will accordingly be placed on Cenedian-/mericen
relationships in the following paragreophs.

In the report of the Fereign Exchenge Control Board, issuod
in Merch of this yoeer, the history of the Canudien oxchunge position
from the beginning of tho war in Septomber 1939 to the end of 1945 is
recorded in doteil. Tho teble on the following pege is roproduced from
thet report.
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Coanade's Holdings of Gold end United States Dollars
(In nillions of United States dollars)

F.E.C.B. _

(und Bank -GDoglnlfnt © Prive 55/ Total

of Cancda) Jovermmont - B
Sept. 15, 1939 238.7 , 2.l 1%2 %9%,1
Doc. 31, 1939 272.8 23,1 98 Lol,.2
Doc. 31, 1940 ’ 309,3 20.8 2 332.1
Dee. 31, 1941 16l.1 23.5 - . 187.6
Dec. 31, 1942 - a2,2.9 75.6 , - 218.5
Dec. #1, 1943 373.2 76.L - €L9.6
Dec. 31, 194 800.1 102.1 .- 902.2
Dee. 31, 1945 1,275.9 . 2%2.1 - 1,508.0

1/ Bxclusivo of working belences.

Tho present article is not concornod with detuiled cnalysis of the
changes revocled in tho forogoning table. It will be sufficient for our
purposes to cull ettontion to thu faet that the net gein in liguid re-
serves of 1,115 million dollars is clmost mutchod by on incroaso in
Canrdien copital indobtodness to tho United Stotos of approximetely
1,120 million dollars during the poriQd.l/ Conadian officiels have
frequontly pointed out that for this reuson the increase in liquid
reserves cannot be rcgarded as o not guin in the balence shect position
of Conada vis~a-vis the Unitod Stotes, cnd huve in the pest cited this
fact in denying repectod rumors of pending curreoncy eppreciation., Such
statements gonerally implied thet withdrowzls of United Statcs cepitsl
might rapidly doplete Cencdien resaorves.,

While it 1s true thut &« portion of the recont inflow of United
States cepitel mey huave roprosonted e purely speculutive movement in
anticipction of Ceanadian currcncy approciation, closer coxeminetion of
the data, togethor with a study of Cenadian oxchunge c¢ontrol regulwtions,
shows that withdrawul of Americen capitul on o dumaging scele is not to
bo oxpcected. The threo principal items composing the 1,100 million dollear
incresse in Canade's not dobtor position with tho United Stetes ero:
Cenxdion sales of United States «nd other forcign sccurities to United
States residents - 368 million dollars; United Stutes purchascs of
Canzdiun sccurities - L8l million dollurs; wnd undistributed profits of
branchos wund subsidiaries of Amcricen compenics in Cancde - 230 million
dollurs. : .

1/ Tho Canedian deficit on merchundise sccount with the United Stetes

T toteled 1,500 million dollers in the six years 1940-1945, Approxi-
mately 500 million dollers of this was met by transfer to the United
Stetes of gold and dollers roceived from the sterling erco; Canadian
z0ld production during the poriod was valued ot 865 million dollers
and roughly comparchle gold scles to the United Stetes mey bo assumed.
The balance of tho trude end current services deficit wos prosumebly
offset by recouipts from dollur sules to non-storling aree countries
othoer than tho United Stetes and from heavy United Stutes militery
sxpenditures in Cunede. on the Alaske Highway, thoe Cenal projcect, ote.
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The increase of some 735 million dollars in cepitel cleims of
Unitad Stutes residonts against Canada is, of course, only a small purt
of total American investment in Canada; according to tho Dominion Burcau
of Statistics, total United States direct and portfolio investment in
Cenada in 1939 wes 4,190 million Cenadiun dollers. However, any withe
drawnl of capital from pre-war investments is fairly rigidly restricted
under rcgulations of tho Foreign Exchange Control Board.l/ Tho groeter
part of the war-time increcsc, on tho other hand, cen be withdravm, but
only in Cunadian currency. Undistributcd profits of Amcrican subsidiarioes
can be withdrawn in Cenadian dollcrs whilo the bulk of United States
security holdings ccquired botwecn Jomuery 1940 end Jsnuary 19462/may be
liquidated through sales in Canade and the proceeds withdrewn in Cencdian
currency. Including registerod purchuscs of stocks end shoros in the
firss holf of 1946, it may be estimated thet some 600 million dollers of
Amcrican cepital could be promptly withdrawn if the owners so wished.
There is, however, little roason to beliove thet any such substantisl
withdrawals will bo medo., Any cttempt at hurried convorsion of Canadian
socuritios into cesh would cause a decline in Cenadien quotations while
largo-scoale disposcl on the froe exchenge market in this country of tho
Coanadien currency roulizod would tend to depress the price receivcd and
deprive the seller of tho full potential gein which the Canadian appreci-
ation promises. Moreover, unless subsequent depreciction of the Canadian
dolluar is expected, the Amoriccn investor's geain as & result of roevecluation
is as fully "reamlized" in Canada cs it would be after conversion into
domestic currency, and dividends pwyeble in Canadian currcncy (which can
be convorted into United Stutos dollers at the officicl rato) will yield
on edditional 10 per cont to Amorican holders as a result of the approciation.

Since cepital withdrawels cwn only bo made in Cgnadien currency,
repatrietion of capitel by United Stutes residents would not involve
depletion of officiul Cenadiin reserves; such withdrawals would rather bo
reflected in weaskness of Cancdian currency on the free exchange merkot in
Now York. Defense of the noew official rate will accordingly depond primarily
upon developments in the Cancdian gold mining industry and on the structurec
of Canade's balunce of puymcnts on current account.

The immediute effect of appreciation on gold mining activity
in the Dominion is the reduction in tho govermment's buying price for
gold from 38.50 Canadien dollers to 35.00 Cenadien dollars peor ouncc._/

1/ Exchenge control opcrations were conducted during the wur under tho
We.r Measures Act. In Decamber 1945, the Netional BEmergency Tran-
sitional Powors Act, 1945, authorized the contimuence of oxchange
controls (and other war-time measures) suoject to legisletive veto of
executive regulations promul gated subsequently. On Juno 17, 1946, the
Cencdian Govermment introducod Bill #195 to moke statutory provision
for continued pence-time epplicetion of exchange controls,

2/ United States residonts purchasing securities outright betweon those

T detes were permitted to rogister the transaction with the F.E.C.B. and
subsequent sale of such securities to Canediun residents was permitted.
Since Januery 1946, this privilege has not boen grented for purchases
of Cenadian bonds and debontures (as distinct from stocks end shares),
Approximately 290 million dollers worth of securitics purchesed during
the wer and held ot the ond of 1945 were "registorod."

3/ A sharp reaction in tho merket for gold mining shercs in Cenada as

~ ecrly s July L suggests thut the prospect of Canadian approcistion
mey heve been forceseoen following the discontinuenco of price control
authority in this country.
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A sharp cut in gold mining profits will, of course, result if no off=-
sotting cction is taken by the govermment und alarmist roports huve
emeneted from Canade regerding the curteilment of production which

will result from the closing of high-cost mines. Attention is called

to the steady decline in gold production from & vulue of 187 million
dollers in 1941 to 93 million dollars in 1945 without mention of the
foct that accumuleted shortegos of equipment and labor and govermental
curtailment of new mining venturcs during the wur were far moro responsible
for this trend then wes any lack of profitubility. In fact tho trend of
production in the last six months hus turned upward. Before the recent
epprocistion, Canadicn popers cerried frequent reports of now mining
ventures bused upon oro discoveries during the period of forced curtail-
ment of operations. BEerly in the prosent yoesr, moreover, tho govornment
ronoved seles taxes verying from L-1/2 to 8 per cent on equipment for
sheft-sinking, drifting, wnd milling,--toxes which had existed since
before the war., Since o large shure of Canadian mining mechinery is
imported from this country, tho rocent removal of the 10 per cent premium
on the United States dollar will muke possible a further reduction in
costs on the assumption thot prices hore do not rise to a compareble
extaont,

As will be cleer from a discussion of the pattern of Canada's
balance of trade in the near futuro, howover, the Canadiun Govermnmcnt
will be intercsted not only in meintaining but also in expanding gold
production. No forecast of the degree to which the govermmont moy assist
the industry will be attemptod, but the following suggostions proscnted
by & member of the Cunedian Senate in October show that nssistance might
be grented in a number of weys. The member proposed: 1) that the excess
profits tax (then at 60 per cent) be cancolled; 2) that the corporation
tax on gold mining ventures be reduced to the pre-war rate of 20 per cent;
3) “hat depletion allowances be incroescd from the existing 30 per cent
to 50 per cent; L) thet mint chargos for gold refining be reduced from
the 35 oents per ounce cherged by the Conadien Government to somewhero
ncar the 13 cents per ounce charge which he quoted for the United States;
end 5) that the former threc-ycer exemption from income taxes be restored
to> new mining ventures. '

Dependence of the Canandian economy upon gold for belaneing
its international accounts will be particularly greut in tho noxt several
yeers during which a substanticl portion of Cenada's oxport excess with
countries other than the United States will be financed by Cenndian
foroign lending and eccordingly will not rssult in the acquisition of
gold or foreign exchunge for use in mceting the lerge deficit on current
account which characteorizes Canadian trade with this country. In addition
to the loean of 1,250 million dollars to the United Kingdom, thc Canadian
Goverrnment hes mado loons (or cormitted itself to lond) somo &45 million
dollers to non-Empire nutions.

iAlthough Canadian exports have declined sharply from the high
poirt reached in 194 when shipments for the yoar totaled more then 3.l
billion dollars, trade date for the first four months of 1946 revesl
that exports erc currently moving et an cnnual rote of newrly 2.1 billion
dollars. On the basis of tho seme four months, the annusl reto of imports
is sbout 1.7 billion dollars end the indicited favor.ble bzlance for the
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year is eround LOO million dollers. 4 similer rough projoection of the
precsent level of trade between Canade end the United States, howovor,
incicates en import bclunce for the formor of about the sema tmount,

or 400 million dollaers. But wheross the import balancoe in trede with
the United Stetos must be met by ;old and dollar peyments, the indicated
export balunce of some 800 million dollers with other countries will
provide only a moderate income in gold end foreign oxcheango in view of
the credits granted by Cancda. LAlthough thosc projections are oxtromely
crude and ignore various service trensuctions which will affect the
Cenadian bulance of paymoents, it is cleer that Cenada's gold cnd dollar
bulences mcy bo drawn upon to o considereble extont to pay for excoss
purchases in the United Statcs.

Sincc appreciction of thoir currency will lower tho price
of Americcn und other foreign products to Canadian purchasors, it is
possiblo that Canadicn imports mey rise ebove the prusont high lcvel.
To the extent thut an increese in imports represents acceptanco of goods
fron countries now utilizing Cancdien credit, both tho additional imports
end the easing of foreign roquiraments for Cenadien lo.ns would doubtless
be welcomed and no defensive action on the purt of the quthorities would
bo expected. Should imports from tho United Stutes increwuso sharply,
however ,~~as might happen if price controls are succossfully reimposed
in this country--the Cenadicn Govornment might feel called upon to in-
stitute or reimpose direct trcde or exchunge controls which would curtail
purthases from or expomditurcs in the Unitod States.l/ Such ection, how-
ever, would be dem&ging to oxisting efforts to restoro grocter freodon
of multileterul trade and would bo tskon only as ¢ last rosort by
Conndidn officials.

Appreciation ulso moans thst Canadiun products will cost more
in foreign curroncies than formerly. Canedion exports will not be
seriously affectsd by this development for soverul reasons. In so faor
as oxports are fincnced by Cenadicn lowns, the physicel volume of goods
which foreign purchesers will be wble to obtein with a given credit will
not be changed. Thooretically future repuyment will requiro the debtor
to furnish a greuter volume of zoods end services than ho would heve had
to supply if the rute hxd remeinod unchenged, but this will be o woak
detarrent for purchasers in view of the fact that subsequent shifts in
price and exchunge reletionships may alter the picture ag.in before re-
peynent tekes place. Secondly, the existenco of world shortages gives
assurence that internetionel damand for Canedian foodstuffs, raw metorials,
metals, cnd finished manufecturcs will not be epprociably diminished by
tho moderate price incroaso involved in the reveluction of the Canadian
dollar. Thirdly, the Canadian wholescle price lovel convertod into
forvign currencies at tho newly ostublished rete is probably no higher
thin thet of any other country supplying similur products., A comparison

1/ Mecsures which Cchicde used during the wor %o Gonsorvo Unltod States

T dollars included the War Exchunge Consorvution Act which prohibited
cortein civilian imports, a 10 per cent War Exchungo Tex on & second
lurge group of commodities, and restrictions on the amount of currency
(onodiens could acquire for trevel in tho United States. Theso re-
strictions have since been withdrawn.
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of official wholesale price indexes for Canada, the United States, and
the United Kingdom is shown below:

Wholesale Price Indexeé
(Jen.~June 1939 = 100)

Canada United States Unitod Kingdom
19,2 130 129 16,
1943 136 135 167
194, 140 136 171
1945 1 139 174
Mereh 1946 143 143 177

Infletionery pressures continue to exist in all netions, but
reletive stubility for the Canadien price level eppenrs assured in view
of the excellent past record of the country's control efforts and the
mocerate deflationury effect which muy be c¢xpocted from tho recont
aprreciation.

411 of the evidenco indicates thut tho Cancdian zction wes
well justified end woell-timed. Such risks us aro involved arc the result
of a generous internationu.l lending policy through which Canade hopes to
6ese not only its own transition from war to posce but thet of its
traditional trading partners as well. The improvament in Conada's torms
of trcde is deserved and both Cenadian praestige end Cunadien-United Stetes”
convenience is served by the restored purity botweon the dollers of the
two countrics.





