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French Balence of Payments 1935-1938
(In billions of froncs of 1928 pority)

1935 1936 1937 1938

Merchandisc -5.9 =8,2 -10.0 -6.1
Intcrest and dividends +3.6 +3.8 43,9 +3.5
Cther scrvices +1.6  +1.6  +2,1 +2.5
Deficit on currcnt
account -7 -2.8 ~=4.0 -1
Gold , +14.9 +20,6 +6.5 =3.,0
Capital movements -14.2 -17.86 -2.5 3,1

In the four yeors 1935 to 1938, the Fronch frence deoreciated
from 6.63 cents in August 1935 to 2,63 cents in November 1938,

Zxchange Rate of the French Franc
(Average of daily rates)

11935 1936 1937 1938
Highcst month 6.03(Aug.)  6.68(Fcb.)  4.67(Jan.) 3.34(Jon.)
Lovwest month 6.58(Jen.)  4.65(Wov.)  3.35(Cct.) 2.63(Nov.)
Year 6.60 6.11 4 .05 2,68

However, in the 15 months precceding the cutbreak of wer, the cichenge
rete was rclatively steble; in the period liay 1938 to August 1939 it
fluctuated between 2.8 and 2.6 conts.

Bccause of the greater degree of cquilibrium in French currcnt
accounts and the relative stability of the cxehange rate in 1938, that
year has been chosen as the base ycar in the following computations
of purchasing power rutcs. The ratc of 2.7 cents to the frenc has
been chosen as the pre-wor pority for the French monctary unit,

Great discrepencics in the French cost-price structurc have
devcloped since the beginning of the wer and purchasing powcr com-
putations yicld quitc diffcrent rosults, depending on whether wercs
or oriccs arc made the standerd and whether "prices" crc made to in-
cludc black marlict prices or to show controllcd prices only. The
discrepancics con be scen from the following comparison:

Approximate Indexes for
Lusust 1946
(193¢ = 100)

Official whelesale prices 698
Wholesalc prices including black

markct transactions 960
Officiel reteil prices 730
Retail prices including olack

markcet transactions 1,004

Wages 490
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The French index of wholesale prices stood in August 1946
at 698, the corrcsponding Americon index ot 164. Basing the com-
putation on thcse index numbers, the purchasing power rate for Augusv
1946 would amount to ,6344 cents.

The French index of retail prices in Poris (29 food items,
sozp, and four items rclating to the provision of light and hcat)
stcod at 730 in August 1946, while the Amcrican cost-of-living index
was at that time 142.6., On the basis of these index numbers, the
cost-of-living purchasing power rate for August 1946 would emount to
25274 cents.

It should be noted that in September 1945 the Frcench Govern-—
ment reintroduced subsidies for produccrs of esscntial fosds. Thesc
subsidies lower the actual cost of living and rclicve to a certain
cxtent pressurc for higher wages. The actual cost of living, on the
othcr hand, is considerably increascd by purcheses in the black market,
from which the Frcnch people customerily buy a substantial part of
their food. From the point of view of present actual living costs,
no adjustment of the cost-of-living index is nccessery for subsidies,
because these are already reflccted in the index, However, an adjust-
ment of the cost-of-living index for black markcet Murchascs is desirable
becausc the index is based on regulated priccs only.

The Finance Committcc of the Fronch Constitucnt Asscmbly
estimated that 25 per cent of all transcctions in Frencc arc made at
black markct prices; and according to an assumption mede in o study by
the Scrvice Notlonal de Statisticues, zenerel black market priccs arc
2.5 times official prices. If one computce the index numbers on this
basis, giving official priccs a wcight of 3 and black market prices o
weight of 1, the index of wholecsalec n:ices for August would be 960
(egainst 696 for of ficial prices only) and thc cast-nf-living index
1004 (ageinst 730 for official priccs only). On the basis of thesc
figurcs, onc may compute an adjusted wholesale price purchesing power
rate of 4613 cents end an adjusted cost-of-living purchasing power
ratc »f L3634 cents.

Quite differcnt results arc reached when the computation is
bascd on woges. The French wege rate index stond in the swmmer of
1946 2t 486.5 (October 193¢ = 100), whilc the Amcricen index for
straight-timc hcurly carnings in July 1946 vwas lVO.l.l/ On the basis
of these index numbers the wage rete parity for the swumer of 1946

The prevailing French cxchange rate is €408 cents per
frone., The computed rotes comparc with this rotc as Tollows:

1/ Sec liss Jaffy's articlec, Wicgc Parity Calculations for Six
Sountrics,™ in this issuc of the Review. The discrepancy botween
the parity rete computed herc and that computocd by Miss Jaffy is
sxplaincd by the present writer's usc of o representative rate of
2.7 cents for ¢he fyvemc 24 1938, as compared with the avercge rate
of 2,88 cents used in the article cited, o




- 18 - CONFIDENTTAL

Indicated Parity Valucs for the Fronch Franc in August 1946
(Basc ycor 1938)

Prceveiling rate

U.S. conts in per cent of
per frenc computed rates
Wholesale pricc purchasing
power rates
Uncorrccted for black markct . 6344, 132
Corrceted for black market L4613 182
Cost-of-living purchesing
power ratcs
Uneorrceted for black markct 5274 159
Corrccted for black market 3634 211
Wage rate 9440 g9

On the basis of the computation of rclative chonsces in wage
raes, the franc appcars to be roughly at an cquilibrium level. The
woge comporison, howcver, docs not take into consideration reletive
changes in the officicncy of labor., The rclative cfficicney of French
labor has doubtless decrcascd since 1938 in vicw of inadcquate dicts,
disrupted crganization of production, end shortages of both machincry
and materials, Apparcnt cquilibrium, as far as wages arc conecerncd,
might still imply & ccrtein emount of overvalugtion, but a moderate
amount in comparison with the overvaluction indicated by a comparison
of pricc developments., Teking only controllced prices into consideration,
oveorvaluation appcars to range between 32 end 59 per cent, and including
black markct prices betweoen 82 and 111 por cent.

; The discrepancy in the developnient of wages and prices indi-

catcs a considcrable decline in real wages and the Freach stendard of
living. Thc basic problem scoms to be whether the spread will be
narrowed by a decline in prices or by a risc in weges. Since Junc
1946 the general level of industrial procduction has been about 80 per
cent of 1938, It scems probablce that the 1938 gencral ilevel may be
achicved by the beginning of 1947. The French progrem of reconstruction
and development anticipates levels of production much in excess of the
1938 lcvel. A relatively high proportion of net output will flow into
investment rathcr thon consumption, but consumption should risc avprc-
ciably ncverthcless.

Until highcr levels of consumption arc achieved, however,
there will be strong pressure for wage incrcoscs, cspeeially since
pr..ccs continuc to risc (scc teblc at cnd of article). Two lcgal wage
increases were granted in 1946, raising wages by about 30 per cent over
the January 1946 lcvel. The extent to which further wage demends will
be granted ncy depend mainly on the strength of future French Govern-
ments; and no predictions are possible on this score,

The present volume of French exports is determined primcrily
by the general level of output and the policy of the Govermment in
deermining what portion of Frence's production con be made avoilable
for exports. as long as the present world shortage of goods continues,
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Frar.ce may be able to sell whatever goods arc available for export at
reletively high prices, With growing world production, however, com-
petition onworld merkets will stiffen, and the rclationship of the

Frer.ch cost structure to the level of world prices will become of greater
impcrtance, If by that time wages have risen considerably, devaluation
may be indicated, '

Prescnt black market rates for the United Stetes dollar
seem to express rather pessimistic attitudes regarding the velue of
the franc., Until early Scptember the ratcs were remarkably close to -
the omputed purchasing power rates corrected for black market prices,
The black market rate for dollar motes in Paris between September 6
and 10 was 235 francs to the dollar or ,4255 cents per franc,

French Indexes

Index of Wholesale Pricesl/ Index of Retail Prices in Paris
General Index : 34 Articles%/
1938 100 100
1939 105 108
1940 139 129
1941 171 150
1942 201 175
1943 R34 224
1944, 265 285
May3/ 287 355
1945 é/ 375 393
December L69 497
1946
January 479 481
February 488 482
March 548 490
April 559 491
May 624 541
June 604 577
July 57 576
August 698 730
Septenber 727 785

1/ Weights of 1938,

2/ Twenty-nine food items, soap and 4 items relating to the provision of light
and heat,

3/ last month prior to liberation,

4/ Month of franc devaluation.
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Some Remarks om the 1946 Budget of the U.S.S.R. Alexander Gerschenkron

A number of reports on this year's budget of the Soviet Union
have appeared in various publications. Attention should be called par-
ticularly to the illuminating discussion in The Economist of October 26,
1946. The present article is accordingly limited to some general com-
ments on recent inflationary processes and on proposed military expendi-
tures and is not concerned with more comprehensive analysis of the budget.

I. Deflation and Inflation. When the 1946 budget was finally
published (in mid-October 1946), almost four-fifths of the budgetary
period had elapsed. This is comparable to announcing a Five Year Plan
at the end of the fourth year and, even by Russian standards, is an ex-
traordinary delay which tends to make the budget a report on the past
rather than an estimate of the future. The Economigt, in the article
just; cited, attempts to explain the procrastination by ascribing it to
uncertainties produced by "an undefinable element of price inflation.”
This is indeed quite plausible. Less so is the impression given that
the present inflationary pressures are & direct continuation of wartime
inflation, This deserves a few comments in order to clarify somewhat
the degree of comparability between the current figures and those of the
preceding budget (1945).

In the absence of officizl price statistics {which were dis-
cont:inued some fifteen years ago), an approximate summary of price de-
velopments may be presented as follows: The widespread and very con-
siderable price increzses of the first war years were checked sometime
in 1944. A period of sustained price reductions followed. The low was
apparently reached sometime early in 1946. Support for this conclusion
is contained in the current (Fourth) Five Year Plan, although the evi-
dence is presented in the semi-disguised fashion f7ich characterizes
Russian disclosures of this sort of inteclligence.l/ According to this
sta“ement the increase in retail prices between 1940 and the end of
1945 can be computed at about 23 per cent. It seems that the downward
trend was reversed sometime in the spring of this year when prices of
rationed goods were increased sharply.

A considerable part of the budget speech of M. Zverev, the
Minister of Finance of the U.S5.S.R., was devoted to the problem of in-
flationary pressures evidenced by discrepancies between the planned
and actual cost of production of a number of commodities {coal, con-
striuction materials, and a few others). The discrepancies as cited by

1/ The section of the Plan relating to domestic trade and consump-
tion reads as follows: "To increzse to R 275 billion in 1950 the volume
of retail trade of stete and co-operative enterprises, taking into ac-
count the price reductions that have taken place in 1945; in comparable
prices this will exceed the volume of retail trade of 1940 by 28 per
cent." Since the volume of retail trade in 1940 emounted to R 174.5
billion, the increase in prices may be computed at about 23 per cent.
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the Minister are considerable. It should be realized, however, (a)
thai the Five Year Plan actually envisaged further reductions in cost
so “hat actual increases may well be smaller than is indicated by the
discrepancies revealed; and (b) that a number of the examples cited
by M. Zverev relate not to the major portion of the output of the
comnodities in question, but rather to the limited production estab-
lished during the war at plants which were consumers of those commodi-
ties. The Russians, incidentally, have thus far preserved these make-
shif't production arrangements and are attempting to make at least some
of them permanent; the present experience with the unduly high cost

of production may well lead to 2 revision of the pertinent decisions.

If what is said in the preceding paragraph is taken into
consideration and the discrepancies given by M. Zverev discounted
accordingly, it secems likely that the inflation of 1946 has not yet
undone the effects of the preceding deflation. The conclusion is that
the figures of 1946 are very roughly comparable to those of 1945,

A wider problem is presented by the quest for the main cause
of the reversed trend in prices. It appears that one would not go far
wrong in assuming that the human equation, i.e. the reaction of labor
to the terrible strain of the war yecars, is primarily responsible for
the development. The fact that in 1945 a level of industrial output
could be reached which was only a few per cent lower than the pre-war
level is evidence of that strain. It is difficult to restore produc-
tiorn with this physically exhausted labor force, which, as M. Zverev
complains, is now responsible for enormous percentagee of flawed goods
in total production. Improvement in the mental and physical conditiorn
of industrial labor is likely to become the pivot of all attempts to
increase output and to control inflationary tendencies during the months
to come. The announcement in the budget speech that pzid vacations
unused during the war may be used in the future shows the concern of
the regime for the problem. On the other hand the fact that the abo-
lition of rationing, so definitely promised for this fall, has been
postponed until the next year may mean that diets will continue to be
inadequate. It will also remain to be seen whether or not this reduc~
tior. in efficiency of industrial lebor will induce the Russians to
place additional emphasis on production of industrial consumer's goods,
primarily shoes and textiles.

IT. Military Expenditures. When in May 1945 the 1945 budget
was announced and it was found that military expenditures remained un-
- charged at the 1944 level of about 137.9 billion rubles, there was
considerable speculation as to Russia's military plans. The amount -
actually expended is now revealed to be somewhat lower (R 128.2 #iiliieon);
but this is unimportant as, in view of the falling price tendency in
1948, the real value of military expenditures may have been in reality
ever. higher than the original appropriztions. The main explanation
for the high military expenditure in 1945 seems to lie (2) in the un-
willingness of the regime to demobilise the men before jobs have been
created for them, and (b) in the inertia shown in the process of recon-
version. For 1946, military expenditures have been cut to R 72 billion,
which means a reduction of the share of these expenditures in the total
budget from about 44 to about 22 per cent,
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It should be noted, however, that just as the high military
expenditure of 1945 did not necessarily indicate any aggressive inten-
tions on the part of the Russians, no opposite interpretation should
be placed on the present reduction of military expenditure. It is ob-
vious that without extensive demobilization, Russia, suffering as it
is from acute manpower shortages and faced by a disastrous fall in the
productivity of labor, would be unable to reconstruct its economy.

The scaling down in military expenditures per se points
neither toward peace nor toward aggression, unless in terms of an un-
realistically short period. It would be more significant, if an analy-
sis of the Five Year Plan were to show a proposed shift in the relation
between heavy and light industries. But for the time being there is no
sign of that. The data of the current Five Year Plan show that the
Russians, on the whole, aim at the same ratio between the two main
branches of industry in 1950 as had been envisaged for 1942 (which was
supposed to be the last year of the Third Five Year Plan). Since that
Five Year Plan was adopted as late as March 1939, its character, and in
particular the ratio of heavy to high industry, was certainly not un-
affected by the coming war.

Whatever improvement in international political relations may
. be anticipated for the years to come is not adumbrated either in the
data of the Fourth Five Year Plan or in the budgetary reduction of mili-
tery expenditures, which, it may be added, leaves the latter in almost-
exactly the same relation to total expenditure as was the case in 1938.

Turkey's 1947 Budget A. R. B,

Turkey's budget for 1947 has been submitted to the National
Assenbly for enactment, and will soon come up for discussion. According
to information made available at this time, the projected budget provides
for 7.£ 1,134 million ($405 million) of expenditures during the calendar
year 1947, an amount 14.5 per cent higher than that of the budget finelly
adoptied for 1946. A deficit of T.£ 144.9 million ($41 million) is ex-
pected, which will be largely covered by a National Recovery loan and
other loans.,

The principal categories in which larger expenditure are con-
temp_.ated are national defense, education, and health and sanitation.
Sizable increases in expenditures for national defense and security ac-

- count; for approximately 70 per cent of the total net increase. Provision
is also made in the budget for granting substantial increases to govern-
ment employees to meet the high cost of living. The government hopes to
recover some of this expenditure by eliminating existing aids to employees
and by reducing the total number of government workers by not filling
vacancies as they occur.

The budget also provides for reductions of expenditure in cer-
tain categories, the principal one being service of the national debt,
It is believed that this was made possible through the liquidation of a
major part of the floating debt by means of receipts accruing to the
government as a result of the revaluation of the central bank's gold
stock following the recent devaluation of the Turkish pound.
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Details are not at present available concerning the various
sources of revenue, but it is expected that these will be revealed
during parliamentary debates.





