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/No nentlon is made in the bill of the Exchange Equalizcotion Account, but
cuthorized dealcrs (principally bonks) will presumably have to buy from and
sell to the IExchange Equalization Account, and at officiclly prescribed
rates;7

Part II prohibits payments to persons outside thc "scheduled
territories" (i.ec., the sterling arca) except with Treasury pemission,
/[The White Peper odds the information that *it is intended to issue Pay-
ments Orders (as hitherto)....cxemnting approved classes of payments, which
the benks can then handle without fomality. it/ :

Part III maintains Treasury control over the issue and transfer
of securities to non-residents of the scheduled territorics, and over the
payment of capitel sums outside the United Kingdom on British securities.,
It also adds a new control: this requires thet all securitics not registered
in the United Kingdom (i.e., securitics on a foreign rcgister and British
bearer sccurities) shall be kept by an Mauthorized depositary," through
which 2ll intercst and capital sums duc shall be paid. On the other hand,
a war-time power-—that of requiring foreign sccuritics held by residents to
be sold to the Treasury--has bcen dropped from the present bill. The objcct
of thesc provisions is to cnsure that all foreign exchonge carned on securi-
ties, or received in payment for their transfer abroad, be turned in to the
Treasury, Foreign ond bearer securitics (which are not registered in the
United Kingdom) might havc constituted a loophole in the control mechanism
without the ncw clauscs since, with the ending of the war, postal censorship
has been removed. Another reason for the control on capital inflow appcars
to be fear that some of it may be hot money. It mey be noted that, that, except
for the clause on payment abroad of capital suns on British securities (and
cxcept for the requirement of deposit of foreign securitics in authorized
banks), therc anpears no control of capitael outflow in this section; this is
secured through the control over forcign exchcnrc and paymcnts abroad in
Parts I and II. ’

Part IV prohibits the import or cxvort of currcncy notes and se-
curities, except with Trcasury approval. It also provides that no goods may
be exported from the United Iingdom unless the authoritics arc assured thet
satisfactory payment has been or will be made, :

Part V contains misccllancous provisions relating to prompt col-
lection of debts, prompt salc and poyment for salc of goods, transfer of
annuities, scttlcment of propertics, and foreign companies.

Part VI gives the Treasury power to issuc exempting orders, end
prov1dcs that all Treasury orders, cxcept thosc specificd on a list, are
subject to review by Periiament. It also permits the Trezsury to block
accounts to the crcdit of non-residents.

A question of intcrest in this #7ntry in conncction with the bill
is, Docs it confom to British conmltnents cder the Bretton Woods Agrecmcnts

1/ Thesc, aside from general obligations as to exchange stability, arc the
commitments to frec payments for currcont troensactions from restrictions
within onc year after the Loan agrecment went into effcct (or by July 1947);
and within the samec period to make current sterling rcecipts of sterling

arce countrics frecly ®wveilehle for currcnt transactions anywhcre without
discrimination., The Fund Agrcemcnt also prohibits discriminatory currcncy

arrangenents,
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and the Anglo-Amcrican loan? The answer cannot be found in the pages of

the bill., Powers are granted to the British Trecsury by virtue of which
almost any kind of exchenge control policy might be followed. However, the
quotation from the White Paper given earlier, and other statements in it,
indicate thot Britain intends to administer cxchinge control so as to adhere
to her obligations. The Fund Agreement not only permits but in certain in-
stances requires that countries shall exercise control over capitel movements;
and no way has yet been found of restricting capital movements without bring-
ing all transactions, on current as well as capital account, under scrutiny.
In the past, Britain has excrcised selective control over imports by moans

of quontitotive impert reguletion rather than through exchange control, and
it is expected this will continuc. As to the cdiffercntial position of
sterling and non-stcrling arca countries, arising from thc fact that deal-
ings in the sterling arca arc left completely unreguleted, there will be no
conflict with the Fund Agrecment if differcntial treatment is confined to
capital transactions (assuming, as seems likecly, that thc Fund will interpret
its ban on discriminatory currency arrangemcnts as rclating only to current
transactions).

An arca of possible conflict between the Fund and the British
administration of exchange control lics in the distinction between current
and capital transactions. A casc in point is the treatment of tourist cx-
penditures. According to press and diplomatic reports, the British do not
consider tourist cxpenditures as a currcnt transaction, and wish to be frec
to continuc present restrictions. However, classification of tourist ex-
penditurcs as e capital transaction scems open to question, and the Fund will
no doubt have to rule on this.

Regarding the effectiveness and workability cf exchange control
under the new bill, a few of thc points made by commentators are as follows:

1. S8ince no control is imposed ovcr payments within the sterling
area., the cffectiveness of the British control will depend to an important
cxtent on the strength of controls in other sterling arca countries., For
instance, it is possible that in the abscnce of cffective exchange control
in, say, Bgypt, o flight from sterling to dollars might take place by way
of a transfer of funds from Great Britain to Egypt to the United States. It
has been suggested thot at least a few sterling area members may not cnforce
adequate controls against such o contingency. The British Treasury has the
‘power, under the new bill, to alter the list of "scheduled territoricsi--i.e.,
to change membership in the sterling arce—-but it may be questioned whether
such 2 power would be used, ’

. 2. The bill hcs been criticized for failure to provide adequately
for forward exchenge nceds. In view of the fact that the bill is merely a -
general delegation of powers and not a deteiled cdocument, it does not appear
that this criticism should be dirccted to the bill, but rather to the menncr
of its acdministration, On this point, it should also be rccognized that thc
International Monctary FMund is involved, inzsmuch as the Fund is cmpowcred
to preseribe limits for dezlings in forward oxchenge.
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3. A feature of the present bill which has met with general ’
approvel is a slight change in wording from the war-time measurcs, which
has the effcet of giving authorized dealers the status of principals rather
than of zgents of the Treasury. Just how much diffcrence this will make is
mnot clear, but more freedom of action may be cllowed the banks than hereto-
fore. It is expccted, for instance, that banks will be allowed to metch
buying and selling orders for forcign cxchange, thus dealing with the Ex-
changc Equalization Account only in net balences, instead of on cach trans-
action, as before. Further, the Chancellor of the Exchequer, in Housg of
Commons debate, has said thet the possibility of allowing dealers to operate
among themselvcs was under discussion, and that the govcrnment would not
object to '"reasonable arrangements,

The general non-political reaction to the bill, as reported in the
British press, appcars to be one of somecwhat regretful acceptancc, or "sober
approval® of what is understood to be en unaveidable ncecssity. On the part
of the Conscrvative opposition in Porliament, the main lincs of attack have
centered on (1) the absence of a time limit on the powers conferred, and
(2) the great dclegation of power to the Treasury.

Russia's4Post~war Trade with Some of the
"Zone' Countries ‘ Alexander Gerschenkron

The time has not yet arrived for a comprehensive quantitative
appraisal of Russia's post-war trade with countries located in what has
come to be called the Russian Zone of Influence in Eastern Europe. One
reason for this is that trade statistics are still very sparse. They are
not available at all for Rumania and Yugoslavia; for Poland they are pre-
sented in a rather questionable form., Moreover, in several cases, commercial
trade proper is still overshadowed by reparations, restitutions, and occu~-
pation costs on the one hand and UNRRA deliveries on the other. Nevertheless,
complete statistics are available for a considerable portion of 1946 for three
countries of the Zone~-Finland, Czechoslovakia, and Bulgaria, There is also
some information on Poland and Hungary. It may be worthwhile, therefore, to
see to what extent Russia has succeeded in monopolizing the foreign trade of
.these countries. It should be noted that the values of commercial trade in
1946 were very considerably below those of the pre-war period. The following
estimate for mid-1946 shows the forcign tradc proper of five Zone countrics
as percentages of the respective 1938 levels:

Finland ’ 20 Per cent
Poland 20 i
Czechoslovakia 20 n "
Hungary 20 v "
Bulgaria 30 0

The fact that trade is just beginning to rccuperate doubtless diminishes the
value of such conclusions as may be drawn from the following discussion of
Russia's tradc with the five countries just listed,
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Bulgaria

During the whole of the inter-war period Bulgarian exports to
Russia were nil, Before 1933 somec Russian goods werec imported into Bulgaria
by devious routes over Germany and Austria, but on an annuzl average the
value of thesc goods never recached one-half of one per ccent-of totel Bul-
gorien imports. In other words, trade rclations were virtually non-cxistent.
The situation has becn radically changed since the war. Over the pcriod
Janvary-August 1946 no less than 65 per cent of total Bulgarian exports went
to Russia; the corrcsponding figurc for imports is cven higher--82 per cent.
These arc percentages which were formerly peculiar to the German trade drive
in the Balkans. Apart from Russia, the only trading partncr thot was not
negligiblc was Czechoslovakia which took about 10 per cent of Bulgaria's
gxports, It should be noted, incidentelly, that Bulgearie importcd from
Russia about 40 pcr cent morc than she exported to that country, One
probahle explenation lics in the imports of Russian raw cotton for spinning
and weaving in Bulgarian mills for subscquent partial re-cxport of the
vroduct to Russia. These transactions may have ceused & lag botween imports
from, and exports to, Russiza,

Czechoslovakia

The situation in Czechoslovekic was quite diffcrent from that in
Bulgaria. Czechoslovakia is of coursc o much morc important trading country
than Bulgaria, or than any other country of the Zone, as may bc scen from
the following tabulations
Forcign Trade of the Zonc Countrics as Percentage
of thc Total Trede of thc Zonc, 1924-38

Exports Imports
Czcchoslovakia 35.6 34.0.
Poland 18.3 19.8
Rumania 12.4 11.4
Finland 11,0 11.0
Hungary 10.5 11.5 -
Yugoslavia 8.8 g.8
Bulgarie _ 3.4 3.5
0.0

Czcechoslovakia leads the list whilc Bulgaria is a safe last. It will bec scen
that Czcchoslovakia's trade in the intcr-war period rouwghly cqualed the com-
bined trade of Ilungary, Rumenia, Bulgariz, and Yugoslavia. Intcr-war trade
between Czechoslovakia and Russia, although steadily maintained, was rela-
tively small. It rose to a meximum of about 2 per cent both of Czcch total
imports and cxports in thc period of the First Five Ycar Plan. Russia was
able to increcase her sharc in Czech trode very greatly in the first ninc
months of 1946, She supplied 13.4 per cent of Czcech imports and took 12.8
per cent of Czech exports. This incrcasc, however, docs not indicatc as yet
any tendency toward preponderance of Russic in Czcch trode which would be
comparable to that acquired by Germany in the trade of the Balkan countrics
in thc sccond half of the !'thirtics. It may be added that if Czcch trade
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with all thc countrics of the Zonc, cxcluding Austria, is added to the
figurcs on trade with Russia the corrcsponding perecentazes become 28.8
for imports and 22.1 for cxports., The conclusion is that the bulk of
Czcchoslovakian trade was with the West., In fact the sharc of the “Wiesth
(excluding Germmeny and Austria) in Czechoslovak trade amounted to 61 per
cent of her imports and 65 pcr cent of her exports, As pointed out in an
carlizr issuc of this Rcv1ow,_/1nclus1on of UNRRA deliveries would rcsult
in an OVprwheJmlng share of the "West" in Czech imports over the period.

Finland

In the inter-war period (1924-38 avcroge) Russia had a higher
sharc in Finnish imports and exports then in thosc of any other Zonc
country., But thc sharc wes still very small--2.4 and 2.9 per.cent,
respectively.

Finland has by far the best statistics on post-war tradc among
the Zone countriecs, Her total trade and her trade with Russia in 1945 and
during the first ninc months of 1946 developed as follows:

Imports 1/ Exports 1/
1945 1946~ 1945 1946=
illion ¢ of Million ¢ of ¥illion ¢ of Million ¢ of
Fnks. total Fnks,  total Fmlts.  total Iml's, total
U.S.S.R, 504 13.6 4,335 25.2 671 36.4 3,377 23.5

Total 3,692 100.0 17,194 100.0 1,845 100.0 14,358  100.0

1/ January-September 1946.

It appcars from thc forcgoing that thc absolute value of trade in-
creasad greatly between 1945 and 1946, In the larger trade of 1946, Russia
menaged to incrcasc considcerably her relative position as supolier of goods
to Finland as compared with 1945, whilc her very high share in Finnish cx-
ports was grcatly rcduced, As & rcsult about one quarter of Finnish commer-
cial trade was with Russia,

Two observations mey be addeds
y .

(1) Commecrcial cxports to Russia in Jenuary-Scptember 1946 re-
mained far short of the rcparation and restitution exports to Russia during
the same period, thc lettcer cxports together amounting to 6,155 million marks,

r about 185 per cent of commercial cxports. If these cxports arc teken into
consideration, Russia's share in tote] Finnish cxports, commcrcizl and po-
litical, would amount to 51 per cent.

(2) The import and cxport figurcs for commercial tracc as given
in~the foregoing tablc rcfcr to "countrics of purchasc and sale.” A com-
parison of thecsce figurcs with trade data arra nged by ‘lcountry of consumption
~and origin' rcvcals a curious discrepancy in the casc of Finnish imports from
Russia. OQOf thce total of Pmks. 4,335 million of goods purchoscd from Russie,

1/ November 16, 1946, p. 13.
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-only goods to thc veluc of Fmks. 2,878 million origincted in Russie. “Where
did the diffcrence of Fmks. 1,457 million, or about onc-third of totael
purchases, comc from? A scrutiny of thc stotistics suggests that o small
portion of this cmount, about 14 por cent, ceme from the Sovict Zone of
Occupation in Germany; the bulk of it, howcver, scems to rcepresent Russion
rc-cxrorts to Finlond of Polish cocl. It will bc rcealled that the Russians
concluded, in connecetion with the Qerman reporations, a rather advantageous
agreement with the Poles, under the terms of which very substantial quantities
of Polish coal are being delivered to Russia, allcgedly at a price which is
less than one-tenth of the world market price. The first post-war trade
agrecment between Poland and Finland, on the other hand, was concluded com-
peretively late, on July 5, 1946. It may be assumcd that in the futurc some
of thce Polish coel will go directly to Finlend. What has become known of
thc agrecment, however, sugpests thet the Russicns may continuc to re-cxport
Polish coal to Finland, although to & somewhat diminished degree.

Hungery

In the intcr-wer pcriod therc wos virtually no trade between Hungary
and Russia. The first month for which complcte official trade stetistics have
been published is Scptember 1946. Prior to thet only occesional statements
were made. fLccorcing to the latter, Russia in the first six months of 1946
" took 11 per cent of Hungary's, cxports and supplicd 24 per cent of Hungary's
imports, In Scptember 1946 this rclation was rcversed as Russia reecived
about 36 per cont of totel Hungaricn cxports end supplicd less than 14 pcr
. cent of total imports. While, in Scptember, Russia occupicd the first place
in cxports and Switzcrland the sccond, on thc import sidc Czcchoslovakia was
lcading, followed by Switzerland and the U.3.3.R. The Swiss press cxplained
that thc high sharc »f Russia in Hungary's Scptanber exports rcsulted from
the necessity of repaying thce import surplus accumulatcd in carlicr months.

Poland

Cn the average for the period 1924-3€, Russia supplied 1.2 pcr cent
of Poland's imports, and took 2.5 per cent of Poland's cxports. It may be
noted that in the intcr-war period Poland's trade was sccond only to that of
Czcchoslovaekie among the countrics in the Zonc, although it fcll fear short
of thet of the leadcr. According to official Polish statistics, Russia's
position in Pcland's total tradc for thc months January-August 1946 was as
followss :

Imports Per cent Ixports Pcr cent

(illion zlotys) of total (Million zlotys) of total
U.S.S.R. 5,082 75 5,279 70
Total. 6,743 100 : 7,535 100

The basis of the forcgoing statistics is somcwhaet irrcgular inas-
much as the Poles revalue 2ll imported and exported cuantitics at domestic
prices, so that foreign trade figures reflcct the domestic price structurc,
rather than the price structurc of actual transcctions, Whatever distortions
may rcsult from this mcthod, howcver, it is clcar thot Russia has cstablished
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n
a position of absolutc prepondcrincc in Poland's forcign tradc., It may be
noted, however, that about onc-half of the 1946 cxports to Russic wore under
spccial agrecments in connection with Germen reperations.

In conclusion it may be seid thet Russia's sharc in the tradc of
the countrics of the Zonc has incrcascd cnormously. But the ratc of the
incrcase has vericd. In Poland and Bulgaria, Rassia hes acquircd an over-—
whelmingly strong position. It would not be surprising if Rumanion statistics,
when published, revealed o sinilar picturc. At the other cnd of the scale
1s Czcchoslovekic which asparently has been able to prescrve 1its frecdom of
action in the ficld of forcign trade. There, Russia's share hes remained
altogether moderate. Between the two cxtremes we find Finland and; closcr
to thc former group, Hungary.

Trade, howecver, is still cxtremely small if compared to the prc-
war period. To rctein her present sherc in o nomal sr near-normal volume
of tradc would rcquirc o considerablc c¢ffort on Bussia's part. It is unlikely
that she can be succcssful without usc of great additional anounts of politi-
cal pressurc. The cxtent to whicl Russia may bc ablc teo exert such pressurc
nay vary among the countrics of the Zone.





