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motivated flights from the lira in a thinning markct while no such clements
acted on the cxport rate. The sharp rise of the cxport ratc until September
scems to have been in anticipation of the risc of the price lecvel during the
loter months of the year. Soon after 2 temporary leveling-off of prices
during the carly pert of 1946 it wos indecd generally felt that the de facto
develuation of 125 per cent which hed taken place in Januery hed not becn
sufficicnt, thet demonds for wage increcascs could not be held back and thot
Treasury Ministcer Corbino's "orthodox" finencial policy was doomed to failurec.
Furthcrmore, the peacc treaty ncgotiations on which Italian public attention
was then focusced led to a general pessimistic fecling about Italy's cconomic
future. Since Scptember the export retc for dollars hes displayed rcemerkable
stability which may be explained partly by the impact of rising prices in the
United States, and partly by the restrictive legisletion mentioned above, The
mecasures adopted climinated or reduced cortein clesses of demand for the cxport
currcncizs while lcaving the supply rclatively wnaffected.,

Dollar Pound Sterling|Wholcsale Pricesl/| Cost of
ixport|Bank |Export | Bank . . - Black Living
rote |[note | rate note |Official market (l938=100)g/
Jan. 1946 - 38| - | 1,109 2,305%| 4,633/ 3,09
May " 364 333 | 1,446 9207 2,289 4,588 2,899
Junc " 377 366 | 1,593 | 1,057 2,314 by 429 2,823
July o 478 401 | 1,864 | 1,222 2,351 4,430 2,811 .
Aug. " 505 483 | 1,847 | 1,360 2,573 4y 683 2,898
Sept. M 596 530 | 1,965 | 1,464 2,665 4,838 2,677
Oct., M 601 520 | 1,957 | 1,445 2,805 5,108 2,935
Nov. ® 569 600 | 1,651 | 1,690 2,953 5,502 3,037
Dec. L 565 679 | 1,516 | 1,869 3,179 6,599 3,295
Jan. 23, 1947/ 533 605 | 1,587 | 1,700

1/ Indexes calculated by the Socicte Zdison; both indexcs include pre-
vailing frec market prices of unrcgulated commoditics.

2/ Index of "cost of subsistence for midcle classcs" caleulated by the
Centro per lo Statistice Aziendele.

2/ Index for Fobruory 1946; January index not available.

In attempting to appreise the Italien coxperiment in limited frecdom
of foreign cxchanges, it should first be pointed out that the cmergence of
the experiment was greatly fovored by the almost total ebscnce of efficicnt
State coritrols ot the moment Italy rccovered her sovercignty in matters of
forcign trade from the Allied Commission on Jenvary 31, 1946. Furthcrmorc,
the UNRRA program gucrantced the most cssential imports for the wholc of 1946
and thercby rcduced the risks inherent in the decision to leave allocation of
half of the forcign cxchenge earncd by cxporters to compctitive forces. These
two conditions have now comc, or cre cbout to comc, to an cnd-and this alonc
makes the survivel of the 50 per cent system nrecorious. But both friends and
foes of thc systom cgrec that it has given Iteliecn cxports o powerful fillip
during 1S46. Its immcdiatc cffeet was to tronsfor cxceess profits from importers
(where trev gencrelily accrue in exchange control systems) to cxporters, a shift
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which is certainly welcome when a country is struggling with foreign exchenge
difficulties. As a result of competitive bidding on the part of importers,
exporters disposed of their foreign exchange at very advantageous prices.
This actually stimulated exports to the extent of diverting many essential
goods, particularly textiles, from home consumption and thereby increasing
prices In certain sectors of the economy. An increase in the general price
level, however, should result from this process only to the extent that the
system permitted the crecation of a foreign exchange reserve in the hands of
exporters (which could easily be taken over by the State should it decide to
abolish the "50 per cent system") or the necessary rebuilding of raw material
inventories.

According to data supplied by the Association of Italian Joint-
Stock Companics (Italian Economic Survey, December 1946, p. 14), foreign ex-
change procceds from exports not yct utilized amounted at the end of November
1946 to 14.9 million dollars, 7.5 million pounds stcrling, 1.9 million Swiss
francs, and smallcr amounts of other frec currcncies. It is understood that
in Deccnber there was a further substantiel incrcasc in these figures. The
relatively large amount of sterling holdings rcsults from the difficulties of
acquiring frccly importaeble (List A) commoditics in the sterling arca and this
fact may also account for the gradual but stecady decterioration of the sterling
cross ratc rclative to the dollar evident from thc table on pege 1l. Whilec on
the black market for bank notes the pound has consistently been valued some-
what below thrce dollars, the export currcncy market reflected during the first
two months approximately the official cross rate; only in November did the value
of the pound fall bclow thrce dollars,

On the wholec, the "50 per cent system" secms to have contributed
greatly to Italian cconomic rccovery in the past ycar; it has made Italian
producers definitely cxport-conscious and has resulted in the allocation of
certoin imports according to efficiency of the producers rather than by
reference to some fictitious basc period or simply by favoritism. It has
made underbilling of exports with the intent of accumulating foreign cxchange
abroad much less attractive than under conditions of strict exchangc control.
Finally, it has oriented Italian cxport trade toward the hard currency
countrizs, o welcome development since the deficit of Italy's balance of pay-
ments is primerily o hard currency cnd even a dollar deficit. Bresciani-
Turroni, in on articlc published by the Corricre declla Sera - in Milen
(January 16, 1947) has advocated the continuance of the system beceouse of
its proven clasticity anc adaptability to cost and price changes, which in
the prcsent unscttlcd stote of the Itelion cconomy aere incviteble and cven
desirable,

According to unofficial prelimimary cstimatcs for 1946 now coming
from Romc, Italy's cxports have made an excellent showing by reaching the level
of 350-400 million dollars of which 230 million went to free-currency countries.
Thus Italy bids fair to be the country for which the universal underestimate
of cxports during 1946 in balance-of-payments forecosts is highest, on a per-
centage basis. Indeed various forecasts had put the exports for 1946 ot
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125 to 175 million dollars, thct is, ot 25 per cent to 50 per cent of the
actual rzsult.:

In spitc of its indubitablc contributions to Italy's economic rc-
covery, the 150 per cont system" secms definitcly in jcoperdy. Among its
cnemics are the Italian burcaucrats and "totel plenners" to whom any kind of
cconomic frcedom is -nothema., They heve veluable allies in the countrics with
which Italy hes clearing agrecments. Thesc countrics have to pay the official
-cxchange rate (225 lirc to a dollar) for their imports from Itely whilc im-
porters in frce-currency countrics teke adventoge of the cxport ratc. This
has led to the temptation for clearing-cgrecment countrics to usc some of thelr
frec-cxchange resources in their tredc with Itely, os Sweden hos recently done
in order to acquirc somc Italian manufccturcs of specizl velue for the Swedish
economy. Italian proponents of the %50 per cent system” have thus been able
to claim that the 50 per cent system hos not only freed Italicn trade from the
shackles of cxchange control, but hes also contributcd to thc cxpansion of the
free zone of mwltiloterally conducted internctional trade generelly (Solc,
Jonuary 24, 1947).

The incentive for Italian exporters to dircet their sales to free-
currcncy countrics ond the rcluctance of imvortcrs in cxchangc-agrceement
countrics to buy Itclicn goods at the official rote of cxchange has led to o
reversel of the Italian position on clecaring cceovnts from & creditor to o
debtor status.a/ Poland, in porticuler, hos rccently cemplained about Itelicn
prices being far too high if converted at the official ratc rother than the
frce export rote. '

Further pressurc for cholition of the "50 per cent system' is cxerted
by the British,moinly because of the unfavorcble dollar-pound cross rate which
has prevoiled in the Italian cxchenge morkets.  Furthermorc, somc Itelian ncws-
papers hove intimeted thet the ronks of the cnemics of the 50 per cent systom
arc due to be swollen by the Internationol Monctory Fund, of which Itely is
shon to beeme o member. The IM.F. is, of coursc, opposed in principle to
multiple exchange rotcs, but it scems unlikely thot in this porticular instance
the Fund would press for immcdicte cbolition. In view of high priority import
requirencnts, there con be no question of lcaving to the cxporters 100 per cent
of the forcign oxchange corned. Recstoblishment »f 2 unique ratc at the present

l/ Other Eurcpcan controlled cconomics arc discovering the adventoges of giving
" exporters the incentive of relatively free disposition ~f some portion of
their forcisn oxchange cornings. Thus, Fronce has recently made o timid
step in the dircction of Itely's system by allowing cxporters of textiles
and automotive products to retain 10 per cont «f their exchange coarnings
for the purchasc of industrizl equipment. In Spain, exporters have becn
permitted since August 30, 1946, to rctoin one-third of their export pro-
ceeds for imports of row matcrials, provided thet sne-frurth of the cxchonge
delivercd to the Exchonge Control authoritics (i.c¢.s ~ne-sixth of the total)
is in free foreign cxchange. In neither France nor Spain do cxporters have

the »ossibility of sclling the rctoined exchonge to importers.

g/ This rcversal is partly due to prepoyments by Itclian importers who, acting
sn tac basis of rumors of impending devoluction, hastened to scttle all their
commitments ot the present rotc. As o result, payments by importers werc
limited in Jonuary 1947 to 200,000 lirc; poyments in cxcess »f this cmount
hod to be authorized by the Itelien Exchange Control Agency.
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time, therefore, could only mean reversion to the obligztion for exporters to
surrender all foreizn exchange to the authorities. Such & development would
clearly run counter to one of the main purpcses of the Fund, which is to assist
member countries in the relaxation and evential removal of exchange controls,
While it is true thet even a nation's currency system cannot indefinitely re-
main "malf slave end half free't, it would avpear better to leave it provision-
ally in this condition pending the creation of the beses for a system of total
frecedom--when the only »ractical elternctive is 2 return to total regulation.
If it is desired to kecep the essentiel features of the prescnt system while
rcmoving from it the stigme of multinlicity of cxchange ratcs, this can casily
be done by adopting the device——familiar in South Amcrica--of lctting the ox-
portcr scll to the importcr not the forcign cichinge itself, but the right to
buy forcign cxchange waich is then acquirca at the official cxchange rate from
the monctary authoritics.

Opponents of thce system have pointed out that Itelicn cxports would
not suffer if, os they proposc, the new single rate is sct holf-wey betwoen
the official and the cxport rate, so that the lire procceds of the Italian
exporter would remoin unchonged. To this it is cosy to reply (1) that this
might hc truc for thc moment the rotc is sct, but that subscquent cost, »rice,
and demond chenges could sovon moke exports very unattractive--cr excessively
profitablc; (2) that exporters volue not only the high lirc proceeds they obtein
for 50 rer cent of their foreign cxchonge, Tuu oiso, and qulte importantly, the
very right of rclatively free disposition over this amount: i.c., the frcedom
from cdministrative control; the freccdom to utilize the cxchange thomsclves if
they shculd so cdesire, the goodwill derived from ceding it t» some supplicr, cte.

Finclly, the question might be asled: Supposing that a single rate
has to be set, docs the frece export rate pvrovide an indicuetion as to the proboble
level of the cquilibrium rate? Official utteronces and articles in the press
hove froguently siven the impression thot the cquilibrium ratc ncecssarily lics
haelf-way between the officiel rate and the cxport rate. This, of course, would
hold trve only under very special conditions of demand which cre highly unlilkely
to obtain, Nevertheless, it is certoin thot the level znd movements of the
frece export rote provide incomparably more valuable indications os to the
proboble cguilibrium level of the lirc, thon do black morket quotations for
benk notes, fluctuctions of which hove bcon lorgely detcrmined by psychological
foetrrs and resulting cooitel movements.~/ The present systcm permits the mone-
tary cuthoritics to gouge the intensity »f specific demends for forcign exchonge
at preveciling internaticona® prices through the device of odding to ~r sub-
tracting from the 1ist A of commoditics which can be frecly acquircd abrood
with the exportecrs’ frec cxzchange, thoroby increcasing »1 decreesing the number
of bidders in the free cxport cxchange morket, Craduzl addition of ewven mcre
commaditics to the free list, coupled with o concomitont increasc in the sunply
of frce cxchonge throush successive roilsing of the pereentoge of forelgn cichonge
earninge retoined by cxperters, micht cetuclly be one znswer t- the buffling
problem of how to cchiieve eonditirns of relotive monctery freedem in an orderly

ashion and without unduc exchonge rote fluctuctions,

;/ It so hoppens thet purchesing power pority colculotions based on cost-o1f-
living indexes frr Novanber/December 1046 and teking 193¢ =s the bosc yeor
vield a perity quitc close t» the cwerage between the »{ficicl =nd freec
export rﬁtes.
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It is thc conclusion of this article, thcrefore, that the cbolition
of the "50 per cent system" at the present time is undesiroble since it would:

(1) iIncreosc the area »f restrictisn in Italian and inter-
no.tional trade and finance;

(2) have unfovorable ceffects upon Itely's exports and
belance of payments; and

(3) deprive the Italien suthoritics »f o valucblc sign-
post ond of o prssible method for attaining o new
cquilibrium of exchonge retes in o system o»f freer
internctional payments.

United States Exports in 1946 C.R.H. and G.H.F.

Although the total value of recorded exports, including reexports,
from the United States in 1946, at 9,738 million dollars, differed very
slightly from the value of 1945 exports (9,806 million dollars), large and
varied shifts occurred in the commodity composition and in the country distri-
bution of those exports. The more substantiel of these shifts are shown in the
appended tables I and II. Detailed analysis of these data will not be attempted
at this time, but a few general comments may be in order.

© With the valucs of ¢xports in 1945 telen as 100, the value index for
cxports in 1946 by cconomic classcs is as follows:

Shift in Commodity Composition_of United Stetes Exports

in 10461/
Incrcase (+) or
Value deerease (-)
index from 1945
(1945=100) (Millions of dollars)
Crude materials 160 +540
Crude foodstuffs 150 +217
Manufacturcd foodstuffs 122 +278
Semimanufacturcs 114 +112
Manufactures 2{0] -1,235

The decline in the valuc of manufactures resulted primerily from the cessation
of shipments of munitions,g which amounted to ncarly 2 billion dollars in 1945,
Substantial declines were also reecorded in this class for cxports of trucks and
busses and of gasolinc, whilec incrcascs occurrcd in exports of machincry,
tcxtiles, passenger automobiles, merchent vesscls, and many other products.

1/ Thesc data refer to exports of United States merchondise only.
g/ Included in this cotegory during the war years were aircraft, explosives,
fireerms, tanks, ctc.
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+ Increascd exports were recorded for all economic classes other than finished
manufactures, with crude meterials and crude foodstuffs showing the greatest
pereentage increasc. Cotton, coal, and tobacco accountcd for most of the rise
in the crude materials class. According to the Department of Commerce index of
the unif valucs of exports for this class, the average of monthly prices during
1946 was about 112 per cent of the 1945 cverage. On the basis of these date
the volume incrcase in crude material cxports between 1945 and 1946 may be
estimated at about 43 per cent.

In the field of foodstuffs, both crude and manufactured, wheat and
wheat flour played precominant roles in raising the value of United States
exports. Although wheat prices have advanced repidly in recent months, the
weighted average valuc per bushel of wheat shipped in 1946 was only cbout 12 per
cent above that of 1945, while wheat flour prices averaged 19 per cent higher.
Exports of meat and deiry products increascd substantially during 1946 as de-
liveries for cash and on UNRRA account morc than offsct the rapid decline in
lend-lecse shipments of these relatively cxpensive foods., Substantial quantities
of thesc goods (preparcd and packaged for cxport) beceame available as 2 result
of cutbacks in the rcquircments of the armed forces during the year; it is doubt-
ful that shipments in 1947 will be mainteined at the 1946 level. Exports of
semi-firished manufactures increcscd moderatcly, the greatest gain, of 69 million
dollars, occurring in the "all other" classification not further differentiated
in the statistics rclcascd to date. Coal tor products, lcathcr, sawcd timber,
pigments and scmimenufacturcs of iron and stecl and of aluminum showed moderate
gains wtilc fuel oil, semi-finished products of brass and bronze and industrial
chemicals declinced,

The shifts in distribution of United Statcs cxports, shown in Table II,
may alsc be summarized by use of a value index.

Shift in Geographic Distribution of United States Exports

in 1946
Incrcase (+) or
Value decrease (-)
index from 1945
{1945=100) (Millions of dollars)

South America ) 178 +507
Asia 159 +4,98
North Amcrica 131 +602
Africa Q3 -36
Europc 75 ~-1,395
Austrclic and Cceania 33 -230

Shipments to the United Kingdom and the U.S.S.R. declined by 2.8
billion dollars, rcficcting in large part the drop in lend-lcasc cxports. Ex-
ports to the rest of Evurope, however, increased from 1,5 billion dollars in 1945
to 2,9 billion dollars in 1946 to offsct half of the fell in exports to England
and the Sovict Union. The substantial decline in exports to Australia and
Occania may be cxplained both by the decline in lend-lease aid to the area and
by attempts of Austrolia and New Zealand to rc-divert purchases to pre-war
sources of supply.
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Trade with castern Asia in 1945 consisted primcrily of transactions
with Incia and Ccylon. In 1946, cxports to these countrics dropped sharply
whilc shipments to China, the Philipoine Islends, and other For Eastern
. countries (excluding Japan) rosc well above pre-war levels. Reeorded ex-—
ports tc Japan in 1946 werc veluced at 102 million dollars (epproximately 40
per cent of the average annual valuc for 1936-38) while imports from that
country rcached 110 million dhllars.

The 1946 increase in cxports to Scuth Amcrican countrics is not
surprising in vicw of thc inability o>f these countrics to purchasc to the
full extent »f their cash resources and material nceds during the war ycars.
Although thé voluc of United States cxports to the ares in 1946 wes more than
four tircs the average valuc in 1936-38, United Staetcs imports from South
Ancrica, at 1.1 billion dollars in 1946, were ncarly cqual t> the valuc of
cxports. '

The 600 nillisn d»1llar increasc in shipments to North American
countrics, -n the othcr hand, coincided with a decline ~f morc than 250
million c¢dollers in United States imports from this area. Exports to Conade
in 1946 werce only fractionclly lower in veluc than in the peak war years,
whilc United States inports from Canade werc 30 per cent below the record
level of 1944. Mexico increasced its purchascs from this country in 1946 by
almost 200 million dollars whilc exp~rting no morc to the United States than
in the preceding ycar. On the basis »f United States statisties, the 1946
debit belance of Conade on-trade aceount vis-o-vis this country appcars to be
around 550 million cdollors and that. of Nexico around 270 million Jollars. 1t
is doubtful that =ither eountry will permmit such unbalanced trade positions
to be continued indefinitely.
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Table I

Exports of United States Merchandise by Commodity Classification
(In millions of dollars)

Calender Increase (+) or
year decrease {-)
1946 from 1945
Exports of United States merchandise 9,500 -89
Crude Materials 1,414 +540
Cotten, ummanufactured . 536 258
Coal 302 118
Tobacco, unmenufactured 1/ 352 113
"Al1l other" crude moterials= 150 36
Manufactured Foodstuffs 1,524 +278
~ Vheat flour 219 129
Dairy products 206 60
Meat products ' 341 52
A1l other! manufacturcd foodstuffsl/ 154 36
Milled rice 60 26
Dried eggs : 124 62
Crude Foodstuffs : 648 +217 _
Wheat 391 151
"A11 other" crude foodstuffsl/ 9 50
Semimarufactures 894 +112
1411 othert somimanufacturosl/ 288 69
Coal tar products 63 28
Finished Manufactures 5,019 -1,235
Industrial machinery 842 136
Cotton manufoctures 355 132
Passenger cars (ncw) 123 121
Merchont vesscls 117 G
Reyon, nylon, ctec. 127 72
Tobacco manufactures 63 L4
Iron and stecl advanced manufacturcs 156 41
Lubricating oil 115 34
Medicinal and pharm. prep. 145 29
Office appliances : 51 28
Auto. ports for replacement 87 =57
Enginecs for aircraft 12 -114
Motor trucks and busscs (new) 231 -122
Motor fuel and gasoline o 105 -360
Airplanes (landplones and sceaplanes;
powered and without cngines) 65 -598
"All other® finished manufacturesl/ 1,236 -715

1/ "\l other" refers to unspccified residucl in the source material supplied
by the Department of Commerce; in the abbrevicted tables prescnted here,
it does not refer to entire residual for the class.
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Table II

CONFIDENTIAT

United States Exports and Reexports by Geographic Areas
(In millions of dollars)

Exports, including reexports

North America
Canada
Maxico
Cuba

South America
Argentina
Brazil
Veznezuela
Colombia

Asia
China
Philippine Islands
Japan
Netherlands Indies
Hong Koeng
Ceylon
India and Dependencies

Africa
Union of South Africa
Algeria
Bgypt

Australia and Oceania
Australia

Europe
France
Sweden
Belgium and Luxembourg
Netherlands
Ttaly
Poland and Uanzig
Germany
Norway
Czechoslovakia
Greece
Austria
Switzerland
Yugoslavia
Portugal

Dermark and Faroe Islands

Finland
United Kingdom
U.3.3.R. (Russia)

Calendar
‘year
1946

9,738

1,152

1,343

488

117

4,098

193
356
212
146

466
_97
102
73
47
10
181

_27
61
35

Increase (+) or

decrease (-)
from 1945

-68
+602

+507

+498

-1,395

263
196
76

154
138
75
58

34
255
101

52

-76
310

96
-30
-130

-230





