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In order to assure thet transfers made under the terms of these
Agrcements will be limited to current transcctions only, facilities for
automatic transfers arc applied exclusively to particular non-resident ac-
counts or classcs of accounts "which the monetery authority or exchange
control in the country concerned is preparcd to supervise in such manncr as
to prevent their usc for capital transactions, and the Benk of Enpgland desig-
nates as "Transferable!., These accounts mointein their national identity by
bearing, in acdition to the word "Transfcrablei, the denomination of the
country of which the account holder is rcgarded as resident, e.g., Belgian,
Netherlands, and Portuguesc Transfcrable Accounts., (The Argentine ond the
Canadian Accounts have also been re-designated os M"Transferable™.) The Bonk
of England has designated as "Transferable! the account of the Nationel DBank
of Belgium, thc account of the Netherlands Bank and 63 other Netherlands ac-
counts, and six cccounts of the Bank of Portugel and 41 other Portuguese
accounts,

Under thesc Supplementary Agrcements, all sterling balances (whether
from past or current cccumulation) of the European countries to which the
"Transferable Account System! hes becn extended (Belgiun, Netherlands, and
Portugal) are mace freely avaeilable by the British Government "for mcking pay-
ments for current transactions for of a current naturg7 to residents of
countriss outsicde" the particuler (Belgian, Netherlends, or Portuguesc) mone-—
tary arce.

The British Govermment agrees also that the Bank of England will
purchase (a) from the National Bank of Belgiun and the Netherlands Benk ilany
sterling which ZEhesc bank§7 may hold" under the conditions laid down in
Article VIII, Scction 4(2) of the Articles of igrcement of the Intcrnational
Monctary Fund; namcly :

(i) thot the balences to be hought hove been recently
acquired as a result of current transactions; or

(ii) thot their conversion is nceded for making payments
for currcnt transactionsy

and (b) from the Boenk of Portugal Yeny sterling which ... may have accumulzoted
in respeoct of poyments of o current naturce under the terms of [Eh§7 Agreenent
[of 194@7 nroviced that the conversion is rcquirced for moking payments of o
currcnt naturci,

The Bank of Enpglond agrees to redecm such sterling bolences in the
national currencv of the creditor countrv (in francs, guilcders, and cescudns),
or in gold, at its option., Conversecly, thc Bank of England rectains the right
(stipulated in the "Principal Agrcement!) to scll francs, guilders, and cscudos
against all or part of the sterling halances held by the National Bank of
Belgium, the Netherlands Bank, and the Banl of Portugal.

These provisions seem to indicate that the Bank of England, under
the terms of the Articles of Agreement of the Intcrnational Monetury Fund——
referred to in the Delgian and the Netherlands Suppleonentary Agrcements--under-
takes t> convert not only sterling currcntly acquired but also past accumulatec
Belgian and Netherlonds sterling balaonces, if necded for currcnt transcctions
with other monctery crcas; wherecs under the terms of the Anglo-Portugucse
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Supplementary Agreement it undertakes to convert only such portions of
Portuguese sterling balances accumulated from current transactions as may

be required for current payments in other monctary areas. In other words, in
the cases of Belgium and Netherlands all sterling balances apparently are
being nade available for current transactions, whereas in the case of Portugal,
a non-member of the Fund, certain limitetions are being maintained.

The working arrangements of the Suvnlementary Agreements may be
described as follows:

(a) Transferable Accounts may be credited with balances with other
sterling accounts in the same country or monctery arca which are not designated
as Transferable Lccounts; the British are not concerned with these transfers
which do not affect the total volume of stcrling balances. In practice, the
shift of sterling from private to official account would facilitate the enforce-
ment by monctary authorities of controls over the usc of the balances.

(b) Balances from Transferable Accounts may be credited to American
Accounts for payments in current transections, subjcct to supcrvision by the
monetary authority of thc country concerned, and to reporting by the paying
bank to the Bank of England.

The Bank of England stands ready to convert into dollars, sterling
from Transferable Accounts upon being reccived into an American hAccount, but
not sterling from a Transferable Account dircetly. This technical limitation
is significant bccause of certain importont orcctical aspcets. So long as the
sterling rate in the New York mcrket cxcceds or remains cqual to the official
buying ratc for sterling (4.02-3/4), the amount of Transfercble sterling which
will be convertcd into dollars through Amcricen Accounts will not cxceced such
volume as the Hew Yorlk morket will chsorb at any time at that rate., In other
words, thc Federal Rescrve Bank of New York (ccting on bchalf of the Bank of
England) will only be offcred additional sterling (against dollars) if the
market rate declincs below the official buying rate.

The cxisting arrangements, whereby stcrling accounts may be freely
transferred for currcnt s well as capital payments within the sterling crco,
are unaffected by these Supplementory Agreements—-Transferable Accounts remain
freely available for capital transactions witixin thc stcrling arca but cannot
be used in cepital transactions with other (such s the dollar) monctary crcas,
Similarly, blocked sterling accounts of countrics to which the Tronsfercble
Account Systecm has been extended are in no wor affected by the new crrangements.

4 moy be concluded that the Belgian, letherlonds, and Portuguesc
Supplomentery Agreements conform with Article £(ii) and Article 10(ii) of the
Anglo-Anerican Finonciol Agrcement which provide that the United Kingdom will
impose "no restrictions on paymcnits and tronsfcrs for currcnt tronsactions'
and will meke sterling balances rclecsed or otherwise avcilable for current
payments "freely cvailable for currcnt transcctions in any currency arce with-
out discrimination" by July 15, 1947.

It will be of intcrest to follow the cctual working of the Supplc-
mentary Agrecments. The foet is that thesc facilitics have becn cxtended to
countries which arc comporatively short of sterling for trading purposcs with
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the sterling aree. and whose authoritics have agrecd to exercise exchange
controls on capital movcments, to prevent transfers "which do not scrve
direct and uscful cconomic or commcrcicl purposcs' and in gencral to super-
visc Transferable Accounts in a manner commending the confidence of the
British cuthoritics. The question mey be roised, thercfore, os to whether
the introduction of the Transfcreble hAccounts System represcnts only a
liberalization of the usc of sterling balonces, achicved through a shift of
controls, or the termination of restrictive and discriminatory practices in
current financial cnd monctery trensactions.,

Limited Amcerican Danking Scrviges in Germany Hens J. Dernburg

In' Fchruary the Amcrican Express Compony wes cuthorized by the lior
Department to conduct limited banking scrvices for hmerican personncl stationcd
in Germany. It is belicved that somc of the Jorge commercial banks in New York
will ask for similar permits. The Americon Express Company was rcprescnted in
Germany beforc the war by a subsidiary cstablished under German laws  the
American Express Compeny G.m.b.H., with officcs in Berlin, Hamburg, end Munich,
It was the first to apply for & license authorizing limited banking scrvices.

The authorizction confines the company's cctivitics to scervieing
Americon personnel, which until rccently had no facilitics for personal banking
other than those provided by the Army itscli. Noncthcless, the licensing of
the Amcricen Zpress Compeny may be of wider intercst beecuse 1t may be the
first step toward resumption of privote bonking transactions with Germony on
a broacer scale. In thils connection it moy be recalled that, carly in Februery,
the Assistant Sceretery of Wor, Howard C. Pcterscn, cxpressced his belicf in
the "pclicy of cncouraging commercial boanks to moke business loans /in Germany/
undcr (overnment control and supcrvision®.

The license to the Americen Express Company takes due account of
the system of forcism currency control introduced in the American Zonc in mid-
Scptemher 1946. 4t thot time the issue of [llicd liilitory lMerk currcncy was
Gdiscontinucd in that arca and since then Amcricen personncl hes been peid in
Militory Payment Certificates denominated in dollars, The certificates arc
for exclusive use by United States authorized pcrsonncll in United States

1/ Authorizcd personncl is defined to include the following principal groupss
Militory end Heval personnel of the United States Government; civilions
wiio are citizens of the United Stotes cmployed dircctly, or indircctly
through contrcctors, by the militory ond noval estoblishments; civilions
who cro citizens of the Unitcd Stotes cmployced dircetly by the United
Stascs Government, when cuthorized by the theater commander; dependents of
personnel included in the three preceding groups os cpproved by the theoter
comnender. It includes, morcover, personncl ciuployed Dy orgonizations
working for thc bencfit of the members of the fLrmcd Forces of the United
Stases, such as the United Scrvice Organizotions, fumcrican Red Cross Clubs,
ote, Enomy nationals arc specificelly cicluded. For further details sce
Wor Leportment Circular 256 of Lugust 23, 1946.
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military establislments. Disbursing officers mey convert the Certificates in
amounts not exceeding legitimate holdings into mark currency and also into
other dellar instruments. A conversion of mark currency into Military Pay-~
ment Certificates, however, is not permissible.

In line with the new procedures, the American Express Company will
be authcrized to accept deposits on dollar account from authorized personncl
in the form of Military Payment Certificates and other dollar instruments
only, while no provisions are made for accepting deposits in mark currcncy.
Again, withdrewals for use in Germany are limited to Military Payment Cortifi-
cates, cxcept thet, under special regulatiens, travelers checksl/may bc issucd
to the personncl and payment made by drawing on their dollar accounts. Ro-
mittances from the United States done to the United States or other desiz-
nated ccuntrics arc authorized if they arc pucid for in Nilitary Payment
Certificates, or in dollar instruments or by drewing on a2 dollar account with
the bank. UNo authorizction was glven to exchonge Military Payment Certificates
or other dollar instrumcnts for marks or to issue marks cgainst dollar accounts.
It is explicitly stated that the exchange of Lilitery Payment Certificotes for
marks will continue to be cffected cxclusively by the disbursing officers of
the Lmy or their cgents.

The imerican Express Company, morcover, was cuthorized to "malke
¢ ! Y s s
dollar loans, rcpayenlc in dollars, for cexpenditures in Gontincental United
States, in United Stetes facllities in Germany and Austriz, and for other
purposes if specifically approved by the Theater Commander, to include cx-—
penditures in Germany or other IZuropcan countrics." Such loans howcver, can
be grented only to, ond on behalf of, Unitcd States authorized personncl.
[}

In addition to selling travelers checlis, the Americen Exprcss Company
is authorizcd to scll forcign currencics, in accordance with specizl procedurcs,
to sell wor sovings bonds, to provide safckecping and tax service, and to act
as general depository of Dublic moncys of the United States.

1/ The Americen Ixprcss Company, beforc the prosent licensc wes issued, wos
operating in Germeny on a limited scole sclling trevelers checks and
rendering the general scrvices of a trovel burcau,

Argentine Fiscel Policy ' Robert A. Rennic

3incc the Revolution of Junc 4, 1943, the Argentine Republic hes
adopted a system of cconomic controls cheracteristic of a plonned economy,
By direct govermacnt action including o policy of autarky end forced in-
dustriclizction, it has sought to isolote itself from the cffcets of cconomic
fluctuations abroad. To carry out such o progrom, the Covermment hos cxtended
its z2ctivitics in all dircctions and has multinlied its cxpcnditures. It hos
increased old tores ond topped uncxpected new sources of revenuc., Its fiscol
policics have had profound sccial and cconomic cffccts, not only as o rosult
of the inflationcry tendencics unleashed by lorge budgetory .deficits, but clso
from the influcncc of sncnding upon the level ond distribution of rcal income.
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Fiscal Policy and Inflation

The budget of & country cannot be considered in isolation from
the rcst of the ceonomy. It is not cnough that government finance remain
neutral in its impact upon the flow of incomc payments. One of the main
purposcs of budgetary policy should be to restrain the inflationory or de-
flationcry pressures thet tend to promote discguilibrium in the national
economy. When analyzed from this point of view, budgetary vpractice in
.rgentina has been scriously deficient. '

Throughout the wor, with a large surplus of cxports over imports,
income payments werc for in cxcess of the flow of availeble goods. From 1943
through 1945, for exomple, the physicel volume of goods cnd scrvices procducced
rose orly 3.3 per cent wherees the means of payment soarcd by 47.4 per cent.
The Certral Bonlt, until its nationalization, issuecd Gold and Foreign Exchonge
Holding Certificatecs to the bonks to sterilize the excess reserves crecated anc
thereby prevented o sericus cxpension of loans to the public. However, such
nmeasurcs could not, of themsclves, reduce the high level of deposits which
were tre result of the fuvorable balance of pojments.

To absorb thc surplus mecans of payment dircctly, the Central Bank
attempted to issuc Certificotes of Participation in National Sccuritics to
the public. The net sales »f these Certificates werc small, however, since
the Rrk could not ebscrb purchesing power by sclling them to the public at
the somc time that the Covermment wes sclling bonds te meet its requirements,
The only rcsult of such o policy would have been to reduce the number of
potenticl investors in Government bonds and thus te force the Trecsury to scll
sccurities to the bonks. Therchby, the means of payment absorbed through steri-
lization operations would hove been immedictely rccreated. Thus, indircetly,
the Govermment prevented adequate measurcs to helt the pressurcs cousing o
rise in priccs.

The cdirect impact of Govermment policy upon inflationory pressurcs
was much wore serious. During the war period, the Govermment could have pur-
sued & policy of budgetery surpluscs. By o well-designed tex program, it
could hove withdravm the cxcess purchasing power at the points of moxinun
inflationary potential and from the scctors lcast in necd of the scarce
imports ond row meterials. Instead, in its official budget accounts, it
pursucd o policy of deficit financing which wes perticularly pronounced
during the lote wer ycors.

The rapid increasec in goverment ocutley has outstrippecd the risc
in notionol income of the country. A study preoarcd by the Centrel sonk of
Argentine revecls thet the State is ebsorbing cn increcsing shore of the
disposable income oi the country. In 1942, sovermment cxpenditurcs repre-
sented only 18.4 per cent of such income; in 1945, the prop-rition had in-
creesed to 29,2 per cent. The following toble prescents ¢ sumery cccount
of federal finonce from 1935 to 1947. :
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Budzetary Deficits of the Argentine Federal Govermnment
(In millions of pesos)

Year Expenditures Receipts Current ceficit
1935 1014.9 862.4 152.5
1936 1052.2 874.3 177.9
1937 1222.9 993.0 229.9
1938 1276.8 980.5 296.3
1939 1460.6 1015.2 . L45 .4
1940 1316.6 963.8 352.8
1941 1367.1 910.4 456.7
1942 1526.1 1001.7 5244
1943 1761.3 1024.5 736.6
1944, 2411.7 14,04, 6 1007.1
1945 2759.3 1491.2 1268.1
1946 2227.5 1769.2 1558.3
1947 344t by 2654.0 790.4 &/

a/ Not including extroordinary militery cxpenditures, which
cnounted to 581.4 million pesos in 1946.

To cdetermine the totzl inflationcry impact of the Government's
spending policy, it is nccessary te deduct from the current deficit the
surplus revenues of the extra-budgctary cccounts plus the net absorption of
goverment sccuritics by the public. Unfortunctely, such cata are complcte
only from 1943, but since the nmajor exponsion in govermment activities come
within this period, its analysis will be significant.

Inflationary Impact of Government Spending
(In millions of pesos)

Net addition

Current Less: surplus  Lesss bonds by Government

budgetery  of autononous  snld to thg Total to flow of
Year cgeficit agencics public Q/ cecuctions poyments
1943 736.0 318.8 547.0 865.8 -129.0
1944 1007.. 593.0 235.0 £28.0 179.1
1945 1268.1. 525.8 202.0 727.8 540.3
1946 1556.3 923.0 200.0(cst.) 1123.0 435.3

a/ Lssuning the public clso bought 2ll the bends issucd by the provinces,
muni.cipalitics, and the mertgaze banks.
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It is obvious that ;overmment spending did not reach dangerousl
inflationary proportions until 1945, although there hac been previous defi-
cits in the current budget. It might be argued thet if bonds had not becn
sold to the »Hublic by the Govermment, the funds so derived might have remoined
in idle balenecs. This, however, is no>t true, for the Lrgentine Securitics
Commission was in this perind rigicdly limiting privote sccurity issues in order
that government bonds might find & morket os much outside the banks os possible.
If such sccuritics had not been issued, their »lace would heve been token by
orivete issucs and the infletionory pressurcs wevld thercfore have been no
ciffcrert.

The Ievel of Real Incme

In any cconomy, as long as full cmdloyment is assurcc, cither by
unlinited investment odportunitics or by govermment fiat, therc is o tendency
for the totel volune of private capitel formetion to be determined by the
volune of savings diminished by the surnlus in the belance of payments ond
the deficit in the totol govermment cccounts. In Argentina, therefore, the
volune »f orivate capital formaticn in the next few ycars will be ¢eternined
largcly by govermment policy, either directly through the imdoct of its tox
nolicy upon sovings and through the size of its govermucent ceficit or in-
dircctly through its exchenge control and stote trading nolicles.

4 risc in total -utput in o country such os Argentina con come in
two orineipal ways: cither through on incrcosc in the total copital aveilable
for productive purposcs or through inproved utilizotion of existing land, labor,
and equipment. In its present stage of industriel development, Argentina can
increase its national income most rapidly by increasing the production and
import of durable procducers goods and by apolying the techniques and processes
that are being uvsed in the highly industriaiized nations. Such an increase in
the rate of capital formation requires an equal increase in the volume of
savings available for capital outlay. In Argentina, however, the Governnent,
instead of acquiring productive goods which would induce a permanent rise in
national income, has diverted savings to the purchase of armaments. The ratio
of military cxpenditures to total federal outlay rose from 20.6 per cent in
1940 to 44.3 per cent in 1946. If the Govermment continues to absorb for it-
self in sterile ecnterprises the procuctive powers of the nation, the national
income actually mav be deprcssed in the futurc.

Even the rceent repatriation of foreign investments may not prove
to be advantageous to the cconomy in the long run, The reilroads and public
utilities for which the Government has spent larze segments of its foreign
exchange resources carncd only a low ennual rcturn on the capital invested,
and, therefore, the dividend payments did not causc a severc drain on
Argentina's forcign oxchange. Argentina is not in any real scnsc a maturc
country. Forcign capital still can be used profitebly for the development
of the "ecapital intcnsive" industrics which recuirc lerge imports of equipment
and matcrials. On thc other hand, its present and future foreign exchange
asscts might “e rcscrved for the less "capitel intensive! industries whosc
annual savings of forcign cxchange would be high in relation to the capital
requircd., Such an industrializetion program would scem to offer greatcr op-
portunity for expanding national incemc thon the policy currently being applicd.
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Such development could take place in the poorer arcas of the
country and in thosc agricultural scctors wiich have had their rclative in-
comc rcduced by the industrializotion projram of the Government. The con-
centration of public ond private cxpenditurcs on the develooment of industry
in the vicinity of Bucnos Aires has given thot rcegion & disproportionate sharc
of the wealth and incomc of the country. To corrcet such grave maladjustiacnts,
thcre exist several cxpedients for the Argentine notion, It might further
diversify its procuction, stimulatc industry in the 1nterlor provinges, anc
rcorganize its land tenure.

Yet thc nced to diversify the cconomy is leading to a concentration
of many cconomic and political controls in thc hoands of the central govermment.
Federal control has grown through the expansion of administrative functions
(educztion, nublic works, social welfarc, and centrelized tox collections) and
of cconomic controls (rcgulatory comnissions, state treding monopolies, banking
and capitel controls, and foreign cxchange regulotion).

The growth in thc powcrs of the contrel government in Argentine is
part both of the trodition of public cdministration in Spanish countries to
which Argentina is returning and of thc prescent world trend in cconomic
plenning. If these controls were uscd with skill and vision, they could
greaetly aid Argentinoe in achieving the high and stable national income which
the abundance of its resources and the admireblc cualities of its pcople can
makc possiblc. But scveral cminent Argentine cconomists maintain that the
Perén government hes siven little evidence that it can intcgrote the economic
policy of thc country ond et the samc time satisfy the basic necd for adminis-
trative flexibility ond personal frccdom. They state thet its policices arc
driving thce country into cconomic and political isolation, and that unless the
coursc can be reversed, it will have scrious rcpcrcussions upon the future
prosperity of the Reoublic.





