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1. Customs Union

2. Fincneial Provisions

3. Argentine Investmcnts in:Chile or Bolivia

4. Toans for Development and Public Works in Chile or Bolivia

The remoining chapters are conccrned with provisions which are quite similar
to those listed as (5) through (8) above. :

The striking similarities, to the point of identity, among the
commercizl agrcements would scem to indicate thet the agreements were
drafted by Argentina and are presumably expressions of Argentine economic
policy. Differcnces, especially of principle, may be due to the other
controcting countries' insistence upon changes of Argentine terms and to
Argertina's willingness to compromise in order to assure negotiation of
the cgrecement.

One of the fundamentcls of present Argentine trede policy, to be
found in numerous public stctements by representetives of the Argentine
Govermment and embodied in 1l of the agreements, is the strong advocacy
of bilatcralism and strict reciprocity. This, of course, clearly negates
the most-favored-nation principle. Even in the "ecommercial! agreements,
trade is based on a list of specified commodities in a specified quantity,
and in general it is provided that the Argentine goods purchased are for the
internal consumption of the buying country. Importing countries, however,
are allowed to purchase elsewhere if prices arc lowecr then those of the
Argentine. Such npportunities would be limited in view of Argentina's

favorable supply position in miny of the desired commodities,

A1l of these agreements, except that with Switzerland, involve
the sxtension of a rotating credit by Argentina, thus indicating that
expansion of Argentine treode with these countrics can occur only on the
basis of credits. The ability of Argentina to continuec to make this type
of agreement depends upon a satisfactory solution of the sterling con-
vertibility problem. If a settlement can be recached with the United Kingdom
which will permit Argentina to ccquire dollars with its sterling holdings,-
it will be able to extend credit to its trade partners. At present the
ability to lend is a limiting fector. It scems likely that, if all the
credits at present in force were drawn upon simultaeneously to their full
extent, Argentina would not be able to meet its commitments.

The table below may give some idea of the importence of the
1,520 million pesos (US$380 million) extended in rotating credits, both
for the total export trade of Argentina and for the total import trade of
the other controcting countries. The fact that in every cose the extended
roteting credit was lerger than the Argentinc cxports in 1946 to the re-
spective countries would seem to indic.te that Argentine was attempting to
assure an increase of trade and not mercly the maintenance of the given
base level.

While these rotating credits arc for the purpose of fzcilitating
the purchzse of irgentine products, the lonz-term lozns to be extended to
neighboring countries may be viewed as 2ids to the Argentine cconomy through
the development of a more integrated economic system in that part of the
wor.d. As noted above, there is some indication that this policy may be
extended to Ecuador, and presumably to other neighboring countriecs as well.
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Relation of Rotating Credit to Trade of Commercicl and
Financial Agreement Countries
(Ahsolute figures in millions of U.S. dollars)

Czecho-
Bolivia Chile slovekia France Spain

1) Argentine rotating : :

credit 12.5 25.0 5.0 150.0 187.5
2) Argentine exports : : '

in 1946 9.4 22.6 2.8 105.0 34.3
3) Relation of this

trade (Item (2)

to total Argentine

exportss $1,183.1

million. (In per

cent) 0.8 1.9 0.2 8.9 2.9
4) Total imports in

1946 52.2 196.5 204.7 1,965.9 252.5
5) Relation of credit

to total imports

of resnective

country. (In per :

cant) 23.9 12.7 2.4 7.6 4.3

Argentinz appears prepared to insist absolutely on the insurance
and navigation provisions. The fact, however, thet the navigation clause
is not mandatory, being quzlified by the word Ypreferably", and that it is
ususlly followed by a provision recognizing that gnods nced not be delayed
nor prices raised due to the implementation of the navigation clause
probably indicates a realization that there will be occasions when ships
of neither party will be availablc to transport goods.

One of the important fecatures of the commercial agreements is
the crovision thzt all purchases under the terms of these agrecments be
made through the Argentine Institute for the Promotion of Trade (IAPI),
the organization through which Argentina conducts its international
commcrce. The existence of such a state-trading agency facilitates the
negotiation of bilateral contracts through the ability to make specific
cuantitative commitments, an ability which tends to place private enterprise
trading countries at a disadvantage. The Argentine Govermnment has used the
Institute largely for two purposes, (1) to handle the export of Argentine
products, an arrangement which yields the Government substantial profits,
and (2) to control imports. These functions are essential to the fulfill-
ment of the present economic policy; thus, for reasons of both external
and internal policy it seems unlikely that any internztional agreement
will be entered into which would jeopardize the effectiveness of this
agency.
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THE U.K.-SOUTI ATTRICA FINANCIAT AGREEMENT Florence Jaffy

An agreement negotiated October 9, 1947, between the United
Kingdom and the Union of 3outh Africa, and dealing with several aspects
of finencizsl relations between the two countrics, is now awaiting action
by the Januery scssion of the South African legislature.

The chicf provisions of the agreecment may be summarized os
follows:

1. South Africa is to make a pold loan to thc United
Finsdom in an amount ccuivalent to £80 million
(3324, million) carrying intcrest at 1-1/2 per cent,
cnd repaveble at the end of three years;

2. South Africe may at any time recuire repayment of
part of the lozn in sterling (which it cen usc to
meet trede deficits) if its gold reserves fall below
£100 milliong

3. South Africa is to sell gnld to the %enk of England
in an zmount equivalent to net payments which South
Africon residents make throush the United Kingdom,
to countries cutside the sterling arca;

4. The two governments agree to meintain existing
arrangemonts uncer which U.K. residents zre permitted
to make investments in 3outh Africa, but will consult
in regard to measures which mzv be necessary to control
capitel movements from the United lLingdom that would
n>t scrve any useful purpcsc in South Africa,

5. The United Yinazdom undertokes to import from South
Africa over the next three years specificd com-
moditics of & semi-luxury naturc, to a total value
of £2 million coch year.

This new agrcement supcrscacs & two-year agreement made in 1946,
By the ecrlier arrcngemcnts, South Lfrica undertook to sell not less than
£80 millinn of enld per ycer during 1646 and 1947 to the United Kingdom,
excornt that South Africe could deduct from this sum gold sold directly
to tte United States, up to 2 maximum of £10 willion in ezch yeer. The
United Kingdom, in turn, undertook to cover, ageinst sterling, all South
Africen requircments of foreign currencies, except such dollurs as South
Africa obtained by direct sales of gold to the United States.

Under the 1946 agreement, the net hard currcncy rcceipts of the
United Iingdom depended on the rclstion between the amount of gold sold
to it by South Africa and the extent to which i1t supplied South Africa
with foreign currcncies--i.e., the extent to which South africa crew on
the British dollar pool.l Since the agreement plcced only a lower iimit
on Scuth Africen gold sales to the United Kingdom, actual pold salcs could

l7vThat is, it is cssumed that the great bulk of South Africen non-sterling
pcyments erc in hard currencies,
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be higher than £70 million if the South African overall balance of payments
defict with the sterling area, on current and capital account, exceeded
this figure. (South Africa has very little accumulated sterling.) hile
official figures are not available, the Iondon press stated in Cctober
that South Africa had contributed more gold to the United Kingdom than it
had drewn out in the form of dollars, and thet in fact the net gein by the
United Kingdom under the agreement, in 1946 and 1947, will probably amount
to between £50 million and £60 million. An examination of the figures for
doller sales of the South African Reserve Rank, gold sales by South Africa
in New York and in Llondon, and chznges in South African dollar balances,
leads to the conclusion that Britein may have gained in reserves a net
anount of about £36 million from its transactions with South Africa during
the year ending March 31, 1947 alone.

Since South Africa's deficit with the sterling area is a current
account deficit, offset in part by a surplus on capital account, it is
clear that British net acquisitions of hard currency would have been
greater if the movement of capital from the United Kingdom to South Africa
had bezen less. The trade deficit of South Africa with the United I"ingdom
alone in the year ending March 31, 1947, amounted to £6). million. In view
of the fact that trade with the remainder of the sterling ares and the
inclusion of invisible items would probably increase and not decrease this
figure, it may be estimated that the United Kingdom acquired gold in this
period for only a little over half oi its export surplus to South Africa,
The remainder of the surplus, therefore, must have been financed by capital
movements from the United Kingdom.

Althouph the existence of this capital flow, and the fact tlet
it has been especislly hcavy over the past year is clear, there is un-
certainty as to its amount and the extent to which the capital movement
is fcr productive invcstment. New investment, whether Sritish or local,
is urdoubtedly necessary to South Africa, for purposes of equipping and
maintaining its industry (notably gold mining); and while the necessary
purctases would probably be made in the United Kingdom regardless of the
source of the financing, the British naturally wish to meintain their
investment position in South Africa. Cn the other hand, capital flows
which are not of this useful type serve merely to enable more British
exports to 3South Africa to be paid for in sterling instead of gold, or
cnanle South Africa to obtain more hard currencies from the United Kingdom.
The totel amount of capitel movement has been given by the Chancellor of
the Exchecuer for the year ending June 30, 1947, as £35 million. It is
understood thet the British consider most of this to represent productive
investment. However, the London Economist put the amount =t close to
£100 million for the 12 months ending September 1947, calling the bulk of
it "refugee capital."® The South African Rescrve 3ank estimzted the net
inflow over the year ending lMerch 31, 1947, to be 'mot much more than
£20 million" (althouzh pointing out that the bulk of this occurred in the
first quarter of 1947) and stated, in a commentary on the ncw financial
agrecment thet M"a considerable influx of 'hot money' from the United
Kingdom" had taken place, particularly since the middle of 1947 and that
the bulk of it lies on deposit with the banks,™
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In the light of these facts, the changed provisions of the new
finan:ial agreemcnt are significant. The 1946 agreement placed no limi-
tetion on South Africa's right to acquire dollars from the United Kingdom
against sterling, irrespective of the origin or the character of the
sterling balances. Under the new plan, the Union must sell at lecast
enough gold to the United Kingdom to cover its net payments through
London to non-sterling countries, regardless of the increase in South
African sterling balences czused by capital inflow. However, the new
agreement continues to permit the use of sterling balances (irrespective
of their source) by South Africa to mect its deficit with other sterling
area countries,

The agreement does, however, make provision for the possible
introduction of control over undesirable cepital movements, i.e., those
which do not serve any uscful economic purpose in the Union., It has been
suggested that such measures might include blocking of idle non-resident
deposits in South Africa or rcpatriation of such deposits as the British
or Souath African authorities may order to be repatriatcd. However, the
South African Rescrve Rank calls these "drastic measures which the Union
authorities will be reluctant to enforce unless the situetion reaches un-
managaable proportions."

The remaining provisions of the agreement are the loan itself,
and the import commitment. The gold loan itself will come out of South
African gold reserves, which were £197.6 million ($804.4 million) at the
end of October. Since South Africa's current deficit with the sterling
area will continue to be financed through sales of gold from new preduction,
the loan will constitute a temporary addition to British gold reserves which
will offset in large part U.K. gold sales to the United States in the latter
part of 1947.

The provision regarding imports of certain non-cssential goods
represents an increase of 20-25 per cent over import of the same items
during 1946. 3ince the United Kingdom has been restricting luxury imports
from hard currcncy countries, it mipght consider their purchase from South
Africa unjustifiable in the absence of a consideration such as this loan
provides.

U.S. FCREIGN TRADE, FIRST NINE MONTHS CF 1947 Gretchen Fowler

U.S. exports for the third cuarter of 1947 were below the level
of tre two previous guarters, although at a velue of $3,393 million they
were nearly 30 per cent above the third cuarter of 1946. The monthly
value of exports rezched a postwar high of $1,421 million in May 1947,
declining a2lmost every month thereafter to %1,101 million in September.
For the first ninec months of the vesr, howevcr, exports rose 54 per cent
in value over the same period of 1946, totaling $10,948 million as compared
with $7,121 million, Price movements accounted for a substential share of
the gain. According to the Department of Commerce index of unit values,
export prices in September 1947 were about 25 per cent higher than in
September 1946, The increase in the volume of cxports during the nine-
month period appears to have been around onc-third,
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The value of imports also declined during the summer months, but
rose agein in September. Normal seasonal influences may be expectecd to
hold imports «t least at the September level ($481 million) for the re-
mainder of the yeir. Although the value of imports into the United 3tates
rose 19 per cent curing the first nine months of 1947 as compared with the

ome period of 1946, the price index rose about 28 per cent; the volume of
imports actually declined. Imports during the third quarter of 1947 were
the lowest for any quarter since the scme period of 1946. Deta on imports
and exports by quartcers are given in the attached Table IV.

The export balance on merchandise account during the first nine
months of 1947 totaled $6,754 million, as compered with $3,604 million for
the seme period in 1946. As shown in the following table, 48 per cent of
this surplus resulted from trzde with the European Recovery Plan nations,

Table 1
U.3. Trade - January through September

Trade with ERP nctions

Total  Trade Trade as per cent of:
U.s. with with ERP Total U.S. Trade with
trade  Europe nationsé/ trade Turope
(In millions of dollars)
19462
Export.s 7,120.6 3,178.2 2,448.5 34.4 77.0
Imports 3,516.3 566.8 481.6 13.7 85.0
Ixcess of exports 3,604.3 2,611.4 1,966.9 54.6 75.3
1947: .
Exports 10,948 .4 4,029.3 3,276.0 34.0 92.5
Imports 4,194.3 595.3 498.7 11.9 g3.8
Excess of exports 6,754.1 3,434.0 3,227.3 47.8 94.0

&/ Includes U.3. trade with Germany.

Shifts in the geographic distribution of U.S. trade in the
January-September period of 1947, compared with the same months of 1946,
can be seen in the table below.

Table IT
Geographic Distribution of U.S. Trade -~ Jan.-Sept. 1947

Increase (+) or
decrease (-)

Vzlue Indexes from Jan.-Sept. 1946

(Jan.-Sept. 1946 = 100) (Millions of dollars)
Exports Imports Zxports Imports

North America 163 134 + 1,006 + 407
South America 230 111 + 1,008 + 86
Europe 127 . 105 + g51 + 29
Asia 150 129 + 483 + 175
Australia 270 90 + 147 - 14
Africa 165 99 + 243 - 3
Total 154 119 + 3,828 + 678
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U. S. exports to ¢11 zreas showed substantial gains. In 3outh
America, the principal increascs were to Argentina ($393 wmillion), Brazil
($253 million), and Venezuela (%170 million). These threc countries at
the end of the wer held large dollar balances, and all three are seeking
to industrialize their economies., In North America, Canada received an
increase of %570 million of U.S. exports for the period, Cuba $162 million,
and Mexico $118 million. Cuba, nevertheless, enjoyed a favorable trade
position vis-a-vis the United States for the first nine months of 1947.

The nations of Western Burope received greatly increased imports
from he United 3tetes, but these geins were partially offset by decreases
for the U.S.3.R. ($203 million), and most of the other eastcrn European
nations. These lower exports were ccoused by the virtuel cessation of
UNRRA and lend-lease aid. Russia, in the third cuarter of 1947, hed a
favorable trudc bzlance with the United States. In Asia, increcascd exports
to India and the Republic of the Philippines were pertially offset by de-
creased shipments to Japan and China. Here again, the cessation of UNHRA
and othcr relicf ectivities has probably caused the declinc in oxports.
Australia took $112 million morc in exports from the United States and the
Union of South Africe $149 million more in the first nine months of 1947
then during the first threc quarters of 1946,

U. S. imports increcased from Canada ($159 million), Cuba ($159
million), British Maleya ($234 million), wnd the Philippines ($94 million).
Heavy imports of newsprint, sugar, rubber, and copra from the respective
countries accounted for the bulk of the expansion. Notable decreases wcre
rcgistered for imports from Japan (%36 miliion), French Indo-China (%28
million), Afghanistan ($27 million), ard the Union of South Africa (%51
million). Factors nartly responsible for this development were the fall
in rawv silk imports, political disturbcnces, and the lower shipments of
c¢iamoads.,

Trade by commodity classes during the first ninc months of 1947
departcd somewhat from the pattern for 1946. Greatly increased exports of
semi-finished and finished menufacturcs accounted for most of the gain in
total exports.

Table III
Commodity Composition of U.5. Trade
January through September 1947

Increzse (+) or
decrease (-)

VYalue Indexes from Jan.-3ept. 1946

(Jan.-Sept. 1946 = 100) (Millions of dollars)
Exports Imports Exports Imports

Crude Materials 117 105 + 175 + 65
Crude Foodstuffs 125 122 + 125 + 130
Manufactured Foodstuffs 94, 131 - 70 + 116
Semimanufzctures 200 138 + 656 + 248
Finished Manufactures 185 123 + 3,001 + 132
Total 156 120 + 3,8¢6 + 690
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A sharp decline in the value of many individual components of the
manufactured food exports category is partielly concealed by the classifi-
cation used in the preceding table; large decreases in exports of meat
products, deiry products, canned vegetables, and dried eggs were almost
entirzly compensated for by a rise of $229 million in cxports of wleat
flour. Moreover, according to the devertment of Commerce cunutlative index
of unit values for the first nine months of 1947, prices in this category
rose 27 per cent over the same period of 1946. On the basis of these price
changss, the volume of manufactured food exvorts declined 25 per cent curing
the first nine months of 1947 from the similar period of 1946.

Price and volume changes as indicated by the Department of
Commerce indexes for January-Scotember 1947 from the same period in 1946
for the other cconomic classes of exdorts were as follows:

Unit values Volume
2er cent
Crude moterials + 25 - 6
Crude foodstuffs + 10 + 13
Semimenufactures + 29 + 55
Finished monufactures + 19 + 56

Changes in cxports of incividual commodities werc sherp compared
with 1946 levels. The great increzse in coal kept values high in the crude
materizls catepory cven though there was a tremendous third-quarter decline
in exports of unmncnufzctured cotton. Greatly increased shipments of corn
more than compenscted in the crude foodstuffs cate ory for the drop in
wheat exports. Semimanufactures showed gains in all commodities, and
finiched menufzctures, with the execption of those of wool and synthetic
rubbcr, were cxported at & hish rate.

On the basis of price changes in economic classes of imports,
volures during the first nine months of 1947 were gener.lly bclow the
levels of the seme period of 19461

Unit values Volume
(Per cent)
Crude maztericls + 10 - 5
Crude foodstuffs + 42 - 14
Menufactured foodstuffs + 24 + b6
Semimenufactures + 30 + 6
IMinished manufactures + 28 - 5

Decrecasces during the third quartcr of 1947 from that period of
1946 in the values of individual commodities in the crude matcerials category
have cmphasized the shifts thet first bccome cvident carlier in the year.
Imports of furs, raw silk, unmmcnufectured wool, and diamonds were still
declining, and shipments of crude rubber and oilseeds during the third
quarter were well below levels established during the [irst two guarters
of 1947. In thc crude foodstuffs class, imports of cocoa and coffec
continued to show -aluc increases during the third quarter of 1947, but
prices during the first nine months of this ycar had incrcased markedly
from the level during the first nine months of 1946 (47 per cent for coffee
and 163 per cent tor cocoa) and masked the volume decreases of 17 per cent
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and 2 per cent respectively for the nine-month periods. Cane sugar ship-
ments kept value and volume in the manufectured foods class at a high
level. In semimanufactures the increased imports of wood pulp, expressed
0oils, and copper wore than offsect the drop in shipments of diemonds, cut
but not set. During the third quarter of 1947, imports of tin, copper,
and wood pulp were accelerated. Value increases of burlap and newsprint
imports during the third quarter of 1947 and for the nine months of 1947
made these commodities the key items in the finishcd manufactures cztegory.
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Table IV

CONFIDENTIAL

e -~ Selected Countries }/

(Millions of dollars)

4th 1st 2nd 3rd Jan, -
Continent and quarter quarter quarter ! quarter Sept.
Country 1946 1947 1947 1947 1947
Total Exports 2,621,1 3,593.4 3,962.0 ,393.0 10,948.4
North America 809.6 - 912,2 - |1,018,1 899.5 | 2,829.8
Canada 462.6 473.3 572.1 503.6 1,549:0
Mexico 159.5 163.9 160, 138.8 463.5
Cuba 87.6 113.1 131.3 101.0 © 346.0
South America 378.7 57TL.4 - 648.3 561.4 - | 1,781.1
Venezuela 66, 6 94.2 120. 4 100,2 315.0
Brazil 119.0 174.5 179.7 135.7 439.9
Argentina 79.2 134.6 178.9 193.1 506, 6
Europe 919.9 1,375.,7 1,444,1  11,209.5 4,029.3
ERP countries 2/ 829.9 1,263.8 1,317:4 ,144.8 3,726,0
Other Europe 104.3 132,9 161.9 85.7 380.5
Asia 367.5 - 487.8 547.3 | 424.0 1,459.1
India and dependencies 57.9 96.0 136,1; 81.8 313.9
Republic of the ' ' ' : *
Philippines 92,4 126,0 94. 4 98,7 319.1
China 109.5 113,0 123.1 7.1 © 307.2
Australia and Oceania 30,1 63.7 73,9 96.5 234.1
Africa 115.7 - 182,7 - 230,3 201,9 614.9
Union of South Africa 64,8 - 97.0 112.9 101.4 311.3
, , . , . : ,
Total Imports 1,411.3 1,411.8 1,451.,5 [,331,0 4,194.3
North America 462.0 495.7 567.7 - | 528,4 | 1,591.8
Canada 261,9 R43,4 66,9 269,0 779.3
Cuba 89.4 104.5 156.6 131.1 © 392.2
South America 303.5 309.2 290.7 - | 276.5 876.4
Brazil 105.1 118.4 86,3 106,1 - 310,8
Europe 229,2 186.0 196.7 212;6 595:3
ERP countries 2/ 197.3 173.1 165,5 160,1 498.7
Other Europe 50,3 36,4 45.4 56,0 137.8
Asia 296,0 - 305.9 - 263,8 205,2 779.9
India and dependencies 61.8 69.5 55,4 67.8 192.7
British Malaya 54,3 9,5 85,1 54.6 R34.2
Republic of the : '
Philippines - 20,7 37,7 48,0 -R7.6 113.3
Australia and Oceanisa 44,7 45,7 53.5 25.2 124.4
Africa 75.7 69.4 4.1 83,0 226, 5

1/ Selected on the basis of $300 million for 9 months' trade in Exports, $200
million for 9 months' trade in Imports, except for Europe, where subtotals
were calculated for the 16 ERP nations, including Germany.

g/ Includes trade with Germany; also includes non-European Iceland and Turkey.






