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1948 pact permmitting the renegotiation of prices in each of the last three
years of the contract has been omitted from the current agreement; (2) the
range within which prices may fluctuate freely has been narrowed by reducing
the maximum price by 20 cents and by increasing the minimum by 10 cents, The
width of the price range varies from 30 cents in the first year of the agree-
ment to 60 cents in the fourth year, In view of the wide range of fluctuation
in world wheat prices which has prevailed in the past as a result of a combina-
tion of a rather inelastic demand for wheat and of sharp variations in the
annual world wheat crop, the range within which wheat prices may adjust to
world demand and supply conditions before the terms of the agreement are
invoked is very narrow,

The termms of the 1949 agreement are probably the best that could be
devised which would reconcile the interests of the importers and the exporters.
Compromises were many and far-reaching and until a late stage of the conference
it was doubtful whether or not an agreement could be reached, Through the
bargaining process the importers succeeded in reducing both total guaranteed
quantity and maximum price with respect to 1948, These concessions made to
the importers by the exporters were offset by a higher minimum price, a con~
cession which may become more significant than the lowering of the maximum,

The Stake of the United States in the Ag reement

The International Wheat Agreement offers a partial solution to the
embarrassing problem of surplus wheat which is rapidly approaching in the
United States, If the favorable weather continues, the United States!
wheat crop for 1949 is expected to be about 1,310 million bushels, larger
than the large 1948 crop by about 20 million bushels, With a carry-over of
@out 300 million bushels this July, total U. S. supplies for 1949 would be
close to 1,610 million bushels, With domestic utilization of no more than
about ¢ 75million bushels - — unless there are unforeseen changes in the supply
and price of feed grains ~ - there would be about 950 million bushels for
export in 1949 - 50 and for carry-over on July 1, 1950. In the meantime, the
demand for exports may be less than the 500 million bushels exported annually
in the last two years although the wheat crop prospects in Europe are less
favorable than a year ago.

The agreement assures an export of about 300 million bushels of wheat
annually - -~ 168 under the temms of the agreement and about 140 million
of Amy shipments to occupied areas. Thus, the pact pemits the United States
to retain markets lost in the interwar period and only recently regained and
it makes less difficult the support of famm prices of wheat at 90 per cent
of parity this season and at such other level as may be selected for later
seasons. The support price at the farm (which is based on the June 15 parity
index, the beginning of the crop year) was set at $2 for the 1948 - 49 crop
year. Although 300 million bushels of wheat are under loan or purchase agree-~
ment to support prices and exports are running at a rate of 500 million bushels
a year, the price has stayed just below the support level since January. Unless
a sharp drop in prices paid by famers occurs in the United States before
June 15, 1949, the support price in 1949 - 50 will not be more than 6 or 8 cents
below the current rate and the scope of support operations will be much more
extensive,
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As of March 15, 1949, the equivalent port side price of wheat
in the United States was between 45 and 50 cents per bushel above the maximum
price provided in the agreement, On an annual export of 168 million bushels
the required subsidy would amount to about 80 million dollars assuming that
the maximum price is received, A large part of this expenditure, however, will
probably be compensated by a corresponding reduction in ECA outlays for
wheat procurement assuming that ECA will pay prices in accordance with the
agreement,

A brief review of the ECA financing of wheat purchases in the first
year o its operation, April 3, 1942 tlyough March 31, 1949, will give some
indication of how the ECA operations may be coordinated with trade under the
provisions of the wheat agreement, Total exports of wheat financed in this
period with ECA funds were 358 million bushels, 196 million bushels from the
United States at an average unit f o,bprice of about §2.55, and 162 million
of offshore purchases from Canada at a price of about $1.95 per bushel . Of the
offshore purchases, 158 million bushels were exported to the United Kingdom,
Of the 196 million exported from the United States, 177 million
bushels went to ECA countries which are also signatories of the wheat agree~
ment., '

A1l of the exporting and all of the importing countries except one
have signed the agreement within the April 15, 1949 deadline. Chances for-
ratification of the agreement by the signatory countries appear to be good,
In the U, S. Senate opposition may be lessened now that a surplus in 1949-50
is in prospect.

Assuming that the agreement is brought into force, the success of its
operation in the ensuing four years will be bound up with the operation of
EG programs and the means used by Argentina and Russia in disposing of
their exportable surplus of wheat, This agreement, the first multilateral
long-term contract among exporters and importers may be the forerunner of
similar agreements for other commodities important in world trade. An
international cotton conference has been called to meet in Brussels on April 25
which will consider the advisability of an international cotton agreement,
It is wossible that the support of ECA operations will facilitate the con—
clusion o f international commodity agreements which, once successfully
in operation, may well survive the end of the European Recovery Program,

GUARANTEES AGAINST DEVALUATION LOSSES FOR FOREIGN INVESTMENT ?  Gerald M. Alter

It has been proposed that the U. S. Government, in order to promote
economic development abroad and as a part of the President!'s Point IV Program,
should offer to guarantee investors against certain risks which are peculiar
to foreign investment. Among the risks against which guarantees might be
offered are those arising from non-transferability of capital and earnings,
from expropriation and seizure without prompt and adequate compensa tion, from
physical destruction incident to international war, and from exchange rate
devaluation. This note considers whether it would be appropriate to include
risk of losses arising out of exchange rate devaluation in such a guarantee
program,
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Nature of Devaluation Risk

Devaluation of the local currency represents an unequivocal loss
to a foreign investor in the sense that the dollar proceeds resulting from the
conversion of a given amount of earnings or capital in local currency are
reduced, To the extent that losses can be satisfactorily defined in this
way, they would be clearly discernible and measurable, and the amount appro-
priate to compensate for such losses would be easily calculable. It would
only be necessary to calculate the difference between the sum of dollars accru-—
ing to the foreign investor from the conversion of the local currency at the
old and new exchange rae, The value of the capital in local currency or the
value of transferable earnings in local currencies are sssumed to be unaffected
by the currency devaluation, and the.amount of local currency used for making
the calculation would be the amount presented (or approved) for transfer,

The only case of an unequiwocal loss to foreign investors resulting
from exchange devaluation is this conversion loss. The clearest example of
a foreign investment in which the risks of devaluation loss are confined to
the conversion type is a foreign investment in fixed income securities stated
in termms of local currencies. Investors in such non-equity securities would
almost certainly suffer losses as a result of devaluation, the only exception
being when the enterprise issuing the security is on the edge of defaulting
on its obligations and devaluation improves its earnings position. As a result
of the proppect of such losses to investors when fixed income securities are
stated in tems of local currencies, foreign fixed income obligations sold in -
the United States almost always have either been stated in dollars, or at the
option of the investor, can be so stated. Thus, prospective U. S. investors
in foreign fixed-income obligations do not face any prospect of loss resulting
from devaluation of exchange rates, borrowers having nomally assumed the
risks involwved,

In the mse of equity investments, whether of the direct or portfolio.
type, it is impossible to state whether the broader effects of exchange
depreciation result generally in losses or gains for the foreign investor.
Even when it is possible to detemmine in specific cases that losses or gains
result, it is difficult to measure the amount of loss or gain,

To consider first the direct effects of exchange devaluation through
changes in import and export prices, U, S. fimms engaged abroad in producing
for exrort markets will receive higher prices in local currencies, while firms
producing abroad for a local market and depending heavily upon imported raw
materials will experience higher costs., Generally, enterprises of the first
type will make higher profits as a result of devaluation, while firms of the
second type will meke lower profits, profits in both cases being stated in
temms of local currencies, Even in cases where firms are "pure types" in this
sense, it is extremely difficult to determmine the extent to which profits are
increased or reduced by devaluation, In actual fact, most enterprises are a .
mixed type, producing both for exnort markets and for local markets, relying
partly on imported and partly on domestically produced raw materials, This
makes it difficult to predict in advance whether the investor in such enter—
prises will gain or lose as a result of devaluation,
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Furthermore, in considering the nature of devaluation risks, the
position of foreign investors cannot be isolated from the whole series of
economic develooments surrounding exchange devaluation., In a country where
exchange devaluation is precipitated primarily by domestic inflation or by
price declines in foreign markets it may serve merely to restore the profit
position of foreign-owned export industries. On the other hand, dewvaluation
may improve the already high profit position of export industries. 1In the
case of investments in industries producing for local markets devaluation when
precipitated by internal inflation may serve merely to curtail high dollar '
profits or it may reduce such profits to extremely low levels., When the act
of exchange devaluation is viewed as only one element in a series of related
economic developments, it is, therefore, even more difficult to detemine
whether foreign investors lose or gain from devaluation, -1/ The conversion loss
may be offset or accentuated by the impact of devaluation, depending upon the
character of the enterprise and the nature of the economic dewvelopments to
which exchange devaluation may be related,

Those considerations lead to the conclusion that the risk of loss
from exchange devaluation, when viewed in a broader sense and not merely in
terms of convertibility loss, is not peculiar to foreign investment, U. 8.
domestic investment is subjected to the same type of risk; for example, a fimm
in the United States engaged in the export industries may suffer a substantial
loss in earnings as the result of exchange devaluation in foreign countries,
Similarly, a U, S. fim engaged in the import business in the United States
may suffer a substantial loss in earnings as the result'of depreciation of
the U. 3. dollar (or appreciation of foreign currencieg. The risks of invest~
ment in both the U, S, exvort and import business are thus affected by the
possibility of exchange-rate changes.

Prospects for Exchange Devaluation

There is today a fairly widespread feeling that exchange rates
abroad are generally over-valped and that eventually depreciation of exchange
rates may be necessary in meny of the European countries, in Latin America,
and elsewhere, Although the establishment of the International Monetary Fund
was designed to secure a certain degree of stability in exchange rates, as
well as a procedure for orderly adjustment, it was never anticipated that exchange
rate devaluation was to be excluded as a means of securing adjustment§~ in jch@ ‘
balance of payments of countries suffering from "a func.lamental disqullibrlum.“
Furthermore, it is specifically in the countries to which we are trylng t9
encourage the export of U, S, capital where the danger of continuing, if 1rreggla;’,
exchange-rate depreciation is most obvious. Many of the undert_leveloped countries
of the world are undertaking ambitious investment programs, while at the same
time relying on extremely primitive fiscal and monetary systems to 001:1trol
inflation. While some progress will undoubtedly be made toward securing the

1/ There is one sense in which devaluation under certain conditions may be said
to "benefit" all foreign investors., A devaluation of the exchange rgte
may make it possible to meet the foreign exchange claims o:f‘ :f‘oreljgn investors,
In the absence of devaluation, the exchange control authorities might be
unwilling or unable to meet these claims.,
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necessary economic reforms, it is probable that the balance of payments in
many underdeveloped countries will be subjected to a continuous strain as a
result of inflationary pressures. Although exchange controls, quantitative
imoort restrictions, and other devices will be relied upon at different times
and in varying degrees to protect the balance-of-payments position, devalua-
tion of exchange rates will probably also be employed,

The existence of multiple exchange rates applicable to remittances
on foreign investments in many countries constitutes a special problem in
appraising the prospect for exchange-rate dewaluation in the next five years,
In countries where such systems are employed, the transfer of earnings or
capital is at present usually effected at a less favorable rate than is
available for imports. Should the International Monetary Fund soon secure
a general unification of exchange rates, it is possible that the unitary rate
will be no less favorable from the foreign investor's point of view than the
rate awailable for financial transactions under present systems, Should the
present multiple-rate systems be preserved or extended, the exchange rates
available for the transfer of earnings or capital may be more easily varied,
Such variation could operate either to reduce or to increase the risk of con~
version losses. Countries employing multiple-exchange rate systems. are in a
position, if they desire to establish a stable exchange rate for the transfer
of profits and capital. However, it must be recognized that foreign countries
will probably not ignore the general effects of exchange-rate changes on
foreign-owned export industries in establishing the appropriate rates for the
transfer of earnings and capital, and will not, thercfore, preserve a stable
"financial® rate if "export" rates are devalued, Similarly, if the history of
the past twenty years is any guide, the authorities are more likely under
balance-of-payments pressures to devalue rates applicable to financial remittan-
ces thanrates applicable to imports,

Conclusion

The real issue appears to be whether it is appropriate to insure
U, S, foreign investors against the risk of conversion losses resulting from
exchange devaluation. Conversion losses, as observed above, may be more than
offset in many instances by increased profits stated in local currencies, The
U. S. Government could not simply compensate for conversion losses and thus
ignore the broader effects of devaluation and the general movement of prices,
wages, and incomes with which devaluation may be associated. If the Goverrment
attempted, however, to compensate for losses attributable to the whole series
of ecoromic developments of which exchange depreciation is only one element,
it would have an impossible administrative burden, and it would not be restrict-
ing the guarantee program to risks peculiar to foreign investment,

It must be recognized, however, that even if it is decided not to
guarantee investors against losses resulting from devaluation of exchange rates,
aguarantee program covering transferability of capital and earnings would
inwlve- certain questions related to devaluation of exchange rates, If special
exchange rates applicable to financial remittances are subject to independent
variation, a determination may have to be made as to whether a given change
of such a rate, by reason of its discriminatory nature, is equivalent to an
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exchange blockage, It may therefore be desirable to frame the convertibility
guarantee in such a fashion that it can become applicable to this eventuality,

CONTROVERSY ON SWEDISH FINANCIAL POLICY Caroline Lichtenberg

It became increasingly evident during the course of 1947 that
Sweden was living beyond her means. Real consumption per capita had risen
by an average of 10 per cent from 1938-39 to 1947 and the real volume of
investment was about 27 per cent greater in both 1946 and 1947 than before
the wer, y These high levels were accompanied by a growing deficit on the
balance of payments and a rapid drawing down of foreign exchange holdings,
especially gold and dollars. By the middle of 1948 the deterioration of
Sweden's external position led the government to take measures to curtail
drastically the wolume of imports and particula rly those from the dollar
area. It is clear, however, that to redress the balance of payments, there
must te not only a curtailment of imports and an expansion of exports, but
also a direct attack on the excess spending which has been the main cause
of Sweden's balance of payments difficulties. In 1948 the money supply was
almost three times the 1938 level as compared with a doubling of the price
level and an increase in real national income of approximately 10 per cent,
In addition to arresting the inflationary pressures which are suggested by
these figures, Sweden must accomplish the reallocation of resources necessary
for an increase in exvorts without permitting the development of fresh infla-—
tionary forces which such a shift might create and at the same time control
those pressures on the economy arising from the curtailment of imports, There
is general agreement in Sweden that the answer to the problem lies in decress-
ing and redirecting investment and preventing an expansion of consumption
while maintaining total output at high levels, But there is strong disagree~
ment as to how these aims can most effectively and expeditiously be accomplished,
one group adwocating the use of fiscal and monetary policies, and the other
fawring the use of direct physical controls, .

Mr., Ivar Rooth, a representative of those who would rely largely
on monztary means of control, finally resigned as governor of the Riksbank,
in December 1948, after several years of conflict with the government, In a
statement to the Riksdag, Mr, Rooth outlined several of the most important
steps which he felt should be taken simultaneously to achieve economic balance:

(1) Wages must be stabilized

(2) During the next few years the national budget should be over—
balanced sufficiently to repay annually about 200 million kronor of the
national debt held by the Riksbank,

(3) Production for export must be increased in preference to direct
limitation of imports,

(4) The government's peg on long-termm government bonds should be
lowered to allow a rise in interest rates which will redress the imbalance on
the cadital market,

1/ European Recovery Program, Country Study, February 1949, pp. 9,10.
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- The government is in substantial agreement with Mr. Roothts first
three points. The level of wages promises to remain stable as a result of
the recommendation of the Federation of Trade Unions to prolong the current
wage agreements without any change, With respect to the budget, the govern-
ment!'s intentions are to achieve a surplus, However, after a small surplus
was realized in 1947 ~ 48, a deficit of 200 million kronor waa permitted to
occur in the current budget and only a nominal surplus is anticipated for
1949 - 50, Clearly the government did not cut current expenditures or post-
pone certain investments to the extent adwcated by Mr., Rooth, Concerning
foreign trade, both Mr., Rooth and the government stress the urgency of increase
ing production for export, but the government is more faworably inclined to
restrict imports directly than is Mr. Rooth,

The heart of the controversy is the government!s policy with respect
to credit and interest rates., By supporting long-term government bonds at -
a yield of 3 per cent, the government has followed an easy money policy which
has resulted in an undue expansion of credit and investment and a large flow
of funds into relatively unessential construction activity. Since the fall
of 1946, Mr, Rooth adwcated a tightening of the credit market, opposing
all measures designed to make it possible for banks to increase their lending
activity and urging a withdrawal of the Riskbank from the bond market, In
March 1948, he proposed that the buying rate for the goverrnment!s bonds be
lowered to 95,5 per cent., It was his belief that even such a limited
lowering of the peg as this would go far towards tightening the money market,
reducing credit and curtailing investment. A rise in interest rates would
attract funds to government bonds and discourage the flow of capital into
more risky investments such as construction, which accounts for a substantial
part of total investment and is at the same time especially sensitive to
interest rates. With respect to savings, it is contended that a rise in
interest rates would "bolster confidence in the currency and thereby achieve
the most important pre-requisite for increased savings." By checking inflation-
ary forces, a rise in interest rates would alleviate the pressure on foreign
exchange reserves,

But the government has maintained the peg on govermment bonds and
supported the market without giving any indication whatsocever that it will
deviate from this policy, In the United States, the important consideration
for following a similar policy was concern that an increase in interest rates
might precipitate the long-heralded recession, In Sweden, on the contrary,
it was argued that a rise in interest rates would increase inflationary forces
by causing a rise in rents and thereby an increase in the ecost of living. With
rents rising, it was argued that the government could not justify a policy
of restricting wages and maintaining price ceilings, and therefore the final
effect would be not an arresting of the inflation but only a deterioration of
the whole domestic program, On this point, Dr, Per Jacobsson of the Bank for
International Settlements contends that "a rise by one-half per cent in the
mortgage rates would not increase the cost of living by one per cent,® y

1/ Quarterly Review, Scandinaviska banken, October 1948, p. 51
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The government has never answered this argument.

To control investment, the govermment has relied on administrative
measures, In 1948 bark and insurance companies were persuaded by the govern-
ment to restrict their sales of gilt-edged bonds so that the Riksbank would
not be obliged to go into the market, The Riksbank also urged these insti-
tutions to exert some selective control over credits, Direct action was
taken with respect to construction activity in the form of building permits,

It appears now that Mr. Rooth resigned after the peak of the post-war
investment and credit expansion had been passed. The government!s policy of
directly controlling construction activity as well as a natural tapering off
have resulted in private gross investment in residential building being lower
in 1948 than during any other post-war year. The Riksbank purchased less than
half the value of government securities in 1948 than it had purchased in 1947
and advances by the commercial banks showed little change between December 1947
and the end of 1948, Furthermore, in February of this year government 3 per

cent long-term obligations of 1945 and 1946 were quoted and purchased at
slightly above par,

By maintaining the peg on securities, the government may have made
the inflationary period longer than would have been necessary had the interest
rate been allowed to rise, But since an adjustment process was already in
course toward the end of 1948, a change in policy at that time was not
particularly called for,





