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| It will be noted that in recent years the percentage of total Canadian
. imports obtained from the United Kingdom has been from 2 to 3 times the percentage
o for the United States, This disparity is partly explained by the character of
British exports, which are almost exclusively in the category labelled "articles
wholly or mainly manufectured.," An examination of Canadian imports in recent

years shows that about €0 per cenmt of the total consists of manufectured and semi~
manufactured goods, For the United States, the corresponding figure has for many
years been closa to 40 per cent, Thus, in 1948, Cenadian imports of manufactures
amounted to 10,5 per cent of the Cansdian gross national product, whils in the

onse of the United States the figure was only 1,1 per cent, From this point of
view, the Canadien economy, on the basis of figures for 1948 and other years,
appears to be about 9 times as dependent on imports of menufactures as the Americen
. economy, Since British exports consist almost entirely of manufactures, it N
. might therefore be expected that Canadian imports from the United Kingdom would .
gl be ebout 9 times as great, per capita, as American imports from the United Kingdom,
Actually, however, the ratio in recent years has usually run considerably higher

than this, and in some years has been as high as 14 to 1, Thus, for a comple te
explanation of the disparity between Canadian and American per capite imports

from Britain, it appears necessary to probe still further,

It does not, however, seem necessary to probe very far, In the residual
area thus far unexplained, there are strong reasons for believing that the
American tariff may be the most important single factor, The first piece of
evidence in this connection is provided in the chart on the following page, It
will be noted that, as previously pointed out, British exports to Canada in almost
every year since 1930 have been of approximately the same magnitude as British
exports to the United States., 1Indeed, in 12 of the 20 years since 1929, British
exports to Canada have actually been higher than to the United States, and the
average annual figure for the period has also been slightly higher, This situation
is “n marked contrast to the state of affairs prevailing prior to 1930, In every
year of the decade 1920-29, British exports to the United States were much higher
than to Canada, In three of the years, British exports to the United States were
more than twice as high as to Canada, and for the decade as = whole, they averaged
79 per cent higher,

This clearly suggests that some major development (quite apart from the
world depression) occurred about 1930 which sharply eltered, from the British point
1'} of view, the relative attractiveness of the Canadian and U.S, markets, Even with-
out further analysis, it would be difficult to avoid the conclusion that this
change was related to the enactment of the Smoot-Hawley Tariff, which went into
effect in June 1930. The latter tariff, which was the highest in American history,
sharply raised duties on a wide reange of items, principally manufactures, and the
new rates in many cases were clearly intended to be prohibitive, A comparison of
the composition of U,S., imports from Britain in 1029 and in 1931 confirms the con-
clusion that the Tariff Act of 1930 was chiefly responsible for the abrupt change
in the relative importance, to Britain, of the Canadian and American markets, As
the table below shows, chenges in the composition of U,S. imports from the United
Kingdom appear to have been closely related to changes in the tariff, The share
in total imports of the few categories of commodities for which the average rate
‘l’ of duty was reduced either increased or remained unchanged, On the other hand,
for those categories which were characterized by an increase in the average rate
of duty, the proportion in most cases went down., In the few cases where this
negative correlation did not hold, the average rate of duty was low both before
end after 1930,
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Average Rates of Duty and Percentage Composition of U,S, Imports
from the United Kingdom for 19290 and 1931

1929 1931
Average  Percentage Average Percentage
rate of of totel rate of of ‘total
duty 5/ imports duty E/ imports
Animal products, edible 19.9% 1.2% 17.0% 1.9%
Animal products, inedible 2.4 14.0 5,8 17.0
Vegetable food products L9 L.6 6.7 10.4
Vegetable products, inedible b/ 5.1 3,1 L.9 Loy
Textiles - 36.6 33.5 Lh.3 27.3
Wood and paper 12.8 2.5 19.3 1,9
Nonmetallic minerals 21,6 7.5 22,1 6.0
Metals and manufactures 2/’ 11,0 11.0 13,6 8.1
Machinery end vehicles 28.2 1.9 2.8 1.9
Chemicals 8.9 3,2 1.2 2.7
Miscellaneous 3.4 17.5 5.4 18.4
100,0 100.,0

8/ Derived by expressing computed duties as a percentage of total imports
- (free and dutiable).

b/ Excluding fibers and wood,

o/ Excluding machinery and vehicles,

Since many of the duties in the Tariff Act of 1930 were of the specific
type, the sharp decline in commodity prices accompanying the world depression :
added greatly to the degree of protection originally provided, Under the Ottawa
Agreements of 1932, which resulted in reductions in Canadian duties on Empire
products, the disparity between U, S, and Canadian import restrictions on
British exports was still further widemed., Since 193L, U, S, tariffs have been.
sharply lowered, both as a result of price developments and as & result of the
Trade Agreements Program, but an examination of present U., S, and Cansadisn duties
shows thet a number of major British exports receive much less favorable treatment
in the U, 8. market, Thus it appears likely that the tariff is the most important
factor accounting for the marked shift, after 1929, in the relative importance,
to Britain, of the American end Canadian markets, This does not, of course,
mean that equalization of U, §, and Canadian duties at the lower Canadian levsel
wculd necessarily restore the pattern of the Twenties,
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(3) machinery, (L) nonferrous metals and manufactures, (5) wool manufactures,
(6) other textile menufactures (excluding cotton, silk, and synthetics), and

(7) cotton textile manufactures,
in the list of prineipal British exports to Canada,

In different order, these items all appear
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FOREIGN E{CHANGE PROBLEMS IN AUSTRIA Jo. Herbert Furth

The foreign exchange situation in Austria is extremely confused,
Ever since the reestablishment of an independent Austrian currency in 1945, the
official rate of exchange has been 10 schillings per dollar, For many months,
however, only a small fraction of all foreign exchange transactions has taken
place at that rate., Deviations have been both legal and illegal: virtually
all exporters have been permitted by the Austrian National Bank to retain vary-
ing parts of their foreign exchange receipts and to use them either for their
own imports or to sell them at a premium to other importers. Moreover, tour-
ists have been permitted to take foreign exchange into Austria and to dispose
of it as they see fit. Actual exchange transactions between exporters and im-
porters, however, take place at rates considerably higher than the official
premia, most of them probably at rates close to the black market gquotation of
approximately 25 schillings per dollar, or 150 per cent above the official rate,

It seems that the main function of the official rate today is to act
as a conversion factor for translating the dollar value of ECA-financed imports
into schilling prices, This means that these imports are subsidized to the ex-
tent of 150 per cent of their schilling price, or 60 per cent of their dollar
value., Since ECA-financed imports represent about LO per cent of all Austrian
imports, and about 8 per cent of all goods and services available to the Austrian
consumer, this subsidy plays an important role within the framework of the
Austrian national income.

The present system is generally considered unsatisfactory; however,
the question remains whether the continuation of those conditions or a change
in the exchange rate practices -- which would probably mean a substantial de-
valuation of the schilling -- would be the lesser evil,

Arguments for Devaluation

1, The present official rate does not represent the true rate at
which the bulk of the foreign exchange transactions actually take place, A
change in that rate would therefore not necessarily have the inflationary con-
sequences usually connected with devaluation. If the new rate, for instance,
were set so that it equalled the average import rate actually used at present,
the change would probably have no perceptible influence on domestic prices.
On the other hand, such an adjustment of the official to the actual rate would
not only bring again truth into official statistics and business accounting,
but would also provide Austrian entrepreneurs with a more reliable standard of
value,

2. The present system actually is a conglomeration of multiple ex-
change rates without guiding principle, While the authorities try to determine
"priorities" for calculating the "free quota" of export proceeds, which they
permit exporters to retain, not even the vaguest principles are applied to
black-market transactions, and the system has to be abandoned comoletely in
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the case of most bilateral clearing and barter arrangements. It has been re-
ported that in many instances luxury items are imported at lower, and exported
at higher rates that necessities, Thus, the multiple rate system leads to¢ a
serious mlsdirection of scarce resources and especially to an uneconomic use
of foreign exchange receipts.

3. Since the size of the "free quota", and thereby the actual re-
ceipts from exports, depends upon a rather arbitrary decision of some official,
the system inevitably leads to public and private corruption. Premia are fre-
quently determined on the basis of political or personal influence, and any
concession granted to one group is likely to result in increased pressure ex-
ercised by other groups. The system is therefore inherently unstable.

L. Members of the occupation forces are in theory supposed to abide
by existing regulations and to acquire Austrian currency at the legal rate,
If they did so, however, they would pay for their schilling purchases about
150 per cent more than tourists or visitors. In consequence, all members of
the occupation forces quite openly buy all schillings in the tolerated, but il-
legal, black market., This situation is not only detrimental to "morals and
morale" of the occupation troops, but also leads to friction within the Austrian
population, which increasingly regards the members of the occupation forces as
mere black marketers,

5. The subsidy granted to the purchasers of those goods that are im-
ported at the official rate, distorts the domestic price system as well as the
relation between domestic Austrian and world market prices. It also imposes a
hidden, but none the less real burden upon the Austrian budget by reducing rev-
enue from customs duties and excise taxes. Finally, it reduces the amount of
funds to be paid into counterpart accounts and available for investment pur-
poses; it leads therefore to overconsumption and underinvestment and retards
the rehabilitation of the Austrian economic system,

Arguments Against Devaluation

1. The following table compares the balance of payments for the sec-
ond half of 1948 with that for the first half of 19L9; the figures are based
upon Austrian data, but are slightly rearranged,
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Austrian Foreign Exchange

Austria's Balance of Payments, 1948/II and 1949/I

(Millions of Dollars)

Payments: Commercial imports 1/
Services .
ECA imports 1/
Inerease in foreign exchange holdings

Total

Receipts: Exports
Services
ECA grants 1/
Capital transactions (net) 1/ 2/
Total

Notes:

1948/11

128
7
107
10
ggg

118
13
107

12 e

1949/1

177

110
16

298
_

l/‘Austrian statistics include ECA-~financed imports from participating coun-
tries and Poland among "commercial imports! and the corresponding payments

among "capital transactions" ($19 million in 1948/II and $16 million in 19L49/I).

3/ Including errors and omissions (net).
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A change in the present system might interfere with the expansion of
foreign trade indicated by the table; in view of the heavy dependence of Austria
upon its imports and exports, stagnation in foreign trade would damage the pro-
gress of the Austrian economy more seriously than a continuation of the present
exchange practices,

This argument, however, overlooks the difficulty of assessing the
true value of Austrian commercial imports and exports., Less than half of the
commercial imports, and only one-third of the exports are cash transactions,
the dollar value of which can be calculated with reasonable certainty. The re-
mainder are clearing and barter transactions, frequently based upon domestic
rather than world market prices, and the conversion of domestic prices into
dollars at the official exchange rate exaggerates their dollar value. A sub-
stantial part of the apparent increase in foreign trade between the second half
of 1948 and the first half of 1949 may actually be due to the increasing gap
between statistical and actual dollar valuation of clearing and barter deals,

2. Unless Austrian exports are to be seriously hampered, a new uni-
form exchange rate for the schilling would have to be established in the neigh=
borhood of the highest export rate actually used at present; such a rate would
be higher than the present average import rate -- kept low by the importance of

"ECA imports calculated at the legal rate -- and even higher than the present

average export rate. The devaluation would therefore result in an appreciable
rise in prices and the cost of living, In view of the unstable financial sit-
uation in Austria and the great susceptibility of the Austrian economy to in-
flationary pressures, such a rise could easily lead to a renewed inflationary
spiral, Moreover, the last stabilization of wages and prices, embodied in a
formal agreement between the Goverrnment and representatives of industry, agri-
culture, and labor, took place as recently as in May 1949. The change in the
exchange rate would upset that agreement and destroy the confidence in the per-
manency of future agreements of that kind.

This argument presents the most serious reason against devaluation.
However, the impact of devaluation could easily be reduced to tolerable propor-
tions by temporary open subsidies for ECA imports, which include the main cost-
of-living items. These subsidies could later be gradually abolished, conform-
ing to the progress in restoring the productivity of the Austrian economy.

3. The Austrian exchange rate is only one of many European exchange
rates that need readjustment, If the Austrian currency is devalued before
other European rates are adjusted, it might become necessary to engage in fur-
ther devaluation at the time of a general change in the dollar value of European
currencies,

This argument overlooks the fact that the Austrian exchange rate sit-
uation is more chaotic than that of any other European nation, If it is felt
that the future stability of the Austrian rate should not be jeospardized, a
system of generalized private compensations ("private clearing") such as existed




CONFIDENTIAL -5« Austrian Fdreign Exchange

in Austria in the 'thirties, could be established as an interim measure., From
such a system a fluctuating, but uniform free market rate would emerge until
such a time as the European exchange rate problem as a whole would be solved,

L. The establishment of uniform exchange rates would mean unjusti-
fied windfall profits for some exporters of goods with inelastic supply (magne=
site), who are able at present to conduct business at a lower rate, and for
those importers that will have paid less than the new rate for their stocks in
hand, This argument can be weakened by the enactment of special taxes on wind-
fall profits of that kind,

5. No exchange rate could bring about a complete equilibrium of
Austrian foreign trade, Further U. S. assistance would be needed for a number
of years in any case, Moreover, the "hole in the East", caused by the uncon-
trolled trade transactions of the Soviet occupation authorities, could not be
blocked before the Austrian treaty goes into effect,

It is true that the devaluation of the Austrian schilling could not
aim at making U, S, assistance unnecessary; it could, however, prevent that as-
sistance from being dissipated. It is also true that Soviet activities will
continue to sustain some black-market transactions. However, the inevitability
of that evil is no reason for refraining from combatting black markets in other,
even more vital fields,

Conclusions

While the need for readjustment of the Austrian exchange rate thus
can hardly be denied, the determination of a future uniform rate remains an
open question, In the absence of exact knowledge as to the equilibrium rate,
it is preferable to devalue too much rather than too little so as to avoid the
expectation of further devaluation., If a new fixed rate is chosen, it must
therefore not be set too far below the present black market rate. At the same
time a new wage-price agreement must be drawn up and provisions must be made
for financing domestic sales of ECA imports at reasonable prices. In this way,
a further drop in the real earnings of workers, which even at present are too
low for economic and social stability, may be avoided, and emerging windfall
profits may be detected and used for balancing the Government budget and for
increasing invesiment rather than luxury consumption. If these precautions
are observed, devaluation may help to restore the viability of Austria,






