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Mr. Chairman and Members of the Committee:

When I testified before this Committee last No-
vember 25, I emphasized that I was speaking only
for the Board of Governors of the Federal Reserve
System. In presenting a further statement today
covering the monetary and credit situation as it has
developed in the intervening four months, I am
again speaking only on behalf of the Board.

We, of course, do not participate in the Govern-
ment’s military or rearmament planning or in the
formulation of programs for foreign relief. Ac-
cordingly, what the Board has authorized me to say
with regard to the impact on our economy of mili-
tary and relief expenditures is said solely from the
standpoint of the implications so far as monetary
and credit policies are concerned. We feel that in
any effort to deal with monetary and credit prob-
lems under the situation now existing, we should
clearly recognize the alternatives before us and the
economic consequences of expanding military out-
lays superimposed upon the present large budgets
for military purposes and for our program of world
aid.

Never in our memories has the world been per-
vaded by greater fears, confusion, and discourage-
ment, arising chiefly because of the disappointments
of the past and the uncertainties of the future. The
great hopes we had during the war for achieving a
lasting peace in a prosperous world have been
steadily diminished because a few ruthless and
despotic men hold a sword of Damocles over the
heads of free peoples throughout the world. Tt is
difficult, if not impossible, to plan for a rational
economic future either at home or abroad while
that sword hangs over us.

We think that the prospect of removing the threat
by peaceful means will be immeasurably enhanced
the sooner we assert our moral and physical power
to estatlish the foundations for peace before we are

* Presented by Marriner S. Eccles before the Joint Committee
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engulfed by the economic and social problems which
grow more menacing the longer the establishment
of a firm basis for permanent peace is delayed.

MonEeTtary SrruaTioN IN NOVEMBER

Last November the country was faced with rap-
idly mounting inflationary pressures. The issue
then was how to curb inflationary forces by striking
directly at the basic cause, namely, an effective
demand-—composed of spending out of past savings,
current income and new credit—in excess of the
over-all supply of goods and services. As pointed
out in the Board’s statement to this Committee,
correction of inflation at its advanced stage had to
be on a broad front; fiscal policy had to be our main
reliance; and monetary and credit policy was supple-
mentary to other fundamental actions. The Board
felt then, as it feels now, that effective monetary
and credit policy would require legislation to pro-
vide the Federal Reserve System with new powers
that would serve as a partial substitute for those
traditional powers which had become largely un-
usable in view of the huge public debt.

The essential monetary fact in the inflationary
situation at that time was the amount of liquid
purchasing power in the hands of the public, that
is, currency, bank deposits and Government secu-
rities, aggregating in all about 254 billion dollars,
or more than three times the amount held in 1940.
This amount of cash or cash equivalent was in large
part inherited from the financing of the enormous
Federal deficits incurred in preparation for .and
prosecution of global war. Not only did we have
this huge volume of cash or cash equivalent already
available last November, but at that time, despite
the anti-inflationary influence of the Government’s
large budgetary surplus, the amount of liquid funds
was being rapidly increased as a result of bank
credit expansion to finance businesses and indi-
viduals as well as State and local governments,

Because of the necessity for protecting the Gov-
ernment’s fiscal and debt management position by
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maintaining an orderly and stable market for Gov-
ernment securities, the Federal Reserve System was
then and still is unable to restrain effectively further
monetary expansion. The commercial banking sys-
tem held nearly 70 billion dollars of Government
securities, which were being converted into addi-
tional bank reserves through sales to the Federal
Reserve. In addition, the System was providing
reserves to banks by purchasing Government secu-
rities sold by nonbank investors. Finally, bank
reserves were being substantially augmented by a
heavy inflow of gold.

In brief, the banks at that time were in a position
to supply unlimited amounts of additional credit,
and in the face of strong demands for additional
credit from all sources further rapid monetary ex-
pansion was occurring, intensifying existing infla-
tionary pressures. This situation was potentially
explosive because production and employment were
close to the maximum then possible.

CHANGES SINCE NOVEMBER

Last November we expected some abatement of
inflationary pressures in the first quarter of this
year. Such a situation developed. It was recognized
that there would be a large volume of funds drawn
from the banks by business and individuals in order
to pay taxes which would result in a large cash
surplus available to reduce the public debt. It was
also recognized that the existing and contemplated
program of monetary and credit policy would have
some restrictive effect. The program, which was
carried out, included the statement by the bank
supervisory agencies, urging the banks to be more
restrictive, the lowering of Federal Reserve support
levels for Government securities late in December,
a slight rise in rediscount rates early in January,
and some increase in reserve requirements for
banks in New York and Chicago in February.
The banking fraternity, recognizing the dangers
in rapidly expanding bank credit and the need
for restraint, undertook a nation-wide educational
program to bring about restriction by voluntary
means. Finally, there was a widespread belief
that the supply of goods in many fields was gradu-
ally catching up with deferred demands and that
favorable crop developments would combine to
lessen inflationary pressures by the spring of this
years.

Monetary developments since November have

accorded generally with expectations held at that
time. Fiscal and monetary operations together effec-
tively offset factors increasing bank reserves during
the period, such as the inflow of gold, return of
currency from circulation and purchase by the
Federal Reserve of Government securities from
nonbank investors. During the four-month period,
December through March, the Federal Reserve pur-
chased 8.6 billion dollars of Government securities,
largely bonds, and sold in the market 6.3 billion
of securities, chiefly bills and certificates. The Gov-
ernment retired 3.9 billion dollars of its securities
held by the Reserve System. The net result of these
operations was to reduce Federal Reserve holdings
by 1.6 billion dollars and thus to keep the bank
reserve positions under pressure during this period.

The combined effect on the money supply of
Treasury and Federal Reserve operations, which
were only made possible by the large budgetary
surplus, was strongly anti-inflationary. The money
supply was contracted by nearly 4 billion dollars.
Commercial bank loan expansion was sharply cur-
tailed, partly reflecting fiscal and monetary develop-
ments, partly reflecting the effectiveness of warnings
by banking supervisors and the success of the
bankers’ own program of voluntary restraint, and
partly reflecting the usual seasonal slack in business
loan demand during the first quarter.

Concurrently with these developments, the world
crop outlook has become more promising and prices
of farm products and foods have declined. In addi-
tion, productive activity generally has held close
to maximum levels. These developments have ex-
erted an anti-inflationary influence.

ProspECTIVE MONETARY AND CREDIT SITUATION

Notwithstanding these salutary developments, it
cannot be said that inflationary dangers have been
removed. Farm prices, though lower than they were,
still continue firm, even though at present levels
they are much higher relatively than prices of most
other commodities. Current and backlog demands
for many goods continue to be very strong. Prices of
industrial products, wages, rents, transportation and
some other services are still advancing. The money
supply, though contracted by an estimated 4 billion
dollars, remains excessive in relation to total prod-
uct. Public holdings of cash or cash equivalent
available for spending are nearly as large as last

fall—250 billion dollars compared with 254 billions
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—and continue to be broadly distributed among
holders. Commercial banks, though obliged to sell
some securities to offset shrinking deposits, still hold
66 billions of Government securities, which are
readily convertible at the banks’ discretion into re-
serves. Upon these reserves a six-to-one expansion
of bank credit and deposits can be built. To the
extent that the monetary gold stock is increased and
Government securities are sold to the Federal
Reserve by nonbank investors, still more reserves
would be created. These additional reserves could
also support an inflationary six-to-one expansion
of bank credit.

On the basis of the monetary situation alone,
there would still be a dangerous inflationary po-
tential, even if no further impetus were given
to inflationary pressures by other forces. However,
upward pressures are now in prospect as a result
of several important new factors. One of these is
the tax reduction bill. This bill will add about
5 billion dollars to the purchasing power of the
public and take away a like amount from Federal
revenues in the next fiscal year. The international
financial obligations which we have now accepted
are another factor likely to add many billions to
Government expenditures in the future, The ex-
panding program of military preparedness will
further increase the budget burden for next year
and future years by still more billions. Stemming
from these developments, on top of existing infla-
tionary conditions, is a rapidly changing public
psychology with respect to the inflationary outlook.

Businesses and consumers will be more disposed
to use existing liquid resources and to expand their
borrowings to finance current expenditures. The
prospect is that the demand for new financing,
aside from Government requirements; will exceed

the supply of available savings. This would mean.

that many in need of financing will turn ‘to the
banks for credit. A growth in the total volume of
bank credit and money, under such a situation,
can only add to inflationary pressures. Moreover,
these pressures would be aggravated if the demands
of the defense and foreign aid programs for goods
which are already in short supply further reduce
the quantities available to the public.

The Government’s fiscal operations for the bal-
ance of the calendar year 1948 are likely to show a
budgetary deficit which would eliminate the only
remaining important anti-inflationary influence.

During the last three quarters of the year, it is
estimated that the budgetary deficit may exceed
3 billion dollars. (In view of large tax receipts in
the first quarter of 1949, however, there may be
a small budgetary surplus for the twelve-month
period beginning with April 1 of this year.) It is
also estimated that continued sales of savings bonds
and other public debt receipts will approximately
cover voluntary redemptions of public debt by
holders of maturing issues. The current deficit will
need to be financed by drawing on Treasury de-
posits which have been built up by tax receipts
during recent weeks, or by borrowing in the market.
Under these circumstances, there can be no net
retirement of Government securities held by the
Federal Reserve System. To the extent that the
Treasury may need to borrow new money, it prob-
ably will have to be obtained largely from the
banking system.

During the next few months Treasury use of
accumulated balances with Federal Reserve Banks
will add to bank reserves, which will also continue
to be augmented by the inflow of gold and possibly
by further Federal Reserve purchases of Govern-
ment securities from holders wanting funds for
other uses. These last two factors may operate for
a long time in the future. If the international out-
look does not improve, Government deficits may
continue and even increase substantially, and banks
may be called upon to purchase additional Govern-
ment securities. Under these conditions, the Federal
Reserve would find it difficult, and perhaps impos-
sible, to sell Government securities in order to ab-
sorb bank reserves without seriously upsetting the
market for such securities.

Prospects are, therefore, that in the future gold
inflow and Federal Reserve purchases of securities
in maintaining an orderly market for long-term
Treasury bonds will further increase bank reserves.
Banks would thus be in a position to expand loans
and investments for private purposes and this would
mean still more inflationary expansion of the money
supply. To restrain such potential expansion, the
Federal Reserve would have to take action to ab-
sorb any excessive volume of reserves. Two types
of measures should be adopted: (1) Interest rates
on short-term Treasury securities and discount rates
should be permitted to rise to the extent possible
without raising rates on long-term bonds; and
(2) To the extent that this action is not adequately
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restrictive, the Federal Reserve should have the
power to increase reserve requirements substan-
tially to cover at least any growth in the total supply
of reserves.

The first of these measures, which could be
adopted by the Federal Reserve and the Treasury
without any new legislation, would be designed
to induce banks to purchase short-term Government
securities and to discourage extension of credit to
private borrowers. Policies during the past year
have moved in that direction about as fast as is
feasible without unduly upsetting the market.
There are limits, however, to such a course. Short-
term rates probably cannot be raised much more
without unsettling the 2'4 per cent rate for long-
term Treasury bonds. Moreover, it is doubtful how
much any rate that is feasible will deter banks from
making loans to private borrowers or purchasing
higher rate securities.

NEEeD FOR ADDITIONAL POWERS

Accordingly, the Board believes that the System
should be given authority to increase the reserve
requirements of all commercial banks. For the pres-
ent this authority should make it possible for the
System to require all commercial banks to maintain
primary reserves with the Reserve System amount-
ing to 10 per cent of aggregate demand deposits and
4 per cent of time deposits /n addition 1o present
requirements. This would give to the Reserve Sys-
tem power to increase bank reserves in the aggre-
gate by a maximum of about 12 billion dollars.
An authority .of this amount would enable the
System to absorb- the reserves that are likely to
arise from gold icquisitions er from necessary
System purchases of Government securities sold
by nonbank investors over the next few years.

In case banks should persistently follow the prac-
tice of selling Government securities to the Federal
Reserve in order to expand private credits, not-
withstanding higher short-term interest rates and
increased primary reserve requirements, then the
System should be granted supplementary authority
to impose a special reserve requirement along the
lines proposed by the Board last November. This
type of authority may be described as an optional
reserve requirement because it could be held, at the
option of the individual bank, in specified cash
assets or in short-term Government securities,

The maximum requirement under this plan could

properly be limited to 25 per cent of aggregate
demand deposits and 10 per cent of time deposits.
To be effective and equitable, it should apply to
all commercial banks. A detailed description and
analysis of the Board’s special or optional reserve
proposal was submitted to the House Committee
on Banking and Currency and has been published
in the Federal Reserve BuLLETIN,

To the extent that it may become necessary to
rely upon the banks for any new Government fi-
nancing operations, the optional reserve requirement
would be an especially valuable instrument. And
in the case of large-scale deficit financing, it would
be essential. In such financing, it would be ad-
visable to make available to banks only short-term
securities. Application of the optional reserve re-
quirement would have the effect of immobilizing
these securities so that they could not be used to
obtain reserves to pyramid new bank assets upon
them on a six-to-one ratio. In other words, securities
issued in new Treasury financing through banks
would be tied to the deposits created by their pur-
chase. A ready market for short-term Governments
would be assured and the Treasury would be helped
in successfully carrying out both its refunding oper-
ations and its deficit financing. At the same time,
the Federal Reserve would be enabled to exercise
some. restraint upon the money market for private
credit.

The dominance of public debt in the present
credit situation has rendered the System’s tradi-
tional powers generally unusable for purposes of
restraining further inflationary credit expansion.
The Reserve Board is not now seeking additional
power beyond what it formerly possessed; it is
merely pointing out that the System has little or
no authority to deal with the credit situation as it
currently exists and seems likely to develop. If the
Congress wants the Federal Reserve System to per-
form the functions for which it was established,
the System must have a substitute or at least a
partial substitute for those powers that have be-
come unusable. The Board feels that it would be
remiss if it failed to bring this matter to the atten-
tion of Congress.

There is no simple way of holding in check bank
credit expansion in excess of essential public and
private need. The problem should be met in a2 com-
bination of ways—by general credit controls and
in particular areas by selective controls, such, for
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example, as reimposition of consumer instalment
credit regulation, and the continuation of existing
margin requirements on stock market credit.

OTHER ANTI-INFLATIONARY ACTIONS

The Congress is currently considering continu-
ance of easy mortgage credit for housing. Easy
mortgage credit is one of the most inflationary
factors in the domestic credit picture. At the very
most Government mortgage credit programs at this
time should be limited to relatively low cost housing,
particularly for rental housing, and should be ac-
companied by some restriction on other less es-
sential types of housing, The housing shortage can-
not be overcome by increasing the competitive
pressures on scarce supplies of materials and man-
power. They are the limiting factors on the volume
of construction. It is one thing to provide easy
credit facilities to encourage special types of resi-
dential construction activity under a system of allo-
cations and permits. It is quite another thing to
provide such encouragement in a free market al-
ready characterized by heavy accumulated demands
and by strategic shortages in supply that are likely
to be intensified by the defense and world aid
programs.

In restraining inflationary pressures under pres-
ent and prospective conditions, monetary and credit
policies must be combined with fiscal and other
governmental policies. The public should be given
every possible assurance that the Government will
protect the purchasing power of the dollar so that
the public would be more willing to defer the
satisfaction of wants, particularly for houses and
durable goods.

Wherever possible, Government expenditures that
will add to pressures on the labor and capital goods
markets should be deferred, and State and local
governments should be requested likewise to defer
nonessential expenditures of this type. There should
be early action to close loopholes in our tax laws
and to strengthen the tax collection machinery.
If the stage is reached at which Government ex-
penditures again threaten to create large budgetary
deficits, then a reimposition of wartime levels of
taxation and direct economic controls along the
lines proposed by Mr. Baruch, for example, should
be undertaken. If young men are to be drafted into
the military forces, then a way should be found
to keep men at work in essential industries, and

thus prevent the serious inflationary effects brought
about by strikes,

SrruaTioNn Now anp 1N 1940

The Board believes that any realistic appraisal
of the economic outlook from the standpoint of
monetary and credit policy must take account of
the underlying facts of the international situation.
During the war there was no doubt about the ulti-
mate victory. The country looked forward confi-
dently to an era of stability and peace following
the hostilities. Nearly three years after the end of
fighting, however, we seem to be farther away from
these goals than ever. Our national debt still ex-
ceeds 250 billions, or more than five times the pre-
war total. Federal budgets have never fallen under
37 billions a year and we are confronted now with
te prospect of an expanding debt and budgets.
During the war we expected the peace to bring an
end to these enormous drains on our resources.

Today, there is no end point in sight. Threaten-
ing as the inflationary potential was at the end of
the war, it is worse today. When we embarked
upon the defense program in 1940 we had a tre-
mendous slack in the labor force, with nearly
12 millions fewer employed then than now. We had
surpluses of most raw materials, of unused indus-
trial capacity, of housing, of foodstuffs, and of
countless other things, The impact of our heavy
armament expenditures was not inflationary so long
as the total demand en our resources did not exceed
capacity. It rapidly became inflationary as civilian
purchasing power created by the expenditures began
to exceed the available supplies of goods and
services.

We held the excess purchasing power fairly well
in check while the war was on. We have now seen
the consequences of premature removal of the
harness of wartime controls. Even the one remain-
ing anti-inflationary force, that is, a large budget-
ary surplus used to reduce our money supply, is no
longer in prospect.

Over-ALL PoLicy ALTERNATIVES

On the basis of present trends, we believe that
the country, sooner or later, has to choose between
three broad alternatives.

First, we can continue on the present course of
providing essential foreign aid and of carrying out
a military program on a scale of, as yet, undeter-

5



EDITORIAL COMMITTEE

EiLiorr THURSTON WoobLier THOMAS Cart E. Parry

The Federal Reserve BuLLETiN is issued monthly under the direction of the staff editorial
committee. This committee is responsible for interpretations and opinions expressed, except
in official statements and signed articles.

CONTENTS
PAGE
The Postwar Drain on Foreign Gold and Dollar Reserves. . 371-381
The Federal Reserve Chart Book as an Aid to Bank Management, by Charles H.

Schmide . 382-390
Britain’s Economic Survey for 1948—Official Summary. 391-396
Revised Table on Department Store Sales and Stocks by Major Departments. 396
Law Department:

Common Trust Funds. . 397

Margin Requirements . 397-398

Suit Regarding Condition of Membership. 398-402
Current Events and Announcements. . 402
National Summary of Business Conditions. 403-404
Financial, Industrial, Commercial Statistics, U. S. (See p. 405, for list of tables) . 405-462
International Financial Statistics (See p. 463, for list of tables). 463-481
Board of Governors and Staff; Open Market Committee and Staff; Federal

Advisory Council . 482
Senior Officers of Federal Reserve Banks; Managing Officers of Branches. . 483
Federal Reserve Publications. 484-485
Map of Federal Reserve Districts. . 486

Subscription Price of BULLETIN

A copy of the Federal Reserve BULLETIN is sent to each member bank without charge. The spbscription

Bxce in the United States and its possessions, Bolivia, Canada, Chile, Colombia, Igosta Rica, Cuba,

ominican Regubllc Ecuador, Guatemala, Haiti, Republic of Honduras, Mexico, wfoundland (in-

cluding Labrador), N:caragua, Panama, Paraguay, Peru, El Salvador, Uruguay, and Venezuela is

$2.00 per annum or 20 cents per copy; elsewhere, $2.60 per annum or 25 cents per copy. Group sub-

scrxsptu;ns 1lnz the ({lx:lted States for 10 or more copies to one address, 15 cents per copy per month, or
or months,



FEDERAL RESERVE BULLETIN

VoLumMme 34

April 1948

Numser 4

THE POSTWAR DRAIN ON FOREIGN GOLD AND
DOLLAR RESERVES

Foreign gold and dollar reserves were built
up to an unprecedentedly high level during
the war, when Lend-Lease operations were
taking care of a large proportion of foreign
requirements, especially in Europe, and when
many countries in the Western Hemisphere
and elsewhere found it impossible to spend
their current dollar earnings because of sup-
ply shortages. Since the end of 1945, how-
ever, these reserves have had to be liquidated
on a large scale, mainly to pay for United
States exports which could not be financed
in other ways. Total foreign holdings of
central gold reserves and of banking funds
in the United States, which increased from
15 billion dollars to nearly 23 billion during
1939-45, declined again during 1946 and 1947
to around 18 billion.

Although still larger in money terms than
before the war, in terms of purchasing power
foreign holdings of gold and dollars at the
end of 1947 were less than half what they
had been in 1938. Furthermore, the large
concentration of reserves among a few coun-
tries, from which the world was already
suffering before the war, has been accentu-
ated in some respects by war and postwar
developments. Despite the additional source
of funds which has been provided to foreign
countries through the creation of the Inter-
national Monetary Fund, most of the world
finds itself very inadequately equipped with
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liquid gold and dollar resources. Only a few
countries now hold gold and dollar reserves
in an amount sufficient to provide them with
reasonable liquidity in their international
transactions.

The gold inflow into the United States and
the liquidation of foreign dollar balances in
the United States have had significant ex-
pansionary effects upon the domestic mone-
tary and credit situation.

UNr1tED STATES EXPORTS AND SOURCES OF
FinaNciNg

Since the end of the war foreign countries
have had to rely upon the United States to
an unprecedented degree as a source of sup-
ply for food, raw materials, and manufac-
tured equipment and supplies. United States
exports of goods and services amounted to
15 billion dollars in 1946 and reached 20 bil-
lion in 1947. Relief and reconstruction in
large areas of Europe and the Far East have
absorbed immense quantities of these exports.
In addition, countries which escaped war
damage and disruption, notably those in the
Western Hemisphere, have made heavy de-
mands upon United States production be-
cause of their high levels of domestic income,
their large deferred demands for many prod-
ucts, and the slow recovery of other sources
of supply.

Less than half of total exports could be
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paid for currently by funds derived from
foreign sales of goods and services to the
United States. The balance, amounting to
over 19 billion dollars during the two-year
period, placed a heavy strain upon the vari-
ous sources of dollar financing available to
foreign countries. A summary table of the
international transactions of foreign coun-
tries in 1946-47 affecting their gold and dol-
lar holdings is given at the end of this article
(p. 361).

United States exports, imports, and the
export surplus in the eight quarters of 1946
and 1947 are shown in the accompanying
chart. Exports of goods and services were
28 per cent larger in 1947 than in 1946. At
the peak in the second quarter of 1947, they

UNITED STATES EXPORTS AND IMPORTS
OF GOODS AND SERVICES
QUARTERLY

BILLIONS OF DOLLARS BILLIONS OF DOLLARS
6

3

[+]

5 - ~— TOTAL EXPORTS |

NET EXPORTS

A .

LTI
AR -_—"-.-"“.

IMPORTS

o]

1947
Sovrce.~—Department of Commerce.

1946

were moving at an annual rate of 21 billion
dollars.

The marked increase in the dollar vol-
ume of merchandise exports last year was

372

made possible by the expanded physical ca-
pacity of the United States to produce for
export, but it also reflected a substantial rise
in export prices. Merchandise imports, on
the other hand, were only slightly larger in
1947 than in 1946, and the entire growth was
accounted for by increased import prices.
In relation to national income, imports into
the United States have been much smaller
than before the war. This lag in imports
is primarily a reflection of production and
supply difficulties abroad, particularly in
Europe. Merchandise imports from Europe,
which in the interwar years accounted for
between 40 and 50 per cent of all imports
of goods by the United States, amounted to
only 15 per cent of the total in 1947.

The export surplus has been financed in
large part by grants and credits extended by
the United States Government, as may be
seen in the chart on the following page. In
fact, Government aid programs covered
nearly one-third of zozal United States exports
during the two years 1946-47. Of the net ex-
ports not financed from this source, some
part has been paid for by an outflow of pri-
vate gifts and investments from the United
States; by loans from the International Bank,
which commenced active operations in 1947;
and by the liquidation of miscellaneous for-
eign-owned assets in the United States. Much
the larger part, however, has necessitated
drafts upon the gold and dollar reserves of
foreign countries: ie. their central gold re-
serves, their holdings (both official and pri-
vate) of banking funds in the United States,
and—since early in 1947—their drawing
rights upon the International Monetary
Fund. The drafts upon these reserves may
be regarded, from the point of view of for-
eign countries, as the final balancing item
in their transactions with the United States.
In addition, foreign countries have had to

FeperaL REserve BULLETIN
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make drafts upon their gold reserves in the
process of setting up the Fund and establish-
ing their drawing rights upon that institu-
tion.

MEANS OF FINANCING UNITED STATES NET EXPORTS
OF GCODS AND SERVICES

BILLIONS OF DOLLARS QUARTERLY BILLIONS OF DOLLARS
4 4

«— NET EXPORTS

ALL OTHER MEANS OF
FINANCING T

DOLLARS DRAWN FROM INTER-- 2
NATIONAL MONETARY FUND

AN

SALES OF GOLD TO UNITED
STATES AND DRAFTS ON
BANKING FUNDS IN UNITED
STATES (NET)

PO ]

GOVERNMENT A!D (NET)

1946

1847

* The broken horizontal line in the third quarter of 1947 in-
dicates net exports for the quarter, In this quarter, the esti-
mated net drafts by foreign countries upon various sources of
dollar financing considerably exceeded estimated United States
net exports.

t Includes private United States donations and investments
abroad, disbursements on International Bank loans, liquidation
of other foreign assets in the United States, and errors and
omissions.

SourcE.—Based largely upon Department of Commerce data.
Nature oF ForeioN Gorp anp DoLLAR
REsErvES

The specific categories of resources in-
cluded in “foreign gold and dollar reserves”
form a convenient grouping for purposes of
analysis even though they cannot be sharply
distinguished from other types of gold and
dollar assets.

Central gold reserves, i.e. gold holdings of
foreign monetary authorities, may be supple-
mented in some cases by private gold hoards.
Under present conditions, however, foreign
countries can scarcely rely upon such hoards
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as a potential resource for making inter-
national payments, and in any case reliable
data regarding them are not available.

Foreign banking funds in the United States
represent a regularly reported statistical series
covering all short-term claims, i.e. deposits,
short-term commercial paper, Treasury bills,
etc., held by foreign residents with banks in
the United States. They comprise both offi-
cial funds (those held by foreign central
banks and governments, including as a spe-
cial item certain foreign government deposits
with the United States Treasury) and funds
held for private foreign account. While pri-
vate banking funds may not always be readily
available to a foreign country for the settle-
ment of international payments, most coun-
tries are at present enforcing exchange con-
trols which in effect accomplish this purpose.
In any case, it is necessary to combine official
and private funds for purposes of the present
survey since these categories are not shown
separately for individual countries in the
regularly published data.

In addition to banking funds in the
United States, foreigners hold relatively small
amounts of other short-term claims upon
this country, e.g. advances to Government
corporations and private enterprises, bal-
ances with brokers and security dealers, and
holdings of actual United States currency.
Private citizens abroad also hold large long-
term investments in this country, some of
which could be mobilized by foreign coun-
tries in case of need to settle balances with
the United States. Ordinarily, however, for-
eign countries are most reluctant to requi-
sition and liquidate such assets, especially
since they are the source of current dollar
income to the individual owners and to the
country concerned.

The advent of the International Monetary
Fund as an operating institution early in
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1947 established a new category of inter-
national reserves, the conditional drawing
rights of member countries upon the re-
sources of the Fund. One of the basic pur-
poses of the Fund as expressed in its Articles
of Agreement is “to give confidence to mem-
bers by making resources available to them
under adequate safeguards, thus providing
them with opportunity to correct maladjust-
ments in their balance of payments without
resorting to measures destructive of national
or international prosperity.” Hence, each
country which becomes formally eligible to
use the Fund’s resources—i.e. which fixes the
parity of its currency in agreement with the
Fund, and thereupon pays up its subscription
to the institution—is given a qualified right to
purchase exchange from the Fund against
payment in its own currency.

These “drawing rights” are subject to
specified limitations upon the total amount
of each country’s purchases and the rate at
which they can be made. Even within these
quantitative limitations, access to the Fund’s
resources is not automatic. In the words of
an official interpretation issued by the Fund’s
Executive Board, drawings should be limited
“to use in accordance with its [the Fund’s]
purposes to give temporary assistance in
financing balance of payments deficits on
current account for monetary stabilization
purposes.” Thus drawings are expected to
be made only if they can be repaid within a
reasonable period of time. Subject to these
various qualifications, the drawing rights of
member countries upon the Fund constitute
a contingent international reserve supple-
menting their independent holdings of gold
and foreign exchange.

It should also be noted that the Fund’s
ability to supply dollars to its members is
limited to the amount of dollars—and gold,
which could be converted into dollars in
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case of need—subscribed by member coun-
tries. Total dollar and gold subscriptions
so far amount to about 3.4 billion dollars,
including 2,750 million in dollars and gold
from the United States and about 670 million
in gold from other member countries. This
sum is substantially smaller than the maxi-
mum theoretical drawing rights of the for-
eign members now formally eligible to use
the Fund’s resources. Further amounts of
gold may be subscribed in due course by new
members or by existing members that have
not yet established the parity of their cur-
rencies, but in such case drawing rights upon
the Fund will also increase. Hence aggre-
gate drawing rights for dollars will always
exceed the Fund’s ability to supply that cur-
rency. Nonetheless, the Fund’s gold and dol-
lar resources are certain to last under any cir-
cumstances for a period of several years, if
only because of the quantitative limitations
upon the rate of drawings by individual
member countries. While these limitations
can be waived in specific cases by the Execu-
tive Board of the Fund, such waivers are
likely to be granted only in exceptional cir-
cumstances.

GoLp InrFLow anp ForeicN GoLb RESERVES

Net sales of gold by foreign countries to
the United States, as may be seen from the
table on the following page, amounted to
more than 35 billion dollars in the two
years 1946-47. The inflow remained mod-
erate during 1946, when Government aid
programs alone covered two-thirds of United
States net exports. In 1947, however, with
the export surplus greatly expanding and
with Government aid programs providing
only half of the necessary financing (or
about the same absolute amount as in 1946),
net sales of gold to the United States approxi-
mated in each quarter the entire amount
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received in the previous calendar year. By
the end of the year several countries which
had been large sellers of gold were approach-
ing exhaustion of their holdings. As a result,
the inflow slackened considerably in the first
quarter of 1948.

Almost all gold transactions between the
United States and foreign countries are con-
ducted through official channels and conse-

NEet SaLes or Gorp By Foreioy CountriEs TO UNITED
StaTEs, 1946-1947

[In millions of dollars]

Period Amount

1946—Jan—Mar.. ...t 269
Apr.—June.. .. 46
July-Sept... ... ... 94
Octi=DeC. . voii e 295

Total, 1946. .. e 705
1947—Jan—Mar.......oiiii i e 632
Apr=June.......... ... ... oL 778
July=Sept.. .. ... 663
Oct—Dec.. ..ot 763

Total, 1947...... 2,836

Total, 1946-47. .. 3,541
1948—Jan—Mar.. ... ... ... i 1344

1 Partly estimated.

Note.—Net sales of gold by foreign countries to the United
States can usually be measured with reasonable accuracy by
adjusting the reported net imports of gold into the United States
for (a) changes in gold under earmark for foreign account at the
Federal Reserve Banks; and (b) geld transactions between the
United States and the International Monetary Fund, which
have so far consisted solely of the payment of the United States
gold subscription to the Fund in February 1947. The reported
import and export data include gold consigned to, and shipped
by, the Fund; but the figures for gold under earmark also include
gold owned by the Fund, so that gold transactions by foreign
countries with the Fund, or shifts of gold by the Fund between its
?ppositories in this country and abroad, cancel out in this calcula-

10n.

This method has been followed in deriving the figures in this
table, except that a special adjustment has been made in the
figures for the last quarter of 1946 and the first quarter of 1947
to correct an unusually large distortion arising at that time from
lags in the reported statistics.

quently are reflected in changes in the central
gold reserves of foreign countries. The gold
holdings of foreign monetary authorities are
also affected, however, by new gold produc-
tion, industrial consumption, and move-
ments in private hoards in foreign coun-
tries. In addition, there was in 1947 the
special factor of foreign gold subscriptions
to the International Monetary Fund.
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The aggregate gold holdings of foreign
monetary authorities amounted to 16 billion
dollars at the end of 1945, but to only 129
billion by the end of 1947, reflecting a net
loss of 3.1 billion within the space of two
years. During the same period foreign coun-
tries derived about 1.8 billion dollars in gold
from new production, so that there is a gross
loss of 4.9 billion to account for. Net sales
of gold to the United States came to 3,540
million dollars, and foreign gold contribu-
tions to the International Monetary Fund
amounted to 670 million. The remaining
sum of around 700 million presumably repre-
sents net industrial consumption and accre-
tions to private hoards in foreign countries,
but this is a residual figure for which no
degree of precision can be claimed.

At the end of 1945, when the total central
gold reserves of the world amounted to
about 36 billion dollars, some 55 per cent
was held by the United States and about 45
per cent by foreign monetary authorities.
At the end of 1947, the total figure had
reached more than 37 billion dollars. Over
60 per cent was then held by the United
States, 35 per cent by foreign monetary au-
thorities, and 4 per cent by the International
Monetary Fund.

The recent pattern of world gold trans-
actions has been dominated by direct trans-
fers from foreign central reserves to the
United States. Hence, although data for
sales of gold to the United States are not
published by countries, the principal foreign
sellers can be readily identified from changes
in the gold holdings of individual foreign
countries. The table on the following page
presents data showing the changing distribu-
tion of foreign gold reserves during the past
two years.

In 1946 France was the only country that
sustained a major loss of gold, and this was
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largely offset by gains on the part of the
United Kingdom and Canada. Other scat-
tered changes, including losses by Mexico,

Cuance 1N ForereN CENTRAL GoLp REserves, 1946-19471

[In millions of dollars}

Gold Increase or Gold
reserve [ decrease (—) [reserve

Area and country at the at the

end of end of
1945 1946 19472 | 1947
Countries participating in
European Recovery Program
(other than United Kingdom):
France (and dependencies).| 1,577 —688] —31¢ 570
Switzerland.............. 1,342 88 —~74| 1,356
Belgium (and Belgian

Congo)uuvveienenennans 749 2 —138 613
Sweden............v0inn 482 -—101 —276 105
Netherlands (and N. W.

Indies).....oovevuunen. 421 -5 -—t61 255
Norway....oooovvviennns 100 -9 -19 72
Other ERP countries...... 1,036 -3 =251 782

Total.....oovvvvnnnn 5,707t —716)—1,238| 3,753
USSR ..ovirtiiiiinnnn.. 2,250 150 175 2,575
Other Continental Europe. .... 690 2 —4 688
United Kingdom#,............ 1,966 445 -—-386( 2,025
Union of South Africa......... 914 =26 ~—177 762
Other sterling area’........... 471 —26 1 446
Canada..................... 361 182 —249 294
Latin America:

Argentina 1,197 ~125( —783 289
Brazil............... KRT Y Y 354
Mexico.. . .. 294 -—113 —81 100

uba. ... .iiiiieieien 191 35 53 279
Other Latin America...... 732 22| —123 631

Total.....ovunieenn.. 2,768 -181 —934! 1,653
Rest of worlds................ 828] —107 —-36 685

Total for countries with

net gains during year...|... ... 997 273f....
Total for countries with

net losses during vear...|....... -1,223|-3,121].......

Net total............ 15,955 —226(~2,848( 12,881

1 Data have been partly estimated in the case of some countries
which do not issue full reports concerning their gold holdings.

2 Decreases in 1947 include nearly 670 million doltars of foreign
gold contributions to the International Monetary Fund, including
210 million by the United Kingdom, 80 million by France,74
million by Canada, 69 million by the Netherlands, and 56 million
by Belgium.

3 All the data for the U.S.S.R. are conjectural. Russian gold
reserves at the middle of 1947 were estimated very roughly at 2.5
billion dollars in _a recent report to the Senate Committee on
Finance by the National Advisory Council (see BULLETIN for
February 1948, p. 164). The figures in this table have been
derived from this base, making allowance for estimated new
domestic production and for such exports of gold from the U.S.S.R.
as have been reported.

4 The gold reserves of the United Kingdom have been estimated
by deducting from British reports concerning their combined
official holdings of gold and United States dollars, the amount of
grmsh official dollar balances as reported by banks in the United

tates.

5 Includes Egypt throughout although Egypt withdrew from
the sterling area in July 1947.

¢ China is known to have been the principal loser of gold reserves
in this group in 1946-47, as a result of gold sales in its domestic
market, There are no published reports concerning China's central
gold holdings, but these holdings at the end of 1947 were estimated
at 96.5 million dollars in a report submitted to the Congress by the
Department of State on Feb. 20, 1948, in connection with the
proposal for a Chinese aid program.
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Sweden, and others which were relatively
severe for the countries concerned, resulted in
a net loss from foreign central reserves of
some 225 million dollars during the year.

There was a sharp acceleration of foreign
gold losses early in 1947, with gold subscrip-
tions to the International Monetary Fund
contributing to the movement. The losses
during the year were very widespread; only
the U.S.S.R,, as a result of the retention of
most of its new domestic production, regis-
tered any substantial gain. Over 1.2 billion
dollars was lost by the countries of Conti-
nental Europe which are scheduled to par-
ticipate in the European Recovery Program;
this amount included a further large loss by
France, which brought that country’s total
liquidation of gold during 194647 to more
than a billion dollars. The United Kingdom,
South Africa, and Canada all became losers
of gold in 1947, in contrast to their gains in
the previous year, accounting together for
losses of over 800 million dollars. Argen-
tina, which sustained only a minor loss of
gold in 1946, experienced a major gold out-
flow in 1947, none of which represented a
contribution to the International Monetary
Fund since Argentina is not a member of
that institution. Other losses in Latin Amer-
ica, notably by Mexico, Colombia, and Uru-
guay, partly offset by a relatively substantial
gain on the part of Cuba, brought total gold
losses by that area during the year to nearly
a billion dollars.

In summary, the major changes in the
distribution of foreign gold reserves in the
past two calendar years have been the dis-
placement of France and Argentina from
their status as major gold holders in the
world, and relatively heavy encroachments
on the reserves of other countries, including
notably Sweden, the Netherlands, and Mex-
ico. On the other hand, the U.S.S.R. added
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moderately to its stocks during the two-year
period, while the two other principal gold
holders outside the United States—the United
Kingdom and Switzerland—showed litile
change over the period as a whole. Whercas
at the end of 1945 these three countries had
held only about 35 per cent of foreign central
gold reserves, by the end of 1947 they held
46 per cent of a substantially smaller total.

Licumarion ofF Foreicn Banking Funps IN
UNITED STATES

Concurrent with the net flow of foreign
gold to the United States, foreign countries
as a whole have been making steady and
substantial drafts upon the dollar balances
which they accumulated during the war in
the form of banking funds in the United
States. As may be seen in the accompanying
chart, official funds (those held by foreign
monetary authorities) declined by 2.5 billion
dollars, or 58 per cent, during the two years
194647. The aggregate amount of private
dollar banking funds, on the other hand, has
continued a moderate expansion, so that the
net loss in total foreign banking funds in

FOREIGN SHORT-TERM BANKING FUNDS
IN THE UNITED STATES

END OF MONTH FIGURES

aﬁ.uous OF DOLLARS BILLIONS OF DOLLARS
8

6 TOTAL —/ — &
/ "
4 “—\ \/” OFFIGIAL ‘F_j—l" 4
VA
o
p A v\‘
pd 2
// I ~T\
r/-ﬂ/\-’*‘\-___/ Y PRIVATE /—/ ‘\'A‘
2 g %z " ~ .| 2
r L)
r/f"“-\~ 7 g \“\‘
/ ol I N g ~
e === OF FIGIAL HOLDINGS Ay
L~ OF U, S. TREASURY BILLS "~
° '“_’__—" AND GERTIFIGATES o °
1939 1941 1943 1945 1947

* Beginning June 1942, official funds include all short-term
funds held with banks and bankers in the United States by
foreign central banks and governments and their agencies, part
of which had previously been included in private funds.
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the United States came to only about 2.2
billion dollars in 194647 (something over
one billion in each year).

Most of the countries in the world liqui-
dated dollar balances during the two years,
but these losses were partly offset by gains
on the part of a few countries. As shown
in the table on the following page, Canada
alone accounted for around 30 per cent of
the losses; the other principal losers were
China, the United Kingdom, and France.
These four countries accounted for the
entire net loss; smaller gains and losses by
other individual countries were mutually
offsetting. At the same time, many of the
smaller changes were relatively very im-
portant to the countries concerned, e.g. the
losses by Sweden, the Netherlands, and Nor-
way, and the gain by Cuba. It may be noted
that the changes shown in the table on the
following page are roughly representative of
movements in official balances. The increase:
in private balances during 1946-47 was dif-
fused throughout the world and hence did
not greatly affect the position of any indi-
vidual country.!

If the drafts on foreign banking funds are
considered in conjunction with the changes
in gold reserves in 1946-47, the main new
point which emerges is that Canada and the
United Kingdom, while avoiding net drafts
on their gold holdings during the period as
a whole, did find it necessary to resort to
heavy liquidation of dollar balances. The
same was true of Brazil and the Philippines.
France and China, on the other hand, along
with Sweden, Norway, and the Netherlands,
found it necessary to liquidate relatively
substantial amounts of dollar balances in
——W\f—hile data are not ordinarily published showing the dis.
tribution of official and private balances, separately, by countries,
Cammitioe on "Fonance by, the Natiornl - Advisoty. Council o
Dation of hess Datances ot alT forsian oomteics. haiding

significant amounts as of June 30, 1947 (see BULLETIN for
February 1948, p. 164).
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addition to gold during this period. Switzer-
land, Cuba, and Argentina made the largest
net gains in dollar holdings over the two-
year period 1946-47; the first two countries
also gained some gold, but in the case of

CHANGE IN ForeioN BankinG Funps iN THE UNITED STATES,

1946-1947*

[In miilions of dollars]

Hold- Increase or Hold-
ings decrease (—) ings

Area and country at at

end of end of

1945 1946 1947 1947
Countries  participating in
European Recovery Program
(other than United Kingdom):

France (and dependencies) . 2518 —223] —100 195

Switzerland.............. 304 69 73 446
Belgium-Luxemburg (and

Belgian Congo)......... 247 —36 —43 168
Sweden.......oovuau . 210 —37 —114 59
Netherlands (and N. W.

Indies)................ 310 —69 —83 158
Norway......cooovvunnn. 216 —92 —68 56
Other ERP countries...... 275 211 -61 425

Total, ......coovnn. 2,080 —177| 396 1,507
USSR....ooiiiiiiiiiiinn, 28 32 14 74
Other Continental Europe. .... 77 49 27 153
United Kingdom (and de-

pendencies). . .............. 758 =217 —139 399
Union of South Africa......... 6 41 -1 46
Other sterling aread. .......... 106 40 7 153
Canada and Newfoundland. ...} 21.,366] —432] -—524 410
Latin America:
Argentina. . ............. 77 36 123 236
Brazil 195 —21 —69 105
Mex1co 116 36 —13 139

Cuba...........coovneen 128 25 82 235

Other Latin America...... 492 —4 -9 479
Total. ...... 1,008 72 114] 1,194
Philippine Republic........... 629 + —182 42 489
77 N 5 768 —336 —202 230
Restof world................ 246 48 —97 197
Total for countries with

net gains during year...|... ... 720 554]...
Total for countries with

net losses during year...|....... —1,782| —1,709|.......

Net total............ 7,069 —1,062| —1,155| 4,852

t For more complete information concerning the movement of
foreign banking funds in the United States, see regular tables on
pp. 480-81 of this BULLETIN.

2 The regularly reported figures for Canada and France at the
end of 1945 have been adjusted to allow for the fact that on that
date certain special funds were being held by Canada on behalf of
France. This arrangement was terminated during 1946.

3 Includes Egypt throughout, although Egypt withdrew from the
sterling area in July 1947,

4 Includes the use of 111 million dollars during 1946 for redemp-
tion of excess stocks of Philippine currency held by the United
States armed forces in the Philippines. To this extent the decline
in¥dollar reserves was matched by a reduction in the foreign
Habilities of the Philippines.

& The regularly reported figure for China at the end of 1945
has been adjusted to include official Chinese holdings on that date
of 186 million dollars of United States Government securities
maturing in slightly more than one year and therefore falling
outside the strict definition of ‘‘short-term” banking funds.
These holdings were converted into “short-term” United States
Government securities during 1946.
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Argentina the increase in dollar balances con-
stituted a partial offset to a very heavy loss
of gold.

Considering gold and dollar balances to-
gether, France and Canada were the heaviest
losers in 1946-47, accounting for 1.3 billion
and 1.0 billion dollars, respectively. Argen-
tina followed with a loss of three-quarters of
a billion, and Sweden and China with over
half a billion each. The countries scheduled
to participate in the European Recovery Pro-
gram, other than the United Kingdom and
Switzerland, accounted together for about
half of the net foreign losses of gold and dol-
lar balances during the two-year period. At
the end of 1945 this group held over one-
quarter of the outside world’s central gold
reserves and dollar banking funds, but by the
end of 1947 it held less than one-fifth of a

substantially smaller total.

DoLLar DrawINGs UPON THE INTERNATIONAL
MonEerary Funp

The International Monetary Fund became
an operating financial institution on March 1,
1947, the date upon which it became ready
to engage in exchange transactions with
member countries. The following table lists
the dollar drawings that were made upon
the Fund during the remaining ten months
of the year.

DorLrar Drawincs oN InTERNATIONAL MoneTaRY FUND
[In millions of dollars]

Maximum drawing Amount
Country right in any drawn
twelve-month period | in 1947
United Kingdom............ 325.0 240.0
France..................... 131.3 125.0
Netherlands. . .............. 68.8 46.0
Belgium.................... 56.3 11.0
Mexico..vvivriiiiiiiiiann 22.5 22.5
Denmark................... 17.0 3.4
Chile.........oooiiiiii.. 12.5 8.8
Turkey. ...covveeiiiiin .. 10.8 5.0
Total. ..o e 1461.7

t The only non-dollar transaction in which the Fund engaged
during the year was the sale to the Netherlands of 1.5 million
pounds sterling (equivalent to 6.0 million dollars).
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The principal drafts, amounting to more
than half the total, were made by the United
Kingdom. These occurred during the last
months of the year, when the United King-
dom found itself under particular pressure
as a result of the temporary suspension of
drawings upon its credit with the United
States Treasury. Large drawings were also
made by France, which has had to resort to
a wide variety of sources for dollar financing
during the past two years. Mexico, although
its drawings were relatively small, was the
only country that exercised its maximum
drawing right during 1947.

In general, the scale of foreign drafts upon
the Fund’s resources may be said to have
been moderate during 1947. After allowing
for member countries that remained ineli-
gible to draw upon the Fund because of the
lack of an agreed exchange rate, the remain-
ing foreign members could have drawn about
one billion dollars during the year without
exceeding the quantitative limitations to
which each is subject. But of the 27 member
countries that were formally eligible to draw
during 1947, only eight actually resorted to
the Fund’s resources. This may be taken
as evidence both of self-restraint on the part
of foreign members and of vigilance on the
part of the Fund’s Executive Board in seeing
that the Fund’s resources are used only for
purposes consistent with the Fund’s Articles
of Agreement.

It may be added that during the first quar-
ter of 1948 total dollar drawings from the
Fund amounted to a further 132 million
dollars, of which 60 million was taken by
the United Kingdom. Although by now a
few individual countries, notably the United
Kingdom and France, have made drawings
on the Fund in excess of their initial gold
subscriptions, foreign countries as a whole
have still drawn fewer dollars than the
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amount represented by their gold subscrip-
tions. Hence the Fund’s gold and dollar re-
sources still exceed the amount initially con=
tributed by the United States.

Errects upoN MoNETARY FACTORS IN THE
UNITED STATES

The liquidation of foreign gold and dollar
reserves in partial payment for United States
exports has had certain direct expansionary
effects upon monetary factors in the United
States.

The most obvious example is the net pur-
chase of 35 billion dollars in gold from
foreign countries in the two years 1946-47.
This newly-acquired gold was “monetized”
through the issuance of gold certificates to the
account of the Federal Reserve Banks, and
had the effect of expanding by a correspond-
ing amount the reserves of the Federal Re-
serve Banks, the reserves of commercial
banks, and the deposits of commercial banks.
The result was to add substantially to the
capacity of the banking system to extend
credit.

The net reduction in foreign banking funds
in the United States over the two years 1946
47 may be accounted for entirely by the de-
cline of about half a billion dollars in deposits
held by foreign central banks and govern-
ments with the Federal Reserve Banks and by
the liquidation of about 1.7 billion in foreign
holdings of short-term United States Govern-
ment securities. Movements in other types
of foreign banking funds were small and
mutually offsetting.

A decline in foreign deposits with the
Federal Reserve Banks has the same expan-
sionary effects upon the commercial banking
system as an inflow of gold which becomes
monetized by the Treasury. Commercial
bank reserves and deposits increase by an
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equal amount, and a further multiple ex-
pansion of bank credit becomes possible.
In the case of foreign liquidation of short-
term United States Government securities,
the results to be anticipated are less clear-cut.
As in the case of sales by domestic holders,
the effect upon bank reserves and deposits
depends upon whether the net purchasers in
the market are the Federal Reserve Banks,
commercial banks, or other holders. In
general, foreign sales during the past two
years have probably necessitated on most
occasions additional purchases by the Federal
Reserve Banks, resulting in further expan-
sion of the credit base.

Finally, dollar drawings by foreign coun-
tries upon the International Monetary Fund
have hitherto been financed by the Fund
through the redemption of demand notes of
the United States Treasury, in which the
bulk of its dollar funds are invested. The
Treasury has therefore had correspondingly
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less funds available to retire marketable debt,
particularly that held by the Reserve Banks,
with the result that commercial bank reserves
and deposits have tended to remain higher
than might otherwise have been the case.
If and when the Fund exhausts the supply
of dollars which it derived from the United
States subscription (something over 2 billion
dollars), it could meet further dollar draw-
ings by its members only by selling gold to
the United States. Hence in the future the
Fund may become the source of an additional
gold inflow into this country.

Altogether it is clear that the liquidation
of gold and dollar reserves by foreign coun-
tries has had important effects upon mone-
tary factors in the United States. It has
served to reduce the effectiveness of fiscal
and monetary policies directed to absorbing
bank deposits and reserves and to curbing
inflationary pressures originating in monetary
sources.
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INTERNATIONAL TRANSACTIONS AFFECTING FoREIGN GorLp REsErves anp Banking Funps v Unitep StaTes, 1946-1947

[In billions of dollars]

Item Total 1947 1946

Net ;)urchases of goods and services from United States by foreign coun-
tries:
Uruteéi States exports:
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International institutions (net):
Dollars disbursed by International Bank....................ccvuu..
Dollars drawn from International Monetary Fund..................
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Foreign countries’ own capital assets (net):
Sales of gold to United States.................. e
Reduction of banking funds in United States. .....................
Liquidation of other assets in United States (long- and short- term). .
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Total sources of iNANCINE. . . ..ttt tvrunin it enrineeeroinene. 20.6
Errorsand omissions. ........ ... . i i i e —-1.2
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Net gold losses of foreign countries in international transactions:
Net sales of gold to United States by foreign countries (repeated from
table AbOVe) . ... L i e i
Foreign subscriptions in gold to International Monetary Fund. ..........

Total. . 4.2 3.5 0.7
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Note.—This table is derived largely from United States balance of payments data compiled by the Department of Commerce. It
omits, however, transactions between the United States and the International Fund and Bank, which for balance of payments purposes
must be regarded as international areas external to the United States as well as to foreign countries, and it includes gold and dollar trans-
actions between the Fund and the Bank and foreign countries. Hence in the main table the Fund and the Bank are shown among the
sources of doliars to which foreign countries have resorted in order to pay for net exports from the United States; and in the supplementary
table foreign subscriptions in gold to the International Monetary Fund are listed along with net sales of gold to the United States to
show the net gold losses of foreign countries in international transactions. (This presentation ignores the 22 million dollars in gold and
75 million in United States dollars paid by foreign countries during 1946-47 upon their subscriptions to the International Bank.)
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THE FEDERAL RESERVE CHART BOOK AS AN AID
TO BANK MANAGEMENT!

by

Charles H. Schmidt

Keeping up-to-date on general economic condi-
tions is an important responsibility of every bank
officer. The demand for bank credit and the
financial condition of individual banks are strongly
influenced by economic conditions. The granting
of loans, purchase or sale of investments, and many
other bank functions require some knowledge of
present developments and some judgment on pros-
pective conditions in the national economy.

The task of keeping up-to-date on current eco-
nomic developments is not an easy one. Production,
employment, prices, money supply, business profits
—these and many other factors play a part in de-
termining the general level of economic activity.
A change in any one of these factors affects all the
others to some extent. For example, an expansion
of bank loans, by increasing the money supply, may
contribute to a rise in prices, while the rise in prices
may encourage and accelerate the expansion of bank
credit. Conversely, a contraction of bank loans may
bring about a decline in prices by reducing the
money supply, and the decline in prices may in turn
discourage and reduce the use of bank credit. How-
ever, the extent to which a change in bank credit
may affect prices is also greatly influenced by such
factors as the levels of employment and production
and consumer demand for goods and services.
Evaluation of the current and prospective economic
situation requires not only some knowledge of what
factors to watch, but also an understanding of their
relationships to each other.

Trade journals, newspapers, market reports, and
discussions with customers all help the banker in
building up a day-to-day picture of general economic
conditions. Sometimes, however, such a picture
may be lacking in perspective. Some important
aspect may be missing, may be given too much or
too little stress, or may be overshadowed by condi-
tions peculiar to the banker’s local area. To assist
the banker in bringing his picture of business con-

1 This article was prepared at the request of the National As-
sociation of Bank Auditors and Comptrollers and appears in the

April issue of the National Auditgram. The officers of the Asso-
ciation have kindly approved its publication in the BULLETIN.
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ditions into the right perspective, a graphic sum-
mary of the over-all forces at work in the economy
is useful.

The Federal Reserve Chart Book on Bank Credit,
Money Rates, and Business, issued monthly by the
Board of Governors, provides the banker with such
a graphic summary of over-all economic conditions.
Prepared for the purpose of supplying Federal Re-
serve officials with current information relevant to
their problems, the Chart Book is made available
publicly with the thought that it might also serve
the needs of others, including executives in com-
mercial banking, business, and government.

The present article undertakes to acquaint bank
officers with this helpful management tool—its
organization, its coverage, and its limitations. An-
other purpose of the article is to illustrate for man-
agement the uses of Chart Book data, taking as a
case in point the problem of formulating individual
bank loan policy. This problem is approached
through charts which reflect current requirements
for, and the supply of, business funds in relation to
general econemic conditions. Business concerns are
the most important customers of the average com-
mercial bank. Presumably, a bank’s loan policies
are formulated in such a manner as to assure satis-
factory accommodation of these business customers
as well as to protect the bank’s depositors and stock-
holders against loss. The Chart Book, of course,
does not cover the various special considerations
pertaining to an individual loan, such as the credit
standing of the borrower, or to the lending policy
of a particular bank, such as local needs and
liquidity status. Most bankers, however, realize
that their loan policies should be consistent with
current economic conditions.

OgrcanizaTioN AND CoveEraGe ofF THE CHAarT Book

The Federal Reserve Chart Book presents leading
statistical series relating to the commercial banking
system and to the economy as a whole. Part of the
information depicted is compiled originally by the
Federal Reserve System. Some is compiled by other
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governmental agencies, such as the Department of
Commerce, the Bureau of Labor Statistics, the
Securities and Exchange Commission, the Treasury,
the Comptroller of the Currency, and the Federal
Deposit Insurance Corporation, and some is ob-
tained from private or semi-private sources. The
various series have been carefully selected to present
unbiased measurements of economic activity. Each
is subject to certain technical qualifications, but for
the most part these may be disregarded by the
general reader.

Most of the Chart Book series cover only the
broadest classes of economic activity. As a con-
sequence, their utility for specific industry com-
parisons or analysis is limited. For example, the
bank officer who desires to compare production of
an individual silk hosiery manufacturer with that
of the silk hosiery industry will not find a silk
hosiery output series in the Chart Book. On the
other hand, the bank officer who wonders about
over-all levels of industrial production, or the trends
of production for such major industrial groups as
steel, petroleum, or chemicals will find the appro-
priate charts. Primarily, however, the Chart Book
is of greatest help to bank management in providing
information that can be used in determining general
lending and investing policy.

The Chart Book currently contains approximately
80 pages of charts, grouped under the following
broad headings:

Reserves and Currency

Bank and Other Credit
Government Finance

Money Rates and Security Markets
Business Conditions

International Trade and Finance

Both the period and time intervals covered vary
with different charts. Some series are available
annually as far back as 1913; others cover shorter
periods of time on an annual, quarterly, monthly,
or weekly basis. Coverage of the specific series
varies, but the series are selected and related in
such a way as to reflect developments in all the
major aspects of the business situation.

The Chart Book itself presents only the basic
factual material, without any analysis or interpreta-
tion. However, articles and reviews appearing in
the monthly Federal Reserve Burierin offer cur-
rent interpretations of the data relating to business,
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employment, money and banking, and Government
and international finance.? In a very real sense,
these articles supplement the Chart Book. They
can be of particular help to bank management in
checking its interpretations of current and prospec-
tive developments. However, there is no substitute
for continucus study of the Chart Book by bank
management, if its maximum usefulness is to be
realized.

Appraising THE DEMAND FOR AND SUPPLY OF
Business Funps

Possible uses of the Chart Book by bank manage-
ment may be illustrated by reference to a specific
problem—that of assessing the demand for and
supply of business funds. For this purpese eight
charts have been selected from the Chart Book.
The charts in Plate T show factors affecting the
current demand for funds such as: levels of produc-
tion, inventory accumulation, employment, and
business expenditures for new plant and equipment.
The supply of funds is shown by the charts in
Plate II, covering: corporate profits, new momey
security issues, liquid asset holdings, and short-term
bank and trade credit.?

Individually, these charts illustrate wartime and
postwar developments in business financing require-
ments and in sources of business funds. Collec-
tively, they reflect the extraordinary demand for
funds which exists at the present time, and indicate
the extent to which different sources are being
tapped to supply this demand for funds.

Demand for funds. High levels of industrial pro-
duction necessitate a large volume of funds for
meeting factory pay rolls, purchasing materials and
supplies, paying taxes, and financing overhead and
administrative expenses. At the present time pro-
duction is near peacetime capacity levels and nearly
double the prewar 1938-39 average rate, as is shown
in Plate I. While manufacturing and mining em-
ployment in the latter part of 1947 was only 50
per cent greater than in prewar 1938-39, factory
pay rolls were three times as large as before the war.
The growth in factory pay rolls reflects not only a

2 See, for example, the following articles in the Federal Re-
serve BULLETIN: “Financing the Postwar Business Expansion”’
(May 1947); “Debt Retirement and Bank Credit” (July 1947);
‘“The Position of Agriculture in Mid-1947” (August 1947);
“Banking Developments and Monetary Expansion” (November
1947); “The Current Inflation Problem—Causes and Controls”
(December 1947).

3 While most of the charts included in Plates T and IT are
currently available in the Chart Book in the form illustrated, a
few are new charts scheduled for inclusion in the near future.
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CORPORATE PROFITS, TAXES, AND DIVIDENDS
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larger volume of employment and higher wage
rates, but also greatly increased requirements for
cash with which to pay these wages.

Operating requirements are not the only factor
giving rise to an increased demand for business
funds. During the past two years business concerns
have been making substantial additions to their
inventories, plant, and equipment. As is shown by
the chart on inventories and shipments, manufac-
turers’ inventories have grown nearly 50 per cent
since the end of 1945, and the same is true to an
even greater extent for wholesale and retail trade
concerns. Business expenditures for new plant and
equipment during 1946-47 were nearly three times
as great as in the prewar years 1939-40,

On the basis of these over-all figures, together
with some allowance for the increased working
capital requirements occasioned by present high
levels of industrial production and factory pay rolls,
it is probably no exaggeration to say that present
business requirements for funds are from three to
four times their average prewar level. Little
wonder, in view of these circumstances, that banks
are confronted with an exceedingly active demand
for credit on the part of business borrowers.

Supply of funds. The charts in Plate IT give some
indication of how business has financed its greatly
expanded postwar demand for funds from retained
earnings, security issues and liquid asset holdings,
and by borrowing from commercial banks.

As is shown by the corporate profits chart, the
undistributed earnings of all corporations were sub-
stantially greater in 1946 and 1947 than before the
war. As these undistributed profits are net of
dividends, taxes, and other current expenses, they
represent funds available for financing additions to
inventories, plant, and equipment, as well as the
higher level of current operating expenses. Actually,
the volume of funds derived from business opera-
tions is greater than the undistributed profits by the
amount of depreciation accruals charged to current
expense. [If the depreciation accruals were added
to the undistributed profits, we would find that
business concerns have been able to finance a large
part of their inventory, plant, and equipment ex-
penditures and increased working capital needs out
of current earnings. However, earnings alone are
not sufficient to meet all of the current demand for
business funds.

During the war years business concerns accumu-
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lated large amounts of United States Government
securities, as is shown in the chart on current assets
and liabilities, During the past two years some of
these securities have been used for the payment of
income taxes and for financing part of the postwar
inventory accumulation and additions to plant and
equipment.

Despite the use of Government securities pur-
chased during the war years and the high level of
earnings in 1946 and 1947, business concerns have
been obliged to obtain additional funds from out-
side sources, such as the capital markets and the
commercial banks. Corporate security issues for
the purpose of financing plant and equipment ex-
penditures and increased working capital require-
ments reached an estimated peak of nearly 4.3 bil-
lion dollars in 1947, as compared with 3.3 billion
in 1946, and a 1938-40 average of 0.5 billion per
annum. Commercial and industrial loans of all
commercial banks have more than doubled since
the middle of 1946, and their present level is almost
three times that of prewar 1938-40. This increase
in commercial and industrial loans is in turn re-
flected in the notes and accounts payable of all
corporatiéns, which figure combines both trade and
bank credit.

It is apparent from these charts on various aspects
of business activity that the present demand for
funds is extraordinarily high, that business is tap-
ping a variety of sources to finance its requirements,
and that one important current source of business
funds is the commercial banking system.

Arprratsing THE Over-ArL Economic Srruation

Business prospects are bright at the moment,
judging from outward appearances. How long
they will continue to be bright depends largely on
future inflationary developments in the economy.
Presumably, any concern that goes on accumulating
inventories or making future commitments for
the purchase of additional plant and equipment
does so on the assumption that the demand for,
and the prices of, its products will remain at or
near current high levels. In view of the high level
of earnings and generally strong working capital
position of many concerns, extension of further
bank credit may appear to be sound. However,
if the possibility of reduced income or operating
losses and the probable effect of price decline on
inventories are considered, the advisability of further
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credit extension at this time might be questioned
in many individual cases.

In order to relate the present favorable credit
position of individual business concerns to current
inflationary developments in the economy, another
group of charts from the Federal Reserve Chart
Book is presented in Plates IIl and IV. The charts
appearing in Plates IIT and IV have been selected
and grouped with reference to the over-all supply of
credit and general economic conditions. The
former is reflected in: loans and investments of all
commercial banks, member bank reserves, deposits
and currency of all banks, and interest rates. The
latter are summarized by the charts on: gross na-
tional product, industrial production, wholesale
prices, and personal income, consumption, and
saving.

Manifestations of inflation. In his appearance be-
fore the Joint Committee on the Economic Report
in December 1947, Chairman Eccles defined infla-
tion as “the condition which exists when effective
demand exceeds the over-all supply of goods and
services.” He went on to say that the nation is
already in the advanced stages of this disease and
that “it is no longer a question of preventing it, but
of moderating so far as possible its ultimate rav-
ages.” *

The inflationary conditions to which Chairman
Eccles was referring are reflected by the war and
postwar expansion of money and other liquid assets.
Consumer demand backed with ready cash has been
confronted by a relatively inadequate supply of
goods and services, and the result is reflected in the
sharp rise of wholesale prices since mid-1946. The
stage was set for these inflationary developments
during the war years, when the output of manu-
facturing industries was largely diverted to fulfilling
demands for war material. During this same
period, savings of individuals and corporations were
tremendously augmented by larger incomes and a
lack of goods on which to spend their increased
earnings.

As is shown by the chart on gross national
product, Government purchases of goods and serv-
ices boosted gross national product from a prewar
1939-40 average of 95 billion dollars per year to an
annual rate of 222 billion dollars in the fourth

¢ Marriner S. Eccles, “The Current Inflation Problem—Causes
and Controls.”” Statement before the Joint Committee on the
Economic Report, Special Session of Congress, Nov. 25, 1947.
Reprinted in the Federal Reserve BULLETIN, December 1947,
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quarter of 1944. Though Government expenditures
declined sharply during 1945 and 1946, private
consumption, capital expenditures, and exports in-
creased greatly. The value of goods and services
being produced is greater now than it was at any
time prior to or during the war, While part of this
greatly expanded value represents larger physical
quantities of goods and services, a large part reflects
the rise in prices following the relaxation of price
controls.

Expansion of money and crediz supply. As is
shown by the chart on deposits and currency, the
country’s money supply—currency in circulation
plus demand deposits—is now nearly three times
as great as it was before the war. Combined with
greatly expanded individual and business holdings
of other liquid assets, the present money supply
represents an enormous effective demand for a rela-
tively limited supply of goods and services.

A substantial part of the war and postwar in-
crease in the money supply resulted from the pro-
nounced rise in bank reserves that made possible
the expansion of bank credit. During the war years,
as is shown in the chart on loans and investments
of all commercial banks, Government bond holdings
of banks increased by 70 billion dollars, while loans
increased by roughly 6 billion. Expansion of
loans to businesses and individuals has more than
offset subsequent reductions in bank holdings of
Government bonds.

With money rates at extraordinarily low levels,
as is shown by the chart in Plate III, business con-
cerns and individuals have found it expedient and
relatively inexpensive to borrow from commercial
banks to finance current purchases. The banks, on
their part, welcome an opportunity of employing
their funds at somewhat higher rates of return than
those afforded by Government bonds. Thus, the
money supply is not only plentiful at the present
time, but conditions are such as to encourage its
further expansion.

Rising personal incomes and consumption ex-
penditures. Personal income more than doubled
during the period 1938-47, as is shown by the chart
on personal income, consumption, and saving in
Plate IV. Annual rates of both disposable income
and consumption expenditure increased by roughly
100 billion dollars from the latter part of 1938 to
the latter part of 1947. Personal saving, which rose
to a peak during the war years, has been declining
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LOANS AND INVESTMENTS OF ALL COMMERCIAL BANKS

PLATE IO
OVER-ALL SUPPLY OF MONEY AND CREDIT
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PLATE I¥
GENERAL ECONOMIC GONDITIONS
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THE FEDERAL RESERVE CHART BOOK AS AN AID TO BANK MANAGEMENT

since the end of 1944, as rising prices and the in-
creased availability of goods have attracted more
and more of the consumer’s dollars. That con-
sumers are drawing upon more than current in-
come and wartime savings to finance current ex-
penditures is indicated by the rise in consumer
credit outstanding since the middle of 1945.5

Limited supply of goods and services. The past
two years have found the country with a greatly
expanded money supply, easy credit for business,
and large consumer incomes supplemented by large
liquid asset holdings and abundant consumer and
mortgage credit. The impact of these conditions
on an economy whose supply of goods and services
is inadequate relative to demand is graphically
illustrated by the chart on wholesale prices in
Plate IV. Following termination of hostilities, pro-
duction of consumer goods was resumed on a level
well below that of effective demand. Shortly there-
after price and rationing controls were discontinued.
As a consequence of active buying on the part of
businesses and individuals, wholesale prices moved
rapidly upwards, so that by the end of 1947 they
reached a level nearly twice that of the prewar years
1938-39.

Anticipating the future. Important as an under-
standing of the current situation is to the shaping
of bank lending policy, the future trend of prices,
production, and business profits is of even greater
significance. Here the charts stop and the judgment
element begins. While each new economic situa-
tion is different in certain respects from preceding
ones, similar underlying forces that make for change
are common to all.

A question of immediate interest to bank man-
agement in determining loan policy is whether the
present high levels of prices, industrial production,
and employment will continue, or whether a period
of readjustment to somewhat lower levels is at
hand. While there can be no definite answer to
these questions, historical analogy and analysis of
the current situation provide some basis for future
expectations. Some of the Chart Book series cover
a sufficient number of years to include a previous
situation that is comparable in many respects to the
present—that following World War I. Thus, in the
case of wholesale prices, a rise during World War I

§ The chart on consumer credit, omitted from this article, ap-
pears regularly in the Federal Reserve Chart Book.
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that exceeded the increase in the recent period was
followed by a sudden and very pronounced drop,
in response to a curtailed effective demand for goods
and services. Industrial production dipped sharply
in the latter part of 1920 and did not recover its
early 1920 level for nearly two years. The drop in
prices and production and resulting decline in busi-
ness earnings led to a contraction of bank credit
that in some cases proved embarrassing to both
lender and borrower.

While we cannot forecast with certainty the
onset, duration, or character of a comparable period
of readjustment, the possibility of its occurrence
should not be overlooked. The higher prices go
and the more individuals and business concerns
pledge future income to the payment of debts con-
tracted during the present period, the more difficult
the problem of balancing economic forces will
become.

CoNcLUSION

This article has illustrated the use of the Federal
Reserve Chart Book in connection with one aspect
of commercial bank operations. Similar illustra-
tions could be made of its use in connection with
portfolio management, setting interest-rate charges
to customers, consumer financing, and foreign trade
financing. For example, an especially significant
grouping of charts would be of those relating to the
Federal Government’s activities—T'reasury receipts
and expenditures, composition of the public debt,
distribution of ownership of the debt by groups of
owners and by types and maturities of issues, rela-
tion of bank holdings to the general banking posi-
tion, and changes in yields on Government securi-
ties.

Fundamentally, what the Chart Book provides
is an over-all perspective essential to constructive
policy formation. Bank management is, of course,
vitally concerned with the maintenance of sound
credit conditions in its own community; it is like-
wise concerned that sound credit conditions prevail
in all other communities and nationally. Bank
management can approach its task with greater
assurance if it knows that bankers everywhere
establish their policies on the basis of a common
set of facts—facts that are also used by the central
banking authorities in formulating credit policies
for the nation.
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BRITAIN'S ECONOMIC SURVEY FOR 1948

OFFICIAL

SUMMARY

The British Government on March 9 issued a
White Paper entitled “Economic Survey for 1948”
(Cmd. 7344), setting forth its views on the outlook
for the British economy during the coming year.
The Survey emphasizes the dependence of the
United Kingdom on the aid 1o be provided under
the European Recovery Program. The following
official summary of the White Paper was issued in
Washington by the British Information Services.*

The “Economic Survey for 1948” (Cmd. 7344)
reviews the present economic state of the British
nation, examines the British balance of payments
and outlines the main requirements for a solution
of the dollar problem. It puts forward a plan to
narrow the gap in Britain’s overseas trade in 1948
and sets a series of industrial targets to be achieved
by the year’s end.

In the foreword it states, “The most important
uncertainty of all in 1948 is whether United States
aid under the European Recovery Plan will be
forthcoming. In the statistics contained in this
Survey, no account is taken of such aid; the Survey
shows the dangerously low level to which Britain’s
gold and dollar reserves would fall by the middle
of this year, if no United States aid were avail-
able, and if consumption and development pro-
grammes were maintained at the present level.
Since without United States assistance, it would not
be possible to maintain even these far from adequate
standards throughout the year, the Survey assumes,
as a basis of general policy and planning, that aid
will in some form be available. But it must be
understood that, if there is no certainty of aid by
the middle of this year, the resulting inevitable cuts
in imports would affect raw materials as well as
food, and so cause serious unemployment,

“Without United States aid, in short, Britain would
be compelled to cut consumption and employment,
and to abandon many of her development plans.
With adequate aid present levels of consumption
and employment can be maintained, and develop-
ment can go forward. But there is still likely to be

1 Britain’s economic survey for 1947 was reprinted in the
April 1947 issue of the BurLETIN, pp. 367-91.
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uncertainty from year to year about the continuance
and amount of dollar aid. On no account, there-
fore, must such aid be used merely to provide
greater ease or comfort. It must be used rather to
sustain working strength and efficiency, while new
sources of supply are developed in Britain, in the
sterling area, and elsewhere, which will enable
Britain to stand on her own feet when the period

of aid is finished.”
1. THE BALANCE OF PAYMENTS

In September last the national target for exports
was set provisionally at a rate 60 per cent greater
than the 1938 volume by December, 1948, It is
now put at 50 per cent greater. The reasons for
the reduction are the saturation of certain overseas
markets, coupled with import restrictions due to
dollar shortage, and an insufficiency of steel to
meet all Britain’s export needs, especially in certain
types of machinery and vehicles (despite a record
rate of steel production in 1947 of 12.7 million tons
and an expected increase in 1948 to 14 million
tons). To offset these reductions as far as possible
the export targets for the textile industries (princi-
pally cotton) have been increased. Textile exports
are almost all dollar earners or dollar savers as they
reduce the demand of sterling area countries for
textiles from hard currency areas.

The revised targets are given in Table I.

TaeLe I
SumMAaRry OF Proposep ExporT TARGETS
[Monthly rates at end of 1948]

}\’Iillion{is
of pounds
sterling (‘;Snt?:r;
(At prices of 19:%8
estimated i
for end volume
of 1948)
Machinery....cooviviiinin i 23 203
Vehicles. . ......oioviiiiiiiiinnn .. 23 272
Electrical goods and apparatus.......... 7 235
Textiles and clothing................... 39 131
Chemicals. . ........ ... . . 8 184
Pottery, glass, abrasives, etc............. 5 223
Coal. ..o 4 39
All otherexports. . ...............vvun. 48 127
Total............... 157 154
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Although the targets total 154 per cent of the
1938 volume, some allowance must be made for
the possibility that shortfalls in a few industries
will not be balanced by surpluses in others. The
national target is therefore expressed as a volume
of exports 50 per cent greater than 1938. This is the
rate of export to be achieved by the year-end; the
volume of export forecast for the year as a whole
is 30 per cent above 1938. In 1947 it was 8 per cent
above,

The import programmes for the second half of
1948 have not yet been finally decided. They must
inevitably depend on decisions about the European
Recovery Programme. Firm estimates therefore
cover only the first half of the year.

TasLe 1I

ImpPorT PROGRAMMES, 1946-48
[In miltions of pounds sterling at current f. o. b. prices]

First half of 1948

1946 | 1947 West-

e Ster-. | Other
Total | y7ami.| ling | coun-
sphere| ared tries

Food and feeding

stuffs............ 546 750 390 123 179 88

Raw materials. ..... 347 544 280 91 113 76
Petroleum (civil}.... 60 75 47 27 12 8
Manufactures and
other imports1....| 139 205 75 26 9 40
Total.......... 1,092 {1,574 792 267 | 313 212

1 Including tobacco, of which purchases in the first half-year are
negligible.

Imports in the first half of 1948 have been dras-
tically revised in the light of our present exchange
difficulties: food purchases from the United States
have been almost wholly eliminated, and the great-
est practicable economy of dollars has been achieved
in Canada and the Argentine.

Raw material imports are about the minimum
to maintain a high level of employment in 1948,
though cuts in softwood supplies will necessitate a
substantial adjustment in the building programme
and steel imports are much below the desired level.

No provision is made for increasing stocks—a pre-
requisite of a smooth and rising rate of production.
Stocks of many raw materials are already at mini-
mum levels, and they will remain so throughout
1948. To build them up must remain an im-
portant object of import policy as soon as oppor-
tunity offers.

Cuts in British governmental spending overseas
and in films and expenditure on foreign travel, to-
gether with the rebuilding of the British shipping
fleet, should reduce the “invisible” deficit to about
80 million pounds in 1948, compared with 226
million in 1947. (In 1938 Britain had a surplus on
“invisibles” of 232 million pounds.) But in the near
future Britain may have to begin loan repayments
which would go far to offset improvements in our
shipping income and further reductions in Govern-
ment expenditure overseas. Britain cannot, as in
prewar days, expect a surplus on “invisibles”; only
by the export of goods will she be able, in future,
to pay for the goods she imports,

Bringing the above estimates together, the bal-
ance of payments for the first half of 1948 is as
shown in Table III. For the year as a whole, it
is estimated that if imports continue at the same
general level as in the first half of 1948 (making
allowance for seasonal factors, etc.) they will
amount to about 1,670 million pounds for the
whole year. Exports and re-exports have been esti-
mated at about 1,500 million pounds, and the net

TasLE 1II

Ux~rrep KingpoMm BaLANCE oF PAYMENTs ON CURRENT ACCOUNT

[In millions of pounds at current prices]

First half of 1948
11’947
1938 1946 (Provi-
sional) Total “{f:ﬁf{ ™ | Sterling Other
sphere area countries
Total payments for imports (f.o.b)............... 835 1,092 1,574 792 267 313 212
Receipts from exports and re-exports. . ........... 533 888 1,125 705 105 355 245
Surplus (+) or deficit (—) on visible trade. —302 —204 —449 —~87 —162 +42 +33
Invisible (net) 232 —176 —226 —49 -21 +28 —56
Total surplus (+) or deficit {(—=)................. —-70 —380 —675 —136 —~183 +70 —-23
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deficit on invisibles at 80 million. This gives an
over-all deficit of 250 million pounds compared
with a 675 million deficit last year.

2. THE DOLLAR PROBLEM AND MARSHALL AID

The continued dependence on the American con-
tinent is mainly a consequence of the slow recovery
of Europe and the Far East. By going without,
however, Britain has progressively reduced her
dependence on the Western Hemisphere, from
which in 1938 she drew 31 per cent of her imports.
By 1946, the war cffort had driven the proportion
up to 49 per cent. But in 1947 this proportion was
reduced to 44 per cent and the severely cut import
programmes for the first half of 1948 bring the
figure down to 34 per cent. As last year, our zotal
imports will be only three-quarters of the 1938
volume.

Even this much-reduced figure of Western Hemi-
sphere imports cannot be covered by earnings from
exports to those countries, although the plan is to
export to them about 14 per cent more by volume
in 1948 than in 1938. (Last year British exports to
the Western Hemisphere were 9 per cent below
the 1938 volume.)

Britain will therefore have to draw further on her
gold and dollar reserves to meet the deficit. In ad-
dition, there are the needs of the rest of the sterling
area for gold and dollars, as is shown in Table IV.

The reserves at the beginning of 1948 for the
whole sterling area were about 680 million pounds,
excluding the balance of the Canadian loan over and
above the agreed drawings to end-March, but in-
cluding the whole of the South African gold loan.
Table IV shows that during the first half of 1948
they are likely to be reduced by about 222 million
pounds, leaving about 450 million by mid-year. At
this rate of drain the reserves would be down to
about 225 million pounds by the end of 1948 and
would be exhausted during 1549.

Without Marshall aid, therefore, Britain would
have to make further heavy cuts in Western Hemi-
sphere imports. Food imports have already been
slashed; any further substantial cuts would have to
fall on raw materials. Alternative sources of sup-
ply do not exist—already the greatest practicable
amount is being bought from non-dollar sources.

Heavy cuts in Western Hemisphere materials
would inevitably bring severe unemployment. Fur-
ther, capital development plans would have to be
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TasLe IV

CHANGE IN GoLp anp Dorrar Reserves, 1946-48
IncLupING UNITED STATES AND CANADIAN CREDITS

[In millions of pounds]

First
1947 half
1946 (Provi-| of 1948
sional) | (Fore-
cast)
1. United Kingdom net expenditure in
dollarareal..................... 340 626 151
2. Rest of sterling area net expenditure
indollararea. .................. 38 266 245
3. Sterling area net gold and U. S, dollar
expenditure in other countries. ... . —20 157 31
4. Sterling area subscriptions to Inter-
national Bank and Fund in gold
and U.S.dollars. . .............. 10 581 .......
Net use of gold and dollars. . ... 308 | 1,107 227
5. Gold receipts from South Africa..... -71 ~70 |.......
6. Otler gold receipts (net)........... —11 —14 -5
Net drain on reserves.......... 226 | 1,023 222
7. Drawings on International Monetary
Fund...........coooiiiiiii oo 60 ®)
Net reduction in reserves....... 226 963 222

1 United States, Canada and Newfoundland, American account
countries.

2 Excluding South Africa.

3 No allowance has been made for drawings on International
Monetary Fund by the United Kingdom or any sterling area
country in the first half of 1948. Any such drawings will diminish
the figures for net reductions by an equal amount.
drastically revised. If steel and manpower devoted
to machinery could buy food and materials in 1948,
these would have to be exported without regard to
the contribution they could make to economic pros-
pects two or three years later,

Such further reductions would be most damaging
in their social and economic effects and would di-
minish greatly the support Britain could give to
European reconstruction, Far from aiding the
recovery of Europe she should be forced to take
measures which would seriously retard it. She
should be obliged still further to restrict imports; to
divert exports of coal, steel, and other key materials,
which might otherwise have helped the reconstruc-
tion of Europe, to countries in the Western Hemi-
sphere where they would contribute more immedi-
ate necessities; to refuse in any circumstances to
grant credits, however necessary to long-run recov-
ery. The cuts should not therefore be made until
they are shown to be absolutely inescapable.

3. BRITAIN'S LONG-TERM PLANS

Britain has a two-fold strategy for recovery.
Firstly, an over-all balance of payments must be
reached, and secondly, a satisfactory means of pay-
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ing the Western Hemisphere countries for their
goods must be achieved as quickly as possible. The
measures to implement this policy are: the raising of
the rate of export, particularly to the Western Hemi-
sphere; the development of home agriculture to
save imports; the development of new sources of
supply in the countries of the British Common-
wealth and particularly in the Colonies; an invita-
tion to the sterling area countries to economise in
their use of dollars; the eventual restoration of mul-
tilateral trade and convertibility of currencies.

But within this broad strategy an important ques-
tion arises—if Britain tries to arrive at an over-all
balance while still running a large deficit with the
Western Hemisphere, she must obviously be aiming
at a correspondingly large surplus with the rest of
the world. Should Britain try to eliminate this sur-
plus of “unrequited exports”?

In general, it is intended to limit them to an
amount commensurate with present resources. Lim-
its on the reductions to be made in the sterling bal-
ances built up during the war have been agreed
with the majority of countries holding them. But
there are reasons why some excess of exports is de-
sirable. First, Britain is obliged to pay gold to a
number of countries if their balances exceed a cer-
tain limit. A small surplus of exports reduces the
dangers of making such payments. Second, to
try to reach an exact balance of trade with every
country would be to turn her back on the policy of
multilateral trade which she has so far pursued
and would remove a powerful motive for other
countries to use and hold sterling. Third, part
of the surplus exports represents the investment
being made abroad to build up new supplies of food
and raw materials in place of dollar imports.
Fourth, exports to sterling area countries, if they re-
place imports from America, may save dollars for
the sterling areaz as a whole.

4. THE NATION’S TARGETS FOR 1948

To achieve Britain’s plans for cutting the over-
seas trade deficit in 1948 and putting the internal
economy on a firm basis, the targets to be achieved
by British industry and agriculture in 1948 are as
shown in Table V.

Coal. [n 1947, coal nationalisation was followed
by a recovery in recruitment, a further improvement
in output per manshift and an improvement in the
whole spirit of the industry. This transformed the
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TasLe V

TARGETS ForR 1948

Actual 1947 Target 1948

Coal—
Deep-mined output (52
weeks). ..., 186.3 m. tons 200.0 m. tons
Open-cast output (52
weeks). ...l 10.2 m. tons 11.0 m. tons
Manpower on Colliery
books (end of year).... 718,000 750,000
Mining machinery—
Coal cutters...... 1,172 1,400
Power loaders. . 109 250
Conveyors. ............. 2,666 4,700
Tubs and cars (capacity). . 56,390 tons 70,000 tons

Iron and steel—
Steel output (ingot)......
Sheet steell.............
Electric sheet!..........

14,000,000 tons
1,300,000 tons
140,000 tons

12,724,000 tons
1,285,000 tons
4,000 tons

Tinplate!............... 648,000 tons 750,000 tons
Iron castings............ 2,781,000 tons | 3,000,000 tons
Shipbuilding—

Tankers completed....... 175,000 g.r. tons
Repairs (target reductions)—!
Railway wagons under re-

pair {at end of Sep-

120,000 g.r. tons

tember) .. ............ 203,000 170,000
Electricity generatmg

plant out of commission

(at end of year)....... 1,450,000 k.w. | 1,300,000 k.w.

Textiles—

Cotton yarn?. . ......... 740 m. lbs. 900 m. Ibs.

VYear-end annual rate. .. 828 m. lbs. 1,000 m. lbs.
Worsted yarn. . ......... 154 m. lbs. 190 m. Ibs.

Year-end annual rate. . . 170 m. lbs. 204 m. ibs.
Woolen and worsted cloth. 235 m. yds. 290 m. yds.

Year-end annual rate. . . 260 m. yds. 300 m. yds.
Rayon: continuous fila-

ment............... 119 m. 1bs. 150 m. lbs.

Year-end annual rate. . . 135 m. lbs. 165 m. lbs.
Rayon: staple fibre. . . ... 82 m. lbs. 105 m. 1bs.

Year-end annualrate. . . 85 m. 1bs. 120 m. Ibs.
Manpower in cotton (end

of year). . ... ... 267,000 325,000
Manpower in woolen and

worsted (end of year). .. 179,000 200,000
Manpower in other tex-

tiles (end of ye