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NEUTRALITY AND THIRD-FORCE TENDENCIES IN WESTERN EUROPE .

SUMMARY

the consténcy of US policy' and support. The

' Third-Force-concept, on' the other hand, has

received more explicit formulatxon and has
been espoused by influential groups and indi-
viduals within certam West European govern-
ment and official cn‘cles

Neutralist  sentiment is. hkely to remain
fstrong, and will increase if there is serious

" economic dislocation in Western Europe and

if the military position of the US, especially
in the Far East, is weakened. The govern-
ments of Western Europe will tend to respond
“to popular demands for an independent (but
not neutral) policy as. theu' needs for US
economic and military support decrease.
Neither the growth of neutrality nor of Third-
Force sentiment will, however, outweigh ‘the
factors that induce West European govern-
ments to support the achievement of Us ‘objec-
tives in Western Europe during 1950-53.

This report contains iniormation avaﬂable to
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', lRD-FORCE TENDENC!ES IN 'WESTERN' EUROPE

2. The Neutralist Posmon.

a. Summary.

Neutralist sentiment in Western Europe has
many variations, ranging from the sincere

views. of individuals advocating armed neu-
- trality along Swiss and Swedish lines to the

attitudes of Communists' who exploit the neu-
tralist line to their own advantage. It is im-
possible to measure the influence of this vague
and unorganized popular sentiment. The in-

" fluence -of the Third-Force" concept, also dif-

ficult to-assess, is’largely espoused by govern-
mental circles rather than by popular groups
in Western Europe. L

b.- Composition and Strength of Support

Articulate support of neutrality is found in
a wide variety.of groups'in Western Germany,
France, Italy, and Denmark. There is little
or no overt neutrality in-Great Britain, Nor-
way, or the Benelux countries. In Western
Germany, the leading champions of neutrality

are groups of former diplomats, militarists, in-

tellectuals, -and representatives of special in-

“terests. In France, neutralist sentiment is

represented by such d1vergent elements as
left-wing intellectiials like: Jean-Paul  Sartre
and Claude Bourdet, whose’ ‘periodical, L’Ob-
servateur, is-the -chief vehicle of anti-Ameri-

‘can -neutrality in Western Europe, and such
outstanding fellow-travelers as Pierre Cot.
. The anti-US policy sometimes followed by Le

Monde, one of the most mﬁuentlal of the in-
dependent Paris dailies, represents a mixed
class of readers, both conservative business-

.men and - intellectual ° liberals. . Organized

pohtlcal parties in Italy which have come out
for ‘neutrality. include .the pro-Communist
Nenni Socialists, as well as the conservative

. neo-Fascist Itahan Social Movement, the

Monarchists, and the remnants of the Uomo
Qualunque movement In Denmark, Social
Democratic leaders ‘have often expressed their
regret- that a ‘neutral Scandinavian -alliance
did not - materialize, ‘and - minor elements
within the: ‘party, as well as the Radical Lib-

_erals, 'generall'y still harbor neutralist feeling.

ET
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of much of their dependence on the dollar
area.

Military. The military reasons for neu-
tralist sentiment in the NATO countries stem

from: (1) the assumption that the Western,

- European countries, particularly under the
current NATO arrangements, could not be
successfully defended in the face of possible

attack by Soviet forces in overwhelming num-

bers; (2) the belief that atomic attack, inevi-
table in such a war because the USSR now pos-
sesses an atomic capability, would mean the
complete destruction of Western Europe; and
(3) inability of West European governments
to make adequate preparations for the defense
of Western Europe against Soviet attack.

Because of the strong feeling that Western
- Europe cannot be defended, in view of the lack
of any military force capable of resisting So-
viet ground and air forces, West Europeans
can derive little comfort from the thought of
Allied naval superiority and strategic air
strength in relation to possibilities of Soviet
attack.

Psychological. Much of the neutralist psy-
chology, especially in France and Italy, arises
from war-weariness and defeatism growing
out of World War 1I. Many of the French,
for example, are inclined to question the effi-
cacy of any military struggle since, in their
view, there is little distinction between the
effects of viectory and defeat. French and
Germans alike dread the thought of having
their homelands once again become battle-

grounds, particularly in a war waged with

‘atomic bombs.

Communist Influence. In their struggle
against the maintenance of the US-Western
Europe alignment, the Communist parties of
Western Europe, through their anti-Marshall
Plan propaganda, their campaigns against the
MDAP, and especially their “peace move-
ment,” have exploited genuine neutralist

campaign, built around the Stockholm ap-
peal, has had some success in winning support
from non-Communist elements, particularly
in France and Italy, and {o a lesser degree in
spreading ‘the notion that the USSR is essen-
tially dedicated to peace.

sentiment in Western Europe. The peace
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the eyes of its various advocates, the Third-

Force concept may vary from a distinctly pro-

.Western orientation (Adenauer’s version) to a

position permitting close trade relations:and
more cooperation with the East. Under ex-

“treme nationalist ‘leaders, in Western Ger-

many in particular, the latter position would
represent a serious obstacle to US foreign
policy.

‘The more important implications of these
tendencies toward independence of US poli-
cies, however, lie in the various schemes of
West European integration. Emphasis has
changed somewhat from the Third Force as
an organization which would stand between
the US and the USSR and act as a mediator
to the more recent version, supported by con-
tinental European Socialists in particular,
which conceives of the Third Force as a con-

" tinental grouping firmly integrated into the

Atlantic community and capable of wielding
an-influence comparable to that of the US and
the UK. Effective development of the Schu-
man Plan establishing ‘a coal-steel pool for a

- single market in Western Europe would create
* a powerful economic and political basis for

such a movement. .Under such circum-
stances, the Third Force might become a-con-
tinental combination capable of exploiting the
East-West conflict, rather than supporting, in
every instance, the policies of the US.

‘The national concepts of independent ac-

' tion, which have found support in the UK and

in the Scandinavian members of the NATO,
and the Third-Force principles held in other
continental countries included in the NATO,
are favored by the following factors: (1) the

traditional national and European independ-

ence of action that has survived the defeatism
of war; (2) the obvious differences in eco-
nomic, cultural, and material interests which
distinguish Europe from the US; (3) the prog-
ress toward West European economic recov-
ery which has lessened, even if it has not
closed, the gap between Eurcopean and US eco-
nomic power; and (4) the growing belief, sup-
ported by the shift in the military develop-
ments in the Far East, that the US has in-
creasing need of the political, economic, and
military alliance of -the European powers.
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4. Probable Future Development of Neutrality
‘and Third-Force. Sentiment.

. . ‘Political Factors.

.The mtens:ﬁcamon of the East-West con-
ict marked by a deteriorating East Asian sit-
ationis’ likely-to have considerable bearing on

Third-Force sentiment in the period 1950-
. The fact of open conflict between the US
'g and a-Soviet satellite, with the attendant
ol strams on world peace mechanisms, has
-hexghtened European alarm and desire to
scape ‘involvement in a third world war. In-
: creasmg ‘involvement of the US in the Far East
‘will increase European fears of US inability to
“defend West Europe against Soviet aggression.
' ‘Sentiment. for' independent action on the part
) ‘;of the West- European countries may on the
. ~..hconi:rau'y increase. As their individual and
.collective ‘military capabilities gain a greater
. degree ‘of economic stability, they will seek to
: adopt p0hc1es more independent of the US.

b.- Economic Factors.

Tearmament program will call for a
. substantial economic contribution. Diversion
» y considerable pertion of the West Euro-
ea. -preductlve capacity to defense objectives
lace a heavy burden upon the economy.
ount.of such diversion is not certain be-
ccept -in- Germany, there remains a
derable ‘military industrial capacity pres-
, fently unused Sacrifices will also be de-
{5, manded of the people in the form of higher
axes and lower living standards, and West
uropeans will be very reluctant to make such
acrifices as Iong as a substantial number of

ossible to stay:out of a war between the US

nd‘the USSR, or until it is generally accepted
A e military establishment thus created
antee their security..

e: mament is ‘also likely to generate a
ious ‘inflation unless the West European
overnments are prepared to restore or exert
re drastic controls over prices and alloca-
ion:and- dlstnbutxon of materials than is at
he'case. Prices have already begun
o’rxs sharply in'many- ‘Western European na-
ions,’ partly as a result of the disturbance in
orea. Serious labor trouble is in prospect
S the workers demand wage increases to meet

SECRET

he development 'of . West ‘European neutrality

hem-can be persuaded to hope that it is still

the advancing costs of living. If granted, the
increases will accelerate the wage-price infla-
tionary spiral unless at the same time produc-
tivity is raised.substantially; if not granted,
widespread strikes are likely to cripple the
rearmament effort. The net effect of such
developments will be to stimulate neutrality
or Third-Force sentiment, especially among
the industrial workers and the middle-income
groups, who are strongly opposed to losing the
precarious gains achieved under postwar re-
construction programs, and. who are already
doubtful of the possibility or wisdom of trying
to strengthen Western Europe militarily to re-
sist the Soviet threat. Such sentiment will be
actively encouraged and exploited by Soviet
propaganda -designed to frighten Western
Europeans away from participation in alleged
US plans for an attack on the USSR.

The economic cost to Western Europe of an
adequate rearmament program will raise

- strong opposition in many circles not yet in

sympathy with neutrality or Third-Force
groups, US willingness to help finance the
program or provide the equipment will tend

to counteract this opposition, but a demand

for extensive European self-help will increase
popular resistance to the pursuit of US ob-
jectives and will diminish the willingness of
the governments to make commitments within
the program. Neutrality sentiment can be
expected to flourish and make converts in any
period of economic hardship induced by large-

. scale preparations for defense in Western

Europe, and US defense efforts will be success-
ful only in proportion to the degree of eco-
nomic stability maintained in Western Europe
over the next few years.

c. Military Factors. :
A considerable amount of neutrality and
Third-Force sentiment will probably develop

unless decisive preparations are made at once
to defend Western Europe against possible So-

viet aggression. The recent US announce- .

ment of its willingness to despatch additional
troops to Western Europe will be effective in
reducing such sentiment only if reinforce-
ment is undertaken on a scale sufficient to con-
vince West Europeans that there is some
chance of repelling a Soviet attack across the
Elbe. Neutralist' thinking will be intensified
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6. Neutrality and Thlfd Force Versus Rearm-
ament.

Although West European ‘neutrality and
Third-Force sentiment warrants realistic ap-
praisal and corrective propaganda, it is un-
likely to offer a major impediment to the
achievement of US objectives.
to be the case, even though a popular prefer-
ence for neutrality is likely to remain strong
and although the governments of Western
Europe will probably seek a greater independ-
ence in their national policies to thé extent
that their dependence upon US military and
economic support declines. During the pe-
riod 1950-53 the decisions of the West Euro-

. pean governments will continue to be swayed
by the necessity of this support, despite popu-
lar pressures to the contrary. This general
conclusion is supported by a variety of consid-
erations (discussed below).

a. Polztzcal Factors.

- The NATO governments will, partly as a re-
sult of the Korean war, probably become much
more involved in the NATO defense and re-
armament. activity, to a point where it will be
exceedingly difficult for them to adopt a neu-
tral or independent policy. Although few
West European governments share fully the
US views of the immediacy and extent of the
Soviet threat, they will agree to-cooperate with

the US in defense measures, though this co-

operation is likely to be increasingly cautious.
As previously observed, neutralist sentiment,
so far as it is politically organized, is relatively
uninfluential and lacks the capability to dic-
tate the decisions of the NATO governments.
- It should be recalled, moreover, that most West
European neutralists are not opposed to re-
armament per se, nor are they generally op-
posed to the US or to the continued receipt
of US economic aid. The currenf develop-

ment of some Third-Force thinking seems to

be in the direction of a continental group

firmly integrated into the Atlantic community,

though not necessarily committed to all the
policies of the US. While the Korean situa-
tion may raise doubts concerning the possi-
bility of achieving a satisfactory solution, it
will not affect West -European active support
of US-sponsored plans.

This will tend-
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will continue to be subject to US policy deci-
sions in the'economic field.

c. Military Factors. ..

For the military defense of their area, the
West European countries will remain during
the period 1950-53 largely dependent on US
support, particularly in the fleld of strategic
air power and atomic warfare. For this rea-
son, they will be unable to attain an independ-
en{ bargaining position that could seriously
threaten US efforts in Western Europe to con-
tain Soviet aggression. Although fear of mili-
tary developments or lack of progress toward
an adequate defensive position may encourage
neutrality sentiment among the peoples of
Western Europe, it is unlikely by 1953 to in-
fluence their governments to a point where
the achievement of US objectives would be
seriously hampered. Limitations on the scope
of West European rearmament are probable,
though not all of these limitations will stem
from neutralist sentiment in the nations

invo;ved.
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what would appear to be equally dangerous
alternatives. We admit that the impact of
. rearmament on living standards very likely
{ain specxﬁc statements because will stimulate some labor unrest, but the
AT g existing governments are sufficiently strong

and flexible to prevent this from developing
into “widespread strikes” which “are likely -
to cripple the rearmament effort.”

3. In view of Italy’s present economic and
financial resources, and considering the cost
of modern armament, we cannot agree that
the Peace Treaty is a major hindrance under
present conditions to the Italian defense
effort.
The paper also fails to balance the effect of
neutralist thinking on the defense effort of
» . Western Europe with a reference to the coun-
the relation of rising  terweight provided by the strength and growth
est is too r1g1d and poses  of the forces in favor of rearmament.
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SCIENTIFIC INTELLIGENCE REPORT

SUMMARY OF MAJOR ATOMIC ENERGY
ACTIVITIES IN WESTERN EUROPE

A. France

B. "INTER-EUROPEAN" Atomic Energy Cooperation

C. Norway--Netherlands

Q.I>Sveden

‘ : CIA/SI 101-51

5 January 1951

This report has been reviewed by the members of the Joint Atomic
Energy Intelligence Committee which is composed of representatives
of the Departments of State, Army, Navy, and Air Force, the Atomic
Energy Commission, and the Central Intelligence Agency. This

report is based on information availeble up to 31 December 1950.
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SUMMARY OF MAJOR ATOMIC ENERGY
ACTIVITIES IN WESTERN EUROPE

A. France

1. The development and application of atomic energy in France is,
by government decree, entirely under the control of the Commissariat a
1l'Energie Atomique (CEA) an organization set up in October l9h5 with the
advice and under the direction of Frederic Joliot-Curie. The organiza-
‘tion end functions of the CEA are, in general, similar to that of the
U. S. Atomic Energy Commission. The Commissariat is responsible directly

to the Prime Minister who -has the power to app01nt and remove its members, .

a power exercised on 28 April 1950 to- oust Joliot from the post of High
Commissioner. i

2. The removal of Joliot, with the planned removal of other known
Communists, was the most significant development in the French Atomic
Energy situation in 1950. However, despite Joliot's dismissal, numerous
- Communists and fellow-travellers, employed while Joliot-Curie was in

control, continue to function as employees of the Commissariat.. In
addltlon to the known Communists, it may be reasonably assumed: that
there are a number of unknown Communlsts who are in fact Soviet agents.
It will be very difficult to. find and get rla of all of these peoyle
It .is expected that Mme. Irene Joliot-Curie, believed to be & more
rabid Communist than her. husband though she is not a card carrying
member, will be relieved of her dutles with the CEA when her term as
a commissioner expires in January 1951. Jean Thlbaud Pierre Auger,
Louis LePrlnce-Rlnguet Francis Perrin-and Maurice de_Broglie have all
‘been mentioned as possible successors to Joliot, with the last named
filling most nearly all the .requirements.deemed necessary for the post,
' that is, a recognized nuclear scientist working for the Commissariat,
the posse831on of a personality that does not clash with those of the
heads of various other .sciéntific agenc1es; and political reliability.,
-However, de Broglie' 8 age is & factor against him. A reported solution
to . the problem has been that the French Government’ may create a new

ministerial post to coordinate the activities of the Commissariat and the

Centre National de la Recherche Sc;entifique (CNRS) the CEA becoming =
only a part of a larger organization covering the whole scientific field,
with Gaston Dupouy, currently director of the CNRS, as the ke director
of the new organization. ‘Apparently, . it was decided to make no further

move until January 1951 when the terma of . all the Comm1631oners will -
_have expired, : :

3. The principal installations of the CEA are. at three locations.
Fort.de Chatillon, the site of the pile ZOE; Le Bouchet, the chemical
plant; and Chrlstndu-Saclay, the site of the new pile which is currently

under constructlon.
£4

B S

et g

e e W e A T S £ R

228661



b e B U et e i R e S L A
|

o] [ DECLASSIFIED | RG Y
ey 1902 (ENtry P2y 500 |
By /7 nARA bzag_ﬁﬁﬁ File €“¢af5z, cis?““‘"“”

AT
b -

TR

SECRET

'The pile ZOE (for zero, oxyde, eau) is & uranium-oxide, heavy-
vater moderated, low energy research tool. It operates at-approximately
5 kw and is cooled by an external air blast arcund the water tank.

Also located at Chatillon are supplemental laboratories carrying on
research in connection with the pile program, such as laboratories
for physics, chemistry, electronics and instrumentation as well as a

 factory manufacturing instruments necessary to the program, e.g.

vacuum gauges, mass apectrometersg etc. About 400-600 pecple work
here under the direction of Dr. lLew Kowarski who is also Director
General of the CEA.

b. The Commissariat's chemical plant for the reduction of uranium
ore and extraction of plutonium, located at Le Bouchet, consists of
four sections: (1) & chemical purification and reduction plant where
U308 is reduced to U0p pellets for ZOE and to metal billets for the
new pile at Saclay with a capacity of 100 kg of UO» per working day;

. (2) a uranium ore treatment plant with a capacity of one ton of ore

containing 10% U30g per day; (3) 2 uranium ore treatment plant which
is being installed and will have a capacity of 10 tons of ore con-
taining 1% U3O8 per day; and (4) a plutonium extraction plant. Plu-

~ tonium production at Le Bouchet is only on a laboratory scale, as the

present stock, in the form of purified salts, is estimated to be only
about 25 milligrams. ©No attempt is being made at present to separate
other radiocactive fission products; however, all solutions are being
reserved for further processing. Radiocactive isotopes, prepared by
irradiation in the pile, are being processed.

c. Christ-du-Saclay, the site of the new CEA installations, is
the first to be bullt expressly for the Commissariat. A pressure Van
de Graaff generator of 4 megavolts is planned for this site; the
30-inch cyclotron of the College de France, originally scheduled to
be installed here, will probably not be moved since Joliot considers
its disposition his personal perogative. The foundation for a 60-
inch cyclotron has been finished; and the cyclotron should be com~
pleted and in operation in 1952. The first reactor to be built at
Saclay will be & uranium metal, heavy water pile, rated at 1000 kw.
and cooled‘by argon free nitrogen° It was originally intended %o
use a graphite moderator, but the French have not been able to make
graphite sufficlently pure for this purpose. This pile is expected

" to be completed in less than & year. The French have sufficient

heavy water on hand eand on order from Norway so that it will not be
necessary to use the heavy water from ZOE as originally planned.
The wranium metal billets for the pile are being produced at Le
Bouchet and converted into metal rods by Alais, Froges et Camargue
at their Chambery plant The French are thinking vaguely of an
additional pile at Saclay, & graphite reactor, but it will be

rseveral years before this can be accomplished. Ultimately, the

laboratories at Chetillon will be dismantled and all activities

. transferred to Saclay as facilities become availeble.

-2 -

SECRET

228663



I stssrm . JRG _S6

'EA‘J‘C}\QK'{N Q‘)?OZL} ‘ Entry &%4_2309
4 sy A7 s oo £SO Flle I
xgl — ——— E3(IXI ' ;Qé?

v Repaooucsw’f ““;NA '5* T
e oy
e

e

e s e ga g ] Y

SECRET

} 4. Known French uranium sources are meager but are probably adequaie

3 to support a limited research program. Uranium prospecting is continuing

- 'in Metropolitan France with additional teams being sent to Algeria, French

. West Africa and Madagascar. According to a reliable source, the following =
is considered to be a reasonable.and reliable estimate of the present French
uranium supply: :

ok ‘ In the pile ZOE 3.5 =« 5 tons. of uranium oxide (UOp)
ol ' Purified Oxide Stock 6 tons (being converted to metal at
. ' - ~ Le Bouchet)
s High-grade Ore 15 tons (has had pretreatment and is
4 . - , ready for treatment at Le

. L ‘ ' Bouchet).

: ; - 5. Alais, Froges et Camargue, one of the largest chemical concerns
L 2 in France, was commissioned by the CEA early in 1947 to develop beryllium
. ' - metal. The CEA was vitally interested in this metal since by using a

: f beryllium moderator, the CEA could cut uranium requirements by one half,
’ and thus conserve the meager supply. It was reported in May 1948 that
the company.was producing one ton of beryllium per month in the form of
thin-walled tubes at théir Salindres plant. It has very recently been
learned that the CEA is no longer interested in this metal and that
another firm, Gignoux and Company of Lyon, also commissioned by the CEA,
had undertaken expensive exverimental work in developing pure beryllium
L - oxide and metal, but was now attempting to sell their product to the U. K.
v » and the U. S, The capacity of their pilot plant is now 50 kilos a month,
? X but the firm hopes by installing additional facilities to produce one ton
; : a month. The present price for the chemically pure beryllium is $51 per
- s kilo which could be' considerably reduced in large-scale production opera-
' - tions. The chief source of the beryllium ore is Madagascar. The only

; technical difficulty. the company is encounterlng seems to be the formlng
: of the tubes -

g C6, In'lateiMay 1950 France was reported to be negotiating a contract
f with India whereby France would supply the know-how and necessary raw

L materials, including 30 tons of uranium, for a 5,000 to 10, 000 kw
beryllium-moderated pile to be built in New Delhi. The. 1atest developnents
reported on these negotiations are that the French Foreign Office called

. in CEA officials and.told them not to proceed.with any further'dlscu831ons
with India ,

(e S R

7.  The French are still actively pushing plans for a joint Western
European cooperative program in the field of atomic energy. Their

g ~ enthusiasm for this international program is most probably motivated by
. a nationalistic desire to retain Continental Western Furopean leadershlp
in the atomic energy field, but is alsc no doubt largely governed by
economic factors - the French are very short of money, and by establishing
the international group at Saclay, they could carry out their own research
with the help of funds contributed by the other part1cmpants
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B. INTER-EUROPEAN" Atomic Energy Cocperation

1. 1In the absence of possible collaboration with either the Anglo- *
Saxon countries or the U.S.S.R., France has hoped since the end of World
War II to be able to establish an’ inteerurOPean atonmic energy center
staffed and operated.by the- small Western European countrles, namely,
Belgium, France, Sweden, Italy, Norway, the Netherlands, and Switzerland.
The. creation of such a joint enterprise would permit the ‘pooling of finan-
cial resources, and. scientific and technical knowledge, as well as the

" necessary raw materials and equipment prodncing facilities possessed by

the respective countries; that is, Belgium would make avallable its uranium
ore, the Netherlands its electronlcs indnstry, Sweden its heavy irdustry,
-Switzerland its precision industry, Norway its heavy water, and France its
scientific leadership,. France is prepared: to offer the facilitles at
Sacley for thls cooperative atomic energy center. .
2. This idea has been champloned.by the French again and again
whenever the 0pportun1ty’presented itself. TFor example, at the inaugural
meeting of the European Cultural Conference in Lausanne on 8 December 1949
and later at Strasbourg on 13 .December 19&9, the French members of the
Commission for Scientific Cooperation appealed for the urgent study of the
possibility of creatlng a European Atomic Energy Institute to be located
in France supported by funds from member states and enlisting the services
of the best European technicians. Since this appeal was believéd to be
backed by the Communists in the French AEC, it did not meet with very much
success. A

3. These efforts having failed, the French are now looking toward
UNESCO and their UNESCO representatlve, Pierre Auger, to bring about a
Western EuroPean Atomic Energy Institute. At a very recent meetlng in
Geneva, the Commission for Scientific Cooperation, now composed of repre-
sentatives of Belglum, France, Italy, Norway, the Netherlands and Switzer-
land, considered the establishment of a European Atomic Research Center
for strictly scientific research and adopted resolutions to accomplish the
following: (1) establishment of & fund for the conmstruction of a European
Atomic Research Laboratory; national contributions to be based on the UN
formula; the construction of a bevatron to begin.in 1951 and requiring
about 3 years to finish; (2) the selection of a central location, near an
important city with adequate technical facilities, and near a frontier so
extra-territoriality could be guaranteed by the Council of Europe; and (3)
establishment of a study office to prepare. plans and programs under direc-
tion of Raoul Dautry of the French AEC and Plerxe Auger of UNESCO. Western
Germany will also be included in this program if the Council of Europe will

grant approval to the plan which ‘was submitted by Francis Perrln of the
French AEC.

L. To date, there have been no concrete results of this‘mdvement,
other than the adoption of the latest proposal to study the situation.
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C., Norway--Netherlands

1. Norway end the Netherlands, the two countries that have made the
greatest strides in the field of atomic energy in Western Europe, outside
of France and the U. K., have practically completed arrangements to collabo-
rate in the development of a low-power (100 kw) heavy-water moderated,
uranium metal pile. The present contract, while acceptable to the Nor~
wegian Foreign Office, may not yet have been signed because of Dutch
insistence on certain legal technicalities affecting patent rights if and
whenever the joint program should be dissolved, The agreement is between
the Norges Teknisk-Naturvitenskapelige Forskningsrad (NTNF, Norwegian
Technical Scientific Research Council) and the Dutch Stichting voor
Fundamenteel Onderzoek der Materie (FOM, Foundation for Fundamental.

' Research of Matter) both Government supported, non-commercial, coordina-

ting organizations that promote research in nuclear physics in their
respective countries, and in spite of apparent differences, the program .
is moving shead.

-

2. The present contract specifies that:

' The Netherlands will supply the uranium, not to exceed six
tons, (this uranium is part of a ten-ton stockpile acqulred in 1939
and carefully hidden during the intervening years);

b. Norway will supply the site (Kjeller);
c.  Norway will supply the Leavy water (7 tons).

A six man Joint Committee (JC) is to be set up with six deputy members,
three members of the JC and three deputies appointed by each country, 16
organize the research work and to get the reactor in operation as quickly

as possible. The Managing Director will be a Norwegian, probably

Dr. Gunnar Randers, the present head of the Norwegian program. Collabora-
tion with other smaller Western European nations is contemplated and hoped
for; the most likely cendidate at present is Switzerland. The proposed pile
is only a research tool, and though not specified dlrectly in the contract,
its ultimate purpose is the development of commercial power production

~This emphasis is necessary if+financial support from the governments and

commercial firms is to be dbtalne&

3. Construction work on the pile at Kjeller was completed by Christ-
mas of 1950. This included a ‘concrete building, a concrete block guarding
against radiation, and an underground section for heavy water storage. The
analyzing laboratory is already in use, and important parts of the research
equipment are completed and being installed. The required seven tons of
heavy water for the pile were delivered by Norsk Hydro in March 1950..
Graphite, to be used as the pile reflector; was to be sent from France in
February 1950, but at the present time only half of this order has been
received. The U308, which the Dutch have already delivered, is being

refined by the British, with American concurrence, into uranium metal.

The purity of the metal will be adequate for use in a heavy water pile,
although not as high as that used in the U. S. project. Randers has
stated that he expects the pile will be in operation early in 1951.
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1. In December 19&5 the Swedish Government appointed the Atomic Com-
mittee to work as-a coordinating and dlrectlng agency for Swedish activity
in the field of atomic energy. The original task of this Committee, which

i wes purely 1nvestigatory, wag' completed by March- 1946 when the Committee

ﬁ‘ 'was given the responsibility for conducting more basic research. In order

é' to carry out the practical part of Sweden's atomic energy program, the

L construction of an atomic pile and the procurement of material for it,

'%1 a semi-governmental JOlnt stock company; the A. B. Atomenergi (the Atomic
',§ Energy Company), was formed in October 1947, This company, jointly spon-

. sored by the State and private industry hes at the present time a share
capltal of 3.5 million kromer, of which 2 million was subscribed by the
" State and 1.5 'million by private industry. According to its charter, the
share capital of this company is to be not less than 3 million and not
more than 9 million kroner. In’ addition to its share capital, this
company had received up to 1 July 1950 an aggregate of 4.5 million kroner
as special appropriations. ‘After the establishment of A. B. Atomenergi,
the Committee assumed the role of a research council, with the principal
" task of supportlng basic research in nuclear physics and allocatlng funds
to institutes for the purchase of equipment and for the hiring and training
: of technical personnel ‘According to the official report of the Swedish
%; Atomic Committee; the Swedish Government has appropriated a total of 12.2
i - million kroner for atomic energy research from 1945 to the present, including
h its contributions to. the ‘Atomic Committee and its subscription to the shares
i of A. B. Atomenergi. 0f the amount appropriated, only 6 millién kroner had
. Dbeen spent up to midpl950 ‘

3 s SR

B ‘2. Of the Scandinavian countries Sweden has the greatest potential
: capability for nuclear research, but has not made the rapid progress that
g ~ might have been’ expected° The reactor which Sweden would like to have is
8till in the blue-print stage, and it is now estimated that it will be
several years before it is completed. Seversl of the factors that have

, been responsible for this rather slow progress are: (a) the problem of

3 uranium production; (b) the lack of electronic equipment; (c) the dearth
of qualifled sc1entists, and (d) the limitatlon of funds.

. a. Undoubtedly Sweden’s Chlef problem has been the production

. of uranium. The Swedes are concentrating on the production of uranium

- from the low~grade domestic ore. The uranium for the Swedish atomic
energy program is obtained almost exclusively from kolm at the ocil
shale plant of Kvarntorp. The kolm is separated from thé shale by .

- hand picking. A pilot plant for uranium extraction has been set up

1. . at Vinterviken, a suburb of Stockholm, but the output of urenium
- oxide obtained was stated to amount to only about 10 kg of U308 per
day in December 1949. The plant is intended to reach a maxifium capa-
city of- 10 to 12 tons of uranlum a year.

P N N T

greReach

, ' b. The desxgn of instruments has required & major portlon of the
2 . effort up to this time, but it is felt that Swedern possesses, or will
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1 . in the near future, enough equipment to handle the major requlrements
' of her modest atomic energy program, . :

g c.. The dearth ‘of qualified scientists, which Sweden is now feeling
2 ‘ keenly, 1is the result of a restrictive educational system which permits
i . only the cream of the crop to enter the institutes of technology. ‘Plans
;- . have been approved to increase facilities so that a capacity of 4,500
B students can be obtained.by 1953.

d.- The limitation of funds has made it necessary to use the
existing, widely scattered research centers, rather than concentrate
facilities and personnel to the best advantage. Jealousies among
heads of various independent research centers, now believed to be
straightening itself out, also aggravated the situation.

3. Sweden is primarily interested in pile development as a source
of power since: the country is withcut adequate domestic sources of fuel,
particularly coal. Her oil shale reserves, though large, are being
reserved for emergencies in order that under a wartime blockade Sweden
- would not be entirely without fuel. The heavy water, uranium metal experi-
mental pile, to be built in the Stockhoim area,.is tentatively scheduled
for completion by January 1954, The heavy water, which is on order from
Norway, should be delivered by the summer of 1951. However, Norway, out
of natiomalistic pride, did not start to f£ill Sweden's order for heavy
vater until the Norweglans were assured that. their own ‘pile program would .
be operating before the Swedes. Reflector graphite has been produced in
some quantity by a Swedish firm and is currently underg01ng laboratory
tests for purity. T
4.  There: hes been some experlmental research on the separation of T —
uranium isotopes on a laboratory scale and on barrier materials for
* _isotope separation by diffusion at the Royal Institute of Technology in
Stockholm. This research is being carried on to produce useful amounts
of stable isotopes for tracer work rather than in the interest of pro=-
‘ducing fissionable material for atomic weapons.
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to certain bilateral clearing account currencies, the dlscrepancy between
the dollar rate and-the dollar cross-rates of the Western European trans- -
ferable currencies is not wide erough to give the latter .a 51gn1ficant
exchange rate advantage. Therefore, much of Western Europe‘s trade with
the Middle East area is now v1rtually equlvalent to dollar .area trade,
Moreover, the principal soft’ currency ‘country of the Middle East ~ Egypt -
now apparentlg views German marks, multilateral lire, and nonblocked
(Special No, 1 Account) sterling as "hard" currencies equivalent . to US ‘
dollars and convertible Swiss francs.l/ Arother noteworthy recent develop~
ment in the Mijddle East has beern the termination by Iran of its bilateral
cormercial agreements and, as a result, elimination of most of the cur-
rency discrimination in"that cdﬁmtry's trade;' :

Tt was observed in the 1ntroduct10n that one meaningful definition
of a "dollar problem" relates to the. p0551ble inability of a country, . -
which might be in overall balance, to settle a bilateral deficit to-'the
. dollar area by conversion of surpluses with third areas, Although this:
situation undoubtedly obtained after the war, the subsequent. development,
when viewed in conjunction with the existence of the EPU mechanism and of
free exchange market in several ."scheduled territories" of the sterling
area (Kuwait, Hong Kong) indicates that many Free World currencies are
now convertible for non-residents at a price, Because of the official .
support given to transferable sterling in the free market and the strong
position of .the mark, among other reasons, this price is not very high
now, Consequently, this type’ of ‘"dollar problem” no longer need exist to
a significant degree for any'western EurOpean country,

6. The‘nggg'Oll Comg'ex. Some‘of the more significant of Europels

- multilateral transactions-affecting its gold and dollar balance are in the
0il sector, For numerous reasons the patterns of settlements are not dis-
tinguishable in the balance of payments data of either the US or of
individual European countries, One reason is that a large part of the
operations of . US and British-Dutch oil companies involves the "off-shore.
merchanting® of crude o0il, petroleum products, and tanker services between
third areas. To get even a partly realistic picture of the structure of
world oil payments, it would be necessary to record all the,overseas ,
operations of US controlled oil companies as though the oil passed in.
transit through the US (instead of more or less directly from producing

to refining to consuming country) and to treat similarly the oil produced
and sold by British-Dutch firms as though it physically transited the UK “/

1/ Under present regulatiOnsvregarding payment for cotton,exﬁorts.a'
’  This method was followed in a study by Mr, Cornelius Dwyer (of the °
National Bureau of Economic- Research, of "The 0il Trade in the
International Balance of Payments in 1951", summsrized in Journal of
the American Statistical Association (September 1956), p. 508,

~
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However, even with this sort of presentation, there are not. sufficient
published data on which to base estimation of an oil balance of payments
by currencies permitting an evaluation-~for example-~of the respective
dollar cost components of US company and UK=-Dutch company oil sold in
various areas, Finally, a Western European dollar balance of . payments on
0il account, such as the ECE has attempted to draw up2/, would not be
particularly meaningful since it would conceal the very fundamental dif.-
ferences between the positions of the 6il-trading countries (the UK and
the Netherlands) and the continental oil-consuming countries,

When purchases of o0il from US company sources outside the US are
viewed as imports from the dollar area, there is a tendency to overstate
the true net dollar expenditure on the oll sector unless full account is
taken of a number of partially offsetting receipts that are often diffi-
cult to identify in the balance of payments: e.g,, purchases of supplies
and equipment or other local currency expenditures by the oil .companies,
The percentage net dollar component in the cost of oil consumed by Europe
has undoubtedly been greatly reduced since 1950-1951. as a result of agree-
. ments between the companies and the respective governments, by the shifts
in Europe'!s major source of supply from the Western to the Eastern
Hemisphere, by the construction of refineries in Europe, by the emergence
of the US as a net oil importer, and by continued reinvestment abroad of
a large proportion of US earnings from oil investments, The dollar com~ -
ponent that still remains, while perhaps 1arge in total because of rapidly
rising oil consumption, is believed to be quite moderate in comparison
with the dollar cost of marginal supplies of other fuels., The temporary
disequilibration of Europe'!s dollar balance of payments at the time of
the Abadan and Suez oil crises has emphasized by contrast. the relatively
satisfactory modus _vivendi that has evolved in more normal recent years
in the multllateral oil payments sector,

Here again, the increasing competitiveness of Furopean exports has
been an important factor in the process of adjustment to structural changes.
This has been reflected in Europe's demonstrated ability to improve its
relative share in the rpaidly growing Middle East and Caribbean markets
created by oil company expenditures,

7, Hoarding and ”Dlshoardlng“ of Gold, In the preceding discussion
of Europe's settlements with other areas, official gold transactions have

been rather arbitrarily assimilated to multilateral transfers of dollars,
However, it should be clear that Europe'!s monetization of gold from producing
countries, such as South Africa, is hardly a multilateral settlement in

the strict sense of the term since from SbuthAAfrica's point of view gold

2/ Economic Survey of Europe Since the War, 1953, p. 92.
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of monetary reserves than a mineral commodity export for sale
on the free Lo market. Moreover, Russian gold sales in European free
markets, whist r edly totaled some $150 million in 1956, may not be
strictly Pomparable to normal multilateral gold transactions. The fact
that officiai gold transactions now apparently pass through the free
bullfon markets, Where they are inextricably mixed in with transactions

on private account hoarding and industrial purposes, makes it difficult
to interpret consis the balance-~of-payments significance of gold
movements, ’ :

is less a fo

There are believed to be gold hoards in France and other Western
European countries equivalent to three or four years of the world's cur-
rent gold production, The existence of these hoards is of great potential
significance to Eurcpe's gold and dollar position, To the extent that
further net European hoarding may take place, this would mean continued
diversion of new gold that would otherwise either flow into official re-
serves in Europe or, like other exports, finance additional imports from
other parts of the world. Besides the diversion effect, there is also a
more direct effect on European official monetary reserves when counter
speculative sales of gold are made on the free markets by central banks or
exchange stabilization funds, At other times, however, intervention by
the authorities to stabilize free-market prices may tend to build up
official reserves by net purchases of gold at a moderate premium over the
official parity, Although the past year and a half has apparently brought
a revival of net European gold hoarding,l/ trends of recent years have
indicated some loss of gold!s prestige as an antiinflationary hedge in
Europe, Therefore, it is not to be excluded that this potential source
of liquidity may become effectively available to the world'!s monetary
system sooner than is customarily anticipated, Even if European "dis-
hoarding" were offset by increased hoarding demand in other parts of the
world, the net movement to other countries, whether by legal or extra-
legal chamnels, would still be a source of financing for Europe since it
would presumably have a real counterpart, Net hoarding or "dishoarding"
of gold, as a subtraction from or addition to other means of external
finance, has usually been a function of relative confidence in national
currencies, Like relative competitiveness in world markets for goods, it
is strongly correlated with domestic finaneial policies,

1/ Samuel Montagu and Co., Annual Bullion Review~--1956, estimates that
world hoarding demand in 1956 absorbed 10 million ounces ($350 million),
of which France took 4 million ($140 million), the Middle East 3
million ($105 million), and the Far East 2,25 million ($80 million),
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fluctuations, for example as a result of slackening of demand for exports,
development of unfavorable terms of trade, or exceptional import requirements.
Reserve requirements may also grow, :as the. framework of protective devices
(tariffs, quantitative restrlctlops, exchange controls) is progreo81vely dis~
solved, And still. further increases in primary or- secondary reserves may be

required to facilitate progress toward the longer—run objectivés of -full trade

and payments liberalization and currency convertibility.

On the other hand,

any noticeable progress towards alleviating stresses in intemmational payments
and structural imbalances may reduce the incentive for accumulating reservess

De Summary Gonclusion:::

After - declining steadlly from 1947 to 1953 (except for 1951), Western
European experditures in the US rose sharply in recent years; exclusive of
changes in gold and dollar hcldlngs, the rise was 15 percent in 1954, and 19

_percent in 1955, and again in 1956, In the first half of 1957 the rise was

so abrupt as to cause a drain on. reserves and revive fears of a "dollar

shortage®,

Nevertheless — and with dﬁe regard-for the hazards- of prediction wheh

so mary independent variables are involved.-- there are a number of factors
that suggest that the average rate of growth in Western European demand for

dollars over the next decade may well be slower than in recent years, -and -

slower than the growth in total dollar supply.

‘The bulk of the recent: spurt

in demand (over 90 percent from 1954 through 1956) has been accounted- for by

merchandise imports from the US. Although these imports were stimulated by

inflation and by relaxation of trade restrictions, there were major pressures
that were temporary, including.last year's cold wedther and bad harvests, and

the Suez affair; it is 31gn1f1cant that imports from the US levelled off in

the second quarter of 1957, Future increases in demand for dollar coal, wheat,
cotton and oil are likely to be-moderate except during emergency periods.
Moreover, slower increases

in labor supply and in productivity will probably moderate the pace of economic
growth and hence dollar demand, although unfortunately also lessening Europe!s
dollar earning possibilities. "Also the shift away from the US as a supplier

is likely to be accentuated with a continued increase .in availabilities in
' Wiestern Europe and elsewhere, and as European producers become more competitive
in production and marketing techniques. Although outlays for servicing US
investments and for travel will grow, there is a good iprospect that transport

Antiinflationary measures. are being intensified,

costs will decline, Thus on balance Western Europe may be in a position to

resume replenishing reserves in the years ahead.
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VII. EUROPE'S ABTLITY TO EARN GOLD AND DOLLARS FROM THIRD AREAS

‘A, The Role of Wéstern Lurope’s Mhltllateral Gold and Dollar Settlements

The net gains or losses of gold -reserves and dollar holdings- by
Western Europe arise (a) from transactions with the US and (b) from other
transactions, i.e. (1) gold and dollar transactions with third areas and:
international institutions; including but not limited to multilateral -
settlements reflected in the US balancz of payments with Turope (an un-
knoun. amount), and (2) hoarding and dighoarding of gold within Zurope.

The difference betieen the ret changs in Durope's estimated gold reserves
and dollar holdings and its gunecal lateral balance of payments with the
US, as reported in US statistics (excluding "errors and omissions"), gives
a rough measure of net changes arls¢ng from transactlons other ‘than with
the US. ‘ . ;

Méasured in thls way, as in Table 23 above, the role of “other
transactions® in explalnlng net changes in Furope's gold reserves and -
dollar holdings seems very small (#l.1 billion for the period 1950-1956)
in comparison with the changes in reserves "explalned“ directly by the
bilateral balance of payments with the US ($7.8 billion over the seven-
year period). To be sure, if. one looks at the last four years-<1953-1956~-
the Yother transactions" are.considerably larger ($1.8 billion) in propor-
tion to Europe'!s bilateral gains from the US ($4.3 billion), but even so
they could be largely or entirely."explained! by acquisition of newlyb‘
mined gold from the overseas sterllng .areas -

There happens to have been a surprlslngly close net- bilateral balance
in recent years between the US and each of ‘the major areas distinguished
in the US balance of payments. Undoubtedly,~postwar>disCriminatory‘ﬁblicies
have led to an increase in the proportion of the trade of individual
countries throughout. the world that is bilaterally balanced and have ‘also
reduced the scope of multilateral. settléments in the transactions between
broad currency areas. l/ Nevertheless, numerous 31gn1f1cant patterns of
effective gold and dollar multilateralism.can still be’ traced, especially
if Western Europe is con51derad separately from the overseas EPU areas.

The principal types of transactlons contrlbutlng to the dlfference
between the change in Europe's gold reserves and dollar holdings' and its
net bilateral transactions with the US can be llsted as follows:

1/ Cf. MacDougall, The World Dollar Problem, Pe 370, Table 55;
UN, World Economic Survey 1956, p. 36; and testimony of Herbert
V. Wbolley on world payments patterns in US House of Representatives
Subcommittee of the Committee on Ways and Means, Hearings; Administra-
tion and Operation of Customs and Tariff Laws and the Irade Agreements
Program, pe. 579.
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1. Transactions with the rest of the dollar area.
. - {a) Canada, '
(v) Dollar countmes of Latin Amerlcan and the Phihpp:mes,
2 Transactions with international agencies;
3. Multilateral US ald expenditures; ‘

- Lo Transactions of the overseas sterling area and other. overseas
European monetary areas, including the acquisition by Europa of
newly-produced gold from these areas;

S5« Transactions between Europe and other non-dollar areas produc:mg.
(a) Settlement of bilateral clearing balances with gold and dollars
or with "switch" transactions; ,
(b) Multilateral effect of transferability arrangements;
6o The world oil complex and similar merchanting tradey
7. Hoarding and dis-hoarding of gold.

‘The above classification, chosen for expository purposes, is ob=-
vieugly not strictly consistent and involves some overlapping. (The oil
sector, particularly, cuts across the other sectors of the multilateral
balance of payments, but it deserves separate consideration because of
special financial factors a.ffect:.ng the recepts and expenditures of the
oil companies.) In any case, it is not feasible to attempt a statistica
reconciliation of all these heterogeneous multilateral patterns with the

reported US-European balamce of payments, on the one hand, and the net
: change in reported European gold reserves and dollar holdings, on the other -
. hand, Indeed, the very difficulty of such'a task testifies to the progress
already made toward effective multilateral convertibility, since it is
no longer possible to draw a clear-cut d:z.stmcta.on between gold md dollar
transactions and *bransact:x_ons :anolvn.ng other currenc:Les.

Table 23, 11ne LL, mdlca'bes that the net balance. of transacta.ons
other than with the US resulted in a large net loss of reserves by Europe
for the three years 1947-1949. This, of course,.reflected the fact that
furcpet!s immediate postwar dollar shortage represented a payments ime
balance not only toward the US, but also toward Canada, Latin America,
the Middle East, .and other countriess The magnitude of this accounting
~imbalance also reflected, however, the. avallab:v.llty of gold axd dollars
to finance the deficit, first from reserve holdings, later .from ECA funds
made available for off-shore procurement of oil and other commodities.

In 1950, accompanying the outbreak of the Korean War, there was a temporary
gold and dollar surplus for Europe on third-area transactions attribu-
table mainly to the high US demand for raw materials from the sterling
area. In 1951 and 1952 the balance was again negative, but from 1953 on,
Europe has been a net gainer of gold and. dollars from the third areas.

The appearance of th:Ls generally well-sustalned 1mprovement is, .
of course, the resultant of a complex of factors: monetary, structural,
institutional, political, and military, or entirely fortuitous. - One
structural change, for example, that.operated in favor of Europe, during -
the postwar decade, was the rapid expansion.of Middle East oil production,

OFFICIAL USE ONLY

228675



| pmonueoarmenTEUARONES] | DEGI ASSIFIED gRG ~ 5 5
A oty I902H .Enﬂy E 02505
sy dl7_neaa vz bSOV File -~ Lo/ 700
, - BoX EY I
OFFICIAL USE ONLY
64

which, in conjunction with changes in the structure of the world oil trade,
tended to decrease the marginal dollar cost of Europe's rapidly increasing
energy requirements. However, perhaps the most important of the favorable
factors was the restoration of the competitive strength of the European
products offered in world markets, Replacement of war damage and the coming
to fruition of investment projects undertaken in the recomstruction period
were necessary preconditions, but would not in. themselves have been- suffi-
cient without achievement of a better international balance of effective
demand. In some European countries, characterized by part.:;.a.lly Usuppressed!
inflation, this meant reduction of the existing over-llqiﬁ.dliy by disin-
flationary credit or budget policy or by currency refom-ax ﬁa others,

which had suffered inflation of the "open" variety, it involved mainly
correction of price and cost disparities relative to the US, sometimes by
exchange rate adjustment, but more often by keeping the subsequent growth
of current home demand from exceeding the pace.of productive expansion,

The monetary factors affectmg competltlvenass can be measured by
comparigon of index numbers}_/, but for present purposes it is enough to
point out that the best index of competitiveness is the inecreasingly
vigorous effective showing made by European goods.in third markets despite--
or, to some degree, because of--~the decompartmentalization of curr‘ency'
areass The fact that European countries have not come out badly in this
competition in the receni years of increasing freedam for trade and payments
suggests that they need have httle fear of further progress toward a
multilateral system as long ‘as creation of excess domestlc purchas:.ng
power is kept sufficiently in checkes v

B. Patterns and Mechanisms of Multilateral Se‘ctlemen% Ai‘fectlng Europe's
Gold and Dollar Position,. .

1, The Dollar Area (Other than the US)

Canada Tram sactions with other dollar-area countries ob=
viously have the most direct, mdeed, virtually a one-to-one impact on
Furope's dollar position. This is particularly true as regards Canadian .
dollar. transactionss. To be sure, Europe!s merchandise trade with Camada =~ |
normally yields a considerable dollar deficit, tut despite the geographic '
and other structural factors which have always tended to or:Lent mogt of |
Canada's import trade toward the US, .even when Eurcpe wig. HhetHhajor source
of foreign investment in Canada, very great opportunities: ex.:.st for Europe
to compete more effectively in this market. To refer to "Europe!s*: ablllty‘
to compete is, of course, to use a misleading figure of speech, - What is '
meant is the competitiveness of individuall European countries: mainly -
the UK and Germany, but also Belgium, France, the Netherlands, Switzerland,
and Ttaly. The UK's exports to Canada have had ups and downs, but have
recently shown a new burst of strength (up 26 percnt from 1955 to mot'e than
half a billion dollars in 1956 and still rls:mg).’ West German’ exports
to Canada quadrupled from 1952 to $86 million in 1956 and are still rising.

1/ Re Triffin, Europe and the Money Muddle, ppe 77=79.
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Tt is worth noting that the share of trade: with Canada and Central
America, both in the dollar area, has increased since the prewar pericd.
The proportlon of imports from Canade remained staole at about & percent
of the total. Exports to Canada ross from $155 million in 1938 to $770
million in 1956 or from 3.7 percent of total exports to 5.1 percents Im-
ports from Central America rose from abcut 2 percent to about 3 percant of

~the total, while exports rose from $78 million in 1938 to $448 million in
1956, or from 1,9 percent of total exports to 3.0 psrcent.

" Exports to South Americe have recen'bly been a mgnii‘lcant exception
to the generally strong upward trend in Western European expor't;s. The
: aggregate value fell in both 1955 and 1956, :

: On & payments basis (imports f.o0.b.. compared with. exports fooube),
Buropean trade with the world other then the US is mach more favorable
than the raw trade data discussed sbove would indicate,  Merchandise trade,
on a payments basis, bas been rela tively close to belance. Imputed
balances for 1953, 1954, and_1955 were approximately ~$200 mrllllon, A $200
million, and 7[-$300 million.}/ o .

2. Invisibles. _f .

In recent: years average net E\:ropean earnings from :mv:leble trans—
~actions with the rest of the world (excluding the US) have averaged over
$1 billion anmually. Their relative importance, however, is much less
' than in the prewar period.. In 1938, net invisible earnings in the rest
‘of the world, including the US, sufficed to pay for 27 percent of European
" commodity imports. 1953 invisible earnings (including US military. ex—
penditures in Europe) paid for only 7.5 percent.of Europesn -commodity im~
ports and 1955 earnings only 8,7 percent of 1955 imports. Table 19 shows
the Eyr opean invisible balance with coun'bries other -hhan the US,

Table 19. Impu‘bed Balances of CEEC Countrles Semce Transactlons
with Rest of the World, E&cludlng w _/

(Millimaof dollars) N |
1953 1954 1955

Transport : : 7‘-357' . A5R6 . 4335
Travel | o ARyE 4349 4398
Investment Income . A L 564 - 4557 #526
Military ,=1,150" . = -883 650
Miscellaneous and ;r:.va'te transfers 34'788 . 487 R YAS)
Total ‘ S 80T AL,426 14255

1/ The mothod used was %o aubtract the BS-European balance shown in the 09
talance of payments from the European balance with the world as reported
by C(EEC. This procudure is subject to & number of defects. It is be-
lieved, howasver, that it properly indicates general orders of magnitude,
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" Europe has acquired gold and dollar- reserves through transactlons.,
other then with the US in most recent years. The following table shows -
the extent of such acquisitions,

" Table 20, Gold Reserves and Dollar Hbldings Acquired by Europe
’ through Transactions other than with the 15

| * (M1lion of dollars)l/
1950 1951 19 1953 195, 1955 1956
4534  -811  -434 A710  #511 74185 4429
Ge Furopsan Gold Reserves and Dollar Hglg;ggg

1. Significance of" Ghanges in Reserves.

Reserve changes are frequently indicative of the changes in &
country's general payments position and at low levels reserve losses tend
to force governments to take more or less drastic defensive mesasures,
Nevertheless, the significance of & given change in reserves depends in
lerge part upon the circumstances causing the change, and camnot necessarily
be derivad from the direction and extent: of. the changs itself, ‘A’decline .
in reserves, for example, might either represent an uncontrollable capital
 flight or & govermmental policy. decision that the trading position is ‘so
" sound that fewer reserves are needed. An adequate explenation of the signi~
ficance of a change thus depends upon & detailed analysis of the entire -
nexus of foreign transactions recorded in the balance of payments, with
attenticn to government policies and other factors shapdng the pattern of
transactions,

The ability and willlngness of a country to accumu;ate and maintain
‘reserves depends on‘a: number of factors. Amongﬂthe more important are:

a8, The real or imagined need for reserves. This is related to
“the level of trade and other foreign transactions, the probability of tem—
porary disparities in the develorment of payments and receipts, the availa-
bility of "secondary reserves", the Vulnerabillty of the currency to capital
flight, legislation or publice attitudes concerning the amount of "cover!"
needed for the domestic ourrency, and the factor of prestige. -

be The cost of maintaining reserves. This involves the ‘benefit
foregone by holdlng rather than spending the reserves. Other things being
equal, the tendency to hold reserves in the. form of interest-bearing short-
~term balances in the US cormbined with the recent increases in interest
rates. here have reduced the. economic cost of maintaining reserves, . -

1/ The date include effects of hoarding and dishcerding in Europe. See
Table 23 for derivation. o
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¢, Unplanned develo wwents. Increases or decreases in reserves
result from the entire complex of foreign transactions, In:.the US, which
bhas over half the world's gold supply, the level of reserves is a relatively
high proportion of imports and no specific governmental action to prevent
or encourags changes in the level of reserves has been undertaken, In many
other countriss, commercial and domestic economic policy decisions are in-
fluenced if not determined by the state of the reserves. Many foreign
transactions defy governmental control, however. Not all capital flight can
be rrovented. Import and export levels and the direction of trade can be
ranipalated only with dlfflcultv and often with undesirable side effects.
As witness to the importance of forces not readily susceptible to govern-
mental control are the recent outflow of UK reserves and the large increase
in German reserves., Both of these events occured despite some governmental
actions designed to mrevent them,

It is aleso importent to stress the arbitrariness of any definition
‘of reserves. lLiquidity is a relative quality. The gradation in liquidity
between gold, governmental holdings of short-term assets in the US, pri-
vately held short-term assets in the US, holdings of US medii:u and long-
term government bonds and notes, and public and private holdings of the
many other varieties of assets held in the US is gradual, with categories
overlapping, The same is true for investments held in countries other than
the US. Assets not normally considered as reserves can often be easily
liquidated and used as reserves. During the Suez crisis, for instance, the
UK was able to supplement official reserves by selling US securities.
Furthermore, inventories of import goods can, at 1east to an extent, per-
form the function of exchange reserves,

"2, The Development of European Reserves.l/

During the immediate postwar years Europe was forced to spend an
important part of its gold reserves and dollar holdings to pay for essen-
tial imports. Reserves held by the UK and the continental countries fell
from $10.6 billion in 1945 to $7.6 billion by the end of 1947. Extensive

" foreign aid and increased Buropean earnings in world markets permitted
Europe to purchase imports adequate to support economic recovery while
maintaining reserves in 1948 and 1949, In 1950, the Korean boom resulted
in a $2,.6 billion accretion to reserves, primarily in the UK. After a

"minor dscline in 1951, & sustained net accumulation of reserves began in
1952, vhich persisted through 1956. After a minor decline early in 1957,
the riss resumed and the end of June level was & new high. During the
years 1952-1956, reserves rose from>$10.1 billion to %17 0 bllliOﬁoE/

1/ Table 21, attached, shows Eurcpean gold and doller reserves, 1937 end
1949~1956,

2/ See footnote aj of Table 21 for description of holdings. Figures
cited here include holdings of US government bonds and notes,
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The anmual addition to reserves were $77 billion in 1952; §2.3 billlon

in 1951, $1.7 billion in 1954; $1,0 billion in 1955; and $1.1 billion in
1956.1/" The 1956 reault was possible beczuse of net drawings from the IMF
of approximately $5C0 million. During the peried 1952-1955, net repayments
of over $400 million werc made, , . S

3. Reserves in Relation to Tradeé

European gold and dollar reserves in relation to trade with the rest
of the world are well bolow the prewar ratioc, Euronean reserves in relation
to imports of the EPU area from the rest of the world“/ wore 92 percent in
1955 as against 165 percent in 1937. The 1955 percentage was nevertheless
well above the early postwar perieds The following table shows this develop~
ment. :

Table 22, European Gold Reserves and Dollar Holdings in Relation
to TImports .
(Millions of dollars),

Importe of EPU Area from  End of Year Gold  Reserves as &

the Rest of the World ' and Dollar ~ Percentage

' B ' Reserves of Imports
1937 . 6,779 11,200 165
1948 14,5864 : 7,800 52
© 1949 ' , 13,831 o ' 75958 58

1950 11,121 : ‘ 10,234 ‘ 92 .

1951 16,004 ' 9,801 61
1952 14,886 10,518 71
1953 13,240 a 12,897 C 97
1954 14,155 . 14,570 - 97
1955 16,784 | 15,517 e

This decline in ths reserve-trade fatio is not solely a European
experience., US reserves in relation to 1mports declined from 592 percent
in 1938 to 178 in 1955,

1/ For later developments see Section 3, -

2/ There is considerable latitude in the choice of magnitudes to be com-
rered in assessing the adequacy of reserves., Reserves as a ratio to
imports of the EFU area from the rest of the world is one indexs I%
is deficient, however, in that it ignores the need for reserves for
intra-arca transacticns, the need for reserves in relation to invisible
imports, and the existence of deparate reserves held by independent.
sterling area countries, = Another possible measure, reserves as &
percentage of total imports of CEEC countriss combined, fell to 31 per-
cent in 1948 from 80 percent in 1937, It subsequently recovered to
43 percent in 1954, In 1955 it was 40 percent-and in 1956, 39 percent
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The decline in the reserve-trade ratio appears particularly steep
because of the relatively high ratios that prevailed during the 1930's.
because of the low levels of trade, particularly on & value basis resulting
fron low levels of enomemis activity, deprosscd commodity prices and autar—

- chic trade practices. Thus, reserves as a ratio to trade in 1938 were general-
ly well above the levels of 1928, During the postwar period, there has been
& tremendous expansion of treds, especially in value terms, The priee of
gold has remained .constent and the net additions to the total supply of

- monetary gold have been gradual. The value of total world trade approximate-

ly quedrupled from 1938 to 1956 while gold reserves of Western countries

and institutions rose 50 percent.,

» World gold yroduction, whiahfhas been'increasing moderately during
recent years, has allowed gradual but steady additions to world official
gold reserves, At the end of 1956, monetary non-Soviet gold holdings
amounted to $37.6 billion, of uhich $22 billion was held by the United
States, From 1951-1956, gold production (excluding USSR and satellites)
aggregated $5.4 billion. In addition, the USSR sold $365 million of gold
in the western world, . Not all of these amounts were added to official
reserves., $l.1 billion of the total was used industrially, and an esti-
mated $2.1 billion weut into private hoards, leaving a balance of $2.5
billion, which was added to official reserves. This rerresented an increase
of approximately 7 percent over gold reserves of $35.2 billion at the -
beginning of the periods The rest of the world also acquired $750 million
- of gold from the US during. this period. As @ consequence, Europs was able
to increase its official gold holdings by $2.7 billion and the rest of the
world (excluding the USSR) by $800 million.

: Several factors have tended to reduce the strain on international

liquidity resulting from the failure of gold supplies to increase as fast

as trade. One has been the creation of secondary international reserves—
such as IW drawing rights, EFU credit provisions, etc.—-which are available
to supplement nationally held primary reserves, The role played by Bri-
tain's December 1956 DF drawing and standby arrangement totalling $1.3.
billion testifies to. the impartence of these secondary reserves, 4 second
factor tending to improve international liquidity has been the adoption by
many western nations of what has been termed the "dollar exchange standard",
i.0,, the use of short-term dollar assets as reserves, and a rapid accumu-
lation of such assets. 4 third postwar development, which has somewhat
‘reduced the need for large international reserves, has been the inerease in
international economic cooperation. Competitive devaluation has not been

& problem during the postwar periocd, and national balance of payments diffi-
culties have become & csuse of international concern and consultation in
such organizations as the IW and the EFU. . '

o Distribution df‘Eurépean Reserves .
Européan gold:and dollarerSGrves are pooriy distributed and have
tended to become increasingly more so during recent years., The meldistri-
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bution is clearly seen if Teserves are related to impccc"ts. At the end of
1956, German reserves were equivalen‘b “to the value of geven and a helf °
months imports while French reserves were- only 'bwo and a half mon'ths and
.the- Netherlands three and a half months. o :

Changes during 1956 in*ensii‘ied the maldistribution. During 1956
Germeny acquired over 80 percent of the totel increment to European gold o
and dollar holdings; whilé France lost heaVily. The ‘UK ended the” “year with
app“o:u.ma‘tely the -same reserves as at the end of 1955; but the’ 1eve1 was

maintained only with the aid of''the $562 million drain from the Inter-: ~ -
national Monetary Fund and the liquidation of certain foreign investments. ‘
For the entire period from the end of 1951 to the end of 1956, Germany ac-
cumulated over $3,0 billion of reserves ‘while UK reserves aotually declined
slightly. - During the ‘same period, French reserves ross’ *$600 million,
Ttalian $635 million, Swiss 2’5550 million, and Dutch $500 million. '

5 Source of Increased Peserves.

During the years 1949—1956 European reserves rose $8 Q billion.
$7.8 billion were gained directly ‘from the US as‘a consequence of US ray-
 ments to Europe for imports, inveatmant, a.id, ete,, in excess of US receipts
from Europo. The tendengy for Europe to increase 1ts reserves at the X~ -
pense of the US prevailed throughau’c the per:.od since 1947 _/ ' |

Ho The Elimination of Discrimination aga:mst Dollar Goods and the Freeing ]
of Jrade and. Payments ‘in° Eurogg T T ) :

Ten years ago Europs was conducting its ’crade on the bas:Ls of net—
work of bilateral ag-eemen'ts. Most currencies Vere’ :anomertible and most
countries imposed & variety of restrictions on any imports tha’c they did
not consider essen‘bial. E : ‘

The rapid recovery of - the European économy after 1957 ereated
increasingly faveordble conditions for the elimnation of trade restrictions.’
Miltilateralism was encouraged’ by the OEEG, crea'ted in 1948, A series of -
improvements has- been - gradually introduced during “the “pest decéde. - Cur-""
. rencies are now close to conver‘tibility, there has been impressive pzrogress
in sweeping away the’ maza of administrative impor‘t controls: a.nd many “bariffs
' have been reduced,

, " On the trade side; . fastest progress was made in eliminating intra— '
European quantitative restrictions. As members “of “the ‘GATT, the European’
countries had agreed to ‘the bésic principle that quentitative restrictions -
mst be eliminated as soon as thsy are no longer Justifiable for balance
of peyments ressons. In 1949 the CEEC countries agreed to a rrogressive
lifting of quantitative restrictions on imports ‘from ‘other membera..: : The-

1/ Table 23, attached, shc:ws gource  of changes in European gold reserves
and doller holdinga. G
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Initial objective was the freeing of at least 50 percent of trade on private
account, The target was subsequently extended in stages. Progress, while
gradual, was reasonably steady. Altlough there have been numberous foreign
exchange c¢rises in the various member countries with a resulting retro-
gression in liberalization, these retrogressions have been temporaery. The
decision of the UK to meet the sudden crisis of confidence in sterling that
occurred in late 1956 in ways other than by intensifying trade or exchange
restric tions played an important pert in susteining the general momentum

in Europe and elsewhere toward continued liberalization of trade and payments.

- The present goel is for each country to attein 90 percent liberaliza-
tion by the end of 1957, with at least 75 percent liberalization in each
of the three commodity categories. By April 1957 an average liberalization
percentage of &9 percent had been attained,

There has also been mrogress in freeing capital transactions and
invisible transactions, For invisibles, which make up nearly one guarter
of total current {ranzsctions between (EEC countries, a spec1a1 liberaliza~—
tion code was adopted inm 1850, All invisible tronsactions relating to
merchandise trade (e.ge, insuranca, naritime freights, etc,) sre now free
of restrictions.

For most countries, the process of liberalizing imports of doller
goods began leter (Suwitzerland is an exception., - It liberalized most
dollar d4mports ' & number of years ago). In 1953 and 1954 important
progress was mede, particularly by the Benelux countries, Greece, Iceland,
Italy, the Federal Republic of Germeny, and the United Kingdom. On the
average, by September 30, 1954, 44 percent of private imports (1953 bese) -
from the US and Canada had been freed of quantitative restrictions. -Sub-
sequently, (EEC countries issued additional lists of commoditieés eligible
for import from the dollar area without limitation, and by the end of 1955
the average percentage of dollar liberalization had been raised to 54 per-.
cent and by My 1, 1957 to 61 percent,

The liberalization percentages apply only to private imports. Iiberal-
ized imports as a percent of all imports, including state~treded items, is
accordingly somewhat 1ower, The May 1, 1957 figure on this basis was 54
percent, ‘

» Greatest progress has been achieved in liberalizing imports of food,.
feedstuffs, and crude materials, (CEEC Categories I and II) and least in
menufactured products (CEEC Category III). ‘48 of My 1, 1957, the dollar
liberalization percentages for food and feedingstuffs was 73 percent, for
crude materials 67 percent, and for menufactured moducts 42 percent. Since
state trading primarily affects agricultural products, this percentage
suffers the greatest reduction (from 73 percent to 53 percent) if all im-
ports rather than only private imports are considered. It seems likely
that commodities considered to be of relatively high essentiality and which
were previously admitted under generocus quotes have been selected for
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liberalization, The scops for additional doller imports of such goods was
probably more limited than for certain types of consumer goods thet re~
main under quantitative restrictions (Q:ﬁe)

Table 24 shows doller liberaliza‘bion percentages by country and by
commedity category as of My 1 y 1957,

‘Table 24s Dollar Liberaliza'tion by chntry and Commodity Categorya

Country ; Food and Crude © Manufactured Total
I Feedstuffs DIMaterials ‘ Products
Ausiris ' 4 o 38 ' .87 ' 40
Benelux 88 80 - - 90 - 86
Denmark o , LMo 46 43. 55
France - - 9 14 L
Germany , ‘ 8 95 - 83 : 90
~ Icelandd g6 . 67 1. - 33
Greece 100 - 100 ' g2 99
Ireland ' 7 43 4 15
Ttaly - 29 46 33 7 39
Norwey | ‘ 98 95 61 8
Portugal o R 21 26 - 53
Sweden v ' yal 69 63 S )
Switzerland ' 9 00 98 C 99
Turkey , e -— e -

United Kingdom « 73 76 g8 59

Value of totél freed o ‘ ‘ | |
imports ($ million) 3,6 955.2 495.2  2,273.9

Percentage of freed
imports a3 compared:
a) with private imports
of member countries as - - '
- a whole - ‘ 73 69 LR - 61
b) with total imports of ‘ - : ‘ '
member countries as : . ‘
a whole : 53 66 1 54

" Source: CEEC, L*beralization of Burope's Dollar Trade, Second Repor‘t.
As of June 30, 1957, this percentage had been reduced to V. |
As of June 30, 1957, this percentage had been increased to 9l. .
The percentages do not take account of the new measures of February 1957.
As of June 30, 1957, 'bhis percentage had been increased to. 71.

O oT P

The statistics. undoubtedly :Lnd:}.cate progress. 'I‘heir signif:.cance
is subject to considersble limitations, however. Most important is the
underweighting of. comnodities the import of which was restricted 1n the

COFFICIAL USE ONLY

228684



*

'A;EPRQDUCEDATTHE.NAT\ONALARCHNEs g DECLASS[HED : RG S~6
S ey 209029 |Entry 5, 2204

B,Mm !u_ge File sz/j/m
| - Box =4

(FFICIAL USE ONLY -
' 27

base year, (Commodities completely excluded in the base. year would have no
weighting whatsocver, so that even "100 percent liberalization” would be
consistent with retention of quotas. geverely. limiting importso) _The percent-
ages tend to overestimate progress in. liberalization to the extent. that
liberalization primarily affects commodities previously imported reletive-
ly freely, The ‘percentages &lso’ fail to reflect changes in the degree of
liberality or ssverity employed in edminietering quota coritrol on goode

not liberalized, Enlargements or eurteilmeete of quotas are not reflected

in the liberalizetion percentages, Globalization of quotas formerly . .
permitting only soft currency importe also heve no effeet. Mbreover, the

state-tradinn agenciee make decieione concerning levels of importe and
sources of supply. These faetors probably Have the. effect of understating
progrezs actually achieved, The ‘TIF hes concluded;/ that a lessening of
dollar discrimination occurred in 1956 through increased liberalization .
in the edminretrative applioation of tragde and exchange controlso

European tariff barriers to imports have also been reduced. ' The
European countries have participated in the GATT negotlations which hewe.
reduced or bound against incrédse . thousands of tariff items, Specific
duties have been reduced in’ eigniflcance as the result of rising pricee.v
The role of Imperial Preference in. the Britlsh commerclal policy bas been
declining in recent years, and many marging of preference have been re- |
duced. In February 1956, the Council of the OEEC, while recognizing the
imporiance of continuing the campaign. againet quautitatlve restrictions,
. affirmed the necessity of concenurating on the elimination of high tariffs,
restrictive state trading, and artificial aid to exports.. Signtture of the
Europeen FEconomic Community Treaty and negotiations directed towards a
European Free Trade Area herald further reductione, at least in intra
European tariffs, e o

The near approach to convertibility of currenciee which has been
achieved in Europe has pﬂayed a major'rolée in the freeing of European "
trade and the 1essenirg ‘of discrimination ageinst dollar’ goode.' In the
early postua: years  exchange rest“ictions repreeented a formidable hlndranee "
‘to trade, European countries felt obliged to use these controls’ to ‘ensure
‘that their foreign exchange’ would be used only for the imports they re-"
garded as essential, Furthermore, in some cdses monetary controls were
used for protectionist purposes, After years of wartime controls (not to
mention the specilal protectroniet meAsures applied during the, derression),
business had become unused to competition from abro&d and wae often need-
lessly afraid of its O :
Two 1ntra-European reyments agreemente in the late 1940's’ began a
~ process leading to the creation of the EPU in l950, ‘This errangement pro-
vided for the interconvertibility of Buropean currencies, with final '
settlements partly in gold and dolliars and partly in credits. The settle-
ment provisions have been gradually hardenéd, and, since fugust 1955, 75
percent of balances aré normally settled in gold or dollere. v
1/ Eighth Annual Beport--Exchange Reastrictions.,
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Actions by individusl countries in 1iberalizing eAchange controls
have played the msjor role in the. Europe-wide approach to convertibility.
In the years 1948-1950 foreign exchange merkets 'with flexible rates—~within
prescribed limits—were reintroduced in’ Belgium, France, and Ttaly,  In
1951, the UK, notwithstending & deterioration in its gold and foreign ex—
change regorves, mede & move in the same directicn as part of a new monetary .
policy designed to bring ebout.a return to convertibility, -In 1952 the .
Netherlands and ‘Sweden opened forergn ‘exchange markets and in 1953 Germeny
did the same, As of }ay'1953, spot arbitrage operations oubgect 10 certeln
safeguards were permitted between London, Paris, Ansterdam, Brnseels,
Frankfurt, Copenhagen, Stockholm, and Zurich. Other centers were subse—.
quently added. In October 1953, the arbitrage scheme was eitended to for~
ward trensactions, ' It should be emphasized that the European arbitrage
scheme is & clogsed system, as ‘there 1s no.direct link. with the dollar aree,
Nevertheloss, the system’ faoliitetea intra-European convortibility and
establishes the hecessary techaicdl preconditions for eventual full con-
vertrb;lity. : S L. . . » :

A substantial unifroation of nonresident accounts ‘and thus of ex-
change rates has also been. achievéd, In Mirch 1954, . the British Exchange
Control was considerably simp&mfied by, the enlargement- of the. Transferable
Accovnt Area to include virtnally all oountries outside the sterllng and
doller areas, Residents of these countries were enabled to use sterling
autoratically for meking. paymenta to one. another in a11 types of. trans- ,
‘actions, whether current. or capital énd at.any rate of . exchange.. For the
- first *ime, individuals were allowed to- hold transferable sterling accounts.

In addition, the restriction limiting the use of transferable sterling to
- current transactions was llfted. . .

, In February 1955, in a major step towards convertibility, the UK
Exchange Equalization Account began intervening in the unofficiel merkets

for transferable sterling. . The Equalization Aocount has supported the’

rate for transferable sterling and prevented, when necessary, the discount.

on transferable account eterling from exceeding 'l percent or so of official

rates, This, together with the Europeén-drbitrage system, has made it ‘

generally feasible for nonresident holders of & number of European curren— .

cies to convert them into dollars at'a fairly slight discount,

Germany, Italy, Belgium, Sweden, and the Netherlands have also
-widened the transferability. of  their.currencies, vGermany has also taken
many measures to free its currency. Accounts formerly blocked in. Germany
(Sperrmark accounts) were unblocked in September 1954. Holders have been
allowed to repatriate at official rates of exchange. In My 1956, .Germany
decided to remové altogether the- obligation to surrender’ foreign exchange
and to permit residents to. meke investments- abroada : :

During the poetwar yeara there was. hardly a west European country
that did not resort to expart. promotion -schemes in one form or another. .. :
Farticularly important was the- practioe grenting so~called retentlon quotas, .
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Such practices, which in effect resulted. in multiplé exchange rates and led
to distortions in the pattern of trade, have by ncw been largely eliminated.

Special agreements with Brazil and Argentina, resultlng in the forma-
tion of the so-called Hegue and FParis clubs, have allowed these countries to-
settle talances with most European countries multileterally. Previously,
Brazilian or Argentine surpluses with one European country could .not ordi-
narily be used for settlements with another,

It is evident,'therefore, that in recent years there has been a
considerable relsxation of the restrictions on the use of West European
currency balances held by nonresidents, In this connection, the countries
generally still made a distinction between the dollar area and the rest of
the worlde These differences are becoming increasingly hlurred, however.
A near approach to de facto convertibility has been attained,

As it is possible to convert current account balances in the currenciss
of ten other EFU Members into sterling at rates that cannot fluctuate more
" than 3/, percent from rar, holders of these other currencies ¢vn convert them
into dollars indirectly via transfereble sterling at rates within 2 percent
of Par. Thus, the barriers between the doller area and the rest of the worlid
have in fact been lowered to & point where they can be surmounted fairly
painlessly,

‘Obstacles to the conversion of balances on capital account are less
- readily overcome, Sterling, DM, and Belgian balances on capital account may
be sold by one nonresident to another, In Germeny, the capital account bal-
ances may be withdrawn in limited amounts by dollar area residents.

' How significant are remaining administrative and guantitative barriers
to imports from the dollar area, and what would be the effect of their removal?

The answer would undoubtedly differ sharply from country to country. For

some countries with currencies that are not overvalued and that have minimel
controls at the present time, the effect would probably be slight.

Studies of the effects of the dollar liberlization that has already
been achieved are inconclusive, For consumer goods, in some cases liberal-~
ization has been followed immediately by relatively substantial increases
in imports, while in cother cases an increase has followed only after a
long delay., In some of these cases the import level has subsequently
declined, 1In others, liberalization appears hardly to have affected the
level of imports, Nevertheless, it can be said that no special problem
appears to have been creatad by the measures taken so far., As far as raw
meterials and basic products eare concerned (where the increase in imports
of freed products has been concentrated), liberalization must be considered
to be & less important cause of the expansion in imports that has occurzed
than the increased economic activity in Europe and the tightness of supplies
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outsids the dollar area, As regards food products, the situation is
complicated by the effects of state trading in & number of countries, .
bilateral agreements with third countries, and ths US surplus agricul-
tural product disposal program. The general conclusion for all types
of imports is that so Par uo apperent hardship hes been caused to the
domastic economies of (EEC countries as & result of liberalization, and
that & positive benefit to thom has occurred,. '
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I1Is 'IRENDS IN THE EUROPEAN BALANCE OF PAYMENTS WITH THE US
DURING 1956 AND 195?

Ae¢ Ths US Balanoe of Payments with the Wbrld

1556 and the first half of 195? were charaoterized by an unusually
rapid expansion of US @ ts to, the entire world and a gensral widening
of the US trade stz:‘;>3.115,"j:§/;r Totel US exports in 1956 rose over $3
billion from the 1955 levelw~an increase of 21 percent as against an
11 percert import risee The trend continued during the first half of
1887; exports rising 22 percent ovar the first half of 1956 and imports
3 porocente It is to be stressed, however, that despite the minimal-
increase in the value of US imports, the total supply of dollars provided
the rest of the world has risen very rapidly « 18 percent from 19585 to
1956, and 13 percent from the first half of 1956 to the first half of 1857,
Direct private investment has risen particulerly faste The
total outflow grew from $679 million in 1955 to $1,839 million in 1956
The rate during the iirst half of 1957 was again higher—$1.254 million
for the six montlhise In view of this increase in the supply of dollars
furnished the world, the deterioration in the world's paymsits position
must Be attributed to the extraordinary expension in demand for dollar
products rather than failure of the outflow of dollars from the US to
growe

The increase in imports from the US brought to an ernd the steady
net adquisition of gold from the US and the statiy net acquisition of
dollar holdings in tho US that the rest of the world had been gaining
through transactions heres Net acquisitions avereging $433 million
per quarter during the first three quarters of 1956 were followed by
gold shipments to the US end liquidation of doilar holdings of $302
million and $620 million during the last quarter of 1956 and the first
quarter of 1967c (New foreign long~term investment in the US hag
not sufferede It aggregated $£82 million during the first helf of
1956 and $288 million during the first helf of 19570) Total gold -
resorves of foreizgn countries and international institutions, somewhat
bolstered by adéitions of newly mined gold, fell somewhat less=~$625
miilion during the same two quarterse

Data for the second quarter of 1957 indicate improvement in
the rest of the world¥s payments position with the US. US 1mports rose
as fact es exportue US direct investment zbroad was particularly high,
as wars US goverauent poymenbze As a cconsejuence, forsign nations
gainnd $73% million of gold and dollar holdings from the US, as well as
addiag over $100 million to their stock of long-term investment in the
USe Total gold reserves and dollar holdings of foreign countries. and

}/' Lahle 25 attacned, shows US international transactlons with al1
areag, 1988 and the first half of 1857, quarterlye
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international institutions inoreased $160 millione Tt is importent to

note that an important part of ﬁS‘foreign investment during the gquarter

‘consisted of payments of about $300 million to Venezuala for oil

explanstion rightse Seasonally adjusted figures indicate net quarterly

payments by the US to the rest of the world averaging $350 million

during the first three quarters of 1956s In the fourth quarter, there was

8 %?O million receipts surplus which rose to $530 million in the.

first quarter of 1957. During the second quarter of 1957, net receipts

dropped sharply to about $100 million.Without the payment to Venezusla

mentioned above; however; foreign countries would have lost about

$400 million after allowing for seasonal factorsel

It seems likely that the deterioration in the world's trede’

position can at least in part be explained by oircumstances.of a temporary
naturee The Suez orisis placed a heavy but temporary strain on Europe's

" balance with the USe This has been estimated at approximated $400
million for the period from October 1956 through June 1957 The US,
which is normally a net 1mporter of 0il, suddenly became a net exportera
Coal exports also expanded, as did- &hlpplng receiptse Bxports of cotton
for reconstitution of inventories end of US farm products under PI480
have also grown rapidlye

Total exports under the PLA480 progrem, which are additional to
normal US marketing, rose from $405 million in 1954-1955 to $969 million
in 1955~1956 and $1,530 million in 1956-1957« PILA80 marketings in-
1956-1957 represented 57 percent of total US wheat exporta, . 43 peroenx
corn exporta, 8l percent of ‘rice exports, 30 percent of cotton exports
and 47 percent of cotton seed and soybean 0il exportse These exports
result in a worsening of the rest of the world!s trade balance, but
in reality alleviate the payments positions’ of reaipﬂent oountries
since no dollar payments are involvede

Be The European Balance of Payments with the US |

Europe has meintained its balance of payments with the US in
better condition than the world as a whole hase US regional balance
of payments dats indicate that Japan and some Latin Americen countries
have been far more affectede During 1956,‘Eur0pe’s exports to the
US rose 23 percent, as against the ll percent increase aohieved by
the world as a wholeo Furope's imports from the US rose 24 percent,
only slightly above the 21 percent world averagee During the first
helf of 1957, however, European exports to the US rose only 7 percent
above the first half of 1956 while imports rose 32 peroent.é/’ This
development was closely linked to the Suez orisise Teble 27 shows the
extraordinary mermer in which BEuropean imports from the US inoreased
during the period of the Suez Cr151s, and indicates that more normal

;/‘ Survey of Current Business, September 1907¢ p. 1lb

_j/ Table 26, attached, shows US international transactions wmth Western
Europe, 1956 and first half of 1957 by -quarterse
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growth rates are now operatlvegﬁ/

Table 27, Inorease in European Trade with the Us -

(Pe”centages show changes from same month of prev1ous year-)

" US Exports to Egrope . Us Imgorts from Euroge
Jenuary 1956 ' # 15
February 1956
Merch 1956
April 1956 : 2
May 1956 : PO
June 1956 :

AN
{3
[+ 2}

| tiweighted A Unweighted

July 1956 -
August 1956

. Average
+1s

1" Average
7‘;“31' L

$100 DO 1O

September 1956
Qoctober 1956 .
November 1956
December 19556
Jenuary 1957

‘
H
/
A
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February 1957 - é
#
£
7
£
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‘Average’
-+ 13
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Average
liarch 1957 A60
April 1987 B
May 1857
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July 19887
August 1957
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| Average
<~ 13

o
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= ,
= -3 0 a
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SOURCEs US Dapartment of - Commerocea |

Europe in partlcular benefited from the 1norease in US przvate direot
-investment abroad, receiving $450 million from this source in’ 19566 das -
against $129 million in 1955 and $50 million. in 1954¢ Durlng the first -
half of 1957, the total was $161 millione

For 1956 ag a whols, Eur0pe zncreased gold. reserves and dollars holalngs
by $lol billions The gain was 29 centrated almost exolusively during the
first nine months of the years2/" Reserves, which had reached a level of )
$16,951 million at the end of the third quarter, rose by only $10 million"
during the fourth quarters. This was despite a drawing of $562 milllan by
the UK from the IiFe Without this mobilization of secondary reserves,;a ,
fourth quarter decline -of %552 mllllon would have ocourredo : o

_/’Table 28, attacheéd, shows US trade wmth EuroPe on a monthly ba31s fram
January 1955 through June 1957o

g/'T&ble 29, attached, shows BuroPean gold regerves and dollar holdlngs

quarterly- fram ‘June 1956
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During the fzrst quarter of 19567, European reserves declined by -
$195 million despite IMF drawings of $100 million by France end $127.6
million by India (which at least temporarily served to swell the UK
balance)s During the seodnd quarter an increase of approximately $350
million wag achieveds European longwterm investment in the US has '
ocontinued throughout the periode During 1956 and the first half of
1957 1t aggregated $646 millione

The weakness in reserves had not been general, Durlng the period
from the end of September 1966 to the end of Maroh 1857, Germany
gained $620 million of gold and dollar reserves, Austria §$26 million,
Demnmark $12 million, Greece §$28 million, Norway $12 million, Portugal -
$9 million, and Sweden $27 millions ' Weakness-has been apparent primarily
in the UK and Frencli acocountse The pressure on UK reserves was ocaused
by speculation against the pound during the European oil orisis
following the closure of the Suez Canale The pressure was not caused
by weakness in the eurrent accounts ' The IMF, in approving the British
drawing and standby arrangement in December, ccncluded that the trading
position of the UK had been and continued to be sounds The pressure .

refleoted a decline in confidence ocauslng remdittencos of aterling

to be delayed and payments through sterling: to:be accelerateds ' Bince
sterling serves as a means of payments for half the world!s commercial
transactlons, it is a ourrency partiocularly auaceptlble to these, influencess

UK reserves were &lso reduced by purchases by UK residents of
dollar securitiese While purchases wers limited to within the sterling
area, many of the securities were ourrently being imported into the '
sterling area for dollars, and thus weakened the UK reserve positione
Thls practice is estimated to have .cost the reserves some $200 million

in the Tirst half of 1867 before the UK authorities. tightened exchange
oontrol regulations to halt ite The measures taken by the UK temporarily
halted the hemorrhage of reserves, but there was no tendency for the
capital that was withdrawn to ‘return. A second wave of speculation
against the pound which reached its peak in August =~ September 1957

has subsequently been halted and reserves ‘have risene

The French loss of reserves began earlierw-in the second quarter of
1956~~and was caused by a nuiber of factors, including the boom ,
in industrial activity, extraordinary food 1mpor% -requirements due -
to the preceding severe winter and poor harvest, expenditures in
Algeria, and costs associated with the Suez affair and the oil orisise
As a oonsequence of these-oonditions French.imports rose $865 million
in 1956 while exports, whioch 'in 1956 rose $617 mllllon, fell $256.million-
in 1956 In 1956 France had an import surplus of $1,012 million &g
ageinst an import surplus of $110 million in 1955« Iéss than $200 mlllion
of this deterioration was. in trade with the 'USe The deterioration
in France's balance of payments not only oontinned in the first half
of 1957 but gathered momentums Gold reserves and dollar holdings
fell nearly $1 billion during 1966- and the first half of 1957, In
addition, the French Stabilization Fund lost other foreign exchange
estimated unofficially at $200~300 millions This was despite & $262.5
million oredit from the IMF and an innreaae in debts to the EFU from
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$139.7 to $35648s The recent measures taken by.‘the Frenoh Governmant
are intended to end the drain of reservese

Ce Conclusion

Recent revival of talk of & general "dollar shortage": resultmng
from the renewsl in 1956~1957 of a US balance .of. payments surplus
with the world is misleadings A few impértant countries have lost
substential amounts of gold and dollars, but these losses are largely
to be accounted for by temporary factorse At the same time, some
countries, notably Germany and Venezuela, achieved substantial gains,.
1nolud1ng in some cases sizeable gains from other foreign countriess’
The problems of those countries that have been. 1031ng foreign exchange
are clearly general problems in their own .economies rather than
dollar problémsse :
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IV,  FACTORS ' LIWITING EUROPEN EXPORTS: 70 THE ust/-

It should go without saying that one necessary factor for the sale of
European exports.in the US.is competitive pricing.’ Obviously, if European
goods are not competitive,;they will not sell, The contrary proposition,
however, is not necessaridy true. It generally takes a good deal more than .
price advantage to. sell significant quantlties of imports in the 1arge and
difficult US market. . .

Even if European goods were oompetitivsly priced in a free narket
sense, certain government policies in Furgpe and the US work to limit sales
of such goods in the US market, - In addition, differences in scale, in
commercial practices, and in entrepreneurlal outlook tend to limit’ European
exports‘

Given the variety and strength of these. limiting factors, the most
significant single fact -is that Buronean exports to the US have reached
almost twice the 1938 level in volume and that since 1947 they have
quadrupled in value., FExports are the largest single source of European
dollar supply, and further increases of Buropean exports to the US are a
virtual prerequisite for achievement of an easier Eiropean dollar balance.

To the extent that European govermmental policies have parpetuated
soft markets at home and preferential markets overseas, exports to the US
of even competitively priced goods have been limited, ¥hy should a European
exporter expend extra efiort to sell in the US market, when equal or greater
ylelds are obtainable in established markets?

Antiinflationary measures taken by some EBuropean countries in recent
years, as in the UK, have doubtlessly contributed to the successful efforis
in expanding sales in the US, When purchases of counsumers! goods in the UK
were curtailed through higher purchase taxes and stricter controls on
installment buying a considerable incentive was provided to British
manufacturers to seek greater overseas markets, ¥Furthermore import restrictions

1/ . The principle legal factors attributable to US policies, have been
described in Liberalization of Buropes Dollar Trade, OFEC, June, 1957,
pp4l~48. The present amplified discussion of these factors is intended
for convenience of reference @nd as responsive to the terms of reference
for a study of this hackground of the "dollar problem® as originally
formlated by the Economic Committee of the OEEC., The somewhat
discouraging tone of this section is due in part, at least, to the
stress in the OEEC terms of reference to "limiting"” factors rather
than the progress so far made, :

OFFICIAL USE ONLY

o



.;;Epagt.:\ucao'mTHPZ‘;A“Q;"’“'“%E‘W?%? DECMSS%HEP . B RG §6
Authority 919024 |Enﬂy Z A380¢
8y AJ7 nars pa £SO File '

&uropeanAffén.rs and Economic Affairs mth:m_7
Deparbméntt: of Sta'te. ‘Respons:xbllltj forth : pape

1
|

l

lith

i
i
il

|$'|$|m!l
%

| - 228695



3698¢¢

o
AN
uu..,.u‘,a

%




’

L SR S A
A:;';,‘ . L e e = \RG S—'é
REPRooucaoATTHE NAT‘EL‘__A’;‘“ES:'L\E?%E DECU\\SS ED »
T Voo 4190 024  |Entry % /ﬂwﬂg:‘o?
Gl .._._——-————-‘—‘""""" I
Nata % F'le
PEETENEE
% e /CONFIDBNTIAL N '» =, ]
I ' e Tanudsy® 19 1948
. DRAFT

My dear Senaztor (Vandenberg)3

Mr. Wilcox of your office has requested ‘the Department of State to
provide information about French gold -and dollar hoardings, French assets in
the United Stetes, and appropriate- ways of assisting the French Government to
obtain ccntrel of these assets so that 1t may be able to use them: to finence v:
part. of the Recovery Pros £ram. :

Attached is o prellmlnary ruport (not heretofore publlshed) on all
E.,R.P. countries' gold and short~term dollar rescurces as of October 31, 1947,
Enclosed also are copies of two related papers that were submitted rﬁccntly
by the thlrnql Advisory Council to the Sena 1te Finonce Committee, The first
of these papers states the holdings of zold and of short-term dollar assets by
all foreign ¢ countries as of June 30, 1947, and also discusses the factoro
that Jetermine the qmount of such re¢serves that a country needs to. hold [NAC
Document Sx;/. “The - second is a tabulation: that shows also the long-term dol-
lar assets of E.R.P. countries and their nationals as of June 30, 1947 ZNAC
Document 5597 . ' ' : ‘ :

The marshalling of gold and dollar assets by countries pafticipating
in the Europesn Recovery Program presents problems which have been under ser-
lous consideration by the Department of State and the other agencles represent—
ed in the Netional Advisory Council, The great obstacle to effective marshal-
ling measures in France is thé fact that the owners of substantial émounts of

<theso assets have successfully concealed their ownersiiip from the French
“Government. A considerabls part of the concealed assets consists of dspos1ts

and securities and other long-term investments which could. resdily by located

by the U, 8. Government on the basis of a set of reports on all foreign-owned
assets in this country which the U. S, Treasury collected in 1941. The French-
owned assets on which data are available to the:U, 8. Govermment were estimated
as of June 30, 1947 to include $225 million of securities, $240 millicn of

other long-term nassets, and $210 million of bank deposits and other short-term
assets, Of these totals, pussibly $100 to $150 million consist of assets which
are of types that could be readily mobilized and which belong to ‘French citizens
but ore unknown to the French Government. In addition, however, an - unknown -
amount of the 2ssets in Swiss names are believed to be actually Frencurawncu.

Such z8sets were blocked during the wer by the U. S. Government.
Originally the main purpese of blocking them was to prevent the Ndzis from
obtaining control and using them. After the war, machinery was set up whereby a
Frenchman desiring to have U. 3. assets in his name unfrozen had to obtain a
certification from the Fronch Government as to hisz ownership of these assets
and as to the absence ¢f any cnemy interest in them. Pre-war French assets
which are being concesled frum the French Government have therefore remained
blocked by the U, S. Government. Assets in Swiss names have similarly been
blocked. In this latter Cgac,«unfroezlnb would require certification’ by the
governments both of Switzerland and of any other country (e.g.'FranCe) vhose
nationals were nomed in the Swiss certification as having an interest, Thus,
where assets in-Swiss names belong in fact to French owners who are intent
upon concealing them from the French Government, the assets have remained
frozen, but the problem of mobilizing such assets is compllcated by the fact
that their French ownershlp may be unknown to both the French and United States
Governments,
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Various measures have been unﬁer study by agencies of ‘the Executive

branch to determine a basis which would be satisfactory, in view of all the
complicated circumstances of law and buslnebs practice involved, under which

the U. S. Government might turn over its lists of holders to thelr govern-

ments or might proceed in other ways $3 require that the asséts be made avail-

able to the governments concerned. Such studies are still in progress, but '

it is hoped thot scme reasonably sat1s£~cterj conclusion will be reached very

suon. Any soclution to be adopted for the hundling of French assets in the

<
H
[
p
v
A\

- U. 5. will probably be applicable alsc .to the assets of cther E.R.P, recipient J

countries. As Secretary Snyder stated before the Senate Committee on Foreign 'ﬁ
Relations on January 14, he will be *lmd to appear again As soon as a program
ig ready for presentdtlon

The amount of gold hoardel hy French nationals is believed to ba ' y
substantial, notwithstanding the fact that the holding of gold has been illegal ¢
under Frenclhi law for several years. There are, of course, no reliable statistics
on the subject. Some writers bave exprCQSLd the belief that the amount of
such hoarded z0ld is cquivalent to #$3 billion or more, but no convincing evidence
to support such beliefs has come into the poussessicn of this Government, These
beliefs are not supported by calculations based 9n known poldé production,
amounts that have gone intc monetary reserves, and amounts that have gone into
industrial and cther consumption. Such calculaticns, however, are &lso unreliazble
for such ressons as the uncertainty that exists regerding the amounts of gold
moving from cr into the hoards of India and the Middle East.

The problem of making the hoardsd geld (whatever its amount) avail-
able to the French economy, presents a difficult problem. The solution seems
clearly to depend upun the restcration of stability and of confidence that
such stability will persist in France for a long time, rather than upon the
use of force or legel sanctions. Monetary and financisl stabilizaticn is
therefore a first prereguisite. For the next severnl yeasrs, however, a con-
siderable reluctance tu dishoard will certainly persist, due to political un-
certainties and due alsc to the impossibility of any guarantee that the country
will receive whatever amount of external assistance it may need to finance its
import reguirements throughout the recovery process. In the absence of assur-
ances on both these subjects, there could herdly be the depree of confidence
in France's ecoromic future that would appeal to the mentality of a gold hoarder.
It would seem unwise, therefore, to count on any substantial dishoarding of gold i
to contribute to the financing of the E.R,P, during the next two years or more, :

There is nlso some hearding of U, S, currency in Fronce, The amcunt is :
unknown; it may perheps be of the order of $100 million. In genersl, the prob-
lem of meking these dollars available to the French econumy is the same as the
problem of hcarded gold. re;rctlcﬂlly, there is alss the possibility of bring-
ing such dollar currcncy out of hoards by this country's undertaking a conver-
sion program that woulsd make this vld currencey worthless or nonnegoitiable
after a certoein date, However, becouse of the Llength of time needed to preparce
a new currency in the gquentity that would now be needed, ond the great admin-
istrative difficulties 2ond casts that such a program wruld involve, it seems
nrebabdle that any contribution that such a program could make to the financing
of the E.R.P. would b sutwelghed by the vorious practicszl obstacles,

oy
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If you or yuur Committee want further information on.any of the
above matters, I hope you will communicate further with this office and
we shall be glad to provide any possible assistance.

Very truly youré,'

B’
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Preliminary Report on ERP Countries' Gold
and Dollar”BalancesQ End of October 1947

At the end of October 1947 the gold -and short-term dollar resources
of the countries proposing to participate in the European ‘Recovery Program
totaled about $8.1 billion. OFf this total Switzerland, Portugal and Turkey
‘held about $2.4 billion, the United Klngdom about $2.6 billion, and the remain-

ing countries about $3. l billion. The appended table-gives the available pre- - ° -

liminary figures for 1nd1v1dual countrles _/

Most of these resources canstltuted reserves needed by their holders
to finance the current flow of 1nternatlona1 trade or to back their currencies,
The holdings of the United Kingdom also constituted, in a sense, the TE8erves
of the other sterling area countries to which the United Kingdom is indebted,
About $1.5 billion of the- holdings of: Switzerland, Portugal and Turkey, however,
constituted reserves Wthh mlght be Judged to be above the holders’ mlnlmum naais

At the end of June the totai holdings of all the partlclpatlng countrles
had been about $8.7 billion. The loss by this group of countries during the
four months from June 30 to October 31 was about $570 million. Of this loss,
over $200.million w.s borne by Fronce znd over $100 million esch by the United
Kingdom and Sweden, The reserves of many European countries are below the
levels that prudence would requ11e them to keep.

* Partial data for the period since October 31 indicate that gold hold-
ings of the participating countries had o further net decline of =bout $220
million during November and December. The major part of this loss represented
sales by the United Kingdom. No adjustment has been made in the figures for
the proposed loon of $325 million from Scuth Africa to the United Kingdom,
which has not yet been completed.

Approximately $320 million of gold was held at the end of October 1947
by the Tripartite Cormission for the Restitution of Monetary Gold. TIn the
attached table this is reported as German holdings. - During November the Com- -
mission transferred $104 million of gold to the French Govermment and $40 mil-
lion to the Netherlands. It also set aside $30 million of gold for transfer

to Austria and $4 million for transfer to Italy. The Commission has-not yet
‘determined the distribution o»f its remaining gold or of such addltlonul gold
as it may obtain thrcugh negotltatluns now in progress

For a discussion of factors that determine the amount of gold and dol-
lars that a country needs, reference is mede to the enclosed copy of a report
on Foreign.Countries' Gold end Short-Term.Dollar Resourees. as of.June 30, 1947,
which was recently submitted by the National Advisory Council to the Senate Come-
mittee on Finances,

1/ These flgures cover all official gold stocks (uolng available estimates
where figures are not officially publlubbd) and both official and private
dollar balances as reported by bankers in the U. S. to Federal authorities;
the figurces do not, however, include gold and U. S. dollar notés that may
be privately hoarded in- foreign countries. No deduction has been made for
foreign countries' gold and dollar liabilities,
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Gold and Short-term Dollar Resources of Foreign
Countries Participating in Eurcpean Recovery
Program as.of October 31, 1947

“(In millions of dollars)

Dollar Balances 2/ ~ Total

Country ~ Gold 1/
Official Private

Austria . 10 2 -3 15
Belgium & Luxembourg 3/ 615 27 150 792
Denmark 32 15 - 34 81 .
Eire 11 3 18, 22
Frunce 3/ 510 125 172 807
Germany 320 46 29 395
Greece 20 30 19 69
Iceland 1. 1 -3 5
Ttaly - 60 46 105 211
Netherlands 3/ 215 50 138 403
Norway ' 75 25 Bl 151
Portugal & dependencies 335 19 31 385
Swaden 101 13 74 - 188
Switzerland 1,389 49 356 1,794
Turkey ' 169 7 23 209
United Kingdom 3/ 2,190 40 369 2,600

TOTAL ) 6,050 498 1,585 8,135

Note: Most of the above fiaures are preliminary and are subject to correction.

1/ Official gold holdings; ‘for countries WhObe holdlngs hdve not been published

avnllab e e¢stimateshave been uoed

g/ Deposits and other short-term dollar resources, as repcrted by banks

bankers in the United States tc the Federal Resevve Banks and the U. S.
balances &re those belenging to foreign governments,

their agencies, and central banks, while "private" balances are the remainder
held by commercial banks,

Treagury. "official®

busingsgs firms,

individuals and cthers.

and

g/ Pigures for these countriéu include dependencies that are included in their
International Monetary Fund quotas; they do not include French Indo~China,
. Netherlands Indies, nor any British uomlnlﬂnu.
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of Foreign Countries

(fmounts. in millions of dollars)

1

4

5/ ‘Twenty-five percent of note ciroculation and demand liabilities of banks of issue.

_‘2/ Twenty~-five percemt of imports of goods and services from foreign countries,

/ Wnimum // Total .Monetary /Actual Hold-~ . Gold Contri-
Minimum Trade Work- and Trade / ings of Gold Residual R‘é‘si‘ua/l‘ bution to Quota iv
Monetary . ing Bal=- Requirements/ and Dollars /Sur- Defi- efi- Internatiomal Internat
Reserves a/  ances b/ L / asg of 3/31/47/ plus  cit st hl:t _Monetary Fund . Monstar)
. Britlsh Commonwea,lth (and other ’
.sterling area countmes) . , o _
ited Kingdom 1809 1359 3168 2619 .| 549 210.4 1300
‘ ¢ountries covered by Unlted ' ; '
gdom quota 1n Intarnational S U .
onetary Funds - 130 . 330 520 62 |- 458
\0 Australia 179 1138 317 130 | 187 200
(1| New Zealand 86 23 108. 33 - 75 .
7 4e 1014 154 1168 315 853 278 400
f;ﬁ-.gre 4] - . 33 74 129: . 45
! - Bgypt 257 47 304 75 231 545 45
o - 39 10 49 3 46 A . 8
| -leeland 10 ~LL 2L L _6 o3 1
otal 3624 2105 5729 3279 2450 o :
Cenada and Newfoundland 423 522 945 1091 146 76.0 - 30C
Union of South Africa 206. 252 458 847 389 25,0 . 10¢
" " Total British uannnonwealth 42563 2879 7132 5217 635 | 2460
"*met Deficit - ’ : ~1915
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- Belgium-Luxembourg & Belgian Congo 467 .
France & colonies 2156,
Netherlands & Neth.West Indies 350
Avstria - ST 220:
Czechoslovakia 275,
Dommark 176
- Finland o ‘ 45
| Greece - 42
- Hungary ‘ 36
*Norway ‘ . ' 161
" Poland - ~ ' , 84
Portugsl - o ‘ 164
" Spain ' 581
Swibzesland IR - 300

. Yugoslavia

:”ﬁgermagy

“Rumania

i«,
23
. k
Jy S
ron s {41
B

| USSR
'+ Other Europe

346

683
238
50
82
160
54
65
9

250

200
112

17

224
290
282

813
2839
588
270

357
336
99
107
45

690
361 ©

196

241
805

- 475--
582.
‘91
269"

. 281~

2558 -

. 187 -

857
1080
546 -
10
37
94
31
‘59
42
278
180
77
453
130
430.
1818
or
269
281
2558
187

1759

42
260
320
242
68
48
3
412

181

119

675

“io3 0 4B

Total Europe : . 5682
Net Defioit .

3122

12190 -

s

9508
[

1492 4174
-2682

56’(,6
- T79eb
6847
1o
5.5

125

g/ -Twenty~five percent of note circulation end demand lisbilities of banks of issuea.

B/ Twonty-five percent of imports of goods and services from foreign countries,

235
525.

275

125

68

- 40
180 -

50
125

60
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Gcld and Dollar Resources and Requiremants o _ 3
of Foreign Countries . _ ' : ST :
-(Amounts in millions of dollars) ,

M nimum ‘Actual’ Hold«

~GoTd contrim‘

Minimum
Monetary
Reserves a/

Trade- Wbrk4
ing Bal=-
Anoes Q/

Total konet@ry

and Trade
Requirements

ings of Gold
and Dollars
as of}ﬁ/BL/47k‘

'Rosidual‘

Resﬁdnal N ‘Bution to

‘Sur~ Defi-
plus

cit.

Quota in 'kk g
Sur ‘Deﬁ- Internatl onal International O?gfi

g7
66
96 -
50
38
102 -

. i ;lg ) ..': V

42

34

90

12
30

3%

24T

139
100

186

62
68 .
141

. 438 .
225f,
48

: 13:?3__

‘141

- 315
“y

-2
216

263

148

e
~563

plua clt Monatary Fund Monstary'Fund

25
15

1
43

550

398 -
11

275
37

86 -

%§~
12
2

; .
4
44 -
q
40
b4

- 1166

Net Surplus

189

268

1122

587
.24
543
110

- 15
189
8
22 7
24 .

9

6
312 R
8.
14-

QBB

13
81
1237

| FT/T

ST

‘ 1055:[
e
482 .

- 104
178 -

385'%»

g
214 ,
. 282
83
3397 .

468

1

77

196

16

31

89

BTN

133

1189
- B8
1zzE

1110

135

150
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ther countrles

33

33"

6ef

“Grend Tovel 11549
‘et Deficit e

8/ Twantyafxve percent of note circulation and demand liabllitles of banks of 1ssue.

~ 7370

23049

/ Twantvafive percent of imports of roods And servicasn frmm. Pavadmdi. -l

20125

3901

6826
52924

d/ Gold contribution by Svrla.
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(Amounts in millions of dollara)

Minimum Actual Hold- - Gold Contri- : X
M nimum Trade Work- Total Monetary ings of Gold Residual Resxdual bution to Quota in .
Monetary ing Bal- and Trade  and Dollars  Sur- Defi- Surs T ‘Defi~- International International Dy
Reserves a/ ances b/ Requirements as of 3/31/47 plus it plus c¢it  Monetary Fund Monetary Fund ; <o
: ~ = \ R
97 - 42 139 141 2 63 26 {00
inds Indies 66 34 100 315 215 O\
ine Islands 96 90 186 449 263 3.8 15 el
50 12 62 50 12 ’ :
1d Lebenon - 38 30 68 15. 53 29 11 3
. 102 ' 39 141 289 148 1008 43 :
: : 438 438, . : - 550 A
] , 226 225 ‘
ia ; - L 48 - 4‘8“"‘ ; oA
Asia 439 287 1307 1870 628 65 %
rplus : . - v
foa; o , ‘ v o "
a8 398 189 587 - 1055 468 o
11 13 - 24 < 35 11 10 .
275 268 543 482 61 150 4
37 73 o110 104 - SO 6 50 - Ll
. 35 » 66 101 178 7 7 ' 10 P
ca 5 . .10 .15 S b A o 4 5
85 : 104 - © 189 © 385 196 < 50 \
a Republic %/ 8 8 22 - .14 & 4
3 s 3 9 ‘22 37 . 16 5 g’
L 14 s 10 24 65 31 6 - v
. 2 . 7 9 17 - 8 . o
T 138 174 - 312 - o 288 24 80 e
3 5 8 8 - 2 W
' a/ S 1e 14 73 69 o5 O
4 - 6 10 5 5 2 Y
44 : 44 - 88 64 34 25 S )
7 . 6 13 - - 35 . 22 - 2.5 T
40 S oa . 81 214 133 16 S 1
- .88 183 282 . 1569 15 R
B PRI I . 83 .53 N oA
. 118§ 1122 - 2287 3397 1238 136 ‘
1us o L ' ' 1110
otries . o , A 33 33 T 6 e/
otal 111649 7370 23049 20125 | 3901 6825 o ,
Lcit ) ‘ . =2924 ' ’
[‘wanty-flve percent of note circulation and demand 1iab111tles of banks of issue. _g/ Gold contribution by Syr:.a. A :'
{‘wenty-fne percent of mports of goods and ‘services from foreign dountries, - 3/ United States doliar used as manetary standard, i
§ , e e e/ Ethiopia paid ‘gold contributions $14000e. . . . o ieseec.i o :
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The. character and

on the following:

other oountries and their nationa

(l) Gold and- dollars ncw held by

(2) The credit facilities alreadg prov1ded by the United Stat?§

other countries for national or 1nternational needs, s " R vy

(3) Thé gaps which are not covered by these two sources of funds~

nancial requlrements and the United.sy‘

(4) The relation between fi

A\

budget and economy,;

(5) Suggested genﬁral principldélfqg.finagding gi&iﬁipﬁﬁ}‘%}?a‘ .

Thase will' be, reviewed in order.

ﬁand Dollars held by Other Countries and Their :ationals i

;(1) Gold
TS g Russxa), aften:.
e aubstantial deoline in recent months, hold between 16 and 17 billion dollars.
'of gold- and dollar balances.~ This is exclusive of the holdings of‘tha Inter-

national Man@t&ry Fund and the'International Bank for Reconstruc": ;and Developu

; ment, and is also*exclusive of gold which may be hoardad by the‘natlonals of these'
oountr&ea sither at hcma or abroad and invastments abroad.» In the ‘case of France,v;

for example, the amount of gold hoarded within the'. country has been estimated at

from one to ‘three billion aollars, and doller 1nvestment holdings of nationals'
are also substantial.. L

The amount of foreign 1nvestments in the United States has been estlmated
by our Department of Commerce at approximately 8 billion dOll&rS‘Of which some

3*‘b11110n is stocks and bonds wzth the rest prxncipally direct investmants, and

intarests in real esta ’ mc 1gag68* and trust funds. While private ownership

end problems of mobilization and liquidation raise a questlon as to how mnch of

,}e «e“

'be made available to the governments”'

- c
¢

hﬁﬂ%ﬂ?“@ﬁq°f

hese assets could ac,



http:bi11i~nf'doll"a.rs
http:e'xolusi:.re.pf

.:Eéﬁébucspﬁ]ﬁé‘»‘iﬁn‘?"’.“f"ﬂéé’!‘fi};‘:i : DECLF;\SS ED » RG - A
A\Jmoziryw Entry

BJAJ,LNMA 0a2 450V Flle%,)—fmwmw ,
e e BOX 36 ~




REPRODUCE

glé.uo:u‘s OF DOLLARS ? %;L.UONS OF DOLLARS
 ALL FOREIGN COUNTRIES | 7777JLIBERATED WESTERN
| (EXCL. USSR) . EUROPE 1
4_ .
/) .
24 2 | m
0 c; . "
NEUTRAL E'.UROPE 2
20 7 2 77—
;?’ 777 7
g _% ’ O 0:0:0:0:’:'
/ 7 LATIN AMERICA
16 -—-Zgggé—bjﬁjy—— 4 7,
~. /7 »
— 4 72
‘ ///// ‘ VZid
2 A ol 4 .
7 LEADING STERLING AREA
/ COUNTRIES (EXCEPT UK)>
/ — 2—
8 7 | LEm B
-~ AUG39 AUGYI  AUGHS AUGME JuNE's7
| o RO
— B B 7%
o LB _rzz /7 77,
- DEC'38 DECM0 DECM5 DECM6 JUNL %7
4 — —— 4
UNITED KINGDOM
(GOLD& OF FICAL DOLLARS)
0 AUG.'3 9 Aus.ﬁl AUGMS AUG46 JUNE'47 0 AUG'39 DEC.’;@ c~>Ec.'4f5 x;r:c.’aa P;AR}%?

]

DECLASSIF Epg —1RG .Mg'é |
ooy M E_ntryw 7242709
| oy AT s oat M@'FII%ﬁ;f@&»@@fmmrﬁ@

. [

AT THERATIONALSFCHVES,

G

FOREIGN GOLD AND SHORT TERM DOLLAR ASSETS
7777 US.DOLLARS

1. Belgium, Denmark, France, Netherlands, Norway,
2. Portugsl, Spuin, Bweden, Switserland,

3. Austrelis, British Malaya, Bgypt, India, New Zealand, Union of South Africa.

4, Cenadian gold data not available for 1940 and 1947, :

Source: Gold holdings are those of foreign governments and centrel banks, as estimated
by the Federal Reserve Bank of New York. Dollar assots oonsist of short-term of fioial
and private balanoes as published in the Federal Reserve .Bulletins Data for United
Kingdom are &s reported from official British sources.
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A secend point to note is that the aggregate flgures are swollen by
larga gold end dollar holdings ef a numoer of Eurbpean neutrals such as Swztzer-

land and Portugal. The: breakdcwn of the flgures showa that liberated western

'EurOpean countries as. a group‘have 1nutheir offlcial holdings nolmore reserves
’than they requlre and 1n some csses wzll,naed more when they stabillze thelr motey.

A further 1mportant pcint 1n interpretlng the figures is that the o
availabillty of privately held gold dollﬁrs, or: 1nvestmsnts depends on the"
ccnfidence the natlonals of these countries have 1n ‘the policles thelr g0vernments
follow end especlally in tha stability of their currencies. K |

Thls prlnciple was, 1llustrated in the cese of Frsnce lnvthe mlddle '203.‘
The cordition of France.appeared to bs despetate; but whan P01ncare stabllized

the curreney and the government stOpped borrow1ng from the central bank, French

money began returnmng from abroad and coming Out of the ground. Frﬂnce went :

1nto a. period of. prosperltgf,_n

‘1w1theut the need of any for,‘ -;fi“)-h“
To. put the matter.anothcr way,:we are all.famlllar w1th éresham's i;
Lew which is that “bad money drives out good money.l ‘An essential raason for
.the. so-called dollar shortage in many EurOpean countrles is that there has been
+ a flood of. bad money, and: thls bad money bas drlven the good.money'uﬁdér.cover
“1n Swmtzerland, the United States and elsewhere. The.. situation cannot be

corrected just by supplylng dollars, but Only by turnlng the bad money 1nto

good money.l That means taking the well rec0gnzzed staps to monetary stebllxty-

and fixing reallstic axchange rax

If further proof of thls principle were needed it 1s furnlshed by
Belgium in the past two years. Belglum concluded the War wzth a serlously
difficult 51tuation, but proceeded 1mmed1ately to stablllze her money.» The budget

wes balanced, excess money created in the German occupatiOn w&s called 1n, and
PO . o -
incentives provided,toalncrease;productiqn. As a consaquence, as Governor Frere

-~

i e e+ i
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~ of the Belgium National Bank recently disclosed Belgzan dollar and gold reserves -
heve been on the rise since early thls year. Belglan productlon is back to pre= °
war, and it has been posslble to relax e great many restrlctlons on trade.

Bad money not only drives out good money but drives out géods.
‘Secretary Marshall 1n his Harvard address oalled attentlon to the unwilllngness
of f&rmers to sell their produoe for'doubtful currencies, éhus accentuhtzng

shortage of. food. Currenoy stablllty is a neces;ary-step to theisuccess of any

program. )
The favorable aspect of . this plcture is that there are funds in hiding
whlch will - come out and get to work mhen they are g1ven encouragement. In thls

situntion money cen be«coaxed but not drxven.« oo l';“l C

(2) Credlt Facillties Availﬂblﬁ ls“ 'A;"<‘ '

" Dollars already mado available or potentially available to forexgn
countries under existing credit and grant programs tatal twenty-three billion
dollars. of thls, approximately twelve billion dollers has been drawn down N
leaving‘a tqtal of §1even_b;111on ¢pllars thus far unqutilized. The details

of these progreams are- shown in the. following table. , - o -

:? 9, 8 7 'ff.) ~

e o © e s e A s € A ¥ S0 S TN A 3 Al O TS it i i e


http:bEje.n,dra.WI
http:hisHo.~va.rd
http:since':ear.ly

D"CLASS\HED
b o0
Au“\OTV—*”MT

gy Ad [ HARA Da‘u‘-’g—lﬂ-

Ve S VES -
REPRODUCED AT THE NATIONAL ARCHIVETL b

--c-

Qtll%s.ﬁ?mw mmﬂz‘,{,

g i S Foph s et

o g ’ ) ‘ : Farrta

PORRIGN GOLD RESERVES AED DOLLAR: m.macms y

o v s rﬁyﬁ;&d&fe&gumh 1947 or latest prior date avallable
REPROCLET {Ia sillimsyor dolim)

Gold Dollar

Country Reserves balances

Europe o g
United Kingdom ] o s (V2
~ fwitzerland SRR | 1,130
. France oot g h
- Belglum : P &35
Portugal g/ Loo
Hotherlands g = |

Venesuela 235 L7
Mexico R 150 139
Colombla RS 185 \ 52.
Chile S 55 51
Peru ' V fg DR 20 34 -
Bolivia Lo 20 13
Netherlands Wasat Kndies ‘ o
. & Burinam 2/ 10 ol
cauh ‘Rica ' A o
Fronoh West Indies & &wam‘ o
. Other Latin Ameriosn

N

, 0 186
Total Latin Amorfca’ ’\ | 2,350 1,078

o) ! £y e
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Asia ' : ‘ . ,
»igoes . PRYTIPPiNG Islands - M ' L7
China ; - 3L3
India, Burma & Ceylon ; !
Turkey 235 56
Japan o gy’ 205 1 19
Netherlands Bast Indies | 2/ 190 123
French Indo=China . T em 39
Hong Kong -- ' 39
British Malaya , - : a
© Other Asia , 95 , 79
Total Asia &/ 1,100 1,193
Other Countries »
Unioncof South Afrieca _ 805 Ll
Canada | 2/ 385 778
Australia g/ 90 Lo
Egypt and Anglo-Egyptian Sudan 55 20
New Zealsand 25 10
French Moroeco 2/ 5 ; 16
All other ~ 30 _90
Total Qther Countries ' 1,395 , 998
Grand Total | 1/ 12,060 5,5L5
\ : ‘ ) I

Note = Wherever available the information on foreign gold reserves hes

_been taken from official foreign sources, The figures on foreign
dollar balances are those collected monthly by the Federal Reserve
Banks on behalf of the Treasury Department, The gold and dollar
balance figures for individual countries include the monetary
reserves provided for under the monetary reserves provided for under
the monetary laws:-of:these countries, as well as the dollar balances
both official and private, required for international trade purposes.

1/ Excludes international institutions,
g/ Estimated on the basis of secret or confidantial‘infbrmationg
2/ No reliable estimate availabls,

E/ Less than 2% million dollars,
2/ Excluding Russia,

6/ Excluding China,

7/ EBxcluding Russia and Chine,

e e A
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P v§9LD AND DOLLAR RESOURCES AND REQUIREMENTS GF'FOREIGN COUNTRIES

The attached tables present certain preliminary estimates of net
dollar aﬁd gold resources available to foreign countries to meet extra- ‘ c
ordinary‘needs, after deduction of estimated amounts required aé minimm
monetary resérveg and working‘balances for purposes of international pay-
ménts. These estimates are based on certain aséumptions and are subject
to'certéin limitatiogs, as*follqﬁs;

1--The mopetéry reserves heve been calculated on the basis of an
assumed réquirement of 25 pér cent of the reported or estimated note circu-
lation and demand 1iabi}itfes (other.than govefnment deposits) of banks of
issue. Tﬁis 25 pér cént,ressrie is the present legal requiremént in the
United SfatesAagainst Federal Reser#g Bank deposits and notes in circulation,
ha#ing been lowered ffom a miﬁed ratio of 33 to 40'per cent in June 1945.
The assumed ratio of 25 per cent ié considerably lower than the ratio of
40 per cent, which‘was regarded as the minimum reserve for the ﬁurpose of
currency}staﬁilization in‘the period after World Wer I and is still main-
tained as the legal Teserve requirement in the monstary léws of most cowun-
trieg, ywaever, because of the decline in their reserves and the expansion
of their currencies, most countries have beén forced to suspend legal reserve
requirements and currency convertibility, and to‘ihtroduce exchange contrdls.

At the present time, in view of the general abandonment of the gold
standard and the adopticn of managed currency systems, monetary authorities
do. not . need to hold gold reserves for the purpose of meeting domestic demand
for. gold paymenég. The monetary authorities of all countries, however, strive
to.maintain a stable cover in gold (or dollars) against currency, not only

because of its traditionasl role and its 1mpact on the confidence of the publie,

228724
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but mainly because gbid stgcks‘énd dollar balances fulfill very important
and nécessary functions as funds of manoeuvef for the stabilization of ex-
change rates and as reservesAagaiﬁst any contingencies in international
payments, For these various reasaﬁs, goverﬁments regard with great preoceu-
pation any'&ecline in the ratio of reserves to the liabilities of the cen-
tral banks, and introduce restrictions on imports ana foreign payments
whénever the ratio tends to fall below what they consider as thé minimum
level in relations to their liabilities and needs.

| 2--The working balances for internstional trade have been calcu-
lated on the basis of 25 per cent of the estimated value of current payments
due by each country {or monetary area) to ail otherAcountriés for goods and
services, Tﬁis is bésed on thé assumbtion thaﬁ‘each country needs, on the

average, a working balance for trading purposes in gold'or dollars equiva-

lent to thfeeamonths gross payments to other countries--an assumption Whiéh

can be justified in accordance with business practices; production turnover,

.and seasonal cyeles. In the past, working balances for trading purposes

were privately held; séparately of monetary reserves; government participa-
?gpn in foreign trade aﬁd monopoly of exchange resources has tende& to
shift working balances from privaté to offiéiél accounts and to add them to
the monetary reserves of central banks or;exchange authorities,

Admittedly, not ail foreign trade'is carried out in dellars, but by
far the largest proportion of imports of foreign countries is now obfained

from the United States or the dollar area, or settled between exporters and

1mpqrters or the monetary authorities of the various countries in dollars or

gold. Contrary to monetary reserves, these gold and dollar balances are
-

currently needed, and while they may be temporarily drawn upon, they could

228723
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not- be permanentiy reduced or depletéd'withoﬁt gffégtipg adversely the flow
of -international tﬁaae.

5--ThaAt$taL:gold and dollar resources of sach country or group of
countries have been calculated by the Federal Reserve Board on the basis of
reported statistioes, available informafion, and estimated figures.. Because

of the variety of sources and difficulties in ebtailning reliable and up to

date information, it has been impossible to coordinate exactly the date of

the gold and dollar resoufées (given as of Marchxﬁl, 1947) with the dates of
the monetary reserves and the working balances, Ih general, tﬁe monetary
reserves have been calculated on the basis of the notes and demand liabili-
ties outsfandingxxrthe books of central banks as Qf most recent date available
(generally not earlier than end of 1946 énd mostly for middle of 1947); the
ﬁorking'balances have beén estimated on the basis of ﬁhe value of impérts of
goods (1ncluding UNRRA suppliés) aﬁd services by the various countries for
the year 19486 and the available months of 1947 (adjusted to annual rate).
Eor a number of countries, no reliable figures}éf curfency and trade could
e obtained, and the gold and dollar resourcés held by them have been entered -
in the table as adequatelg covéring their minimpm.réqu;rements. In view of
the overall. purpose of this statistical tabulation, it is believed that these
shortcomings would.nof affect'the general validity of the cdnclusions.
4--Adjustments have been made for figures of "monetary areas", such
a8 the sterling area, in which a central,mcnetark authérity holds all or part
of fhe monetary reserves;‘the figures of notes and demand liabilities of‘the
banks of issue {or currency bcards) of the various members have been combined

in order to arrive at a total figure representative of the aggregate out-

_ standing notes and demand liabilities, to be used for the purpose of calcula-

ting the monetary reserves reguired by the entire monetary area., In the case

-.687
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of working balances for international pa?ménts, the trade of members‘of the
same monetary area among themselves (for which no ereign balances are needed)
has been deducted from the figures‘of‘their foreign trade, in order to arrive
at a net aggregate figure of the imports of goods and services of the entire
area from other countries. Fol}owing the same procedurs, the gold and dollar
resources held by the members of a monetary area have been combined for the
purpose of calculating the éggregate gold aﬁd dollar resources and the net
available balances of the mﬁnetaryyarea. ZTin the case of the sterling afea,
Egypt (which ceased to be a member of it oﬁ July 15, 1947) has been inclﬁded
in view of the fact that it‘oontinues to hold its reserves in éterliﬁg, whereas
" the Union of South Africa’has been excluded in view of the fact that it holds
its reserves in gol@¥7 o |
| | Jﬁué;~ﬁ64at£ém§%'has beeﬁ made to readjust exchange rates, buf the par
.value of thé International Monetary Fund,Awhen available, or, in other cases,
the rates applied to approved import trénsac%ions have been used for conver-
sion purposes, Downward readjustment of overvalued rates, especially in the
- cases of some ﬁuropean curreﬁoies, wouid reduce the dollar value of the gutn
standing notes and demand liasbilities and, consequently, the figure of re-
qﬁiréd monetary reserves, On the other hand, this reduction would be compara-
tively smaller or'disappear enéirely if the exchange depreciation were to
result in a new inflationary expanéionvof noteé and lisbilities,
6--The amount of short-term dollar liabilities, due by foreign
countries to the Uhitéd‘States; is not very large, and only an insignificant
portion is specifically secured by dollar deposits or gold earmarked., No
attempt has been made to arrive at & net figure of gold and dollar resources '
(after deduction of short-term liabilities) country by‘céﬁntry, not only

because of the limited amounts presumebly invelved, but also becsuse a con-
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sidefable part of such 1iabilities arises4from secret or ﬁnreported operations,
Similarly, no attempt has been made to separate officiel and private balancas,
as both serve substantlally the same purposes: while the former may be re-
garded entirely both as monetary»resexves and working balances, the larger
part of the latter aré_prdbably kept as working balances by banks gnd business
firms, and the remainder only is beliGVe@ to be helq by individuals as private
savings.,

7--In view of the confidehtig; or secret nature of the figures, it
will be necessary to arrange the statistical!grouping in such a way as.not to
disclose embarassingcn:premature 1nformation on any partlcular country or
monetary area, As the source of the figures may attach to them undue signifi-
cance, it will be of great importance to define clearly their purposes»and
limitations to prevent their use in any improper ﬁays.

8--Ihe figﬁreé of ggld contributed by members, and their quotas in
‘the International Monetary Fund, hayemgiéé been tabulatéd, aé they represent

marginal reserves available to foreign countries for making payments of a cur-

rent nature.
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