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Exchange Control end Quantitative Tredse »
Restrictions Robert Triffin

The ratificaetion, & few days ego, of the Brotton Woods Agroe-
ments augurs well for tho succoss of the proposed Internationel Con-
feronce on Trade wnd Employment. It may now be hoped thet an Intcr-
netionel Trede Orgunization will emerge during the coming yeur ocnd form
& natural and nccessary complement of the Internutional Monetary Fund
and of the Internetional Bank for Reconstruction snd Develcpment.

The ITO proposals, rocuntly relceased in conncection with the
conclusion of the British loan nogotiutions, constitute w« roulistic
and constructive approach toward meny of tho most vitel and difficult
problems confronting the world cconomy. Of speciul importance ere the
provisions rcleating to c¢xch.nge control and quuntitative trade restric-
tions. On the first of thosu problems, the proposcd ITO convention
murely refors to the Articles of Agrecement of the Intoernationcl Monetery
Fund cnd to the necossity for common membership in, and consultations
botwecn, the Fund end the ITO. Quantitative trude restrictions, on the
other hand, which were not dowlt with in the Brotton Woods Agreements,
form the object of detailoed provisions, far more specific in character
then those devoted to exchungo control in the Articles of the Monetary
Fund.

It had often beon pointed out, during the discussion of the
Bretton Wocds Agreements, that such limitations on the use of quanti-
tative trade restrictions would form en indispensable complement of the
Fund's provisions on exchange control, Indeed both types of instruments
can be, gnd have been, uscd at timos for similar purposes and with similar
results. Thus the ITO proposels uare of vital importence for the success
of monetary as well as of commercial cooperation by tho United Nations,
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While in full agreemcnt, therefore, with the purposcs of the
ITO propos.ls on quantitetive trade restrictionsy I would venture to
question whether they erc well adaptod to the ends sought. £ first
und fundementel doubt rclates to the wisdom of seopurwcte treatmont of
oxchange control end quantitative trude restrictions--at lcast when
the lattor arc used in e comprchensive menner, for the purpose of sufc-
guarding the balunco of payments, &s contemplated on pege 14 of the
ITO document, I would like to suggest cn clternctive approsch which
would emcompess both problems in & uniform wnd coordinated menncr;
the broadening, through an internstioncl convention, of the type of
exchunge control legisleation reeently wdopted in Parsgucy wnd Guotomale,
with the help and wdviee of the Board's representatives, end briefly
disoussed in this Review of November 5, 1945, by Mr. /lter.

The ITO proposuls are based on g differont und, to my mind,
lurgely unworkable or ineffectual, anproach which admits individual
retioning of oxchunge by administretive discretion, within the frome-
work of a "previous representative perind” concept. The core of the
prorosed commitments is thet "eny cllocetion of such quotas emong
sources of supply should be bascd in so far as prictioable upon the
proportion of the total imports of the product in question supplied
by the verious member countriocs in o previosus roeprescntative poriod,
account being teken of any speciel factors which muy huve affected
or which muy be wffucting the trede in thut product" (pp. 1L4-15).

This suggestion, &ttroctivo wus it muy .ppeur t first view,
is open to scrious objuctions:

1. First of all, country discrimin.tion can ¢nsily be
brought in through the back inor .s long us sllocation of exchtnge
enong commoditics is left to the disceretion of the members. The ITO
docunent docs not prevent this. While the criterion of o "previous
roprosentetive period" could, in thoory, be later cxtended to cover
cormodity, s well «s country, cllocation, it would bo completely
inappropriate in this respcct, since sny tllocetion of scerce exchunge
should chuenge the "representutive® pattern of imports in favor of the
more cssonticl, end eg.inst the loss essonticl, imports.

2. Tho "previous roprescntativo period” criterion tends
to> freocoze the chunnels of trode in o very erbitrory and uncconomic
manner. The resulting distortion wnd unreality will be the more markod
as ono must go further and furthor back into the past to discover e«
"representetive” period. Structural changus brought sbout by the war
meke it extromely difficult to ceccept as representative not only wer-
time, but even pre-wur patterns. Difficultics «re cven grecter in the
case of the many countries in which pro-wur trodo wes elroady subject,
since thc carly 'thirtics, to import quotas and exchengo control
regulution.
3. The recognition of thouse inudequacies is implieit in
the quelifying lenguege used in cluuse («): "in so fer os practicable™
end "wecount being teken of eny specicl foetors which moy have affected
or which mey be affoeting the trede in that product.” These quulifi-
ci.tions ero obviously nccessary but, in so for as they apply, they
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invalidate the objoctive criterion upon which tho proposals depcend for
the prevention of discriminction.

i« It is truc that othor clcuses may be invokod in this
casc (scc clausos (b) and (¢) on p. 15), but they mercly provide for
information and discussion, wnd not for & method of rcsolving differ-
onces that mey erise botwoon members.

These objoctions to the "provious rouprosentetive poriod"
critorion arc sufficiuntly greve to werrant study of the altornative
approach mentioned above, which has the further udvantage of being
Gqu.lly ppliceble to exchungo control end quentitative trede restric-
tions. "L genersl doscription of the system may be founid in Mr., Mlter's
urticle. Besically it eliminctes disceriminetory practices at theo roots,
by outlacwing the whole procedure of administretive rationing and wllo-
cction, substituting for it o flexible and impersonal system based on
the free interplay of available exchenge supplies en:d currcnt demend,
Treders may buy whetever they nleese wherever they nlease (prosumebly
from the cheapest sourcc of supply) subject only to tho auction premie
thet would erise with respect to less essentinl categorics of trans-
actions. Verious mandatory provisions rnuke the system cs lergely non-
discretionury us possible and go much further than the ITO propossels
towerd guercentoeing "equelity of troctment” without freczing trade
into uneconomic chennels. In so far ¢s sutomatic mochunisms arc sub-

s stituted for arbitrary discrotion, the difficulties reoiscd by the
"roprosentative poriod" criterion do not even srise. Conflicts erc
roduced to « minimum end the smell range of discretion left to
netionel administretion cen casily bo brought under the control or
supervision of an internutioncl cuthority.

The alternwtivo procedure hore suggested clso incorporates,
in concrete orgenizetionel terms, the recommondetions of paragraphs 2,
L, end 5 of Section C ani of the whole Section F of Chepter III of the
IT0 document. Spocific reference is made, in the Guoatemalen legis-
letion, to the subordination of the national exchungo control system
to the intornationul cgroomcnts or conventions cccepted by Guatemela.
The introduction of controls is permitted only whin certain concretely
end statistically dofinced critoria wre mct and is, evon then, subject
to the Fund's or ITO's epprovel. The restrictions erc self-liquidating
end will automutically diseppecr when exchange becomes available uguin.
The cases of inconvertible wnd of scarce currencices arv also provided
for in the logislation.

It hus beon argued et Chupultepec thet some controls might
be justified, oven when oxchenge reserves ere more than emple with
reletion to current bal.nce of puyments needs, in order to ensure the
utilizetion of those resorves for purposes of geonomic development.

If this be agrecd to by the ITO, some controls or quotas might be
cstablished for a few cloarly defined cutegorics of unusscntial
trunsactions, whilec the bulk »f imports remein entircly free of such
ruostrictions, Even in this case, tho mothod suggested in this peper
would, with minor modificutions, constitute o bottor safoguard cgeinst
couse then the "provious representetive period™ criterion.
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Germen Holdings in Switzerlend R. E.

Towerds the end of November 1945 en officisl stotement wes
issuvd in Bern by the Swiss Clcering Office giving preliminery figuras
for Gormen ¢ssets in Switzerlond. lore then 25,000 declaretions were
reeccived, muny of them incorrectly or incompletely filled out, thus
ceusing deleys in the publicution of the results of the investigotion.
Further delays occurrcd beceusc special legislation hud to be passed
to 1ift the professional sceruoy of the luwyers whiech wis possible only
aftor prolongcd negotiations. Z£ccording to the Clcuring Office, an
cecurato wnelysis of these intricute declarutions ontailed considergble
difficultics wnd work. The preliminery report (which includes figuros
for Licchtonstein) shows German holdings in Switzerland os follows:

Millions of
Swiss fruncs

Assets hold by peréons domiciled in

Germeny (excluding Swiss nationals) 371
Asscets held by Gormgn nationdls
domiciled in Switzorlend 250

assets held by German nationels «nd
Germen-controlled corporctions in

third countrics 79
Assets held by persons domieciled in
fustria (excluding Swiss nwtionals) i

Assets held by persons domicilod in other
wreas formerly belonging to Greatoer
Germeny (excluding Swiss nutioncls) 7

Total 752

In cddition epproximctely 14,000 declarations arc still
pending involving the following ¢stimated wmounts:

Millions of
Swiss frocnes

Assets hold by German nationcls domiciled

in Switzerlgnd 120
issots hcld by porsons domiciled in former
Grester Gurmony 90
Lsscts held by Goermans domiciled in third
countrics _22
Totsl 235

The totel emount of Gormon wussuts in Switzerlond thus
cppowrs to be close to onc billion Swiss frincs. However, it must
boc cmphasized thut this figurs should bs necceptod with reserve ond
thet it is not es yet fin.l, It muy be of interest to point out that
cstimcted Swiss claims blocked in Gerreny tmount to betwecon throe and
four billion Swiss frenocs.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

-5- ¢ CONF IDENTIAL

Russia end Bretton Woods Alice Bourneuf and
alexander Gerschenkron

Russia's failure to join the International Fund and Bank
prior to the deadline of December %1 has, at least for the moment,
dimmed the prospects of economic collaboration with Russia. At the
seme time, it is disconcertingly difficult to discover the rationsale
of the Russian attitude. The first explanation thet comes to mind is
thet Russic mey consider the obligations she would incur e¢s too hecvy
in relcetion to the adventeges offered to her by these organizetions.
Yet & scrutiny of the principsal obligations which Russia would huve
to fulfill does not lend much support to this supposition.

Tho obligation to maintain the per value of the currcncy is
comparatively light in the cuse of Russia (&) bocause in conditions
of o complote state treding monopoly a change in the rate of excheange
must be¢ judged lcss in torms of economic c¢ffccts than in torms of
wdministrative convenicnce, snd (b) becsuse it is stated in the Fund
Agreement (Article IV: Scction 5, &) thut "o member muy change theo par
velue of its currency without the concurrcnce of the Fund if the change
doos not affcet the intornctioncl trenssctions of members of the Fund.”
There is 1ittlc doubt that the Fund would ngree thct this provision
applied to & chungse in the rete of the ruble. For tho Russicns could
bo relicd upon to find weys cnd moens by which cven such transeetions
«8 tourist cxpenditures in, or emigront romittances to, Ruscia would
remain unaffectad.

Similcrly, the obligetion to avoid restrictions on current
internetionsl puyments is of vory limited importence to Russic. 4s
long os tho Russions control the curront transactions which give rise
to currcent peyments, ovoidence of rastrictions on payments does not
necesserily lcad to any substinticl chenge in Russia's forcign trede.
The only possible oxception refors to remittonces to other countries
by persons rosiding in Russic. Under the wgreement, such rumittonces
will be rogarded "without limitetion" cs current peyments only if thoy
wre "modercte” tnd designed to cover "fumily living expenditurcs." The
Russian experts ot Brotton Woods registered a roscervetion agginst cven
this limited interprotation und suggested that the definition of such
trensaetions &s currcent or cupitel trensccetions should be left to
speeial wgroements betwoen the Fund ond the members concorned. The
emounts in guestion would ccrteinly be very small, particularly
boceuse foreign workers in Russia usuwlly heve hed private contracts
under which parts of their sclaries or wuges could be trensforrcd
tbroed. ut wny reato, the Fund igroement gives Russia sufficient power
to hold such remittances to o negligible loval,

The Fund fgrsement imposces upon membors the obligation to
refraein from discrimingtory currency prectices. Yot, it is egain
obvious thet & state trading monopoly country, where not only the rate
of oxchange but also the prices ere controlled, mey indulge in dis-
criminetory policies while applying the samo rote of exchenge to &ll
trenscetions with gll countrics. Exchange rotes may be ¢ somewhat
morc convenient instrument of discriminaetion thun are pricecs but this

is herdly sn importent considecretion. It is only under the torms of
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the "Stete Trading" section of tho "Proposels for Expension of World
Tredo end Employment” that Russic would be subject to the formel,
elthough probebly not superviscble and not enforceable, obligation

to cbstein from discriminetion in trade. But of coursoc Russia could
becone a momber of the Fund without evun joining the prospective Inter-
netionel Trade Orgonization. Thore is nothing in the Fund fgrooment
thet might provent the Russiaons from sttempting to esteblish, by use
of diserimineatory trede pruactices, e Russian economic bloe, sey, in
Esstorn Europe, if this be thuir goel. It is possible that adherence
to the Fund of countriocs in Eastcrn Europe might tend to render more
difficult Russie's efforts in this diroction., Howover, all threoc of
the countries in Eastorn Buropo which werc eligible to sign the Fund
and Benk Agreemonts (Yugoslavie, Czochoslovekia, Polend) did so before
Docembor 31, 1945, and there is no indication thet Russia attompted

to interfere with their actions.

Inother consideration may be mentioned, In goncral Russian's
foreign trade oporations in the peast heve been conducted in foreign
currencies or gold. Thus, forcigners have had no occasion to buy or
sell ruble balences and murkot fluctuwtions in the volue of the ruble
have been impossible. Russic might find it disegreeable if her member-
ship in the Fund werv to leed, aguinst her will, to the acquisition of
substantial ruble balences by foreigners. But such « development is
quite unlikely, if not impossible. It is true th.t under thc fgrecment
the Fund would recoive rublos from Russia to the wmount of over 80 per
cent of her quots, and thet further ruble amounts would acerue to the
Fund as e result of Russia's borrowings. But if the Russians desire
to continue to conduct their trede in currencies other then the ruble,
foreignors would have no oocasion to obtein rubles fron the Fund, end
thore is little in the Fund to provent the Russiuns from pursuing such
a policy.

It is conceivable that in the case of countries with which
Russie. mey heve o considercble oxport surplus for which sho insists
on boing paid in convertible forecign exchunge or in gold, the govorn-
nonts concerned might exert prossure on the Fund and cause it, in turn,
to press Russis to agroe to accopt payment in rubles obtained through
thoe Fund.l/ Such pressure is likcly to grow stronger if Russia should
develop &n over-all export surplus in hor foreign trade as mey well be
the cese in the noxt decadoe. In gonernl, it is probable that Russia
would prefer to cccurmluto gold or dollers rathor then to increaseo her
drowing rights on the Fund. Moreover, the sccoptance of rubles in
peyment for Russian exports might present certain dangors from Russie's
point of view in thet it might, to some extent, widen the murket for
ruble notes smuggled cut of Russic and thus tend to induce such
suggling on a lurger scalo. All this is imeginable but herdly very
serious, Russia could refuse to be persucded by the Fund authorities
end still insist on peyments in convertible funds; or she could agree
to accept rubles on a very small scale. At any rate, in such a case,

1/ Members of the Fund sro not in genoral obligeoted €5 maintuin thelr

T currencies convortible into gold or foreign oxchunge., Thoy can
live up to their obligetions by converting balunces of their curren-
cies held by other members into the currencies of those members,
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she could protest effectively should she discover thut the ruble
holdings of the Fund were not rcduced by thc full equivelent of tho
bulences convorted. It would be surprising indeed if considerution
of such remote contingencics had influcnced Russia's prescnt ettitude
to the Fund.

The only remaining major obligation is to supply economic
informetion under the Fund Agreemcnt. The pertinent provisions may
indeocd be looked upon with disfavor by the Russiens. One could argue,’
somewheat oynicelly, thet the Russiens could simply provide incorroct
figures, Yet, even if we assume that thoe Russians desired to do this,
to supply false statistics over &« long period of time is not an ocasy
matter. In the past, at sny rate, tho Russians tended to suppress
rather thun fglsify stutistical infoarmation,

It is true that cortain items of informution required under
the fgrecmont, such us gold stutistics (holdings, output, oxports),
pricos, end the¢ invisible currcent itoms and cepitel movements in the
balence of peyments, werc either not divulged et @ll in tho lust 10
or 15 ycurs or divulged sporadicelly or in e disguised feshion., But
it is elsn true, first, that we have a reasonably good idea of some
of these items, and, second, that the Russians probably could still
successfully resist demands to supnly very deteiloed informetion. At
any rate, this information seems to touch only very indiroctly on the
quostion of Russia's militery security.

While the supplying of information may be annoying to the
Russiens end rcgarded by them s « dissdvuntage, this disadventcge
must be meusured in terms of the advantages they may oxpect from the
Fund. From the point of view of the Russians, the edvantegces of the
Fund arc fourfold: 1) stebility of exchonge retes; 2) meintenence of
the role »f gold; 3) absence of cxchange discriminetion ageinst Russia;
anc L) the credit facilities, Since the Agrecmont hus been signed by
merbers having more then 65 per cont -f the quotes, the Russians will
benefit with respect to exchange stebility und zold cven without beecoming
members of the Fund. It is different with regard t> the third and fourth
points. The advanteges of the former arc self-evidont, and thore is
likowisc 1little doubt that the credit facilities of the Fund can play
en important rolc in Russia's forcign cconomic relutions in the years
t> come. Whilo it is necessary to combat oxagicreted notions of the
Russian need for credit (as for instuncc the irplicd notion of the
Colmor Committee that the Russiuns may be willing to rcduce their
military oxpenditures in oxchunge for & logn), foreign louns aroc
doubtless of great importence to Russia for eliminating numerous
bottlenecks in the process »f roconstruction. Absenco of foreign
loens would greatly hemper this process, It should be noted that,
under the speeific conditions of &« pl.nned economy country, the use
of Fund louns for reconstruction purposes is practically impossible
to prevent,

To be sure, thc Russiens wre morc interestod in long-term
than in short-term credits; it is true that they would like to borrow
on more favorsble terms than those to be granted by the Fund. But
thore is little doubt thut they could profitebly utilize every cent
they mey receive from the Fund. Moreover, the very fact of their
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membership in the Fund and of thoir access to its resources would be
likely to improve considerably their bargaining position with regerd
to long-term loens obteinsble from othor sources., At eny rote, it
would seoem thet the urgency of the Russian Jdomend for foreign loans
should be very much more importent than the rclative inconvonience
of divulging oconomic informetion to the Fund.

This is perhaps less convineing in the case o»f the Benk.
There tho adventage of credit fecilities is offset by the sharing of
the eggrogateo croditors' risk which might involve & drein on the
Russian rescrves »f gold and foreign oxchange. Apart from gonerel
questions of economic cooperction, Kussia's participuation in the Bank
sucrentee would probebly be the most tangible advantege the United
States could derive from Russien purticipeation in the Bretton Woods
orgenization., By the some token, this partieipation would be the most
polpable obligation Russia would underteke in accepting the lgrecments.,
But if this considerution deterred Russia from signing the Brotton Woods
igreements, it is still not clear why Russia did not adopt the seme
stretogy es Colombia by sizrning the Fund Agreemont whilc rofroining
from signing the Bonk Agreement,

It hos been mentionsd in public discussions on the subjeet
in rocent days that Russie has boen reluctant to join an orgenization
where it did not possess the right of wvetoing the decisions end rosolu-
tions of the organizetion, It is true that the Russiuns have insistod
on the wveto right in the UNO und on othgr occuasions. But they never
cloimed this right at Bretton Woods; and to gssumo that the Russians
would under no circumstunces join an internttionel orgunization unless
they had at loast such & negantive instrurent for determining its polieies
secns to underestinute the flexibility of Russien policies. It is
difficult to believe thet the Russiens would forego concroto adventages
for the seke of an ebstract prineiple. With regard to genorel policies,
whetcver influcnce the Russicns ney have in the Fund wnd the Bank, it
is clocr thut it would be lurger if they were in rather than ocut.e With
rogord to policy toward Russia hersclf, it is possible that tho Russieans
ney fear thet they would receive less than feir trouwtment in the Fund
und the Benk., Tho Russiuns may consider that a veto power would be
useful to thom in proventing certein decisions directed ag.inst thom-
solves. But it is difficult to think of decisions t» be teken by the
Board of Governors of the Fund under the Fund Agresment which would
vlace Russie et o greater Jdisadventuge thun she would inflict upon
herself by her failurc to join the Fund,

Thus o serutiny of possible Russian motivetions, to the
oxtent thut they may be found in the Lgreoments and in the mode of
operetions of the. Fund, does not sug:;est &« ratiosnul motive for Russia's
romeining outside the Fund, This ceonclusion is reinforced by the fact
thet none of the reservations Russic made at the conclusion of the
Brotton Woods conferonce seoms to concern a matter serisus cnough to
justify Russia's abstention.

It is difficult, thoreforo, to escepe the improssion that
the reasons for Russia's attitude are of a tactical nature end ox-
trenoous to the Bretton Woods orgunizetions., It may bo that Russia's
policy is dictated by tho hope that she will bo able to use a subsequont
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offer to join the Fund as a bargaining weapon in order to obtain con-
cessions from ebroad, perticulurly from the United States. In cother
words, tho Russian govermmont mey boliove that if Russie had joined
bofore the end of 1945 it would huavo obtained fow sdditional adventezes
beyond having created good will, 4t & later date, the govermmont may

be eble to obtain a more tangible quid pro quo as tho price of wcherunce
to Bretton Woods. This at leust is a ration.]l explenation, and one which
ulso appears to conform to the observed pattern of Russian negotiation
tocties. If this be tho policy, it is probably ill-conceived in the
presont caso. The esteblishmont of the Fund «nd the Bank is assured,
and it is more thun doubtful that Russia's decision to disregard the
deadline of December 31 can &dd eppreciubly to Russia's barguining
position. In fuct, as for os the intangible but importent oclemont of
good will is concerned, the Russicn attitude is likcly to heve weekencd
rether than strengthened Russia's hand in future nogotiations,.

Those who believe in the importonce of Russia's integretion
into the world economy and in the benefits of broad economic cooporation
with thut country for the couse of poecc wnd rising wolfere will still
wélcome Russia's adhercnce to the Fund end would regard it as unfortunate
if any obstacles werce to be placed in the peth of Russia's entry, But
they would rogerd it as unjustifinble ecnd as an i1l omen for tho cause
of this cooperwtion if Russia should expect the Unitel Statecs to pey a
speciel prico in order to induce Russia to join.

Bretton Woods Institutions with Present Signatories
As lembers ' Alice Bourneuf

This note analyses the position of the Fund and Bank if the
membership is confined to present signatories of the Agreements as
compared to the position with full membership of the countries repre-
sented at Bretton Woods. Tho anelysis is confined to the quantitetive
changes in the usscts and the distribution of voting power in the two
institutions. It appours that the Fund would be in & stronger position
to mect demends upon it with the prescnt signetorics us members. The
Benk's operiwtions would be curtuiled but its ability to meet the demands
of speeific borrowers would probsbly be uneffocted und its overall
finencisl position would be 1little changod.

The following teblu shows the stetus of Fund and Bank sub-
scriptions und memborship on the basis of those countrics which signed
the Agreemcnt prior to the Dacember 31, 1945, deadline,
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- TABLE 1
FUND AND BANK SUBSCRIPTION AND MEMBERSHIP
Present Full Per cont
Signatories| Membership of
(In millions of dollers)| 1 to 2
Fund Quotes % 32&%6 8,800 83.2
Benk Subscriptions s 600—/ 9, 1003/ 82,5
Number of Fund Members
Number of Bunk Membors 3&3/

1/ The diffcerences boetwoen tho total Fund quotas and Benk
subscriptions is wccounted for as follows. The Unitod
States subscription to tho Benk is 3,175 million
dollars os comparcd to its 2,750 million quota in the
Fund. The subseriptions of Latin Amcrican countrios
to> the Bank are somowhat smeller than their Fund quotas.
Colombis joined the Fund and not the Bank,

2/ The differonce betwoen the Fund end Bonk total is

T gecounted for by the Colombian sction,

5/ Not including Dermerk which is in a spoecial category

T and will be ellowod to sign es soon as sgrecment is
reached on its quota.

e The countrics which did not sign the agreements ond their
Fund quotas end Bank subscriptions are as follows.
T/BLE 2
SUBSCRIPTIONS OF NON-SIGNATORIES
Fund Bank
Country Quotes |[Subscriptions
(In millions of dollars)
Russia 1,200 1,200
fustralia 200 200
New Zealend 50 50
Venczuel a 15 10.5
Haiti, El1 Salvador, Nicereagua,
Liberia, Paname 10.5 L5
Colombia 25
Totel 1,475.5 1,500.0
Thero is reason to bolicve that «t least some of these
countries will apply for mcmbership in the ncear futuro,l/and mey be
7 cwdmitted to membership by the Bowurd of Governors beforc the Fund and
S 1/ Vonczuele asked to sign bofore Doecember 31, 1945 with ¢ rescrvation

rogerding exchunge controls and was not wllowed to do so,.
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£,
- Bank actually begin operutions on the semc terms us if they had signed
before Docember 31. Also, some countrics not represcented et Bretton
Woods mey be admitted to mombership bofore long. However, the probe-
bilitics that Russia, Australis, and Now Zealund will not apply for
memborship in the near future are sufficiontly great to meke it worth-
while to consider the distribution of quotas and voting power and the
financial position of tho Fund end Baunk on the assumption thut for e
time et lewst tho present signatories of the igrecments constitute the
actuel members. The ebsence of Russiw, isustrelic, New Zealand, end tho
othors incrcascs substantielly the proportion >f the assuts of the two
institutions contributed by cuch of the presont signatorics and slso
each ccuntry's percentege of the totel voting power. The United Statos
end tho Unitud Kingdom togethcr on tho besis of the present signataories
heve 50 per cent of the totul Fund voting power rathor thun L1 per cent,
end 5S4 per cent of the total Bank voting power rather than Ll per cent.
T.BLE 3
INTERN..TIONAL MONET.LRY FUND
Percontago of Quotes |Percentoge of Voting Power
Country Prcsont Fall Prosent Fall
SignatoricsiMembership| Signatorics | Membership
United States 37.55 31.25 32,8l 26.03
United Kingdom 17.75 14.77 16.16 1%.38
- China 7.51 G2 7.01 5.81
- France 6.10 Gell 5.79 14,80
Indic 5.46 L.55 BelB 1.29
Cenede L4410 3.1 3.96 3.28
Netherlands 3.75 3.13 3.66 3.03
Belgzium 3.07 2.56 3,04 2.53
Totel Letin America 6.3, 5.57 9.96 9.73
Other countries 8.3% 23.L0 11. 25.11
Total 100,00 100.00 100,01 99.99
T4BLE L
INTERNATIONAL BZNK
Percentage of Quotus |Percentege of Voting Powor
Country Prosent Full Presont Full
Signatorics|Membership| Signatorics | Momborship
United Stutes L1.78 31,.89 37.87 31.27
United Kingdom 17«11 14.29 15.68 12.99
China 7.89 6.59 7.40 6.13%
France 5.92 . L.95 5.62 L. 66
India 5.26 L.4o 5.03 La17
Cenada .28 3,57 L.l 3.3
Notherlands 3.62 3.02 3,55 . 2.9
Belgium 2.96 2.47 2.96 2.5
Totel Latin fmerice 3.76 7,68 7.2 7.94
o Other countrics 7.43 22.13 10.51 23.93
- Totel 100.01 99,99 100.00 100,01
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The percentege distribution of the Fund's assets es botween
the currencies of probuble londers through the Fund and the currcncies
of probuble borrowers from the Fund, and the percentege of zold and tho
currencies of probeble lenders to the meximum normel drewing privileges
of the other countries, arc substantiully altered by the sbsence of the
countrics which did not sign before Dccember 31, (Sec Teble 5.)

O

The porcentages given under Items 6 und 8 of Teble 5 show
that the position of the Fund in tho sonso of its ebility to mect
probeble demsnds for strong currencies on the basis of initisl sub-
scriptions to the Fund is much stronger with the prosont signatorics
s members then it would be with full membership. This is o consequence
of the fact that Russig und most of the other non-signatories arc &ll
prospective borrowers from the Fund or, ut least, not probeble lenders.
It also reflects thoe fuct that the gold und dollur contributions of all
thosc countrices which did not socept membership is a smellor porcontage
5f their totel quotas thun that of those which did weccept mombership.
Tho result is that the probebility thet membors will be sble to obtain
strong currencices from the Fund up to the umount of their meximum
nornel drewing privileges ie groaster with the present signatorics as
members than it would be with full membership.

TABLE 5
INTERNLT IONAL, MONET&RY FUND - ANALYSIS OF ASSETS
(In millions of dcllars)

O

Present Full
Signatories Mombership

1. Subscriptions of the United States

end Cunada (gold &nd currency) 3,050.0 3,050.0
2. Gold or United Stetes Dollar Sub-

scriptions of Other Countric&J/
'3, Total Gold and Currencies of

Probeble Lenders 8057 3,997.9
L+ Currenciss of QOther Countries 3,518.32 1,802.1
5. Total issots; Item 3 + L T,32L.0 B,800.0
o]
7

755.7 9L7.9

. Percentege of Item 3 to 5 52 % L5 %
o Meximum Normel Drewing Privileges
of Countriocs other than the
United Stetes and Cunadel 5,029.7 6,697.9
8. Percontege of Item 3 to 7 76 % 60
1/ Estimeted requirod £old ond United States doller subserintions on
the basis of ¢stimated gross officiel gold and dollar holdings as
of June %0, 1945. Actual gold and doller payments will dopend on
net official gold and dollar holdings as of the date on which
countrics having 65 por cent of the quoteas sllocated at Brotton
Woods have agreod with the Fund on initisl par wvulues of their
curroncies wnd the Fund is ready to begin oxchange transactions,
This probably will not bc before Jfugust 1 but could conceivably
. be es early s July 1, 1946,
2/ This is equal to total quotas minus the United States and Cenadian
T quotcs plus the emount of gold end United States dollers contributed
by countrics other thun the United States or Censde (or Item 5,
minus Item 1, plus Item 2 in the tgble shown above).
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The position of the Bank is w«lso wltered but not sub-
stanticlly. On tho bosis of the present signatorics of the Benk
Zgreoment, the subseribed cepital of the Benk totals 7,600 million
dollars rather than 9,100 million. Since tho total loans and guaruntees
of the Bank oan not exceed the subscribod cepitzl plus accumulated
surplus end reserves, the Bank's power to mseke and guarentoc locns is
correspondingly curtailed. The probebility is that Russia's borrowings
from the Benk might haeve equalled her subscription so that the ability
of other countries to borrow from the Bank is probebly not sltered by
the fect that Russia is not p meomber. Furthermore, their prospocts of
borrowing dollars wre not gffected; &s thoy are in the casc of the Fund,
becuuse the Bank's ability to lond dollars or guerantec dollar lowns is
not limited by the amount »f zold and dollears subscribed to the Benk
but may be as lerge «s the Bank's total powor to lend or guarantee loans,

The percentage of the United Stetes subscription to total
subscriptions to the Bank, cs shown in Teble 3, is incrcased from 35
per cent to L2 per cont which is & mcasure of the percentage shure of
the United States in the ultimate risks of the Bank's operotions. Any
Jjudgment as to the aeffect on the ul timate solvency of the Benk, in the
sense of its ability to meet any losses on its loans und guerantees, of
the ebstention >f Russie and the dthor countries from membership, must
rest on assumptiosns as to their ebility and willingnoss to live up to
their obligoetions under the Beank fgreoment.

It is frequently argucd that countries like Belgium, Cenada,
Franco, the Notherlonds, the Union of South Africe, tho United Kingdom,
the United States, and Russia erc the countrics represented at Bretton
Woods which could be counted on most certeinly to mect calls on their
subscriptions cven thouzh poyments were culled in United Stutes or
Cenadian dollears., On this assumption, Teble 6 shows that the Bank
ecould be most certain of 77 por cont of its total subscriptions either
with the prescnt signatories os members or on the basis of full moember-
ship. However, any ecssumptions cs to the ebility of variocus countries
to moet their obligations to the Bank at some time ton or fiftoen years
from now can be 1little more than pure guecsswork.

TLZBLE 6
INTERNATIONAL BANK SUBSCRIPT IONS
OF A SELECTED LIST OF COUNTRIES AS
COMP/RED TO TOT/L SUBSCRIPTIONS

(illions of dollars)

Prosent Full
Sipgnatories|Membership

1. Total Subscripgtions 7,600 9,100

2. Subscriptions of
Selacted List of
Countries 5,850 7,050

3. Percentage of 2 to 1 77 % 7 %

~
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4 New Foreign Exchenge Rate Structure for

the French Empire Hens J. Dermburg

The monetary unit throughout most of the French Empire is
the franc; noteble exceptions are the piastre of French Indo-China,
which before the wur was pegged to the Metropolitan frenc at the rato
of 1 to 10, end the Syrion-Lebanese pound, which wes attached to it
et the rete of 1 to 20. 1In the pre-war peri»d, the franc currencies
of French colonial wress were held at per with the frenc of Metropoliten
Frenco.

During the liberation period, there was a definite trend
toward restoring in the French colonies franc currencies which would
be at par with the Metropolitan franc. The recent franc devaluation,
however, is breaking with the tradition by creating different franc
zones. The new policy, although dictated primerily by sconomic con-
ditions, seems to be in line with certein political tondencies to
liborelize the organizution of the French Empire and to give eventuelly
cach colony or protectorate e status commensurate with its development.

Both politicul &nd financial devclopments in the French Empire
in the last five yours seom to have had a bearing on the determinsation
of the rocontly ostablished rutes and it mey be halpful to review
certain fects. From March 1941 until Februcry 194, the French colonies
under control of Generel de Gaulle were members of the sterling aroa.l/
The frenc was poggod to the pound sterling et 176-5/8 which was the
exchange rate prevailing beforc thoe war for Metropolitan France. The
corresponding doller rate was 3.8 fruncs to the doller (1 franc =
2.26 cents). VWhen Syric end Lebgnon became members of the sterling
aree. in September 1941, the Syrien-Lobenese pound was pegged to the
pound sterling st 8.83; this rate corresponded to thut of 176-5/8
frencs to the pound, one Syrian-Lebanese pound huving en exchange
velue of 20 fruncs.,

Af'ter the landing of Allioed troops in North Africe in
November 1942, the Allies set exchange rates for these formerly
Vichy-controlled colonies. The originelly estublished rates of 300
frencs to the pound sterling and of 75 franes to the doller werc
changed in February 1943, as & rosult of French represcntotions at
the Cascblenca Conforence, to 200 francs to the pound and 50 francs
to the dollur (1 franc = 2 cents).

The dispority betweon the "de Geulle franc" cnd the North-
Africen franc wus abolished through the importent Frenco-British aogree-
mcnt concluded on February 8, 194k, in flgiers (Algiers Poct). The
rate of 200 francs to the pound was mude the uniform rate for the
entire French Empire except Indo-Chine, then still under Jepancse rule.
Correspondingly, by egreemcent with the United Statos Treasury, the rate
for the doller wes estsblished at 50 frones.,

1/ Thcsc included originelly French nquttorial Africe, the Cemeroons
T under Fronch mandeatc, French Oceaniu wnd Fronch Estoblishments in
India. In tho course of time, Syriaz end Lebanon and Maudagasear

wore added.
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As a result of the Algiers Pact, membership of the Fronch
Colonies and Mandetcs in thc sterling ures wuas terminated end the
frenc bloc reestablished. Sinco the French hud guaranteed to meintain
the stebility of the Syrian-Lebenese pound with regurd to sterling,
speeial troetmont wes given to Syria and Lebanon. These mandutes werc
placed in the frenc bloc, but the Syrien-Lcebonese pound romeined pogsed
to the pound sterling. The rates were fixed us follows: 1 Syrien-
Lebancse pound = 22,65 francs and 1 pound sterling = 8,83 Syrien-
Lobunese pounds.

Prior to the liberation of Metropoliten France, the rate of
200 francs to the pound end & corresponding dollar rate were also
egrcod upon for Metropolitan Fr.nce, thus restoring parity of the
colonial frene currencies with the Metropoliten franc. However, this
parity was ebandoned with the develuation of the franc effective
Decembor 26, 1945, since dovelu.tion did not teke nlace at o uniform
ratoe throughout the Empire. 4s a rosult of the devaluation, tho
"frene zone" now includes threo sectors in oversces territorics:

(&) The currencies of Algoria, Tunisia, Morocco, the Antilles,
end French Guianc were devalucd at the seme ratio ws the kictropolitan
frene (58.3 per cent) and will therefore romuin ot per with it. Their
new exchango valuc is 119.10669Q fruncs to the dollar (1 frunc =
.8l cont) and LBO frencs to the pound sterling.

(b) The frunc currcncies of the romuining African Coloniasa/
end of Saint Pierre and Miguclon were develued at a lower ratio (29.1

per cent) than the lietropolitan frene end 1 loecl frine of thesc arcas
now oxchanges for 1.7 Metropoliten franes. Their new exchange velue
is 70.06 fruncs to the dollor (1 franc = 1.43 ccnts) wund 282.35 francs
to thé pound sterling,

O

(¢) The currencies of New Ccledonin, the New Hebrides, the
French torritorics in QOcsania cnd the French Colonies in the Pacific
.were not dovelued. ts a result, one loewl fruonc now exchanges for
2.l Metropnlitan franes while no chunge occurred with respeet to the
pound sterling or the dollar. The doller and the pound sterling are
fixed ot 49.627 fruncs (1 frunc = 2,0 ccnts) end 200 frunes rospectively.

In accordence with the French guarentec mentioned earlier
the Syrian-Lebenese pound romcincd stable in terms of the pound sterling
(and the dsller); «s u result of the doveluwtion of the letropolitan
frene the Syriun-Lebanese pound is now worth 5L.3 francs.

The Indo-Chinese piastre,which before the war (and before
Japanese occupuation) was linked to the frane at the reate of 1 to 10,
was develued to the sume extent us the curroncies listed under "b"
and is now worth 17 francs; 7.006 piastres equel -nc doller and
28.235 piustres equal one pound sterling (ageinst L.l piustres to
the doller ani 17.74 piustros to the pound in'1940).

- 1/ Thoy cre Fronch Wost Africn, French Equatoricl Africa, Fronch Toge,
French Cemeronon, French Somaliland, Madagascar, end Reunion Island.
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It is difficult to evalueate those developments bocsuse of
the greet number of colonies involved. The principle of the new
colonial retes is that the relation of the colonial currencies to
the frenc of Metropsliten France should be basod on the economic
conditions of ecch torritory. This principle had beon wcccepted ot
the Conference held at Brezzaville, cupitul of the French Congo, in
Jenuery 194l end et other meetings dealing with the status of the
colonie¢s, Genorully speaking, currencies of those French cclonies
which hed becn under Viehy control (such as the North Africon colonics)
were devalued most, while the currencies of thosc which had been undor
control of Generel de Geulle cnd hed become temporary members of the
sterling arce were dovslued less or not et ull. Thoe degrec of devnlu-
ation of the North Africen currencies has alrcsgdy been criticized by
someé North African ropresentetives in the Nutionel Constituent Assembly
in Paris who huve pointed out that the economic situation of their
territories would justify & higher monetary value for their currency
than for that of Metropolitan France. It has elso hoen pointed out
that the differences between cconomic conditions in French West Africa,
French Equatoriel Africa, Madagescer end Reunion Isle, which were all
put into one group, should have nccessiteted 2ifferent monctary rates.
In csteblishing the rates for the North African cnlonics at 1480 frencs
to the pound sterling, the French goverrment mey huve been influonced
by the fact thuet this is tho seme rate at which the colonial (Itelien)
lire hes been fixed, Trade botween French and Italian colonics may be
facilitated by the perity of their rospoctive curroncies,

British Agricul tural Policy Wilellyn HMorelle

Kr., Thomas Williams, Britein's Minister of Agriculture,
ennounced in the House of Commons on Novembor 15, 1945, the principles
on which the Lubor Goverrment'!s egricultural policy is to beo based.

For those who had oxpocted & morc spocific statemont of policy, the
essentinlly vague charecter of tho official unnouncomont is dis-
appointings it provides the basis for little more then conjecture as

to what the size wnd structure of the domestic ggriculture mey be after
the trunsition period. Nor is it morc explicit as to the methods which
mey be used to protect domestic producers from foreign competition,

Briefly, the policy provides for -full gcgricul tural pro-
duction, guarenteed prices as far as four years in sdvance, assured
narkets, the efficient use of land, dispossession of farmers who sare
uneble or unwilling to improve prectices, acquisition of lend for
public use if nccessary for full productivity, the esteblishmint of
e commission to menage «nd develop these lands, snd the organizeation
of County Committees appointed by the Minister of fgriculture to pro-
vide agriculture with local leadership and guidanco.

Al though the Labor Govermment appears preparod to under-
write the futuro prosperity of egricul ture, the mcthods to be cmployed
aweit legislative action. Whether assistance is to be givon by quanti-
tative regulution of imports, by the imposition of teriffs, or by direct
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subsidizetion of production, the cost will be paid by the public.

Since the Government is committed to bettering the standard of living

of the common man, it is committed to a cheap food policy. In pursuance
of this policy, large subsidies to agriculture will be required especially
in the production of those commodities in which Britain does not have

a comparative advantege. As en elternetive, & high price policy may

be pursued with the prices of imported foods increused by tariffs to

the level of domestically produced foods. The full burdon of the latter
policy will bo borno by tho consumer and efforts to raise nutritional
stendards nullified. All indications seem to point to thc adoption of

¢ large scale scheme of dircect subsidization of producers. If the
Govermment is to sccomplish its objoctives, & decision to subsidize
must be uccompenied by measurcs designed to eliminute outmoded high-
cost methods of production.

British texpayers und consumers want to know what the cost
will be "to promote & healthy and efficient agriculture cepuble of
producing that purt of the netion's food which is required from home
sources at the lowest price consistent with the provisions of adequete
remuneruvtion and decent living conditions for farmoers and workers, with
& roasonsble roturn on capital invested."

In 1938-39 when Britain was producing ono-third of its food

requirements, the cost of direct ond indireet subsidies to agriculture
P was cstimated to be cround £ 100 million and totel output, inclusive
of direct subsidies, was valuecd at & 280 million. The Ministry of
Agriculture's monthly index of prices of ferm produce (1927-29 = 100),
which includes dircet subsidies to farmers,avereged 90 in thet year.
By 19l), thc averggo price index hud advanced to 170 ¢nd home production
had expended sufficicntly to provide two-thirds of Britain's restricted
war-time diet. In Februury 194Ji, it was stuted in the House of Commons
that tho wnnual cost of food subsidics waus then £ 205.8 million, The
individual items weres breed, flour, wund oatmeal, ¥ 60.4 million; mest,
£ 23.1 million; potatocs, & 28,6 million; egps, 4 11.3 million; domestic
sugar, 4 10.5 million; milk production, ¥ 10,5 million; cheese, & 3.7
million; bacon, & 1.6 millicn; other (including fluid milk consumption
schemes), & 56.1 million.

Al though the policy stutemont provides little information
ebout the future size of the industry, the tenor of tho proposels
suggests output considerobly groecter than the pre-war level. Some
indication of the magnitude of the cost of such a progrem to the nation
cen be pained from the dute given sbove. True enough, the policy state-
mont provides that "all prices--minimum and actual--will be fixed with
due regerd to the need for the gre.tcst possible efficiency &«nd economy
in methods of production" «nd elso thet "if it should becomo necessury
to apply & quentitative limitetion to any section of the assurcd home
merket, this would be announced 18 months before the hervast in the
case of crops and st least two yeers in advence in the caose of live-
stock, milk, end eggs." Efforts to translate tho veiled stetement
concerning limitation of production into workable logislation which
will limit output by climinating high cost producers heve yct to be
disclosed. The outlook for roductions in farm prices is not bright
since wages to bo consistent -with Government pnslicy moy continue their
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upward trend and tend to cancel reductions in cost brought about by

the use of improved practices. With this hazy cost picture in view,
it is small wonder that the Government has felt it necessary to warn
furmers thut they wre not being given a blank check.

Since British imports of food huve long provided a lerge
share of the¢ exchunge necessery for foreign purchases of British
oxports, docisions on British egricultural policy arec of purticuler
interest to countries cxporting egricultural products. Out of British
imports of food, drink, and tobucco valued et % 432 million in 1937,
I, 289 million werc spent on grein «nd flour, meat, duiry products, wnd
fresh fruits wnd vegetableos. A lurge proportion of the four principel
groups of food imports wus supplied by Empirc sources. In 1937, wbout
50 per cent of her imports of grein and flour, deiry products, and
fresh fruits und vogetebles and LO per cent of her imports of meat ;
products cume from British countries. Argentina w.s the lergest
supplior of foodstuffs outside the Empire, huving furnished 29 per
cont of Britulm's grain end flour imports in 19%7 and 24 per cent of
her imported meat, Demmark runked second &s & supplier of me.ts and
deiry products. Tho United States figured in the agricul turcl import
picture of the Unitod Kingdom primerily wus: e supplicr of rew cotton
and tobacco. Domestic agriculture, which supplied one-third of Britain's
food, was largcly devoted to producing livostock end livestock products.
In the crop ycur 1937-36, the output of livostock and livestock products
amounted to 70 por cunt of the value of the total domostic output. To
support a liveostock industry of this size, about 8.5 million tons of
facdstuffs were imported annually.

It is not likely that British imports of agricultural products
will eqgual the pre-war level in the immediate future.. Nor is it likely
thet they will remain at the war-time low, for even with the great ex-
pansion of production which ocecurred in the war years Britein's food
roations were not generouss If legislation providing for subsidized
production is inteograted with & netiongl policy directed towerd full
cmployment and social security, the resulting highor income mey reise
total demand to « lovel ceapable of absorbing expinded domestic pro-
duction «nd a feirly high level of imports in addition. Imports of
tobacco from the United Stetes will probably not be affected by the
chengo in ggriculturel policy. However, imports of Unitoed States
cotton will depcnd lergoly upon the Unitod Kingdomt!s &bility to oxport
cotton textiles, Many bulk purcheases of food huve been mede during
the wer end some of these contracts extend through 1948. A continuation
of State trading und bulk purchasing in the post-wer poriod mey drastically
effect the dircetion of trado in the future,

As o guide in appreising the recont policy stetement, a
reviow of the policies from which it dcveloped may be helpful. The
world-wide collapse of ferm prices in 1920 struck British agricul ture
with .full force. British farmcrs reacted to ths situution by reducing
employment, by neglecting nccessury maintenence, by contructing pro-
duction, and by secking Governmont aid. The pleas of the furmers for
direct aid were reinforced by thosc of the goneral public in the later
'twenties when it beocume gpperent thuat the cultiveted acreage wes
dwindling repidly and that cbout one-fifth of the agriculturcl leborers
had migratcd to urben crecs.
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Faced with the prospect of a continuing decline under e
leissez-faire policy, the Govermment intorvened in 1926, 2t first,
egricul turul ussistence was limited to efforts to improve efficiency;
diroct aids such as subsidies werc sidesteppod since the Govermont
considered them unsound. In the meentime, the scheme of Empire
preferconce as & meuns of doveloping resources and trade with the
Empire was gaining general fuvor throughout the United Kingdom. Agri-
culturel groups, whose opposition to Imperial Preference hud becn
stiffest, were won over by the prospect of gaining essistance for
domestic production to offset the compotition arising from concessions
to Dominion agriculture. 4 system of preferential tariffs, which had
its boginning in Canade in 1898, was gradually extended to include to
some degroc ncerly all purts of the Empire by the late 'twentics.,

Thus, evon before the signing of the Ottawa agrecments in 1932, it was
obvious thut the United Kingdom had ebundonod its tralitiongl frec-trade
position end had embarked upon & policy combining protection of domestic
production &«nd Empirc proforcnco.

In line with this policy, o series of mousurcs was onacted
which provided for direct assistonce to agriculture by means of subsidy
reyments end estublished certain rcstrictions upon the importetion of
competitive ugricul tural products, With the exception of suger beets,
which wore first subsidized dircctly from the Bxchequer in 1925, the
genorel program of protection began in 1932, By 1939, dircet subsidics
were paid on wheet, barley and oats, suger beets, cattle, shoep, wund
nilk sold for nmunufacture. Import restrictions and price guerantees
nrotected the domcstic market for potetoos, hops, bacon, and hems.,
Thus, by the outbroek of tho second World War, British producers and
distributors of foodstuffs werc accustomed to & large meusure of
Govermment assistance., Tho changing pottorn of domestic production
is shown in the following teblces.

Acroages of Selocted Crops und Grasslends
in tho United Kingdom
(In thousends of wcres)

1923-25| 1930 | 1939 | 19LL
Grains 6,502 | 5,613| 5,208| 9,416
Potatoes 768 68L 704 1,hL21
Sugar bects - %2 31,9 2,8 L2l
Total crops 10,521 | 9,302| 8,813|1L,617
Temporary grass end clover L,712 | L,627| 4,093 L,752
Permanent pasture 17,590 |18,315{18,733|11,698
Tot.l werouge (oxcluding

rough gruzing) 22,823 (32,2L1;| 31,679 31,0671/

Nunber of Livestock in the United Kingdonm
(In thousands)

1923-25| 1930 | 1939 | 19LL

Shecep 22,301 |2,669|26,888|20,31
Pigs 3,157 | 2,670| L,394| 1,875

Source; Official Stetistics for the United Kingdom,

http:/fraser.stlouisfed.org/ 1/ Excluding 600,000 tcres used for militery installations.
Federal Reserve Bank of St. LouiZ™
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Becesuse of urgent need for food and fiber, the progrem of
assistence outlined above was superscdod at the outbresk of the war
by a system whercby wll food domestically produced wes purchused at
& gugranteed price. In order to maximize production, prices were set
&t o level which provided profits evon for uncconomic farms, In
eddition, incentive puymunts were mude on acresges of wheat and potatocs.
£s 8 result, the change-over from tho pre-wer pattern, emphasizing live-
stock &nd livestock products based on uso of grassland and imported feed-
stuffs, to a« war pattern,cmphesizing the production of high encrgy und
protective foods,was sccomplished rapidly, Increused mechenizetion and
vider anplication of scientiflic knowledge helped to reduce costs and
rcsulted in a larger outout for the lebor used. About threo million
acres of lund werc reclaimed and six million acres of permanent pasture
were diverted to the cultivetion of crcps. Although the scizure of in-
efficiently utilized leand wes permitted, few such seizures were necossary.

In genereal, emphesis was placed on crops for direct humen
consunption and on dairy products at the expense of poultry wnd live-
stock proluction for meat. BEnough suger and potatoes were produced to
fulfill ration rcquirements end cereal end vegetable crops wero in-
creased to a point where, in terms of nutritionel content, 60 per cent
of the nation's food was grown at home. Before the war, about two-thirds
of tho food wus imported.

Im May 1943, & four-year progrsm for agriculture wes insti-
tuted which guargnteed mearkets «nd ostablished price floors for crops
and for milk, cuattle, culves, sheep, und lambs until the summer of 1948,
Tho plan providod for o review of the genersl finuncicl eondition of
egricul ture by fermers! orgunizations and the egricultursl depertments
each Februasry for the purpise of fixing prices for tho harvest of the
following year. This program aimed to ensure stable markets for British
fermers through the trensition period from war to posce and to allow
time for the formulution of long-tern policies for agriculture es a
nurt of the nationel cconomic policy.

In May 194);, influential farm organizations meeting in a
joint session sponsored by the Royal Agricultural Society drew up a
statement of objectives to be considered in formulating agricultural
policy. 1In general, the official policy announced by the Labor Govern-
ment follows the recommendutions sponsored by the Royal Agricultural
Society eand provides for the continuation on & permenent basis of
essontiel features of the May 1943 progrem.

In cdopting the policy sc¢t forth in the Hot Springs ugree-
ment as & working principle, Britein can bo expected to alter agri-
cultural output us the world food shortage cascs so as to inercase the
production of relutively perishuble foods necded for better nutrition
such as vegetobles, fruits, milk, eggs, und meut; to cncourage the
expansion of livestock production in wrcus where the necessary feed-
stuffs ewn be grown or cconomicelly imported; end to limit the pro-
duction of bulky, ci.sily stored end shirped foods in arcas where they
cun not be produced officicntly. Trends in this direction are elrcady
discernible in the current decline in wheat &creage from the peek of

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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1943 «nd in the price increuses permitted on all principal commodities
oxcept cereals in the February 1945 review of prices. Dairy herds
have been expunded s & part of the wer progrum, us have vegetable
ECroages.,

The netions ettending the Hot Springs Conference agreed
thet it wus the responsibility of cvery nation to assure adeguate
food for the life and health of its people. Although tho nationsl
level of nutrition in the United Kingdom was improving bcfore the war,
& luarge porcontage of the populetion is still inadequately fed., It
has boen estimated thut if the United Kingdom were to grow at home
the additional food neccssury for an adequate national diet, increases
in production over the 1939 rate would be; milk 65 per cent, eggs
60 per cent, fruits 70 per cent, vegetsbles 60 per cent, und meet
15 per cent. 2 subsidized consumption progrem such as thut suggested
in the Beveridge plun muy be instituted to eid those who otherwise cen
not afford &«n cdequote diet.

The element of newness in the policy announced by the Leabor
Government lies not in the neture of the proposuls but in the projected
applicetion of theso pronos«ls to a peuace-time economy, Planned agri-
cultural production &nd control by public bodies of the private use of
land imposes & grave responsibility upon the Govermment, The conflict
of interest betweon the 9% por cent of the populetion not ongaged in
agricultural pursuits and the 7 per cent so engaged must be reconciled
end the still greater conflict between en expanding high-cost domcstic
egriculture end choep imported food must be rosolved. The extent o
which Britaein meinteins sclf-sufficiency in food production will be
detormined in the long run both by the degree of c¢fficicncy attained
end by the willingness of the tuxpayers te support o high lovel of
agricultural enterky. The artificiel raising of prices to protect
high-cost producers cun be acoomplished only by mcans of enormous sub-
sidies, either direct or indirect, which will in the long run result in
a loworing of the stondard of living. It seems unlikely thet the British
public will be willing t> pay this price permenently for & prosperous
agricul ture., The success of thc British program will accordingly dopend,
in the long run, upon the wbility of British furmers, with govermmentul
guidence, to concentrute upon thosc arcas of production in which the
zap botweon domustic ctnd world prices cun be nurrowed or climinuted.

http://fraser.stlouisfed.org/
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