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national Monetary Fund, I have the honor to present to the Board
of Governors the Annual Report of the Executive Directors for
the fiscal year ended April 30, 1959.

Yours sincerely,

/s/
PER JACOBSSON

Chairman of the Executive Board

Chairman of the Board of Governors
International Monetary Fund

xi

©lInternational Monetary Fund. Not for Redistribution



This page intentionally left blank

©lnternational Monetary Fund. Not for Redistribution



The World Economy in 1958-59

HE year that ended on April 30, 1959 stands out not only

because of the marked changes which occurred in general
business activity and in the international flow of funds, but also
because important steps were taken to consolidate the monetary
improvements achieved since the war and to strengthen the finan-
cial structure of the world economy. Outstanding events were the
sharp upswing of industrial production in the United States, to-
gether with indications of renewed expansion in other industrial
countries; the increase of more than $3.5 billion in the gold and
foreign exchange reserves of Western European countries; the
adoption in December 1958 of external convertibility by 14
European countries and the complementary steps taken by
15 other countries to adjust their exchange controls to the new
conditions thus established; and the proposal made at New Delhi
in October 1958, and the agreements subsequently reached, to
expand the financial resources of the Fund and the Bank.

On the other hand, the experience of many of the primary pro-
ducing countries was much less satisfactory. The decline in the
prices of many primary products, which had begun in 1956, con-
tinued into 1958; and there was a reduction in the earning capacity
of most of these countries, which created further difficulties in
their payments positions and acted as a brake upon their economic
development. They have had to deal with some difficult problems
over the year; it is the more to their credit that so many of them
have taken steps to withstand inflationary pressures, and in some

1
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cases to introduce and carry out comprehensive stabilization pro-
grams. There has been a growing recognition of the importance
of orderly monetary conditions, and of the distortions of economic
activity and the dissipation of resources which occur when such
conditions are absent. As the expansion of activity is resumed in
the industrial countries, and world trade expands, the less devel-
oped countries may expect substantial gains from their continued
efforts toward stabilization and development.

The significance of the events of the past year is most evident
when viewed against the background of the fears that were widely
entertained early in 1958. The recession in the United States was
still deepening, and raw material prices continued to decline. In
the other industrial countries, output had slowed down as the boom
lost its momentum and determined efforts had been made to eradi-
cate inflationary tendencies. Evidence that the decline in economic
activity in the United States had been arrested and reversed by
mid-1958 was, therefore, noted with great relief, as were also the
indications of some expansion in other industrial countries after
the earlier adjustments had been made. Moreover, balance of pay-
ments developments in the United States during the recession and
the subsequent recovery were such as to assist many other coun-
tries. While U.S. exports declined, partly because of the dis-
appearance of the exceptional demands of late 1956 and early
1957, U.S. imports and investments abroad were well maintained.
The result was that most other industrial countries, far from ex-
periencing payments difficulties, were able to add substantially to
their reserves.

Like its two predecessors, the third postwar recession was of
short duration. Modern industrial countries appear to have devel-
oped strong powers of resistance to the downward thrust of the
business cycle. The effects of certain “built-in stabilizers” help to
ensure that consumer disposable income will be well maintained,
even when business inventories and outlay on plant and equipment
undergo substantial reductions. In the postwar period, moreover,
there has been a strong urge toward systematic innovation based
upon the allocation of substantial resources to research, which, by

2
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ensuring a rate of fixed investment less vulnerable to temporary
setbacks, has reduced the severity of recessions and given strength
to the recovery and expansion periods of the cycle. These longer
run factors were supplemented by the authorities with appropriate
policies in successive phases of the business cycle. Thus, once in-
flation had abated, monetary policies in a number of countries
shifted from a position of credit restraint to one of ease and
greater liquidity, in order to mitigate the decline and to encourage
recovery. The lowering of interest rates and the increase of
liquidity in the United States and Germany not only induced ex-
pansion at home and an increased volume of imports from the
rest of the world, but also encouraged the flow of capital abroad—
all of which was helpful in facilitating adjustments elsewhere. In
the United States, the downward movement of interest rates was
reversed in mid-1958, as business recovery got under way; in
Germany, the downward trend persisted through the early part of
1959. Government expenditure increased in various directions in
many countries, although large-scale public works programs played
little part in fiscal policy. Since revenue tended to decline, deficits
appeared, which under the circumstances of the recession helped
to sustain economic activity.

Recovery in the United States was assisted by a large increase
in liquidity. During 1958, the banking system as a whole increased
its domestic assets by about $17 billion. This increase in domestic
assets was associated with increases in the money supply and time
deposits of $13 billion, or about 7 per cent, with an outflow of gold
and increases in official dollar balances of $3 billion, and with a
rise in the banks’ capital accounts. But unlike the pattern of many
recessions in the past, prices and costs did not decline. For an
effective stimulus to recovery, therefore, greater reliance was
placed on the creation of liquidity.

The decision taken by 14 Western European countries at the
turn of the year to establish nonresident convertibility was perhaps
the most notable step since the end of World War II toward the
establishment of a truly multilateral system of payments, in ac-
cordance with the objectives of the Fund, and it was warmly wel-

3
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comed by the Fund. This decision was the result of a remarkable
cooperative effort. While it may be regarded as the culmination of
the developments that occurred during 1958, it became possible in
fact only because of the steady strengthening of the European
economies that had taken place in the preceding years.

This strengthening was the result of a variety of factors. Aid
from the United States was of great importance in the early years,
helping in the task of reconstruction. Then, with production ex-
panding, cautious credit and fiscal policies became increasingly
effective in eliminating the overstrain in European economies. By
and large, these countries had, by 1958, rid themselves of infla-
tionary pressures which had endangered their currency positions
throughout much of the postwar period; in most of them, the rela-
tion between money supply and gross national product, for
instance, had been brought back to more normal proportions.
Increased economic and financial strength was also shown by
improved payments positions and the accumulation of reserves,
which was particularly rapid in 1958. In the years 1956-58,
financial assistance from the Fund had been an important factor
in helping to overcome emergencies and strained positions, and
the steps to enlarge the Fund’s resources, which were initiated at
its Annual Meeting in New Delhi in October 1958, gave increased
confidence that the Fund would continue to be able to reinforce
reserves.

The exchange rates quoted in the free markets for the “trans-
ferable” currencies of certain Western European countries had for
some time before the decision to establish nonresident converti-
bility differed from parity by only a slight margin. However, this
did not mean that the decision was no more than the formal
recognition of an already existing situation. It had in fact a much
deeper significance. It meant, in the first place, the unification of
exchange markets, with proper cross rates naturally emerging
from arbitrage operations, and the disappearance, at least for cur-
rent payments, of the often disturbing element of separate quota-
tions for “transferable” and other types of these currencies.
Another consequence of the adoption of nonresident converti-

4
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bility was the termination of the European Payments Union, which
bad provided for settlements at par rates between central banks
and made available to its members a system of automatic financing
—25 per cent of monthly net balances had been settled by credits
to and from the Union. The elimination of central bank financing
from current settlements could safely be undertaken, not only
because of the improvement in reserves and in balance of payments
positions, but also because there could be greater confidence than
in earlier postwar years in the effective working of the international
banking system. The ordinary channels of financing are supported
by the possibility of obtaining ad hoc credits from the European
Fund set up under the European Monetary Agreement, which had
been worked out in 1955 to replace the European Payments
Union, and, of course, also by the possibility of using the resources
of the International Monetary Fund.

Nonresident convertibility was not limited to countries in
Europe; 15 other countries, most of which are closely related as
members of a monetary area to one or another of the European
countries, also adjusted their exchange controls to the new condi-
tions. But other countries also benefited, for they are now able
more freely to use their holdings of the currencies which were
made convertible for nonresidents. By far the largest part of
world trade is now carried on in convertible currencies, so that
exporting countries are in general free to use the proceeds from
their exports anywhere in the world. This development is also of
both psychological and technical importance for countries applying
multiple rate practices, and an increased willingness to discard
such practices in favor of unitary rates can already be seen.

Finally, while nonresident convertibility by itself does not neces-
sarily produce a reduction of trade restrictions, it has important
repercussions upon trade relations. Now that the proceeds of ex-
ports can, as a rule, be transferred freely into other currencies, the
road has been opened to the elimination of discrimination in trade
and payments practiced on balance of payments grounds. That
improvement in reserves and in balance of payments positions
which made possible the move to nonresident convertibility itself

5
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also facilitated a greater freedom of trade. It was, therefore,
natural that the move should be associated in some countries with
a further liberalization of trade, and it is to be expected that coun-
tries will be able to make further progress along these lines. The
Fund intends to continue its study of the remaining restrictions—
and especially the remaining discriminatory restrictions—and in
the meantime, it is urging its members to eliminate discrimination
as rapidly as is feasible.

Exchange developments in Western Europe in the first half of
1959 were distinctly favorable, thus providing further confirma-
tion of the fact that these countries have on the whole attained a
balanced position internally and increased strength in relation to
other countries and continents. This gain in strength is the more
remarkable since it has occurred at a time of continuing inter-
national political tensions, which fortunately have had little effect
on economic activity or on the movements of funds.

If inflation does not at present pose the acute problem for the
industrial countries that it did some years ago, this is due primarily
to determined action on the part of the authorities to keep it in
check. The comparative stability of the price level of finished
goods in most industrial countries during the past year, how-
ever, has been due to some extent to the fall in prices of imported
raw materials, and the threat of inflation has by no means passed.
As it becomes clear that the recession has been overcome, in-
creasing care will have to be taken to maintain by appropriate
policies internal stability and the external value of the currency.
The need for positive policies is all the greater because in many
countries there is still a lingering expectation of inflation, nour-
ished by years of rising prices and their failure to fall during the
recession in North America. Such a situation may well require a
clear demonstration by the authorities that no further inflation will
be allowed.

In analyzing recent world balance of payments developments,
account must also still be taken of the part played by U.S. Gov-
ernment payments abroad, which in 1958 amounted to $5.8 bil-
lion. However, the acceptance of convertibility by a large part of
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the trading world provides clear evidence of a conspicuous change
in the unique position occupied by the U.S. dollar since the end
of World War II. Underlying this change were tendencies toward
the development of competitive world markets for both goods and
capital. Part of the recent improvement in the balances of pay-
ments of industrial countries in Europe and of Japan, compared
especially with the U.S. position, was associated with the return
to more normal competitive conditions in the world markets for
manufactures. The advantage which U.S. exporters and, to a
much smaller extent, UK. and Belgian exporters enjoyed in these
markets in the early postwar years has been gradually eliminated
by the recovery of productive capacity and efficiency in other in-
dustrial countries. For some years these tendencies had not pro-
duced their full effect, as insistent domestic demand pressing
against still limited capacity kept export supplies down; but as
boom pressures were eased, a setting was created in which the
full competitive capacity was increasingly realized. This new com-
petitive position was reflected both in a large increase in U.S.
imports from the other industrial countries and in some reduction
in the share of the United States in world exports of manufactures.
Despite these changes, however, this share was still somewhat
greater in 1958 than it had been in prewar years.

With the reconstruction of their economies virtually completed,
industrial countries can play a more active role in providing
capital, both private and official, for the development of the less
industrialized countries. The improvements which led to non-
resident convertibility have set the stage for a gradual increase in
the freedom of capital to move across national boundaries, and the
rise in interest rates in the United States since the middle of 1958,
contrasted with the decline in rates in Europe, has increased the
relative attractiveness of European money and capital markets to
foreign borrowers.

The significance of Western Europe for the world economy is
further indicated by the fact that its imports of raw materials and
foodstuffs from the less developed countries are nearly twice those
of the United States. Business fluctuations in Europe thus have an

7
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autonomous influence on the earning capacity of the primary pro-
ducing countries, and this influence has been felt increasingly in
recent years.

In these circumstances, close attention is being paid to the de-
velopment of the European Economic Community, the first prac-
tical measures of which came into force on January 1, 1959. In
this association, six Fund members in Europe (Belgium, France,
Germany, Italy, Luxembourg, and the Netherlands) have begun
the gradual abolition of the trade barriers between themselves and
the coordination of their financial, fiscal, and social policies, with
a view to achieving a higher level of output and welfare in each
of the six countries. When the first reductions of trade barriers
between these countries became effective from the beginning of
1959, arrangements were also made whereby some part of the
benefit of the reductions was extended to other participants in the
General Agreement on Tariffs and Trade. Discussions are taking
place about further similar arrangements in the future, but the
solutions that may be found cannot yet be foreseen. The treaty
establishing the Community contains provisions for financial co-
operation between the six countries, and the monetary framework
for this cooperation was set when the six members established non-
resident convertibility just before the Community began to operate.

Increased general confidence has resulted from the fact that the
recession in the United States has, as on two previous occasions in
the postwar period, been overcome quickly, and with limited un-
toward effects upon the rest of the world. The virtually irrevocable
character of the movement toward convertibility of the various
European and other currencies and the strengthening of reserves—
of primary reserves in Europe, and of secondary reserves every-
where as a result of the expected enlargement of the resources of
the Fund—have set the stage for a further steady expansion of
multilateral world trade.

Notwithstanding these encouraging developments, careful atten-
tion has to be given to the other, far less satisfactory, aspects of
the world economy presented by the general situation of the
primary producing countries. From 1954 to 1958, the terms of

8
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trade of these countries taken as a group have deteriorated every
year, the decline for the entire period being of the order of 12 per
cent. The decline in the prices of primary products has been more
than a cyclical development. In any single year, the interplay of
short-run factors affecting either supply or demand, such as busi-
ness conditions in the United States or Europe, the trading policies
of countries in the Soviet bloc, weather conditions, plant diseases,
strikes, etc., tend to produce divergent movements in the prices of
primary products. But over the last decade as a whole, the prices
of many raw materials and foodstuffs have been affected by a
gradual but substantial increase in their supply, while demand has
been weakened by the increased use of synthetic substitutes and
by technical changes that have gradually reduced the raw material
content of some finished products. As a consequence, while the
renewed expansion of world industrial production has benefited
the prices of some primary products, it has not led to any appre-
ciable general increase.

These broad commodity price developments have had an un-
favorable effect upon the setting in which the less developed coun-
tries have to plan their economic development, and they have
increased the difficulties both of achieving a satisfactory rate of
growth and of dealing with inflationary pressures. The less devel-
oped countries do not indeed have to face their problems unaided,
for funds from abroad have been made available—and are likely
to continue to be available, especially where stable monetary con-
ditions have created an environment that is favorable both to
domestic capital formation and to the inflow of foreign capital. In
the circumstances of today, the importance of such financial sup-
port has become even greater than before. Satisfactory domestic
policies can be more confidently applied when supported by an
adequate inflow of international capital.

Even with long-term loans and grants from abroad, the adjust-
ment of economic and financial policy to the magnitude of the
foreign exchange receipts that is realistically to be expected pre-
sents serious difficulties for many of the less developed countries.
For some of them their problems are aggravated by mounting

9
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charges for the service of short-term and medium-term indebted-
ness contracted in recent years. The enlargement of resources and
their effective use necessitate many difficult decisions in relation
not only to development policies, but also especially to fiscal and
monetary questions. If these decisions are evaded, inflation will
take its course, and will not only distort the allocation of re-
sources, but before very long is likely also to reduce the amounts
available for productive investment. The experience of the last
decade has brought most governments to the conviction that con-
tinued inflation is not conducive to sustained development, and
that only by making the hard choices before them can they steer
their gountries through the present difficulties in the expectation
of reaching a more satisfactory situation in the future.

In dealing with these questions, a considerable number of the
less developed countries have sought close cooperation with the
Fund. Further discussion of this question will be found in the last
section of Chapter ITI. The Fund has provided technical assistance
to some of them; it has also made its resources available to ease
the immediate impact of the adjustments that have to be made.
At the same time, the adoption of measures leading to a sound
monetary situation makes it easier for the countries concerned to
arrange for long-term funds for economic development.

Indeed, the more developed countries can be helpful to the less
developed countries in a number of ways, and it is, moreover,
directly in their own interest to do so. By maintaining a high level
of domestic activity, they can exercise a favorable influence on the
export earnings of these countries. They can further affect these
earnings by the manner in which they order their policies with
regard to their own primary producers. In this respect, industrial
countries have often shown an unfortunate tendency to give far
greater weight to the interests of small groups of domestic pro-
ducers than to the interests either of the large body of primary
producers abroad or of consumers at home. Restrictions on im-
ports of primary products by the more developed countries, or
exports of surplus stocks without proper safeguards, have unfavor-
able effects on the export earnings of countries elsewhere that are
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heavily dependent on the sale of the commodities in question. In
addition to paying greater attention to the impact of their trade
policies on other countries, the developed countries, as already in-
dicated, can assist, and have assisted, the less developed countries
by making available official capital and by stimulating the flow of
private capital, insofar as this flow depends on them rather than
on the policies of the countries in need of investment funds from
abroad. The short- and medium-term capital that has been avail-
able to some countries does not provide an adequate foundation
for economic development, and during the past year several in-
teresting initiatives have been taken to increase the flow of official
capital on a more assured basis.

The improvement in the reserve positions of many industrial
countries is reflected in the Fund’s financial activities during the
past year; repurchases—some of them earlier than was required—
were twice as large as drawings. However, the total of drawings,
$263.5 million, was substantial; and the total amount outstanding
on April 30, 1959 under stand-by arrangements, newly concluded
or renewed, was $1,132.8 million. Most of the drawings were
made by less developed countries. The volume of transactions in
1958-59 was smaller than in the two preceding years, when the
total was dominated by a few large transactions which gave valu-
able support to several currencies, and in particular to sterling, the
French franc, the guilder, the yen, and the Indian rupee. While
there were no comparable critical conditions in this last year to
cause such large demands on the Fund’s resources, there were 20
countries to which the Fund sold currencies or with which stand-
by arrangements were made or renewed.

At the end of April 1959, the Fund held $2.5 billion in gold
and U.S. dollars, but of this only $1.4 billion was uncommitted,
compared with uncommitted funds of $3.5 billion at the end of
September 1956—before the recent active period began. To en-
sure that the Fund would be in a position to meet the demands
which might properly be made upon it, action was initiated at the
Annual Meeting in New Delhi for a substantial increase in the
Fund’s resources. As explained later in this Report, the initiative
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taken in New Delhi seems likely to lead to that result. The gov-
ernments have almost unanimously approved the Executive Direc-
tors’ Report, Enlargement of Fund Resources, and a number of
them have already informed the Fund of their consent to the
proposed increases in their quotas and have made the additional
payments to the Fund.

The significance of this increase in the Fund’s resources is not
to be measured only by the extent to which these new resources
are drawn upon. A stand-by arrangement that is not followed by
use of the Fund’s resources is as important as a stand-by under
which a drawing has been made; and in the same way, the in-
crease in the Fund’s resources may still have great importance,
even if for some time to come drawings on the Fund do not reach
substantial amounts. The essential objective is, above all, the
creation of a feeling of confidence among Fund members that,
even if the reserves directly under their control are considered not
adequate to meet every eventuality, they can safely make their
decisions with respect to the freedom of payments and trade with-
out having to pay undue regard to such temporary balance of pay-
ments difficulties as may from time to time occur.

12
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II

Activities and Policies of the Fund,
1958-59

Fund Membership and Quotas

URING the past fiscal year two countries became members
D of the Fund, Spain on September 15, 1958, with a quota of
$100 million, and Libya on September 17, 1958, with a quota
of $5 million. With the merging of Egypt and Syria into a single
state, the United Arab Republic has become a single member of
the Fund with one quota. The total membership of the Fund is
now 68,

The quota of the Philippines was increased on January 30,
1959, from $15 million to $50 million. The aggregate quotas of
Fund members thus became $9,228 million.

The members of the Fund, their quotas, voting power, Gov-
ernors, and Alternate Governors as of April 30, 1959 are listed in
Appendix I, and changes in membership of the Board of Gov-
ernors in Appendix II. The Executive Directors and Alternate
Executive Directors of the Fund and their voting power are shown
in Appendix III, and changes in the membership of the Executive
Board in Appendix IV.

Increasing the Fund’s Resources

At the Thirteenth Annual Meeting of the Board of Governors of
the Fund in New Delhi in October 1958, it was resolved “That the
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Executive Directors promptly consider the question of enlarging
the resources of the Fund through increases in quotas and that, if,
having regard to views expressed by Governors and considering
all other aspects of the matter, they find that action to carry out
such increases would be desirable, they submit an appropriate
proposal to the Board of Governors for action either at a meeting
of the Board or by vote without a meeting, as the Executive
Directors may determine.” After thoroughly examining the ques-
tion, the Executive Directors submitted a Report to the Board of
Governors on December 22, 1958. The Report stated, in the first
place, that the need for an increase in the Fund’s resources arose
from the tasks which, under its Articles of Agreement, it has to
perform in an expanding world economy. Experience had shown
that financial assistance by the Fund tends to be concentrated in
periods marked by exceptional strains in the world’s monetary
system. Major economic and financial pressures would often affect
several countries more or less at the same time, so that the calls on
the Fund’s resources might be of substantial proportions in a rela-
tively short period. The experience of the Fund in recent years
had shown that it must remain prepared for diverse contingencies,
many of which cannot be clearly defined in advance. At the end
of November 1958, the Fund’s holdings of gold and U.S. dollars
amounted to $2.3 billion. If commitments under stand-by arrange-
ments, totaling $0.8 billion, are deducted, the balance of gold and
U.S. dollars was $1.5 billion, compared with $3.5 billion at the
end of September 1956. The fact that in the light of past experi-
ence the Fund’s resources at the time of the Report could not be
considered adequate to meet sudden calls upon them was given
added force by the need of the Fund always to maintain enough
liquid resources to give its members confidence that in the Fund
they have a second line of reserves. The hope was expressed that
a way might be found so that the currencies of the main industrial
countries other than the United States could be drawn from the
Fund, even though these currencies are not fully convertible for
Fund purposes; but it was also stressed that the Fund must be
prepared to meet situations in which its holdings of gold and con-
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vertible currencies would be of decisive importance. Account had
to be taken of the fact that in the last decade the volume of world
trade had nearly doubled, and that the rise in dollar prices since
1944 had correspondingly reduced the real value of the Fund’s
resources. Moreover, the expansion of trade and the greater free-
dom of international payments, including capital movements, may
intensify the effects of any sudden change in confidence in a major
currency. The Fund’s members must be assured that it is ade-
quately equipped to take the strains of crisis and adversity. The
Executive Directors accordingly concluded that it was highly de-
sirable to enlarge the Fund’s resources through increases in quotas,
and recommended a general increase of 50 per cent in members’
quotas as a reasonable basis for action by the Board of Governors.

In view of the position in world trade of Canada, the Federal
Republic of Germany, and Japan, and their recent relative eco-
nomic growth, increases beyond 50 per cent in the quotas of these
countries were also recommended as appropriate and highly desir-
able, particularly as such increases would enlarge the Fund’s hold-
ings of currencies likely to be drawn by other members. For
Canada, the recommended increase would raise its quota to
$550 million, for the Federal Republic of Germany, to $787.5
million, and for Japan, to $500 million. A general 50 per cent
increase, together with these three special increases, would increase
the resources of the Fund by the equivalent of $5.1 billion, includ-
ing gold payments of nearly $1.3 billion. The Fund’s holdings of
gold and U.S. dollars would be doubled from $2.3 billion to
$4.6 billion, and its holdings of gold and of the six currencies so
far drawn from the Fund would be increased by 75 per cent, from
$4.7 billion to $8.2 billion.

At the same time the Board of Executive Directors recom-
mended additional quota increases for a number of members with
small quotas for which it had been indicated at the time of the
second quinquennial review of quotas in January 1956 that re-
quests for increases in quotas would be sympathetically considered.
Since that time it has been the practice of the Executive Directors
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to recommend, and of the Board of Governors to agree to, in-
creases in accordance with the following formula:

Quotas below $5 million could be raised to $7.5 million;

Quotas of $5 million and above but below $10 million could be
raised to $10 million;

Quotas of $10 million and above but below $15 million could
be raised to $15 million;

Quotas of $15 million and above but below $20 million could
be raised to $20 million.

As reported in recent Annual Reports, the quotas of 8 members
have already been increased in terms of this formula. In addition,
a special increase, which is reported above, was granted to the
Philippines. The Executive Directors recommended in December
1958 that each of the 24 other countries with quotas less than
$20 million should be given the opportunity

(i) to increase its present quota by 50 per cent, or
(ii) to accept a quota equal to the amount available under the
small quota formula increased by 50 per cent, or
(iii) to accept a quota of such amount between (i) and (ii) as
it might choose.

The members to which this recommendation applies are Afghan-
istan, Bolivia, Burma, Ceylon, Costa Rica, Ethiopia, Ghana,
Guatemala, Iceland, Iraq, Jordan, Korea, Lebanon, Libya, Luxem-
bourg, Panama, Saudi Arabia, the Sudan, Thailand, Tunisia, the
United Arab Republic (in respect of the Syrian Region), Uruguay,
Venezuela, and Viet-Nam.

The Executive Directors recommended that in all cases the ad-
ditional subscriptions of members consenting to an increase of
quota should be paid as to 25 per cent in gold and the balance in
the member’s currency. Before the quota increase can become
effective, payment of both portions of the additional subscription
must be made, even by those members which have not yet been
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required to pay their original subscriptions. However, since the
prompt payment in gold of 25 per cent of the quota increase might
cause hardship in some countries, special facilities for payment
were provided in these cases. The Executive Directors stated
further that the policies and practices governing the use of the
Fund’s resources, which had successfully stood the test of prac-
tical application, should not be changed as a consequence of the
increases in quotas recommended by them.

The plan for increasing the Fund’s resources was closely related
to the plan undertaken at the same time for increasing the author-
ized capital of the International Bank for Reconstruction and De-
velopment. Any member consenting to an increase in its Fund
quota was expected to request a corresponding increase in its sub-
scription to the capital of the Bank, and the general increase in
each institution was made contingent upon the increase in the
other.

The Resolutions submitted to the Board of Governors in order
to make these recommended quota increases effective are repro-
duced in Appendix V. For their adoption affirmative votes were
required from Governors representing members having at least
80 per cent of the present quotas in the Fund. When voting was
completed on February 2, 1959, affirmative votes had been re-
ceived from Governors representing countries with more than
99 per cent of the present quotas. It then remained for each
member country to complete the procedures necessary to accept
the increase in quota offered to it and to make the required pay-
ments to the Fund. None of the increases becomes effective unless
the Fund determines that members having not less than 75 per
cent of the total of quotas on January 31, 1959 have consented to
increases, and members have been requested to notify the Fund of
their consent by September 15, 1959. At the time of writing this
Annual Report, members with 47.3 per cent of the present quotas
in the Fund had informed the Fund of their consent to the recom-
mended quota increases, and many other members had initiated
the legislation necessary to enable their Governments to take a
similar step.
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While the Report on a general increase of Fund quotas was
under consideration by the Executive Directors, the Fund also
received requests from 14 members for quota increases that ex-
ceeded the recommended increases described above. These re-
quests, from Argentina, Brazil, Ceylon, Cuba, Denmark, Ghana,
Iran, Israel, Mexico, Norway, Saudi Arabia, Thailand, Turkey,
and Venezuela, were subsequently further considered by the
Executive Directors, who on February 24, 1959 adopted a Report
and Resolution for submission to the Board of Governors which
recommended additional increases for these members. The Resolu-
tion, upon which the Governors were invited to vote not later than
April 6, 1959, is reproduced in Appendix VI. Affirmative votes
were cast for all of these recommended increases by Governors
representing members having more than 96 per cent of the present
quotas in the Fund. The members concerned are also required to
notify the Fund of their consent to the proposed increases not
later than September 15, 1959.

Use of the Fund’s Resources

During the financial year from May 1, 1958 to April 30, 1959,
total repurchases, equivalent to $537.3 million, substantially ex-
ceeded total purchases from the Fund, equivalent to $263.5 mil-
lion (Table 1). Whereas record sales of currency by the Fund
had been reported in the preceding two years, 1958-59 was a
record year for repurchases, the number of members repurchasing
being greater than in any previous year and the amount repur-
chased being almost double the repurchases in any previous year.
These repurchases occurred, on the one hand, because the reserve
positions of several members, particularly some of the industrial
countries, improved, and, on the other hand, because repayments
to which some members had committed themselves either at the
time of their purchases from the Fund or at a later date became
due. Repurchases were effected by 5 members in Europe, 5 in
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TABLE 1. SUMMARY OF FUND TRANSACTIONS, FISCAL YEARS ENDED
APRIL 30, 1948-59

(In U.S. dollars)

Total Stand-By
Total Purchases by  Arrangements in Force Total Repurchases
Members at End of Fiscal Year by Members

1948 606,045,000.00 — b
1949 119,438,380.91 -_ —
1950 51,800,000. —_ 24,207,652.46
1951 28,000,000.00 _ 19,093,244.36
1952 46,250,000.00 —_ 36,578,805.97
1953 66,125,000.00 55,000,000 184,958,162.26
1954 231,290,000.00 112,500,000 145,106,208.24
1955 48,750,000.00 112,500,000 276,275,398.29
1956 38,750,000.00 97,500,000 271,661,333.80
1957 1,114,047,648.7¢ 1,212,280,000 75,038,810.14
1958 665,731,620.70 1,500,030,000 86,806,219.72
1959 263,517,042.67 1,257,130,000 537,319,879.89
Total 3,279,744,693.04 1,657,045,715.13

Latin America, 3 in the Far East, and 1 in the Middle East.
Belgium, Denmark, Israel, Japan, the Netherlands, and Nicaragua
made repurchases in full and thereby reduced the Fund’s holdings
of each of their currencies to 75 per cent of quota, and the United
Kingdom made a substantial partial repurchase.

The improvements in reserve position which led to extensive re-
purchases from the Fund were also sufficient in Western Europe
to permit the important steps for the establishment of external
convertibility to be taken without any new calls being made on
the Fund’s resources. Accordingly there was a considerable shift
in the directions in which the Fund made its resources available.
The total amount of currency purchased by Fund members during
the last fiscal year was the fourth highest since the Fund began its
operations. But while the amount involved in these purchases or
in stand-by arrangements entered into or renewed was 24 per cent
less than in the previous year, the number of members concerned
in these activities fell short of last year’s total by only one. Of
these members 13 were in Latin America, 3 in Europe, 2 in the
Far East, and 2 in Africa. Only one of the members purchasing
exchange from the Fund during the year is an industrial country,
nearly all the Fund’s transactions being with countries whose
exchange receipts come almost entirely from the export of primary
products.
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With the exception of the purchases by Cuba, the Philippines,
the Sudan, and Turkey, all the purchases during the past fiscal
year were under stand-by arrangements which had been made in
either the current or the preceding year. The number, 14, of these
arrangements entered into or renewed was greater than in any
previous financial year of the Fund. The increasing use of stand-
by facilities may be taken as proof that members have found
them a useful instrument when they are considering the form of
financial assistance that will be most effective in helping them
overcome temporary balance of payments difficulties. Three mem-
bers, El Salvador, Pakistan, and the United Kingdom, have been
content to arrange an assured line of credit with the Fund which
has not, in fact, been utilized to purchase foreign exchange. Other
members have made purchases in support of intentions and pro-
grams that they have outlined to the Fund. Three stand-by
arrangements expired during the past year without having been
utilized fully or at all, and were not renewed since the members’
reserve positions had improved so far that this type of assistance
was no longer required.

The support that the Fund has been able to give to comprehen-
sive stabilization programs through the financial resources made
available to members has again been of particular interest. As in
previous years, additional financing was procured by some mem-
bers from other sources, such as commercial banks and govern-
ment agencies, mainly in the United States. In such interrelated
financial operations, account can be taken of the diversity of pur-
poses for which external financing is appropriate and for which,
therefore, financial assistance may properly be drawn from several
sources. At the same time each agency or institution concerned
with the operation will form its own judgment, in the light of its
own principles, of the adequacy of the stabilization program that
the country proposes to adopt. Argentina, Turkey, Mexico, and
Chile are among the countries that have negotiated “parallel
arrangements” of this kind during the past year.

Argentina’s stand-by of $75 million was arranged in December
1958 in support of a program that included exchange, fiscal, and
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credit reforms. At the same time, an exchange agreement for $50
million was made with the U.S. Treasury; balance of payments
loans of $78.5 million were procured from the Export-Import
Bank of Washington and U.S. commercial banks; and develop-
ment loans of $125 million were granted by the Export-Import
Bank and the U.S. Development Loan Fund.

No stand-by arrangement was made with Turkey, but it pur-
chased US$12.5 million and the equivalent of $12.5 million in
deutsche mark from the Fund in support of a program of far-
reaching fiscal, credit, and exchange measures presented simul-
taneously to the Fund, the Organization for European Economic
Cooperation (OEEC), and the U.S. Government. The OEEC
countries and the European Payments Union furnished credits
equivalent to $100 million and U.S. agencies another $234 million,
and negotiations for the postponement of certain debts resulted in
an agreement for their repayment over a period of twelve years.

The Fund’s support in the form of a six-month stand-by for
$90 million was requested by Mexico when it adopted budgetary
and credit measures to strengthen confidence in its currency. At
the same time Mexico reaffirmed its determination to maintain the
stability and convertibility of the Mexican peso. The resources
made available by the Fund were augmented by a credit of $100
million from the Export-Import Bank; at the time of the stand-by
Mexico also had available reserves amounting to $360 million and
a stabilization credit of $75 million from the U.S. Treasury.

When the Fund agreed to a renewal of its stand-by arrangement
with Chile, the balance available was increased by $2.5 million, to
$8.1 million, in support of new policy measures adopted in order
to terminate inflation in Chile. This program was also supported
by loans of $28.9 million to be administered by the Export-Import
Bank and $53 million from U.S. commercial banks granted in
May 1959. In addition, the U.S. Treasury increased the amount
in its exchange agreement with Chile from $10 million to $15 mil-
lion. The Export-Import Bank also stated that it was preparing to
complete studies involving prospective credits of about $25 million
to private companies in Chile.

21

©lInternational Monetary Fund. Not for Redistribution



In order to meet the need for funds for the implementation
of their stabilization programs and for the maintenance of con-
vertible currencies free of restrictions, twelve-month stand-by
arrangements with the Fund were entered into by Haiti for $5
million and by Honduras for $4.5 million. In Honduras the
seasonal decline in international reserves was an additional justifi-
cation for support by the Fund. When Nicaragua was faced with
the probability that the seasonal decline in its reserves would be
aggravated by lower prices for coffee and by considerable diffi-
culty in marketing its cotton crop, the Fund agreed to a six-month
stand-by arrangement for $7.5 million.

The Fund’s policy and practice in respect of the use of its re-
sources, which have been described in recent Annual Reports,
have remained unaltered. Members are given the overwhelming
benefit of the doubt in relation to requests for transactions within
the “gold tranche,” i.e., the portion of the quota which can be
regarded as equivalent to the gold subscription. The Fund’s atti-
tude to requests for transactions within the first credit tranche,
that is, transactions that bring the Fund’s holdings of a member’s
currency above 100 per cent but not above 125 per cent of quota,
is a liberal one, provided that the member itself is also making
reasonable efforts to solve its problems. Requests for transactions
beyond these limits require substantial justification. They are
likely to be favorably received when the drawings or stand-bys are
intended to support a sound program aimed at establishing or
maintaining the enduring stability of the member’s currency at a
realistic rate of exchange. In accordance with all the principles
outlined above, the Fund has in appropriate cases continued to
receive from members seeking to purchase exchange or to enter
into stand-by arrangements declarations of intent as to the policies
that would be followed.

The principles underlying the Executive Board’s decision of
February 13, 1952, as set forth in the Annual Report for 1952,
are now well understood and supported by members of the Fund.
According to these principles, exchange is purchased from the
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Fund to meet temporary balance of payments difficulties, and the
purchase should not remain outstanding beyond a period reason-
ably related to the payments problem in respect of which it has
been made. The period involved should normally fall within an
outside range of three to five years. Thus the revolving character
of the Fund’s resources would be assured, and they would not
become frozen. One half of the members that have made re-
purchases have in fact done so within three years of the drawing.

As a result of repurchases the Fund’s holdings of U.S. dollars,
the currency which hitherto has been most in demand, were in-
creased by $254.7 million in the financial year ended April 30,
1959. In 1957 they had been replenished by sales of gold amount-
ing to $600 million. The Fund’s holdings of gold were increased
by repurchases and other payments in the financial year under
review by the equivalent of $114.5 million. On April 30, 1959 the
Fund held gold and U.S. dollars equivalent to $2,502.8 million.
However, commitments under stand-by arrangements, which had
amounted to $884.3 million at the end of April 1958, had in-
creased by the end of April 1959 to $1,132.8 million, so that dur-
ing the year the Fund’s liquidity position improved only slightly.
Some of the unutilized drawing rights under stand-by arrange-
ments may not be exercised by members, and some members may
draw in other currencies. Furthermore, a substantial volume of
repurchases will mature in the remaining months of 1959 and in
1960. However, the most important factor determining the Fund’s
long-term liquidity position is the proposed increase of the Fund’s
resources, which is described earlier in this chapter. If consent is
given to all the quota increases recommended in December 1958
and February 1959, the total resources of the Fund will be in-
creased by $5.8 billion (including additional gold payments of
$1.44 billion), to the equivalent of $15 billion. The substantial
addition to the Fund’s liquid resources which this increase makes
possible and the flow of repurchases will together greatly strengthen
the second line of reserves available to members faced with tempo-
rary balance of payments difficulties.
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Fund Transactions

The Fund’s operations in the year ended April 30, 1959 are
presented in summary form in Table 2 (purchases of currency),
Table 3 (stand-by arrangements), and Table 4 (repurchases of
currency).

The currencies sold by the Fund during the past year include
not only U.S. dollars but also deutsche mark and sterling. Of the
32 exchange transactions during the year, drawings under stand-by
arrangements number 28 and account for 76 per cent of the total
currency sold. The Fund made extensive use of the power con-
ferred by Article V, Section 4, to waive the limitation of a
member’s drawings to 25 per cent of its quota in any twelve-
month- period and thus to permit drawings beyond this amount.
All exchange transactions during the year involved the granting of
a waiver except the purchase by the Philippines and the stand-bys
of Chile and Pakistan. Since the first waiver was granted in
August 1953, only 18 requests for Fund drawings have not
required the use of a waiver.

Of the stand-by arrangements entered into or renewed during
the past fiscal year, 3 were for a period of six months, 1 was for
a period of nine months, and 9 were for a full year.

TABLE 2. PURCHASES OF CURRENCY FROM THE FUND, FiscAL YEAR
ENDED APRIL 30, 1959

Total Equivalent

Member Sterling Deutsche Mark U.S. Dollars in U.S. Dollars
Argentina $18,500,000 $18,500,000
Bolivia 1,000,000 1,000,000
Brazil 54,750,000 54,750,000
Chile 4,400,000 4,400,000
Cuba 25,000,000 25,000,000
France DM 126,000,000 36,250,000 66,250,000
Haiti 2,792,000 2,792,000
Honduras 1,250,000 1,250,000
Mexico 22,500,000 22,500,000
Nicaragua 1,875,042.67 1,875,042.67
Paraguay 750,000 750,000
Peru 14,500,000 14,500,000
Philippines 8,750,000 8,750,000
Sudan £1,785,714-5-9 — 5,000,000
Turkey 52,500,000 12,500,000 25,000,000
Union of South Africa 4,000,000 11,200,000

Total £5,785,714-5-9 DM 178,500,000  $204,817,042.67 $263,517,042.67
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TABLE 3. FUND STAND-BY ARRANGEMENTS WITH MEMBERS,
FiscaL YeArR ENDED APRIL 30, 1959

(In millions of U.S. dollars)

Date of Date of Amount Available
Member Inception Expiration Amount April 30, 1959

Argentina Dec. 19, 1958 Dec. 18, 1959 75.00 56.50
Bolivia Dec. 29, 1957 Feb. 28, 1959 3.50 —
Brazil June 3, 1958 June 2, 1959 37.50 —
Chile Aprit 1, 1958 March 31, 1959 10.00 —
April 1, 1959 Dec. 31, 1959 8.10 8.10

Colombia June 19, 1957 June 18, 1958 25.00 —
June 19, 1958 June 18, 1959 15.00 20.00

El Salvador Oct. 1, 1958 March 31, 1959 7.50 —_
France Jan. 31, 1958 Jan. 30, 1959 131.25 —_—
Haiti July 14, 1958 July 13, 1959 5.00 2.21
Honduras Nov. 12, 1957 May 11, 1958 3.75 —
Jan. 29, 1959 Jan. 28, 1960 4,50 3.28

Mexico March $, 1959 Sept. 4, 1959 90.00 67.50
Nicaragua Sept. 15, 1958 March 14, 1959 7.50 —_—
Pakistan Dec. 8, 1958 Dec. 7, 1959 25.00 25.00
Paraguay July 30, 1957 July 29, 1958 5.50 —_
July 30, 1958 July 29, 1959 1.50 1.25

Peru Feb. 10, 1958 Feb. 28, 1959 25.00 —
March 1, 1959 Feb. 29, 1960 13.00 10.50

Union of South Africa April 8, 1958 April 7, 1959 25.00 -—
United Kingdom Dec. 22, 1957 Dec. 21, 1959 738.53 938.531
Total 1,257.13 1,132.84

! The amount of $738.53 million originally available to the United Kingdom under its stand-by
arrangement was increased by a repurchase of $200 million during 1959, since stand-by arrange-
ments in force at that time permitted drawing rights to be augmented by any repurchase,

Since the beginning of its operations, i.e., from March 1, 1947
until April 30, 1959, the Fund’s resources have been used by 37
members. Drawings have been made by 15 members in Latin
America, 9 in Continental Europe, 5 in the Middle East, 5 in the
Far East, and 5 in the sterling area. The total amount of the
Fund’s exchange transactions is equivalent to US$3,279.7 million.

A summary of all Fund transactions for the period March 1,
1947 to April 30, 1959 is given in Table 5, with further details
added in Appendix VII. Of the currencies purchased from the
Fund the greatest demand has been for U.S. dollars, 91 per cent
of the total sales of exchange having been made in this currency.
There have also been sales of sterling, Belgian francs, deutsche
mark, Canadian dollars, and Netherlands guilders.

During the entire period of the Fund’s activities, 31 members
that had drawn on the Fund repurchased their currencies from the
Fund with gold and convertible currencies to the equivalent of
$1,512.9 million. When sales of currencies of members that had
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previously drawn from the Fund and the settlement payments by
Czechoslovakia after its withdrawal are taken into account, the
amount of outstanding purchases on April 30, 1959 is equivalent
to $1,538 million. The periods during which the amounts drawn
were outstanding on April 30, 1959 are as follows:

Amount Number of

in millions of members

U.S. dollars involved
12 months or less 261.64 15
13 to 18 months 141.40 6
19 to 24 months 255.33 7
25 to 30 months 729.47 8
31 to 36 months 86.18 4
37 to 48 months 24.50 2
49 to 60 months 15.00 1
More than 60 months 24.40 3

All purchases by present members made prior to May 1953 have
been fully reversed. Of the 32 members which paid less than
25 per cent of their original subscription in gold, 16 have repur-
chased a total of $140.5 million in excess of any previous trans-
actions they may have had with the Fund; their repurchases have

TABLE 4. REPURCHASES OF CURRENCY FROM THE FUND,
FiscAL YEAR ENDED APRIL 30, 1959

(In U.S. dollars)

Member U.S. Dollars Gold Total
Belgivm 49,975,817.98 49,975,817.98
Brazil 17,250,000.00 17,250,000.00
Burma 3,000,000.00 3,000,000.00
Colombia 5,000,000.00 5,000,000.00
Cuba 24,999,980.40 24,999,980.40
Denmark 30,202,868.49 2,281,948.87 32,484,817.36
Honduras 3,738,313.30 11,335.10 3,749,648.40
Israel 3,696,085.79 53,843.36 3,749,929.15
Japan 124,995,706.18 124,995,706.18
Netherlands 44,118,272.11 19,620,700.63 63,738,973.401
Nicaragua 1,875,007.02 1,875,007.02
Philippines 2,500,000.00 2,500,000.00
Turkey 4,000,000.00 4,000,000.002
United Kingdom 200,000,000.00 200,000,000.00

Total 465,376,233.95 71,943,645.94 537,319,879.89

erlands repurchases include Can$5,864.71 paid at Bank of Canada, which is equivalent
to USSG 049,99 at the current rate of exchange (Can%$0.969375 per U.S. dollar).
2In addition, Turkey substituted gold for dollars in respect of previous repurchases in the
amount of $4,101,483.50.
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had the effect of putting these members into a position comparable
to that of members whose original gold subscriptions equaled
25 per cent of quota.

The Fund levies charges on its holdings of a member’s currency
in excess of its quota. Since the beginning of its operations, 35

TABLE 5. SUMMARY OF FUND TRANSACTIONS FROM THE BEGINNING
OF OPERATIONS TO APRIL 30, 1959

(In millions of U.S. dollars)

Currencies Purchased Currencies Sold by Repurchases by
Member by Fund Fund Members

Argentina
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Sudan
Sweden
Turkey 73.5
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United Arab Republic

Egypt 33.0

Syria
United Kingdom 861.5 207.9
United States 2,971.6
Yugoslavia 319

Total2 32797 3,279.7 1,657.0

—

w
=
© Pmw She

1 On the basis of the settlement with Czechoslovakia, an t of $4.3 million has been offset
against the drawing of $6 million, the remainder to be paid in installments not later than July 2,

1961.
2 Totals may not equal sums of items because of rounding.
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members have incurred such charges. Currently 21 members are
paying charges on balances in excess of quota, the amount in-
curred during the year under review totaling $23.8 million, com-
pared with $15.6 million during the previous year. Three mem-
bers are at present paying part of the charges in their own
currency in accordance with the provision of the Fund Agreement
permitting such payment if a member’s monetary reserves are less
than half its quota.

Service charges on drawings, which amounted to $3.3 million
in the year ended April 30, 1958, totaled $1.3 million in the past
financial year.

Fund Charges

The revised schedule of Fund charges which has been in effect
since January 1, 1954 was extended by the Executive Board until
April 30, 1960. At the last review of the schedule of charges, on
April 27, 1959, it was decided that, when agreement is reached
under the Fund’s Rules for repurchase within three to five years
after a drawing in accordance with the Executive Board’s decision
of February 13, 1952, the rate charged by the Fund should not
increase beyond 5 per cent per annum. Where an agreement per-
mits the reduction of the Fund’s holdings of a member’s currency
over a period longer than five years, the Fund may apply higher
maximum rates. At the same time, it was provided that stand-by
charges will be paid in advance for the period for which the
stand-by arrangement is agreed. Under the earlier rule, a member
drawing within the first six months of a twelve-month stand-by
arrangement received credit for the stand-by charge only for the
six-month period, that is, for ¥4 of 1 per cent paid in respect of
the amount purchased. Under the new rule, full credit of 4 of
1 per cent will be given. Consistently with this decision a total of
$326,947.98 paid in stand-by charges by 7 members was refunded
to them. The Executive Board’s decision of April 27, 1959 is
reproduced in Appendix VIII.

! Annual Report, 1952, pages 87-90.
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Computation of Monetary Reserves

Monetary reserves data as of April 30, 1958 have been received
from 61 members. Five members have so far not submitted the
reports required by the Fund Agreement; however, none of these
members can have a repurchase obligation.

The Fund and Exchange Restrictions

Most of the members of the Fund continue to maintain ex-
change restrictions under Article XIV of the Fund Agreement and
are required annually to consult the Fund concerning such restric-
tions. In the year ended April 30, 1959, consultations were com-
pleted with 40 member countries. Fund staff members visited 39
of the member countries concerned; the other consultation was
held at the Fund’s headquarters in Washington.

As in the past, a large part of the activities of the Executive
Board and the management and staff of the Fund in the year
under review was related to these consultations, in which the Fund
has continued to use the procedures of earlier years. Each con-
sultation is treated as an individual matter, and the Fund takes
account of the particular circumstances which face a member at
the time of the consultation. This individual approach means that
for different countries different aspects of the financial position
may be emphasized, and while the broad principles to be applied
do not vary, the details of the advice given by the Fund are neces-
sarily not identical in all countries.

These annual consultations are one of the ways by which the
Fund and its members collaborate to achieve the Fund’s objec-
tives. The periodic surveys of the restrictions that still remain and
the Fund’s reviews of the justification for their maintenance, to-
gether with the advice given by the Fund in connection with the
consultations, have played a part in the progress made in recent
years in the simplification of exchange systems and the reduction
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of restrictions. The Article XIV consultations have also some-
times been associated with requests for stand-by arrangements or
drawings from the Fund in support of general economic stabiliza-
tion programs or other endeavors to protect the currencies of its
members. During the last five years, many countries have simpli-
fied their exchange systems, and, in not a few, complicated systems
involving elaborate exchange rate structures have completely dis-
appeared. At present, multiple rate systems which may properly be
described as complex are maintained by fewer thar 10 members
of the Fund. Similar progress has been made toward eliminating
bilateral payments arrangements. Details of the more important
changes made in the last year, as well as of the progress recorded
in other directions—including the decisions to adopt external
convertibility—are set forth elsewhere in this Report. The prog-
ress made provides a foundation upon which, in the coming year,
the Fund will seek to establish even greater freedom of interna-
tional payments and further simplification and stability in -the
exchange systems of its members.

In particular, the implications of the recent establishment of
external convertibility by many members of the Fund require
special attention. As this Report is written, the Fund is reviewing
its general policies relating to the simplification of exchange sys-
tems, the reduction of exchange restrictions, and the elimination
of discrimination, including the discrimination involved in bilateral
payments arrangements. Some of the issues involved in this review
have been examined in the Tenth Annual Report on Exchange
Restrictions. Such a review is timely and necessary in the present
situation where much the largest part of the trade of the world is
conducted in currencies freely interchangeable at official exchange
rates. As always, the Fund will, in applying its policies, take
account of the necessity for dealing with the special problems with
which individual member countries may be faced. It may be ex-
pected, however, that as a broad principle the Fund will, both in
its periodic consultations and generally, request its members to
take advantage of the newly created situation so that further real
progress will be made toward those basic objectives.
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Cooperation with Other International Organizations

In addition to its special relationship with the International
Bank for Reconstruction and Development, the Fund has main-
tained close contacts with the United Nations, the CONTRACTING
PARTIES to the General Agreement on Tariffs and Trade (GATT),
the Organization for European Economic Cooperation (OEEC),
and the Bank for International Settlements.

Closer coordination between the work of the OEEC and of the
Fund in recent years has increased the effectiveness of both insti-
tutions. They have collaborated in the provision of financial
assistance in connection with some of the “parallel arrangements”
described above, first for France in January 1958 and later, during
the fiscal year covered in this Report, for Turkey.

During the year under review, the CONTRACTING PARTIES to the
GATT initiated the first of a series of annual and biennial consul-
tations with countries on the maintenance of quantitative restric-
tions to protect the balance of payments. These consultations are
required under the revised articles of the General Agreement
which came into effect late in 1957. In accordance with the re-
vised rules, a broad general review of outstanding quantitative
restrictions was initiated in 1958, and the first annual consulta-
tions with 14 countries were scheduled for 1959. Biennial consul-
tations with about 16 countries whose economies are at an early
stage of development are scheduled to begin in 1960.

The Fund, on invitation from the CONTRACTING PARTIES, co-
operated on a technical basis in the preparation of the survey of
the restrictions that were being maintained, and it is also engaged
in consultation with the CONTRACTING PARTIES in connection with
their 1959 schedule of consultations with individual countries.
Representatives of the Fund attend the meetings of the working
parties assigned to carry out the review and consultations, and the
Fund provides the CONTRACTING PARTIES with the results of its
Article XIV consultations with the countries concerned, and with
other relevant material,
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The relation thus established between the Fund’s periodic con-
sultations and those conducted by the CONTRACTING PARTIES
carries forward the collaboration which has always marked the
work of these two bodies. The Fund welcomes these opportunities
for collaboration, since the objectives of the two organizations, the
freeing of trade transactions and the freeing of exchange trans-
actions, are complementary.

Close liaison has been maintained with the United Nations and
its various regional and technical bodies, through direct working
relations with the staffs of these agencies, the preparation of
studies and reports on subjects within the Fund’s field of compe-
tence, and official participation in their meetings. Fund represen-
tatives have attended meetings of the General Assembly of the
United Nations; of the Economic Commissions for Asia and the
Far East, for Europe, for Latin America, and for Africa; and of
the UN Administrative Committee on Coordination and its sub-
sidiary bodies. The Managing Director of the Fund presented a
report on the Fund’s activities and on general monetary devel-
opments at the 27th Session of the UN Economic and Social
Council in April 1959.
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II

Developments in International
Payments and Domestic Finance:
General Survey

Industrial Production, Employment, and Prices

N 1958, for the first time since World War II, world industrial
production (outside the centrally planned economies) was
lower than in the previous year. From 1954 onward its annual
rate of increase had diminished year by year. In 1958, however,
world industrial output was less than in 1957 by about 2%
per cent.

During previous postwar recessions in the United States indus-
trial production continued to rise in most other countries, and
there was thus no decline in world production as a whole. In
1958, total industrial output dropped because recession in the
United States was accompanied by slower growth or mild decline
elsewhere.

Industrial production in the United States was 7 per cent lower
in 1958 than in 1957; in the other industrial countries taken as a
whole, it was slightly higher (Table 6). In Belgium, Canada, and
Norway, output was lower than in 1957; in Denmark, Japan, the
Netherlands, Sweden, and the United Kingdom, it was about the
same; and in Austria, the Federal Republic of Germany, France,
and Italy, it was higher, though in all these countries the increases
were less than in previous years.
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TABLE 6. INDUSTRIAL PRODUCTION, MANUFA AND Cost oF LIvING, SELECTED COUNTRIES,

CTURING EMPLOYMENT,
1957, 1958, AND 1959

(Average per A Jfrom corresponding period of previous year)
Industrial Production Manuf ing Employ Cost of Living
1958, 1959, 1958, 1959, 1958, 1959,
2nd Ist 2nd 1st 2nd Ist
1957 1958 bhalf  quarter 1957 1958 half  quarter 1957 1958 quarter

Australiat 1 1 1 s 2 2 3
Austria 3 2 -2 -2 -2 -2 -22 4 2 1 1
Belgium-Luxembourg — ~6 -5 -5 13 -7 -8 3 1 - 1
Canada —_ -2 — 6 —_ -5 -5 — 4 2 2 2
Denamark 7 1 3 4 2 —_ —_ 3 4 3 2 3
France 9 4 2 -2 3 1 -1 —4 3 14 14 7
Germany, Federa! Republic of 6 3 4 2 3 23 9 8 2 3 2 —
Italy 8 2 3 6 1 —14 . . 1 3 2 —_
Japan 195 13 33 163 12 2 1 2 3 1 1 3
Netherlands 2 — 3 s — -3 -2 6 2 -2 -2
Norway S -3 —_ -2 13 —13 -13 —3 3 4 6 5
Sweden 3 1 — -1 -2 —4 -3 4 s 4 1
Switzerland! 5 -3 —4 -5 2 2 t 1
United Kingdom 2 -1 -2 —_ - -2 -1 -2 3 3 2 2
United States — -7 -2 n -12 ~82 -T2 12 3 3 2 1

Sources: Based on data from Intemnational M y Fund, I ional Fi ial Statistics, and United Nations, Monthly Bulletin of Statistics.

1 No index of industrisl production is piled in A lia or Switzeriand.

2 Industrial employment.

3N tural employment.
;l_’m November 1958.
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In the United States both downswing and recovery were more
marked than in most other industrial countries. In April 1958,
industrial production in the United States was some 13 per cent
below the prerecession peak; by May 1959, it had risen to 5
per cent above that peak. In most other industrial countries, with
the partial exceptions of Belgium, Japan, and Canada, there was
neither a marked downswing nor a pronounced upswing in eco-
nomic activity in 1957-58. Toward the end of 1958, some
countries, such as Japan, Italy, and Germany, showed signs of
renewed expansion, but there was no such decisive upward trend
as in the United States.

Developments in 1958 again suggest, as did the recession of
1953-54, that the level of activity in other industrial countries
may not depend upon the ups and downs of business in the United
States, provided that these are moderate. The approximate syn-
chronization between recession in the United States and a reduced
rate of growth or stagnation in other industrial countries was
largely the result of the generation of boom conditions in both
areas in earlier years. It is doubtful whether developments in the
United States had any material—as distinct from psychological—
influence upon developments in other industrial countries, since
U.S. imports from those countries increased in both volume and
value.

In most industrial countries the slowing down in activity first
became evident in a reduction in the accumulation of inventories
and in private fixed investment, particularly investment in plant
and equipment. In the United States, the fall in exports was also
a factor in the recession. In most other industrial countries
exports remained fairly stable.

The decline in investment demand which characterized the re-
cession or the temporary cessation of economic growth was due
to the appearance of surplus capacity in many countries and hence
to a reduction in the anticipated profitability of new investment as
well as to a rise in the cost, and decline in the availability, of
investible funds. The first factor was related to the considerable
expansion in the stock of capital in the investment boom of 1955
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and 1956 and to a tendency for the prices of capital goods to rise
relative to other prices. The monetary stringency which was in-
creasingly felt in 1956 and 1957 was in most countries the result
of efforts by the authorities to check an excessive rise in prices
which persisted for some time after the pressure of demand on
resources had relaxed considerably. Prices of industrial products
and services have probably always shown some degree of sluggish-
ness in their response to the varying pressures of demand. There
can be little doubt, however, that present practices in wage nego-
tiations and in the pricing of many products have made the rela-
tionship between price movements and changes in demand looser
than formerly—a fact which makes it more difficult for monetary
authorities and governments to control price developments with-
out unwanted repercussions on output.

The fairly rapid recovery in output in the United States from
the low point in the second quarter of 1958, which was facilitated
by the maintenance of consumer expenditures at a high level, was
marked by a reduction in, and later a reversal of, inventory liqui-
dation, by increased government expenditures, and by an upturn
in private residential construction. These developments were
stimulated by an increased budgetary deficit and by a temporary
decline in interest rates. Up to the end of 1958 few other indus-
trial countries had had much success in restoring a marked upward
trend of production, though in most of them liquidity had in-
creased and interest rates had fallen, and in some of them the bud-
get was making an increasing contribution to the maintenance of
demand. During the first few months of 1959, production con-
tinued to rise in the United States. Japan resumed a rapid rate of
expansion. With increases in residential and public construction,
and to some extent in exports, rather than in industrial investment,
most European countries showed in varying degrees signs of
renewed, though moderate, growth.

In the United States, both the fall in industrial employment
during the recession and the rise during the recovery were less
marked than the corresponding movements of industrial produc-
tion. The increase in output per man in the upswing was more
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marked than the decrease in the downswing. In May 1959 unem-
ployment still exceeded the prerecession low of April 1957 by an
amount equal to 1 per cent of the labor force.

In other industrial countries, employment in manufacturing in
1958 was lower than, or about the same as, in 1957. In the
countries where industrial production rose most, employment also
fell least, or, in some of them, actually increased (Table 6). The
behavior of the two series was influenced in most countries by a
tendency for production to vary more than employment and by
a rising trend of output per man. In several countries there was a
more than seasonal decline in unemployment in the first quarter
of 1959.

In most industrial countries, the reduction in the degree of utili-
zation of industrial capacity and of the labor force which took place
from 1957 to 1958 did not result in any absolute decline in either
prices or wages between the two years. While wholesale prices
moved down a little, or remained fairly stable, the cost of living,
wage rates, and even money wage costs per unit of manufacturing
output were generally higher in 1958 than in 1957. Both the cost
of living and wages generally rose more slowly during 1958 than
during 1957, but even in 1958 they probably rose more or fell
less in most countries than on previous occasions when demand
conditions were similar.

Main Trends in World Trade

The value of world exports in 1958 was S per cent less than
in 1957 (Table 7). Rather more than half of this decline reflected
a fall in prices. The volume of trade, which had been growing at
the rate of 10 per cent, 8 per cent, and 6 per cent, respectively,
over the three preceding years, fell from 1957 to 1958 by 2 per
cent, i.e., by much the same proportion as world industrial pro-
duction. Apart from seasonal variations, the volume of trade
turned downward from the third quarter of 1957, rose again from
the second to the fourth quarter of 1958, and declined to the first
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TABLE 7. VALUE OF WORLD TRADE, 1956-58

Value, f.0.b. Percentage Change from
(billion U.S. dollars) Preceding Year

1956 1957 1958 1956 1957 1958

World exports! 92.1 9.4 94.3 10 8 -5
Exports of United States? 17.3 19.5 16.3 21 12 —16
Exports of other manufacturing coun-

tries3 38.3 42,0 419 11 10 -—
Exports of primary producing countries¢ 36.5 37.9 36.1 7 4 -5
Trade of manufacturing countries
With each other
Total 26.5 29.5 27.5 16 11 -7
Exports of United States 5.6 6.6 5.0 27 19 =25
Exports to United States 32 33 3.7 22 5
Trade between other manufacturing
countries 17.7 19.5 18.8 12 10 -
With pnmar(y producing countries
Exports of United States 1.7 12.8 1.2 19 9 —-12
Exports of other manufacturing coun-
tries 16.1 17.7 17.6 7 10 -1
Bxpom of primary producing coun-
To Umted States 94 9.5 9.1 7 —_ -4
To other manufacturing countries 16.6 169 16.1 6 2 -5
With Soviet area
Exports of manufacturing countries 1.3 1.5 1.8 32 17 17
Exports of Soviet areaé 1.4 1.5 1.6 26 7 6

Sources: Based on data from International Monetary Fund, International Financial Statistics,
and Statistical Office of the United Nations, International Monetary Fund, and International Bank
for Reconstruction and Development, Direction of International Trade

1 Excluding exports of the Soviet bloc and Mainland China, and U.. S. military exports.

2 Nonmilitary exports.

3 Countnet expomn mmnly manufactured products, viz.,, the United Kingdom, Austria,
Bel France, the Federal Republic of Germany, Italy, the Netherlands,
Norway, Portugal, Sweden, Swnmlmd and Japan. i

4 Countries exporting mainly primary produc md ) e., all countries other
than those classified as “manufacturing ** and excludi the Sowet bloc and Mainland

] 1958 ﬁgures pa.rtly aumated
6 Including N d China. Esti d from import statistics of manufacturing countries.

quarter of 1959, when it was approximately the same as in the
first quarter of the previous year.

" The decline in export volume, like that in industrial production,
was confined largely to exports from the United States. These fell
by 16 per cent from 1957 to 1958, after rising by 9 per cent from
1956 to 1957. For the rest of the world, the volume of exports
rose by less than 1 per cent, against 5 per cent in the previous
year.

The movement of imports classified according to area showed
no comparable relationship to changes in either industrial activity
or aggregate demand. The volume of U.S. imports actually in-
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creased by 4 per cent, while that of the imports of other manu-
facturing countries (i.e., countries exporting mainly manufactured
goods) declined by 2 per cent (Table 8). Both of these move-
ments were the result of factors affecting trade between the United
States and other manufacturing countries. The volume of U.S, im-
ports rose largely because of an increase of more than 10 per cent
in its imports from other manufacturing countries; and a reduction
of about one fifth in the volume of the imports of the other manu-
facturing countries from the United States, which had been ab-
normally high in 1957, was the principal cause of the slight de-
cline in their imports. The volume of exports from primary
producing countries (i.e., countries exporting mainly primary
products), both to the United States and to other manufacturing
countries, remained roughly constant.

While primary producing countries were able to avoid any sig-
nificant decline in the volume of their exports, the average price
and value of their exports declined by some 5 per cent, the rate of
decline for exports to the United States being slightly less than for
exports to other manufacturing countries. The imports of primary
producing countries in general, however, though not those of most
of the independent members of the sterling area, declined even
more steeply than their exports. Moreover, the decline of imports
was primarily in volume, which may have fallen as much as 5
per cent. Usually any change, and particularly any reduction, in
the export earnings of primary producing countries takes time to
react upon their imports. In this instance a decline in exports was
followed quickly by a decline in imports, partly because the flow
of capital from manufacturing countries was also slightly less than
in the previous year but mainly because in many countries re-
serves, which had been drawn upon in preceding years, were run-
ning short and some curtailment of imports was imperative.

The United States provided a reduced proportion of the total
volume of goods supplied by manufacturing countries in the mar-
kets of the United States itself, of the other manufacturing coun-
tries, and of the primary producing countries as a whole. Indeed,
the U.S. share in the total exports of manufacturing countries fell
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TABLE 8. CHANGES IN VOLUME OF EXPORTS AND IMPORTS, IN TERMS OF TRADE, AND IN VOLUME AND UNIT VALUE OF
MANUFACTURED EXPORTS OF COUNTRIES EXPORTING MAINLY MANUFACTURED PRODUCTS, 1957 AND 1958

(Percentage changes from previous year)

Volume of Unit Value of
Volume of Volume of Terms Manufactured Manufactured
Exports Imports of Tradel Exports Exports

1957 1958 1957 1958 1957 1958 1957 1958 1957 1958

Netherlands 5 10 3 -4 -2 3 7 9 2 -1
Denmark 7 9 —1 7 —6 6 9 10 1 —1
Japan 132 7 262 —192 —4 7 15 6 1 -6
France 10 5 6 -1 -2 4 12 8 1 -2
Germ: 13 4 12 7 2 9 16 4 2 —
Belsmm-Luxembourg -2 2 2 -3 — — -3 2 4 -4
Italy 192 —2 102 —-62 - 8 16 4 1 2
Sweden 9 -1 8 2 -3 S 12 s 2 —
Switzerland 7 —1 7 -9 — 4 6 -3 2 1
Norway — -2 -1 5 - —6 ves
Austria 15 -4 15 2 1 5 ves
United Kingdom 2 —4 4 —_ 3 7 —4 3 2
United States 93 —-163 2 4 4 4 93 —143 4 -1
Totalé 8 -4 6 — -1 6 9 -2 3 —_—
Total, excluding U.S.4 8 2 7 -2 — 6 9 3 2 —_
Sources: Data on volume of imports and exports and terms of trade from Intemauonal Monetary Fund International Financial Statistics. Data on manu-
factured exports, except for Denmark Japan, o.nd the United States, were d by the I Office of the United Nations; U.S. figures relating to
nonmilitary exports of wmtﬁ hed and fi f: tures are based on data from the U S. Department of Commerce, World Trade Information Service,

Statistical Reports, and fi for D k are esti d from data published in Efte figures for unit value of manufactured
exports show changes in unit value of total exports, and volume figures are derived from value of manufactured exports deflated by this series.
Export price index divided by import price index.
2 Estimated from value and price data.
3 Nonmilitary exports,
Chnnges in wenghted averages of countries listed. Changes in terms of trade derived from average export and import unit values implied by changes in vol-
ume and value of exports and imports.
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in most of the major groups of primary producing countries, in
Canada, dollar Latin America, non-dollar Latin America, the
sterling area, and the dependent overseas territories of European
countries. To some extent, this may be attributed to the increased
competitiveness of other manufacturing countries. The greater
part of the shift in relative exports was, however, probably due to
other causes. In the markets of the other manufacturing countries
(which accounted for some two thirds of the decline in the U.S.
share in the exports of all manufacturing countries), an important
factor was the disappearance in 1958 of the abnormally high de-
mand for U.S. exports, and especially for exports of petroleum,
after the events of Suez., Another factor was the slackening of
activity in Europe, which had an influence on the demand for the
types of goods that constitute a large proportion of U.S. exports to
manufacturing countries. The very high demand for cotton, coal,
steel, and other semimanufactured goods disappeared, and the de-
mand for capital equipment was also reduced.

The adverse effects on U.S. exports to primary producing coun-
tries associated with the decline in direct investment from the
United States, which is discussed below, probably exceeded the
favorable effects exercised by the somewhat smaller increase in
other forms of private and public lending. In countries especially
affected by the decline in U.S. direct investment—such as Canada,
Cuba, and Venezuela—the decline in imports from the United
States was particularly marked. The U.S. share in total exports to
primary producing countries was also likely to fall in view of the
fact that the markets where the decline in total imports from
manufacturing countries in 1958 was greatest were Canada, dollar
Latin America, and certain countries in the Far East, all of which
normally receive a particularly large share of their imports from
the United States.

Developments in the export of manufactures by countries other
than the United States varied widely (Table 8). The Netherlands
and Denmark increased the volume of their exports from 1957 to
1958 by about 10 per cent, the rate of growth being actually
higher than from 1956 to 1957. The volume of exports from
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Japan, France, and Germany continued to increase, though at a
reduced rate. Exports of manufactures from Italy and Sweden
also rose, although the total volume of their exports did not
increase. Exports from the United Kingdom and Switzerland, on
the other hand, declined. The differences between the changes in
the volume of ‘exports from different manufacturing countries are
probably to be explained in part by differences in the movements
of their prices (Table 8), but other factors were also at work.
Thus increased exports to North Africa as a consequence of
political events within the French Union, and the recovery of ex-
ports to the Middle East from the exceptionally low level of 1957,
were important influences in determining total French exports.
Denmark and the Netherlands had favorable positions as exporters
of consumer goods for which there was a ready market in other
industrial countries. On the other hand, Sweden and Belgium-
Luxembourg were handicapped in 1958 because a large proportion
of their export trade consists of capital goods and semimanufac-
tures, and the United Kingdom and Japan, because a large pro-
portion of their markets is in primary producing countries whose
importing power was declining.

Prices and Export Receipts in the
Primary Producing Countries

The decline in the prices of primary products, some of which
had begun to weaken in the second half of 1955, though with a
brief recovery after the Suez events, gained momentum as demand
slackened in the industrial countries, and continued through the
greater part of 1958. In the early months of the year, the decline
was severe and extensive, becoming less strong and less uniform
thereafter, with considerable diversity between the price move-
ments of different commodities. Though reflecting to some extent
the gradual recovery of activity in industrial countries, price move-
ments in the second half of 1958 and the early months of 1959
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were determined largely by special conditions affecting individual
commodities.

For 1958 as a whole, the prices of most primary products were
well below their 1957 level. The average price (unit value) re-
ceived by countries exporting primary products declined from
1957 to 1958 by some 5 per cent, and the average price of their
imports (c.i.f.) by 1-2 per cent, so that the terms of trade of these
countries deteriorated by roughly 4 per cent. On the other hand,
the terms of trade of the Western European manufacturing coun-
tries with the countries exporting primary products improved by
more than 6 per cent, the discrepancy between these two figures
being explained mainly by the sharp reduction of freight costs.
The decline in the average prices received by primary producers
was reflected in a similar reduction of their export earnings
(Table 9); the total volume of their exports showed little, if any,
change between 1957 and 1958. Differences in commodity com-
position, however, produced a wide variety in both the price and
the volume movements of the exports of different countries,

The impact of slackening activity in industrial countries upon
countries exporting mainly tropical foodstuffs was confined to
arresting the growth of minor exports. The demand for their major

TABLE 9. TRADE OF PRIMARY PRODUCING COUNTRIES,! 1957 AND 1958
(Value figures in billions of U.S. dollars)

Exports f.0.b. Imports c.i.f.

Percentage Percentage
1957 1958 change 1957 1958 change

Major countries exporting

‘Tropical fi
Coffee 2.42 2.19 -10 2.58 2.28 -10
Other foods2 3.23 3.25 +1 3.95 3.81 -3
Other agricultural products? 6.75 5.87 -13 1.76 1.70 -1
Metals and rubber 3.20 2.64 -18 3.21 2.60 -19
Petroleum 6.49 6.87 +6 4.66 4.50 —4

Major countries with diversified

exports 13.49 13.08 -3 18.34 17.08 -7
Total 35.58 33.87 -5 40.45 37.97 -6

Source: Based on data from International Monetary Fund, International Financial Statistics.
1 The countries in each category are listed in Tables 19, 2| 23, and 25,

2 Cocoa, tea, sugar (cane), b and oils.

3 Textile fibers, livestock products, grain, and tobacco.
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products was hardly affected, market developments for these
products being largely determined by supply conditions.

As the disparity between output and demand widened, coffee
prices declined steadily during 1958 and continued to fall slowly
through the first months of 1959. Heavy stockpiling by Brazil and
Colombia, and to a lesser extent by other countries, under the terms
of the informal agreement concluded by the major Latin American
producers in October 1957 with the intention of maintaining
orderly market conditions, and renewed on a more comprehensive
basis in October 1958, did not prevent a downward movement of
prices. Save in Brazil and one or two other countries, however,
the effect of the price decline on export receipts was offset in part
by increases in the volume of shipments. Cocoa was one of the
few commodities whose prices rose markedly from 1957 to 1958.
Despite reduced output and a reduced volume of exports, the ad-
vance in prices raised the export receipts of the major producers.
Civil strife in Cuba and the ensuing uncertainty with respect to the
sugar cane harvest kept the price of sugar in the free world market
throughout 1958 well above the floor price set by the International
Sugar Agreement, though it was much below the high average of
1957. Expanded shipments to the United States at the protected
U.S. price provided countries supplying the U.S. market with some
compensation for the fall in the free world price.

The widespread recession in textile manufacturing kept prices
of fibers depressed throughout the year. Wool prices declined
steadily from mid-1957 through 1958, the average for 1958 being
about one-third less than the average price in 1957. Expansion of
volume and/or increased prices of other livestock products partly
or wholly offset the effect of this decline on the export receipts of
some of the exporting countries, and there was some recovery in
wool prices in the early months of 1959. Pressure of rising sur-
pluses led to a reduction in the price of long-staple cotton by well
over 30 per cent; as a result of an expanded volume of shipments,
however, the export receipts of the Egyptian Region of the United
Arab Republic and the Sudan were comparatively well maintained.
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The prices of other types of cotton, though weakened by slacken-
ing demand, were not more than 6 per cent lower than in 1957.
Wheat and tobacco prices changed even less, and receipts of major
exporters of these commodities varied mainly with the volume of
their exports. Poor crops caused an advance of rice prices but
reduced exportable supplies, so that the receipts of Burma and
Thailand, the two main exporting countries, fell sharply.

Exports of nonferrous metals declined sharply between 1957
and 1958 in both price and volume. The downward movement of
copper prices in recent years, caused primarily by expansion of
productive capacity, was accelerated after mid-1957 by a slacken-
ing of demand. It was reversed in mid-1958 through deliberate
cuts of output in major producing countries and some revival of
inventory accumulation. Subsequent strikes in Rhodesian and
Western Hemisphere copper mines reduced supplies further and
contributed to the strengthening of prices. The average price for
the year, however, was some 10 per cent less than the average for
1957 and the receipts of major exporters fell by some 15 per cent.
In spite of reduced demand and increased sales by the U.S.S.R.,
the average price of tin, supported by buffer stock operations and
export quotas under the International Tin Agreement, remained
in 1958 close to the 1957 average. The drastic restrictions im-
posed on the volume of exports, however, brought about a sharp
reduction of export earnings. Early in 1959 the prices of both
copper and tin showed considerable gains. Lead and zinc prices
followed, by and large, a similar pattern: they weakened in the
earlier, and to some extent recovered in the later, part of 1958,
despite import quotas imposed by the United States in October.
The depressing effect of reduced U.S. demand on the price of
natural rubber was lessened by increased purchases by the
U.S.S.R., and total shipments of rubber were only slightly less
than in 1957. Recovery of U.S. demand toward the end of 1958
led to a gradual rise of prices.

As in previous postwar recessions, exports of petroleum and
products were not visibly affected by the slackening of industrial
activity. Prices in 1958 were much the same as in 1957, and the
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total volume of exports continued the upward trend of earlier
years. The advance was heavily concentrated in Middle Eastern
countries, where progress had been hampered in 1957;
Venezuela’s exports, after rising sharply in 1957, showed some
contraction in 1958, U.S. imports of petroleum and products in-
creased somewhat from 1957 to 1958; a slight decline in imports
of crude petroleum, curbed by voluntary quotas, was outweighed
by a considerable rise in imports of refined products. There was
some reduction in petroleum prices, particularly in the Middle
East, in the early months of 1959.

Balance of Payments Developments

The principal changes from 1957 to 1958 in world balance of
payments relations were the re-emergence of a large payments
surplus of the rest of the world with the United States, a rise to
unprecedented levels in the aggregate surplus of other countries
exporting manufactures, and an increase in the aggregate deficit of
countries exporting mainly primary products; this deficit would
have been even greater had not many of these countries been
forced, by shortages of reserves and of other sources of finance, to
curtail their external expenditures.

The transfer of gold and dollars from the United States to other
countries, which had continued each year after 1953, though at a
diminishing rate, until the twelve months following the Suez events,
began again late in 1957 and continued on a large scale through
1958. In 1958 the surplus of the rest of the world in transactions
with the United States, as measured by transfers to official holders,
amounted to $2.9 billion, compared with a deficit of $1.4 billion
in 1957. Though economic activity in the United States was less
in 1958 than in 1957, U.S. imports and foreign expenditures gen-
erally were well maintained. The great improvement in the bal-
ance of payments of other countries with the United States was
attributable in large measure to declines of $3.6 billion in U.S.
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receipts from exports and of nearly $0.8 billion in U.S. receipts
from capital inflow. In part these declines were due to the cessa-
tion of the special factors which had expanded U.S. exports in
1957 and to the cessation, and partial reversal, of speculative cap-
ital movements from Europe. In part the decline in exports may
be attributed to a flattening out in the upward trend of output
and aggregate demand in other industrial countries—a flattening
out in marked contrast to the continued growth of activity in these
countries during the previous U.S. recession, when the rest of the
world’s expenditures in the United States, far from falling, had
risen by $700 million from 1953 to 1954. The balance of pay-
ments between the United States and other countries appears to
have been more sensitive to the relatively slight slackening of de-
mand in the overstrained European economies than to the more
substantial decline in demand and output from a moderately high
level in the United States.

The aggregate payments surplus of the other manufacturing
countries, which had been declining in each year since 1954 until
1957, when there was a deficit of more than $0.6 billion, reap-
peared in 1958 at about $4.1 billion, the highest surplus in the
postwar period (Table 10). The payments balance improved in
all the other manufacturing countries except Germany. The Ger-
man surplus, which in recent years had greatly expanded, was re-
duced in 1958 but was still substantial. Only in France was there
still a deficit, which, however, was much smaller than in 1956 or
1957.

In the first four months of 1959 the aggregate surplus of the
manufacturing countries other than the United States declined to
some $250 million. There was a deficit in Germany because of
certain nonrecurrent factors described later in this Report, and the
other manufacturing countries together had a relatively smaller
surplus than in 1958.

Three fourths of the improvement from 1957 to 1958 in the
balance of payments of the manufacturing countries other than the
United States (with imports valued f.0.b.) may be attributed to a
change in the balance of trade. Much the greater part of the im-
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TABLE 10. PAYMENTS BALANCES OF COUNTRIES OTHER THAN THE
UNITED STATES, BY MAJOR GROUPS, 1957 AND 1958

(In millions of U.S. dollars)

1957 1958
Countries exporting manufactures
United Kingdom —554 776
Germany 1,353 742
France —1,019 —=150
Others —425 2,718
Total —645 4,086
Countries exporting primary products
Exporters of
Coffee —155 -262
Other tropical foods -231 - 147
Other agricultural products -39 —~557
Metals and rubber —-299 ol
Petroleum 429 -299
Others. —1,007 -136
Total -1,302 —1,408
Total excluding Venezuela —1,806 —1,066

Source: Based on data from Tables 18, 20, 22, 24, and 26.

provement in the trade balance took place vis-a-vis the United
States, for reasons already discussed (page 41). There was also
some increase in the trade surplus with the primary producing
countries. The deterioration in the terms of trade of the primary
producers with all the manufacturing countries was a principal
factor compelling them to curtail their total imports of industrial
products. The fact that this contraction affected their imports
from the United States rather than those from the other manufac-
turing countries, which were thus enabled to improve their trade
balance with the primary producers, must be attributed to a variety
of causes also discussed above.

The improvement in the trade balance was particularly large in
Japan—where it was equal to nearly 30 per cent of 1957 imports
—the Netherlands, Italy, Switzerland, France, and Denmark. The
favorable shift in the trade balance in all these countries, supple-
mented in France and Italy by an improvement in service items,
was primarily responsible for the sharp improvement in the
balance of payments. In the United Kingdom and Belgium, how-
ever, both the capital balance and the trade balance improved
substantially.
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Among the countries showing a substantial improvement in the
balance of trade, a large expansion of exports was particularly im-
portant for Denmark and the Netherlands; Japan, Italy, and
Switzerland owed their improvement primarily to reductions in
both the volume and the unit value of their imports. In Japan and
Switzerland, as well as in the Netherlands, where imports also de-
creased significantly, the improvement in the balance was fostered
by a decline, greater than in most other industrial countries, in
real home demand and economic activity.

In the manufacturing countries generally, imports were much
influenced by the decline in the rate of inventory investment—a
natural consequence of the decline in the rate of industrial expan-
sion and the downward trend of primary product prices. In Italy
this led to a considerable decline in the volume of imports, though
there was no similar movement in real demand and output,

The improvement of the balance of payments of the franc area
in 1958 was due largely to the fall in the value of French imports
from foreign countries, which was the result of lower prices, in-
creased supplies from franc area sources, and the continuation of
the import restrictions imposed in 1957. Although pressure of
internal demand was reduced by a series of disinflationary meas-
ures in 1957 and 1958, both the volume and the value of exports
to foreign countries failed to expand between 1957 and 1958,
while the volume of imports from all sources remained approxi-
mately the same. The success of stabilization measures in pro-
moting confidence was, however, reflected in gold dishoarding by
French residents and the restoration to the ordinary exchange
market of many of the transactions which had previously bypassed
it, both of which served to reduce the payments deficit in 1958.

The notable improvement from 1957 to 1958 in the United
Kingdom’s payments balance, which followed the adoption of a
stricter credit policy, was due partly to an improvement in its
trade balance. There was a favorable movement in the terms of
trade. While, for reasons discussed elsewhere, the volume of ex-
ports fell, the volume of imports was maintained, there being little
decline in the volume of activity and some increase in real con-
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sumption. Moreover, net earnings from oil and shipping increased.
In addition, there was a considerable improvement in the capital
balance, principally because overseas sterling holdings rose in 1958
after falling sharply in 1957. Part of this followed the reduction
of the deficits of countries which hold their reserves in sterling; a
larger part, however, was accounted for by the considerable rise
in the sterling holdings of OEEC countries, reflecting in part the
recovery of confidence in sterling which previously had shown
some temporary weakness. Relatively high interest rates in the
United Kingdom helped to strengthen the balance of capital
transactions. :

While Germany’s exports continued to increase more than those
of most manufacturing countries, the rise in the volume of its im-
ports was equaled only in Denmark, and the improvement in its
balance of trade was relatively modest. This was, moreover, out-
weighed by a substantial increase in net capital exports. To some
extent, the increase was the result of a reversal of the influx of
short-term funds which had arisen from the difficulties of the
United Kingdom, the Netherlands, and France in 1957. In con-
siderable part, however, it resulted from the relative reduction of
interest rates which the German monetary authorities helped to
bring about.

While the decline in primary product prices reduced their ex-
port earnings, the trade balances of the majority of countries
exporting primary products improved from 1957 to 1958, for their
imports were reduced even more. The aggregate trade deficit for
the countries whose trade is summarized in Table 9, where im-
ports are valued c.if., fell by nearly $0.75 billion, after increasing
by $1 billion from 1955 to 1956 and by $2 billion from 1956 to
1957. While the value of their exports declined by about $1.7
billion, their aggregate imports fell by nearly $2.5 billion, or 6
per cent. Although the falling off in export income would of itself
tend to reduce import expenditures, the main reason for the rather
severe contraction of imports was the intensification of import re-
strictions and the depreciation of exchange rates which the diminu-
tion in reserves and in the possibility of further drawing on the
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resources of the International Monetary Fund compelled several
countries to adopt. Especially in the countries exporting mainly
metals and rubber, whose exports fell more sharply than those of
any other country group listed in Tables 9 and 10, imports had to
be curtailed to roughly the same extent as exports, so that their
trade was balanced and their aggregate payments deficit was
reduced.

In some countries, particularly India, Peru, Uruguay, and
Burma, imports were sharply reduced, and both the trade and the
payments balances improved. In India the improvement was due
in part to an inflow of foreign capital, which increased from $370
million in 1957 to $628 million in 1958, and India’s payments
balance improved from a deficit of nearly $700 million in 1957 to
one of about $200 million in 1958. Despite considerable reduc-
tions in exports, Colombia, Peru, Burma, and Thailand were able
to maintain or increase their foreign exchange holdings. Some
countries whose payments balance deteriorated from 1957 to
1958, such as Australia—whose reserves had increased substan-
tially in the previous year—and Guatemala, were able to maintain
or increase their imports by drawing heavily on reserves. Other
countries, including Brazil, Turkey, and New Zealand, covered
their payments deficits largely by borrowing abroad.

In considering the significance of the net inflow of capital and
grants into the primary producing countries in 1958, Venezuela
should be distinguished from the other countries in this group. In
Venezuela, purchases of oil concessions had been responsible for
a large inflow of foreign capital in 1957, while in 1958 there was
a similarly large outflow of capital. The net flow of capital and
grants, excluding credits intended to finance deficits, received by
primary producing countries other than VeneZzuela appears to have
been little smaller in 1958 than in 1957. Some decline in U.S.
direct investment was largely offset by increased loans from gov-
ernment agencies. The net flow of capital from the United King-
dom to the sterling area may have been slightly greater in 1957
than in 1958. Disbursements to primary producing countries by
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the International Bank for Reconstruction and Development
amounted to nearly $500 million in 1958, some $125 million more
than in 1957.

Of the aggregate deficit of the primary producing countries (in-
cluding Venezuela), amounting to $1,400 million in 1958, some
$475 million appears to have been financed by official borrowing,
against some $130 million in the previous year; $125 million was
financed by net borrowing from the Fund, compared with $350
million in the previous year; and in each of the two years about
$800 million was financed by drawing on reserves. If Venezuela
with its large reserve movements is excluded, the payments deficit
of the other primary producing countries fell from $1.8 billion in
1957 to less than $1.1 billion in 1958, and their drawings on re-
serves from $1.3 billion to $460 million. This was not because
there would have been no additional demand for imports if the
means to pay for them had been available, but because the reserve
positions of many countries had already been seriously weakened.

Reserve Developments

Total official gold and foreign exchange reserves held by
national monetary authorities (excluding the US.S.R. and the
countries associated with it), which had risen by $1.3 billion in
1956 and by $0.8 billion in 1957, rose by almost $1 billion, or
slightly less than 2 per cent, in 1958. Gold reserves and foreign
exchange reserves increased in 1958 in roughly the same proportion
(Table 11).

The net addition to national gold reserves in 1958, amounting
to $715 million, or 1.9 per cent, fell short of the very high figure
of $1,260 million for 1957, but was not unusually low. The de-
cline of $545 million in the growth of these reserves may be re-
garded as the net result of the other factors bearing upon demand
and supply for gold as shown in Table 12. The principal element
was the change in the movement of the gold holdings of the Fund
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TaABLE 11. OFFICIAL GOLD AND FOREIGN EXCHANGE RESERVES, 1955-58

Official Reserves Official Reserves
at End of Year as Per Cent of
(billion U. 8. dollars) Imports c.i.f.l

1955 1956 1957 1958 1955 1956 1957 1958

United States? 21.75 22.06 2286 20.58 185 178 170 147
United Kingdom 216 217 237 311 22 21

Germany, Federal Repubtic of 308 429 564 632 65 76 85 88
Other manufacturing countries 11.03 1047 9.64 1222 53 44 36 44
All other countries 13.82 14.13 1338 12.63

Total? 51.83 5312 53.89 54.86 63 59 55 53
Of which gold4 3546 36.10 37.36 38.07
Reserves of countries other than
the United States
Gold+ 13.71 1404 14.50 17.49
Foreign exchange? 16.37 17.02 1653 16.79
Dollars 787 8356 820 848

Credit balances in EPU 099 109 127 137
Currency deposits with
1S5 026 027 027 0.50
Other reserves 724 711 680 643
Total gold and foreign
exchange’ 30.08 31.06 31.03 34.27 43 40 36 39

Sources: Based on data from International Monetary Fund, International Financial Statistics,

and Board of Governors of the Federal Reserve System, Federal Reserve Bulletin.
1 Annual average of imports in three years ended with the year shown.

2 Gold reserves.

3 Totals may not equal sums of items because of rounding.

4 As reported from national sources.

5 Excluding deposits in terms of gold.

6 Including errors and omissions.

and the EPU, which declined in 1957 when the Fund sold $600
million of gold to the United States to replenish its dollar hold-
ings. The effects of these movements on the gold holdings of indi-
vidual countries were, of course, matched by an opposite effect on
their rights to draw on the resources of the Fund and the EPU.

Reserves of foreign exchange, mainly U.S. dollars and sterling,
which had risen from 1951 to 1956 at an average rate of $750
million per annum, declined in 1957 by $490 million and rose in
1958 by $260 million. The proportion of the world’s reserves held
in the form of foreign exchange at the end of 1956 was 32 per
cent; at the end of 1957, and again at the end of 1958, it was
about 30.7 per cent.

The stability in this proportion during 1958 was the outcome of
a number of divergent tendencies. Countries other than the
United States, many of which hold a high proportion of their re-
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TABLE 12, DISPOSITION OF GOLD, 1957 AND 1958
(In millions of U.S. dollars)

Change from
1957 1958 1957 to 1958
Net supplies available2
Production 1,020 1,050 +30
Soviet sales 260 210 -50
Total 1,280 1,260 -20
Disposition of gold

1. Industrial consumption and

private hoarding? R 540 570 +30
2a. Increase in BIS holdings -15 175
2b. Increase in central bank

gold deposits with the BIS

presumed included in na-

tional reserves? -20 225
2¢. Item 2a minus item 2b 5 —50 —55
3. Increase in Fund and EPU

holdings —525 25 +550
4. Total of 1, 2¢, and 3 20 545 +525
5. Increase in national reserves 1,260 s —545

Total of 4 and 5 1,280 1,260 ~20

1 Excluding gold retained in the U.S.S.R. and countries associated with it.

2 In markets outside the U.S.S.R. and countries associated with it.

3 The estimate of industrial consumption and private hoarding is calculated by subtracting
the increase in the gold holdings of national authorities and international institutions from the
known value of rfdd production plus the estimated value of U.S.S.R, gold sales. On the assump-
tion that countries generally include in their reported gold reserves that part of their deposits
with the BIS which is expressed in gold, a deduction has been made from total official gold hoidings
in order to avoid double counting. To the extent that these deposits are not included in reported
national gold holdings, the deduction required for this purpose would be smaller, and the residual
figure would have been less than $570 million in 1958.

serves in foreign exchange, had a large payments surplus with the
United States, which holds reserves in gold and not in foreign ex-
change. However, outside the United States there was a decline
from 53.3 per cent to 49.0 per cent in the proportion of countries’
reserves held in the form of foreign exchange. Almost one fourth
of this decline was attributable to the fact that a large part of the
increase in reserves accrued to industrial countries such as the
United Kingdom, Belgium, the Netherlands, and Switzerland,
which usually hold a particularly small proportion of their reserves
in foreign exchange, while the reserves of the primary producing
countries, most of which are in foreign exchange, declined.

The remaining three fourths of the decline is attributable to the
fact that in most, though not all, European countries where re-
serves increased, the gold component increased more than propor-
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tionately. This was particularly marked in the United Kingdom,
where the gold component of reserves increased during 1958 from
a little less than 70 per cent to about 90 per cent, and in Italy,
where it rose from 30 per cent to about 45 per cent. In the
United Kingdom, the amount of total reserves held in the form of
dollars was unusually high at the end of 1957, when reserves were
being replenished by foreign credits; and during 1958, when total
reserves increased materially, the dollar component declined to a
more normal level.

Of the surplus of $2.9 billion which the rest of the world earned
in transactions with the United States in 1958, $2.3 billion was
settled through gold sales by the United States, and the remainder,
some 20 per cent, by transfers of dollars to official holders. The
very large gold sales in 1958, however, were not due to any great
extent to any change in the composition of reserves of other
countries. The proportion of total reserves held in the form of
dollar balances in the United States fell only slightly, from 26.4
per cent at the end of 1957 to 24.8 per cent at the end of 1958,
and the proportion of U.S. dollars in the foreign exchange reserves
of other countries in fact increased appreciably during 1958.

Of the foreign exchange reserves held in forms other than bal-
ances with the United States, currency deposits held with the Bank
for International Settlements (most of which were probably
denominated in dollars) rose by $230 million, or by 85 per cent;
reserves held with countries other than the United States appear
to have declined—though the calculation is uncertain—by some
5 per cent. The exchange reserves, which are predominantly in
sterling, of the independent countries of the sterling area other
than the United Kingdom declined in 1958 by the equivalent of
some $390 million, or more than 10 per cent.

With the decline in the value of world trade from 1957 to 1958,
the fall recorded since 1954 in the ratio of world reserves to world
imports was checked. If, as in Table 11, imports are recorded in
terms of a three-year moving average, this ratio shows a continued
decline during 1958, though for the world excluding the United
States it increased during that year from 36 per cent to 39 per
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cent. The reserves of primary producing countries have become
increasingly inadequate. There was a substantial improvement in
1958 in the reserve position of manufacturing countries other than
the United States, and especially of the United Kingdom. At the
end of 1958 the United States had about 38 per cent of the total
reserves and 54 per cent of the gold reserves of all countries, and
the ratio of U.S. reserves to U.S. imports was more than three
times that of other manufacturing countries.

Measures to Deal with Payments Disequilibrium

The problems of payments disequilibrium in the manufacturing
countries became less acute in 1958 with the marked change in
the business climate that was apparent in that year, and to some
extent as a result of the corrective measures taken earlier. In many
primary producing countries, on the other hand, payments diffi-
culties increased; but more frequently than in previous years, these
were of external rather than domestic origin, and the steps that
would be effective in remedying them were more difficult to
determine.

Among the manufacturing countries, only France was still in
1958 under the necessity of adopting measures to arrest a pay-
ments deficit; in several of these countries, however, notably
Japan, the Netherlands, Denmark, and the United Kingdom, as
well as France, the improvement which occurred from 1957 to
1958 was in part a result of strenuous corrective measures initi-
ated in 1957 and continued in 1958. In most of the manufactur-
ing countries the improvement was such as to enable them, with-
out risk of serious pressure on the balance of payments, to lessen
the severity of fiscal and monetary restraints, while the falling
tendency of market and official interest rates helped to counteract
the slackening of external demand and economic activity.

The slackening in demand pressure on domestic resources made
it easier to continue the policy of lowering interest rates adopted
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in the Federal Republic of Germany in order to encourage capital
exports and thus to reduce the payments surplus. The favorable
payments situation of the European industrial countries also was
an important factor in the adoption of nonresident convertibility in
December 1958, and in the other steps, described elsewhere in
this Report, to reduce discriminatory restrictions and, in some
countries, to give greater freedom to capital exports. In Japan,
while most of the 1957 measures designed specifically to restrict
import financing were withdrawn in 1958, steps were taken to en-
courage exports. In France, the anti-inflationary measures adopted
in the second half of 1957 were reinforced in 1958 by further
measures of credit control and by tax increases. With the exten-
sion of convertibility the franc was devalued by 14.9 per cent, and
a new par value was declared. The devaluation was followed, in
January 1959, by the relaxation of regulations concerning foreign
investment in France and by the reintroduction of liberalization of
imports, which had been suspended since mid-1957.

Those exporters of primary products which had sizable exchange
reserves continued to draw upon them substantially in 1958; there
was also an increase in official borrowing to finance deficits caused
by declining earnings from exports. However, shortages of re-
serves and limited borrowing capacity compelled many primary
producing countries to adopt other measures to reduce external
disequilibrium. In most of these countries the measures took the
form of adjustments of exchange rates or taxes which raise ex-
porters’ returns and importers’ costs in domestic currency; some
countries reimposed or tightened import controls. These measures
were combined, as a rule, with some degree of restraint on domes-
tic credit creation. Few countries, however, have found it possible
to make use primarily or solely of fiscal and monetary measures
to establish equilibrium.

In Indonesia, where economic conditions were affected by polit-
ical disturbances, severe import restrictions were reimposed early
in 1958. In Australia and New Zealand, where attempts were
made to preserve internal stability and employment in the face of
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declining export receipts, there was not only considerable use of
reserves and of official borrowing but import restrictions were
maintained or intensified. Import restrictions were also continued
in India, in conjunction with other measures, largely in order to
curtail less essential imports in favor of those considered essential
for the “core” of the development program. Peru and Greece
were among the countries that raised duties on imports; in Greece,
the limitation of import demand was also sought by restricting
import credits and reducing government expenditure. The Union
of South Africa, where import liberalization in 1957 was followed
by a substantial rise in imports in the first part of 1958, made use
of fiscal and monetary restraints to correct the trade balance, and
also intensified its controls of sterling transfers.

In several Latin American countries with fluctuating exchange
rates the rates were permitted to depreciate in the course of the
year. The value of the Chilean peso declined by some 36 per cent
from the end of 1957 to the end of 1958, and during the same
period the boliviano depreciated by 28 per cent. The Peruvian sol,
which had been held stable for several years, was unpegged in
January 1958, and by the end of the year it had fallen by some
30 per cent. The most common exchange devices which affected
exports, however, were adjustments of multiple rate structures, in-
cluding exchange premiums, surcharges, etc., and changes in ex-
port taxes. Argentina replaced its previous exchange system by a
greatly depreciated single fluctuating rate. Adjustments in export
rates were more frequent than in earlier years. Colombia and
Brazil depreciated both their effective export rates for coffee and
certain import rates; Colombia also maintained import prohibitions.
Nicaragua abolished the tax on coffee exports. Argentina and
Uruguay adjusted both their effective export rates for wool and
other export commodities and their import rates. Afghanistan de-
preciated the export rates for karakul, wool, and cotton. In
Turkey, a simplification of the rate structure in August 1958 was
accompanied by a considerable depreciation of both export and
import rates. The United Arab Republic (Egyptian Region), the
Sudan, and Peru reduced export duties on extra-long-staple cotton.
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Domestic Financial Developments and Policies
in Industrial Countries

The authorities in practically all the more industrialized coun-
tries were confronted in 1958 with the problem of checking the
slackening of activity and inducing a renewed expansion without
sacrificing the objective of price stability. This task was made
more difficult nearly everywhere by the fact that prices, though
rising more slowly than before, had not entirely leveled off. On
the other hand, the adoption of antirecession measures was facili-
tated in most of these countries by favorable balance of payments
conditions.

In many countries, the authorities believed that the slowing
down or even temporary cessation of growth was not entirely un-
healthy after the inflationary pressures of earlier years. A too
energetic reflationary policy, designed to continue a high rate of
growth, might, it was feared, give rise to unsound developments,
intensify inflation, and make necessary even more severe adjust-
ments at a later stage. Accordingly, the authorities did not quickly
reverse their earlier anti-inflationary policies. In most countries,
they found it unnecessary to apply over-all expansionary meas-
ures, other than the relaxation of credit restrictions and permitting
a gradual lowering of the rate of interest—a result which in many
countries required no active intervention on their part. Save in
one or two countries fiscal action was confined to specific meas-
ures designed to affect particular sectors of industry or particular
depressed areas. It was hoped that these policies would succeed
in inducing an adequate revival in economic activity in 1959
within an environment of monetary stability and a satisfactory
balance of payments position.

Thus, the mild recession did not induce the governments of in-
dustrial countries to relax their watchful concern over the trend of
prices. As soon as the recovery in production was well under way,
as in the United States, or whenever fiscal measures gave rise to
renewed concern over inflation, as in Norway in early 1959, the
monetary authorities discontinued their easing policies.
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Monetary Policies

The most overt manifestation of antirecession policy was a
widespread, though mostly moderate, reduction in discount rates.
From the beginning of 1958, Belgium, the Netherlands, and the
United Kingdom reduced the rate five times, Ireland four times,
and the Federal Republic of Germany and France thrice. Denmark
and Japan reduced it twice, while Austria, Finland, Italy, Sweden,
Switzerland, and the Union of South Africa reduced the rate once.
In early 1959, the lowest discount rates were in Switzerland (2
per cent) and in Germany and the Netherlands (2.75 per cent).
The United States, after reducing the rate twice in the first half
of 1958, raised it four times thereafter, to 3% per cent. In
Canada, also, where the rate is tied to the weekly average tender
rate for treasury bills, it fell to a low of 1.12 per cent in July 1958
and then rose to 5.42 per cent in June 1959.

In many of the European countries, the reductions in official
discount rates were to a large extent adjustments to a prior fall
in money market interest rates. In the United States and, to a
still greater extent, in Canada the declines in official and in market
rates were practically simultaneous. The fall in market rates which
began in some industrial countries in the latter part of 1957 and
in others in early 1958 (Table 13) reflected an increase in liquid-
ity. In the United States, this was brought about largely by Fed-
eral Reserve policies, in spite of the outflow of gold reserves, and
in most European countries, by the influx of gold and foreign
exchange, with little or no need for active intervention by the
authorities. Indeed, in Germany and the Netherlands, the authori-
ties undertook open market sales in order to moderate the effects
of the increase in liquidity of the commercial banks; in the
Netherlands, the reserve requirements for banks were raised
by degrees to 10 per cent, being again reduced in April 1959 to
7 per cent.

While reductions in discount rates were generally preceded by
reductions in market interest rates, they were also a signal for re-
ductions in the rates paid and charged by commercial banks, with
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TABLE 13. MARKET INTEREST RATES, SELECTED COUNTRIES, 1957, 1958, AND 1959

(In per cent per annum)

1957 1958 1959
Sept. Dec. Mar. June Dec. Mar.

United States

Treasury bill rate 3.58 3.10 135 .88

Government bond yield (medium-term) 399 295 240 202 369 394

Government bond yield (long-term) 3.64 322 325 3.19
Canada

Treasury bill rate 380 3.62 227 172 349 4.30

Government bond yield (long-term) 442 375 3.71 389 476 4.88
United Kingdom

Treasury bill rate 544 643 577 446 3.30

Government bond yield (short-term) 538 591 5.06 464 430 4.06

Government bond yield (long-term) 584 588 569 553 545 525

Corporate bond yield (debentures) 6.59 626 6.13 595
Augstralia

Government bond yield (short-term) 444 441 430 425 423 400

Government bond yield (long-term) 498 500 498 494 493 4.89
New Zealand

Government bond yield 483 498 501 498 4388 4.86
Union of South Africa

Treasury bill rate 3.25 325 3.50 3.68 3.53

National Finance Corl)orauon (deposit) rate 312 312 338 350 35 ...

Government bond yield 4.75 475 5.00 525 525
Belgium

Treasury bill rate oo 425 400 350 250 2.2§

Government bond yield 4.82 494 480 4.64 429 428
Denmark

Government bond yield 576 574 543 519 522 513
France

Government bond yield 6.10 591 6.11 S5.13 544 5.3

Call money rate, public 3.26 334 3.52 345 370 374

Call money rate, private 577 572 596 17151 6.07 4.
Germany, Federal Republic of

Call money rate 428 384 363 372 269 275

Mortgage bond yi 546 5.10 4.76 4.37 383 3.5

Mortgage bond yleld (fully taxed) 61 61 61 60 55 55

(‘!ovemmem bond yield 689 684 645 630 580 540
Netherlands

Treasury bill rate 486 4.64 3.14 226 1.68

Government bond yield 482 486 440 4.12 431 407
Sweden

Government bond yield 439 446 4 4.29 427 426

Industrial bond yield 518 5.28 528 505 507 5.06

C ial banks’ di rate (three-month bills) 575 5.75 525 525 525
Switzerland

Government bond yield 392 3.67 337 304 300 287

Sources: International Monetary Fund, International Financial Statistics; Central Statistical Of-
fice, Monrhly Dige:t of Statistlcs (London), Institut National de la Stausuque et des Etudes Eco-
(Paris); Skandinaviska Banken, Quarterly Review (Stock-
holm); Konjunkturinstitutet, Koniunkmrjournalen (Stockholm); and Deutsche Bundesbank,
Monatsberichte.
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possible reactions on domestic investment and international capital
movements. In Germany, Switzerland, and the Netherlands, one
purpose of the official rate policy was to reduce deposit rates, and
thus to discourage a net inflow of short-term capital. Some coun-
tries, such as Austria, France, and the Scandinavian countries,
kept their interest rates relatively high with a view to their in-
fluence on capital movements. In the United Kingdom, the bank
rate was reduced in accordance with the marked improvement on
external account and the change in domestic economic conditions.
Long-term rates, however, declined only moderately owing to con-
tinued public funding operations and to sales of investments by
commercial banks since the last quarter of 1958, and possibly to
some feeling on the part of investors that a substantial rise in bond
prices might not be sustained in the longer run. In Belgium, ef-
forts to reduce long-term interest rates by open market purchases
met with resistance owing to an increased Treasury demand in
the money and capital markets. In France and the Netherlands,
long-term market rates rose during the second half of 1958, with~
out, however, reaching the level of the earlier part of the year.
This moderate rise appears to have reflected increased recourse of
governments to the capital market. Interest rates declined again
in the first quarter of 1959.

Although discount rates in the United States moved parallel
to market rates, their changes were less sharp. After a sharp de-
cline in late 1957 and early 1958, brought about by open market
purchases and reductions in reserve requirements, market rates
began to rise. This increase, following a period of relative credit
ease, was associated with the fact that, as economic activity and
the flow of monetary transactions increased, the supply of money
increased more slowly. Long-term bond yields varied, though to
a lesser extent, along with short-term rates. Heavy selling of U.S.
Government securities occurred in the market during June; in
mid-July, the situation was complicated by the emerging crisis in
the Middle East and by announcements of a major Canadian
Government refunding operation and of two large U.S. Treasury
financing operations. These developments led the Federal Reserve
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System in the latter part of July to operate in medium-term and
long-term government securities, and in the “rights” in a Treasury
refunding, neither of which is ordinarily included in the trans-
actions of the Federal Reserve System. The yields of long-term
government securities rose by the early months of 1959 to a level
which, though still lower than in most other industrial countries,
was higher than the prerecession peak in the United States. Here
the forces tending to raise the general level of interest rates were
clearly being reinforced by anticipations regarding the future of
government bond prices. Toward the end of 1958 and in early
1959, U.S. interest rates continued to rise, but less rapidly and
less evenly. In view of the rather precipitate rise in stock prices
from the end of 1957 onward, margin requirements on new stock
purchases were raised in August to 70 per cent and in October
to 90 per cent.

In addition to reducing discount rates, many countries relaxed
restrictions on bank credit in 1958, though slowly and selectively.
In a few countries, legal reserve requirements for commercial
banks were altered. In the United States, there were four reduc-
tions of legal reserve ratios between February and April 1958.
Effective April 1, 1959, Germany lowered the reserve require-
ments for foreign-owned deposits to the same level as is required
for residents, since a net inflow of funds from abroad had, from
the beginning of the year, been to an increasing extent succeeded
by a net outflow. During 1958 and again in February 1959, the
Commonwealth Bank of Australia, in order to sustain domestic
spending in the face of falling export incomes and thus to main-
tain employment at a satisfactory level, eased the minimum reserve
requirements which in Australia are imposed by the obligation to
maintain Special Accounts with the Commonwealth Bank. The
South African Reserve Bank, in an effort to improve the external
reserve position, imposed supplementary reserve requirements
which were raised by several steps to 8 per cent in October 1958;
then, in view of the slackening in economic activity, these supple-
mentary requirements were twice reduced. The Swiss National
Bank ended its gentlemen’s agreement with commercial banks
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under which the latter had agreed to maintain certain minimum
reserves. On the other hand, the Reserve Bank of New Zealand
raised its legal reserve requirements, mainly to reduce pressure on
the balance of payments.

The gradual lifting of other, more specific, types of restriction
on credit also had considerable importance. For instance, several
countries, including the United Kingdom, France, and the
Netherlands, repeatedly relaxed restrictions on hire-purchase
transactions in order to stimulate purchases of consumer durable
goods. Especially in the United Kingdom, where restrictions were
suspended in October 1958, the resulting rise in consumer outlays
was a major reason for the moderate upturn in activity toward the
end of the year. The United Kingdom also first eased, and in
early 1959 suspended, most of the controls over borrowing by
residents which had been in effect since 1939. Italy took steps to
encourage private investment in a similar manner. In Germany,
the large increase in new capital issues was aided by reductions in
maximum rates on time and savings deposits.

Certain restrictions on bank advances were lifted in the United
Kingdom and in France. Individual rediscount ceilings were raised
in France, and penalty rates were lowered three times. The
authorities in Norway eased the regulations governing commercial
bank lending activities. In early 1959, however, increasing con-
cern over the effects of fiscal measures on prices and on the ex-
ternal balance led to a new agreement with private banks designed
to limit credit expansion in 1959.

Bank credit to the private sector (Table 14) increased at a
higher rate than in 1957 in Australia, Germany, Sweden, the
United States, and the United Kingdom (mainly in the latter part
of the year when the increase was particularly marked in loans to
retail trade, to personal and professional borrowers, and to hire-
purchase companies). In Canada, France, Italy, Japan, and
Switzerland, on the other hand, bank credit to the private sector
rose at a lower rate, and it declined in Belgium, the Netherlands,
New Zealand, and the Union of South Africa. In the United
States, it increased at the same rate as in 1957, as a decline in
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TABLE 14, PERCENTAGE CHANGES IN MONEY SUPPLY AND IN BANK CREDIT, AND INDEX OF INCOME VELOCITY,
SELECTED COUNTRIES, 1957 AND 1958

Bank Credit to Net Bank Credit Index of Income Velocity3?
Money Supply! Private Sector! to Government!- 2 {{956= 100)

1957 1958 1957 1958 1957 1958 1957 1958
Australia 5 -3 3 1 3 1084 1074
Austria 8 11 13 75 20 26 103 100
Belgium-Luxembourg _ 6 7 —16 -5 6 103 "
Canada 4 13 4 3 4 35 106 98
Denmark 4 14 46 86 ves e 103 96
France 9 6 14 6 25 3 102 98
Germany, Federal Republic of 12 13 11 14 “ee vee 98 92
Ttaly 6 10 9 7 5 1 1007 987
Japan 4 13 23 17 2 27 1027 957
Netherlands -2 12 6 -3 —8 13 112 108
New Zealand — —6 13 -2 9 -3 1028 cs
Norway — 1 4 4 3 -3 104 104
Sweden 2 1 2 8 25 4 103 106
Switzerland 3 11 5 4 33 27 101 .
Union of South Africa 2 -3 14 —4 10 — Ces .
United Kingdom -1 2 —19 19¢ 610 —110 105 111
United States -1 4 4 5 1 13 105 103

Sources: Based on data from International Mc y Fund, International Fi ial Statistics; Monatsberichte des Osterreichischen Instituts fiir Wirtschafts-

Jforschung, March 1959 (Vienna); Dominion Bureau of Statistics, Weekly Bulletin, March 26, 1959 (Ottawa); Pkonomiske Sekretariat, Economic Survey, 1959

(Copenhagen); Ministero del Tesoro, Relazione Generale Sulla Situazione Economica del Paese, 1957 and 1958 (Rome); The Bank of Kobe, Ltd., Monthly Survey,
December 1958; Centraal Planbureau, Centraal Economisch Plan, 1959 (The Hague); Statistisk Sentralbyra, Statistiske Meldinger (Oslo); Ministry of Finance,
Preliminary National Budget for 1959 (Stockholm).

1 Changes are from end of one year to end of following year.

2 Monetary system’s claims on government less government deposits is used to measure net borrowing of the central government from the banking system. In
Austria, credit from the Treasury to the banking system is treated as government deposits, and transactions of official entities are included. In Canada, Japan, the
Netherlands, Norway, the Union of South Africa, and the United States, transactions of local government authorities are also included.

3 Income velocity is the ratio of gross national product to money supply (average of end-of-month data).

4 Year ended June 30.

5 Change from September 1957 to August 1958.

6 Bank credit to private sector and to government.

7 Money supply is average of end of quarters.

8 Year beginning April 1.

9 Changes in “other”” banks’ (London clearing banks) claims on business and individuals.

10 Bank of England domestic Joans and investments to government plus “other” banks’ domestic loans and investments to government.
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business loans was more than offset by an upswing in real estate
and farm loans, mainly in the second half of the year.

Net bank credit to the public sector showed substantial in-
creases over 1957 in many countries. In France and Sweden,
however, the rate of public borrowing from the banking system
declined significantly, and in the United Kingdom and Norway
net government borrowing declined. In the United States, public
sector net borrowing from the banking system was negative in
the first quarter; in the second quarter it rose by $4.4 billion, in
the third quarter by $5.8 billion, and in the last quarter of the
year by $3.2 billion. In the first quarter of 1959, it fell by $3.6
billion.

In most industrial countries the money supply expanded more
rapidly during 1958 than during 1957. In Denmark the rate of
expansion was the highest since the war, in the Netherlands since
1947, and in Canada since 1950. Only in France and Sweden was
the rate of increase lower than in 1957. In New Zealand, the
Union of South Africa, and Australia, the money supply declined.
The income velocity of money, however, after increasing in 1956
and 1957, declined in many industrial countries during 1958, thus
offsetting to some extent the effect of increased money supplies on
the demand for goods and services.

Fiscal Policies

The recessionary tendencies appearing in many countries in
1957-58 were to some extent counteracted by the “built-in stabil-
izers” of the fiscal system., While government revenues tended to
decline, expenditures on unemployment benefits increased auto-
matically. Both tendencies helped to sustain private expenditures.
New tax measures designed to combat the slackening in activity
were generally selective rather than sweeping, / and frequently
aimed not only at maintaining demand but also at ‘supporting some
particular sector or enhancing the efficiency or competitiveness of
the economy. On the other hand, in many countries there was a
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more than normal increase in government expenditures, though
there was no large-scale recourse to public works.

Tax reduction, including a 9 per cent reduction in income taxes,
was a part of Canada’s program for budgetary stimulation of the
economy. Increases in income and indirect taxes, however, were
imposed by the Canadian budget of 1959-60. No other industrial
country granted broad tax concessions until 1959. In Germany,
a number of tax reforms were designed to contribute to a revival
of the capital market and ultimately to stimulate investment. In
order to encourage private fixed investment, the Netherlands
reinstituted rebates on new investment outlays that had previously
been abolished, and the United Kingdom raised its initial de-
preciation allowances. It was not until the budget presented in
April 1959, however, that the U.K. authorities felt that sufficient
progress had been made in restoring the strength of the balance of
payments and the stability of the domestic price level to permit tax
reductions over a broad front.

In the United States, increased government expenditures for
public construction, unemployment compensation, agricultural
price support, and defense were strategic factors in the recovery.
In Canada, there was a considerable expansion of housing loans
and welfare expenditures. Other countries also, e.g., the Nether-
lands, Norway, Austria, and Italy, accelerated public expenditures,
mostly for purposes for which they had been held back during the
boom. Belgium planned to increase public investment and welfare
expenditures in 1959, and also to grant some fiscal concessions to
weak sectors of the economy.

These fiscal developments resulted in enlarged over-all budget
deficits in most of these countries. As the private sector demanded
fewer funds while liquidity increased, it became possible in some
countries to finance these deficits to a large extent without recourse
to central banks. In the United Kingdom, an increase in public
expenditures in 1958-59 was more than matched by a rise in
revenues, so that the over-all budget deficit for the year was
slightly smaller than in the previous year. In Germany, there was
a substantial cash deficit in the federal budget, because of sub-
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stantial payments to foreign countries; however, there continued to
be a surplus in domestic cash transactions.

In several countries taxes were increased and subsidies were
reduced or eliminated to prevent increased expenditure for public
investments and unemployment relief from giving rise to unduly
large budget deficits. In Sweden, for example, increased public
investment and welfare expenditures resulted in an increased over-
all budget deficit, and in consequence the Government envisaged
higher indirect taxes for the fiscal year 1959-60.

Domestic Financial Developments and Policies
in the Primary Producing Countries

Since the end of World War II, many of the primary producing
countries have been subject to strong and persistent inflationary
pressures. In the endeavor to accelerate the growth of their pro-
ductive resources, many of them have permitted money and credit
to expand much faster than current real output. Of some 40 less
developed countries, for which comparable records are available,
there are 25 in which, during the period from 1948 to 1957, the
average annual increase in the money supply was 10 per cent or
more, and 19 in which the average annual increase in the cost of
living exceeded S per cent. In several countries, both rates were
in excess of 20 per cent. Moreover, in most of these countries,
with a few exceptions such as Venezuela and Mexico, the increase
in the money supply developed despite a substantial decline in
their gold and foreign exchange reserves, and despite the foreign
financial assistance which many of them received.

The urge for rapid economic growth, of which these inflationary
tendencies are often a by-product, is very powerful in many parts
of the world today. Some of the less developed countries have
made substantial progress, even in a few cases when hampered by
the distortions created by inflationary pressures. In others, how-
ever, inflationary pressures have resulted in little more than an
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appearance of feverish activity, while real output and income were
actually stagnating, or were expanding only at an unsatisfactory
rate. Experience has shown that one of the foremost problems
that confronts such countries is the establishment of financial
stability, both internal and external, as a necessary—although.not
a sufficient—condition for sound and accelerated economic
development.

During 1958, for a variety of reasons, including the inadequacy
of foreign exchange resources, several countries, such as India and
the Philippines, found it necessary to scale down their development
expenditures. For many of the other less developed countries, the
continued though partially abating fall in the prices of primary
products and the consequent deterioration in their terms of trade
increased during the last two years the difficulties of promoting
economic development in conditions of monetary stability. Under
such circumstances, moreover, the servicing of past foreign bor-
rowing is likely to become increasingly burdensome. These price
trends not only reduced the volume of real resources available for
consumption and investment, but also affected adversely the finan-
cial position of governments. Much of the public revenue of these
countries comes from import and export duties and similar
charges, and any decline in the value of exports and any corre-
sponding reduction in imports required in order to maintain
balance of payments equilibrium also tend to reduce the resources
available to the government. Similar consequences followed the
efforts made in a number of countries, such as India, Peru, and
the Sudan, to soften the impact of declining prices on domestic
producers by cutting export duties. In some countries, particularly
those which produce coffee or tin, the expenditure required to
finance stockpiling in an effort to prevent sharp price declines
further reduced the resources available for other purposes. The
revenue effects of reduced imports were offset, wholly or in part,
in some countries by increasing existing import duties or imposing
new ones or by depreciating the import exchange rate. Some
countries revised upward their income and other taxes.
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Despite the handicaps under which they labored in 1958,
several of the less developed countries actually reduced their
government deficits, and in some of them, notably Bolivia, India,
Pakistan, and Turkey, the rate of monetary expansion was less
than in previous years. In Ecuador, Nicaragua, and the United
Arab Republic (Egyptian Region), the money supply was reduced
(Table 15). The cost of living rose less than in previous years in
Israel and Paraguay, and in several countries, e.g., Burma, Ceylon,
Ecuador, and Pakistan, it declined.

A few countries—Argentina, Haiti, Honduras, Israel, and the
Philippines—endeavored to limit the expansion of bank credit by
raising bank reserve requirements; Mexico extended these require-
ments to both the peso and the foreign liabilities of private finance
companies. Ecuador, on the other hand, reduced reserve require-
ments in order to make more credit available to the private sector,
but at the same time contracted bank credit to the Government.
Advance deposit requirements for imports were increased in
Chile, Paraguay, and Indonesia; and in some countries, advance
deposit requirements denominated in local currency were auto-
matically increased by depreciation of the exchange rate. India
and a number of other countries, with varying degrees of success,
restricted credit by maintaining general or selective credit ceilings
and directives for banks. Some countries, e.g., Mexico and Tur-
key, took steps to eliminate or reduce the use made by state enter-
prises of central bank credit and government subsidies, Only a
few of the less developed countries raised their official discount
rates in 1958 or early 1959—DBrazil to 8 per cent, Pakistan to 4
per cent, and the Philippines to 612 per cent.

Notwithstanding the realization that is now fairly general that
sound economic development is not compatible with the distor-
tions that rapid or chronic inflation always creates, a number of
the less developed countries have had great difficulty in abating or
slowing down the rate of inflation (Table 15). Some of these
countries have adopted comprehensive integrated plans for stabil-
izing the economy in order to create a climate more likely to stim-
ulate domestic saving and to attract an inflow of foreign capital.
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TABLE 15. PERCENTAGE CHANGES IN CoST OF LIVING, MONEY SUPPLY, AND BANK CREDIT, SELECTED COUNTRIES, 1953-58!

Net Bank Credit to Bank Credit to
Cost of Living Money Supply Government Private Sector

Average Average Average Average
1953-56 1957 1958 1953-56 1957 1958 1953-56 1957 1958 1953-56 1957 1958

Argentina 10 26 50 19 12 46 11 23 89 20 18 32
Bolivia 220 —14 19 127 5t 1 153 65 37 81 123 242
Brazil 21 14 23 20 34 21 26 45 2§ 18 23 23
Burma 4 8 —-16 23 —-18 19 -7 12 10 37 =21
Ceylon — 5 -1 6 -8 4 -7 27 17 16 17 9
Chile 62 17 33 50 25 37 36 47 232 44 42 21
Colombia 6 23 8 16 14 21 783 48 2 243 16 15
Ecuador _— 2 -1 7 4 -1 —47 - 50 17 15 7
India 2 4 s [ 3 13 3t 21 13 15 2
Indonesia 14 55 18 20 41 55 28 45 50 20 - 46
Israel 9 5 4 19 11 14 19 10 —25 24 19 26
Korea s -7 ] 73 16 35 135 20 10 103 48 43
Mexico 5 14 8 14 7 7 39 29 12 10 19
Nicaragua 6 1 3 11 -2 -3 4 4 4 28 -5 3
Pakistan 1 12 —10 11 6 5 14 23 9 12 3 2
Paraguay 22 15 4 34 3 20 14 8 35 61 4
Peru 4 3 9 11 4 1 9 35 17 15 13 3
Philippines -1 1 1 6 1 9 18 6 13 21 5
Unite Arab Republi E Region) 5 " 2 ! i 2’ %2‘ n 2 e 4 i3
nited epublic (Egyptian Region] —_ - — - -
Venezuela —_ 1 2 10 32 10 .es —80 72 23 “ 16

Source: International Monetary Fund, International Financial Statistics.

1 Changes are from end of one year to end of followmg year.

2 Change from November 1957 to November 19,

3 Average of percentage changes from 1954 to l956

4In Nxcaragm. the Government is a net lender to the banking system. Only in 1956 and 1958 did bank indebtedness to the Government decrease; in the
other years, it in

S Change from end of 1957 to November 1958.

6 Total bank credi
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Several of these programs were designed in close cooperation with
the Fund, and their implementation was usually facilitated by
financial assistance from both the Fund and other sources, any
assistance from the Fund being necessarily, in accordance with its
Articles of Agreement, of a short-term character. Thus the Fund’s
role in connection with such programs is twofold. First, if it is
requested by a member country to do so, it gives technical advice
in the formulation of the program. Second, the Fund agrees to
the use of its resources in support of programs which, if resolutely
carried out, appear likely to be reasonably effective in restoring
economic and financial stability.

At every stage of development, fiscal policy, credit policy, ex-
change policy, and wage policy all have a direct impact on the
rate of growth that can be sustained. Most stabilization prograrns
accordingly call for simultaneous reforms in all these fields. Fiscal
reform aims at reducing or holding the level of expenditure while
taxation is increased, with any remaining budgetary gap financed
either from noninflationary domestic borrowing or from the do-
mestic currency proceeds of foreign grants or credit. Monetary re-
form is directed primarily at limiting bank credit to an order of
magnitude that can be safely absorbed without inflation or chronic
disequilibrinm in the balance of payments. Reserve requirements
may be increased, central bank credit to commercial banks cur-
tailed, or credit ceilings imposed on commercial banks.

In most of the stabilization programs, new exchange systems
have been established which are intended to permit wider scope
for market forces in determining a realistic exchange rate and in
allocating foreign exchange between different uses. The effective
operation of these systems is sometimes hampered by the existence
at the time of their establishment of very large central bank
commitments to deliver foreign exchange in accordance with
contracts already negotiated.

The difficulties in the way of sustained economic development
are particularly acute in countries which have to start from a very
low average level of income, and where therefore the scope for
domestic capital formation is very limited. Also, as a result of

72

©lInternational Monetary Fund. Not for Redistribution



their past history, there are often psychological and institutional
factors in the less developed countries which impede the adoption
of some of the measures that are essential for satisfactory devel-
opment. Moreover, in general, stabilization programs have been
adopted by countries where prolonged inflation has already caused
serious dislocation in the structure of their economies. In such
countries, stabilizing measures are likely to encounter special
difficulties. During periods of prolonged inflation, investment in
certain sectors, which from a long-run standpoint usually are
relatively less productive sectors, tends to be overexpanded, and
certain groups accordingly acquire a vested interest in inflation.
Sectional resistances to the readjustments and sacrifices that are
involved have been an important obstacle to the successful opera-
tion of some of the stabilization programs. The resistance may ac-
tually be so strong as to make it difficult for the monetary author-
ities to enforce restrictive credit policies on private banks, or even,
in some countries, on state banks. Weaknesses of administration
and in the legal framework for monetary and fiscal policy have
impeded the operation of some programs, and some countries
have taken steps to improve the legal and administrative frame-
work within which stabilization measures have to be applied.

A sympathetic understanding of the objectives of a stabilization
program by both business and trade union groups is essential if
the resistances to stabilization measures are to be overcome. The
difficulties are particularly great where, prior to adoption of the
program, the standard of living has been maintained by depleting
the real capital of the economy. The temporary deterioration of
the standard of living, which in such circumstances is inevitable,
may be interpreted by some sections of the public as an indication
of the failure of the program, and give rise to claims for prompt
upward adjustments in wages and salaries and for more liberal
credit terms, which, if granted, will again generate inflationary
pressures. Nevertheless, there is a growing awareness of the im-
portance of monetary stability. Governments have intensified their
efforts to impress the urgency of temporary austerity upon the
public, who have now had a long experience of the disruptive
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effects of inflation, and these efforts have begun to yield positive
results, with a stronger legal and institutional framework for
monetary policy and more effective central bank control of the
financial system. Even when initial attempts to stabilize the econ-
omy have been less successful than was anticipated, or when set-
backs have occurred, governments have continued their efforts.

The experience of all the less developed countries where stabil-
ization programs have been adopted—such as Argentina, Bolivia,
Chile, Nicaragua, Paraguay, Peru, and Turkey—suggests that the
most important requirement for credit policy is to ensure that
credit creation, for either the public or the private sector, will not
be carried beyond permissible limits. A crucial condition for the
lasting success of these programs is the ability of governments to
refrain from inflationary deficit financing and to maintain credit
restrictions until inflation psychology has given way to confidence
in monetary stability. Once this confidence has been established,
pressures on governments are likely to diminish. The enforcement
of stabilizing financial policies will then become less difficult, espe-
cially since the establishment of monetary stability should stimu-
late domestic production after the first shock reaction to austerity
measures has been overcome.
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IV

Domestic Financial Developments
and External Payments in Selected
Groups of Countries

Manufacturing Countries

UNITED STATES
Internal Developments

HE recession in the United States in the second half of 1957

and the first quarter of 1958, though short, was somewhat
deeper than any previous recession in that country over the last
twenty years. For 1958 as a whole, real gross national product
(GNP) was about 3 per cent less than in 1957. In the second
quarter of 1958, output began to recover, and this improvement
became a renewed expansion in 1959; in the first quarter of 1959
the seasonally adjusted GNP in real terms was some 2 per cent
above the level attained in mid-1957.

After declining by 13 per cent from August 1957 to April 1958,
industrial production at first rebounded more sharply than in
1954-55. Subsequently, the rate of recovery was more moderate;
by the end of May 1959, industrial production was 5 per cent
above the prerecession peak. Nonagricultural employment, which
by April 1958 had declined by more than 5 per cent, rose by 4 per
cent to mid-May 1959. Unemployment (seasonally adjusted),
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which for two years prior to the third quarter of 1957 had been
fairly stable at about 4.2 per cent of the civilian labor force, rose
by April 1958 to 7.5 per cent of the labor force. It remained at
about that level until the last quarter of 1958; by May 1959 it had
declined to 4.9 per cent.

Prices continued to rise during the recession at almost the same
rate as during the preceding period of gently rising output from
the end of 1955; from the second quarter of 1958, when recovery
began, prices leveled off. Thus, wholesale prices rose from August
1957 to March 1958 at an annual rate of more than 2 per cent
and then remained at practically the same level through May
1959. From August 1957 to March 1958, consumer prices rose
more sharply, at an annual rate of almost 4 per cent, and then
rose very little through April 1959. These movements were the
result of a combination of several factors: a fairly steady rise in
rent, transportation prices, and medical service; inflexibility in the
prices of most manufactured goods throughout recession and re-
covery; and the behavior of food prices, which on the whole was
countercyclical, these prices rising during the latter part of the
recession and falling from mid-1958 under the influence of supply
factors.

During the recession, business expenditures on plant and equip-
ment and on inventories declined. The upturn took place as the
rate at which inventories were being reduced slowed down. Even
after recovery had begun, expenditures on plant and equipment
rose only moderately, and by the second quarter of 1959 they
were still appreciably below the previous peak value. For 1958 as
a whole, business investment in plant and equipment was about
$6 billion less than in 1957 and the decline in inventory invest-
ment was almost as great. Exports of goods and services in 1958
were $3.6 billion less than in 1957, while imports remained
virtually unchanged. Consumer expenditure was well sustained
throughout the recession, despite the flagging demand for auto-
mobiles, and government expenditure on goods and services con-
tinued to rise. Each of these categories of expenditure increased
from 1957 to 1958 by about $6 billion. A further factor aiding
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recovery was the rise in residential construction from the second
quarter of 1958.

Developments in government finance helped considerably in
ensuring the comparative resilience of the U.S. economy in 1958.
Public expenditures were nearly $8 billion more than in 1957,
while receipts were nearly $4 billion below the previous year. The
aggregate government deficit, federal, state, and local, in 1958
amounted to more than $10 billion, in contrast to a surplus of
nearly $2 billion in 1957. Three quarters of the increase in gov-
ernment expenditure was in purchases of goods and services; the
remainder was in government transfer payments, such as unem-
ployment compensation and other social security benefits. These
fiscal developments were largely responsible for the maintenance
of disposable personal income, which declined only slightly in the
latter months of 1957 and the early months of 1958.

Money and credit policies contributed in various ways to
mitigate the downswing and, in particular, to stimulate recovery.
Federal Reserve discount rates, which had been raised to 32 per
cent in the summer of 1957, were reduced by several steps to
134 per cent in April 1958. In the closing months of 1957, Fed-
eral Reserve open market operations, together with other factors,
produced a rapid reduction of member bank borrowing. Reserve
requirements were reduced in the early part of 1958 and this, to-
gether with some decline in cash in circulation, led to a rise in the
net free reserves of member banks.

Substantial open market purchases by the Federal Reserve
Banks in the second quarter of 1958 exceeded the amount needed
to offset the outflow of gold during that period. The com-
mercial banks made heavy purchases of U.S. Government secu-
rities in the spring and summer of 1958, and in the fourth quarter
increased substantially their loans to the private sector in response
to the rising demand for credit. Owing to this expansion of com-
mercial bank credit, there was an increase during 1958 of about
5 per cent in demand deposits and of 4 per cent in the money
supply as a whole. The total increase in the domestic assets of
the banking system during that year was about $17 billion. The

77

©lInternational Monetary Fund. Not for Redistribution



monetary expansion, however, was held within limits. After mid-
1958, open market operations supplied only a portion of the re-
serves needed to meet rising demands for credit and to offset the
continued gold drain, and commercial bank reserves were main-
tained only by increased borrowing from the Reserve Banks.
Market rates of interest rose by the end of 1958 almost to the
prerecession level, and the official discount rate was raised by
four steps, beginning in September 1958, until in May 1959 it
reached 3%% per cent.

During the recovery after mid-1958, there were some. expecta-
tions of a return of inflation in response to some of the forces that
appeared to underlie the long-term upward trend of prices, and
especially if during the period of cyclical recovery there was to be
a continued budget deficit. These expectations were a factor in
the steep rise in stock prices, which continued throughout 1958
and into 1959.

External Payments Developments

The balance of payments of the rest of the world with the
United States improved during the recession of 1957-58; beginning
with the last quarter of 1957 it showed a surplus, in contrast to
deficits in the four preceding quarters. During the period of re-
covery, the surplus continued to grow until the last quarter of
1958, when it declined slightly. In the first quarter of 1959 the
surplus declined still more sharply. As a result of these move-
ments, monetary authorities abroad, who had transferred some
$1.4 billion of gold and dollars to the United States in 1957, in-
creased their holdings of gold and U.S. dollars in 1958 by $2.9 bil-
lion (Table 16). U.S. expenditures abroad for imports and other
items showed unexpectedly little decrease during the recession and
only a small increase in the second half of 1958. The behavior
of the balance of payments in 1958 is therefore to be explained in
terms of changes in foreign expenditure on U.S. exports and on
the accumulation of long-term and short-term claims in the United
States; this expenditure declined heavily from the first half of 1957
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TABLE 16. UNITED STATES: SUMMARY OF BALANCE OF PAYMENTS, 1956-58
(In millions of U.S. dollars)

1957 1958 1959
Jan.- July- Jan,- July- Jan.-
1956 1957 1958 June Dec. June Dec. Mar.
Government transactions? —5,395 ~5,694 —5,874 -3,123 —2,5T —2,960 —2,914 ~—1,325
Private current transactions
Exports: Merchandise 17,354 19,364 16,208 10,253 9,111 8,232 1,976 3,741
Services ,851 6,628 6,227 ,236 3:392 2,895 3,332 1,456
23,205 25,992 22,435 13,489 12,503 11,127 11,308 5,197
Imports: Merchandise —12,804 ~13,291 —12,946 ~6,641 —6,650 -6,305 —6,641 —3,607
Services? —4,182 —4,499 —4,670 —2,089 —2,410 —-2,172 —~2,498 —1,048
—16,986 —17,790 —17,616 —8,730 —9,060 —8,477 -9,139 —4,655
Balance 6,219 8,202 4,819 4,759 3,443 2,650 2,169 542
Private capital transactions
U.S. capital, net outflow —2,990 -3,175 —2,844 -2,177 -~998 —1,667 -1,177 -394
Foreign capital, net inflow
Long-term 530 361 24 293 68 -2 26 60
Short-term* 872 959 534 593 366 477 57 640
Balance -1,588 —1,855 —2,286 —1,291 ~564 —1,192 —1,094 306
Errors and omissions 643 748 441 593 155 310 131 205
Gold and dollar transfers to official holderss 121 —1,401 2,900 —938 —463 1,192 1,708 272
Of which gold sales by the United States ~281 =172 2,294 —660 -112 1,458 836 144

Sources: U.S. Depa.rtment of Commerce. Survey of Current Business; Board of Governors of the Federal Reserve System, Federal Reserve Bulletin; Inter-

national M 'y Fund, Inter

1 Excluding military aid and commodnty transfers financed by it.
tures (

2 U.S. military exp
3 Including private donations.

ore purch

di ), grant aid other than military, net U. S. Government foreign lending, net income from U.S. Govern-
ment investments abroad, miscellaneous government services, and pension transfers.

4 Including estimated private holdings of U.S. Government securities and change in U.S. short-term habllmes to private foreign holders, including international

organizations other than the International Monetary Fund (IMF), the European Payments Union (EPU), and
3 Including official holdings of gold and short-term dollar

include the IMF, the EPU, and the BIS. Minus sign indicates transfer to the United Stal

for International
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to the first half of 1958 and showed no recovery during the rest
of the year.

Despite the recession, U.S. imports in 1958 were only about
1 per cent lower in value, and their volume was actually 4 per
cent higher, than in 1957, the increase in volume contrasting
sharply with the decline of 7 per cent in the previous recession
from 1953 to 1954. The main reasons for the increased volume
of imports were the maintenance of consumer demand in the
United States and the continued competitive success of foreign
manufactures in the U.S. market. Imports of crude petroleum,
restricted by voluntary quotas, remained the same in volume as in
1957, while imports of refined products rose sharply. Imports of
other crude and semimanufactured materials declined by some
5 per cent in volume and 13 per cent in value. Imports of food-
stuffs increased in volume, and imports of sugar and meat .rose
even in value, partly on account of the decline in sugar supplies
from Hawaii and Puerto Rico and of a reduction in the number
of cattle slaughtered in the United States. The upward trend in
imports of manufactures actually became steeper from 1957 to
1958; payments for manufactures as a whole rose by 11 per cent,
those for automobiles alone by more than 60 per cent. The greater
availability of supplies from Europe and Japan and an increased
preference for foreign automobile styles were important factors in
these increases. As a result of the great diversity of the influences
that affected the different import categories, payments for imports
from manufacturing countries rose by some 8 per cent, whereas
those to primary producing areas fell by some 5 per cent.

U.S. Government expenditure abroad rose slightly from 1957 to
1958, as a result of a minor increase in military outlays; the net
outflow of loans and grants remained unchanged. There were
some shifts, however, in both the area distribution and the type
of lending: Loans to Western Europe fell, while those to Latin
America rose by roughly $300 million. Government lending aris-
ing out of sales of agricultural surpluses was lower, and disburse-
ments by the Export-Import Bank were greater, than in 1957.

80

©lInternational Monetary Fund. Not for Redistribution



After being exceptionally high in 1957, the net outflow of pri-
vate capital from the United States declined in 1958 by 10 per
cent; this was the net result of a 50 per cent decline in direct in-
vestment and considerable increases in other forms of long-term
capital outflow. The reduction in direct investment, largely in the
petroleum industry, was accounted for in part by the completion
of pipelines in Canada and the nonrecurrent character of the large
payments made in 1957 for oil concessions in Venezuela. How-
ever, direct investment in other industries and countries, mainly
in Latin America, was also much lower in 1958 than in 1957.

For new issues of foreign securities, 1958 was a postwar record
year, when, in addition to IBRD bonds and Canadian securities,
there were also considerable flotations from other countries. In
the second half of 1958 and the early months of 1959, the tighten-
ing of the capital market and the rise of interest rates in the United
States at a time when interest rates were falling in most other
world financial centers caused a reduction in the outflow of U.S.
private capital through new issues of foreign securities and through
medium- and short-term credits.

In contrast to the comparative stability of U.S. imports, U.S.
Government expenditures abroad, and U.S. foreign investment,
there was a decline of $3.6 billion in the value of U.S. exports of
goods and services, and of more than $750 million in the inflow
of foreign capital into the United States. U.S. merchandise ex-
ports, which had risen from 1955 to 1957 by some 27 per cent in
volume, fell from 1957 to 1958 by 16 per cent in both volume and
value, with practically no change in average export prices. The
abnormally high demand for U.S. fuel, cotton, and wheat, which
had stimulated exports in 1957, disappeared in 1958; U.S. exports
were also influenced by the slackening of activity in the other main
industrial areas of the world and by the detrimental effects on the
payments positions of less industrialized countries of significant
declines in the prices of their export commodities. U.S. exports to
Europe, Japan, and Canada declined by nearly 20 per cent, or
$2 billion, the decline beginning in the first half of 1957 and con-
tinuing through the first half of 1958; in the second half of 1958,
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these exports were roughly the same as in the first half. Exports
to primary producing areas, on the other hand, were well main-
tained throughout 1957 but declined steadily during 1958. The
exports which declined most from 1957 to 1958 were those of
crude and semimanufactured materials, which were strongly
affected by European demand. The value of exports of cotton,
petroleum, and coal fell by more than one third, and of iron and
steel semimanufactures by more than one half. In the last six
months of 1958, exports of manufactures also fell considerably as
a result of declining demand from primary producing countries.

Both long-term and short-term investment in the United States
from abroad was markedly less in 1958 than in 1957. The
abrupt decline in the long-term capital inflow, primarily from
Western Europe, which set in after mid-1957 was in part related
to the decline on U.S. stock exchanges in the second half of that
year, while the tighter conditions in thé money markets of Western
Europe also had an effect; the rising market in 1958 did not suc-
ceed in attracting foreign funds, possibly because yields were
lower than in foreign markets. The reduction in 1958 of the net
inflow of short-term funds from the high level of the preceding two
years may be attributed, in large measure, to the cessation of
speculative capital movements as sterling and other European
currencies became stronger. The considerable decline in Errors
and Omissions, the residual item in the balance of payments, fur-
thermore suggests that, for much the same reason, an unrecorded
net inflow of capital in 1957 may have been reversed in 1958.

For reasons relating both to current and to capital items, the
-improvement from 1957 to 1958 in the balance of payments of
the rest of the world with the United States was confined largely
to the industrial countries and to Canada. There was relatively
little change between the two years in the balance on direct trans-
actions of either the Western European dependencies or Latin
America with the United States. For other primary producing
countries the balance on such transactions may in the aggregate
have improved slightly.
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In the first quarter of 1959, the U.S. surplus on private current
transactions continued to decline and was some $700 million lower
than the quarterly average of 1958. The decline was attributable
in roughly equal proportions to greater imports and smaller ex-
ports. The rise in imports, though largely reflecting the swift
expansion of industrial activity, resulted in part from restocking of
coffee and anticipatory purchases of petroleum prior to the entry
into force of quota restrictions. The decline in exports to Latin
American markets, where capital imports had fallen, was particu-
larly severe.

The decline in the U.S. current balance was more than offset by
a greatly increased inflow of foreign, and a reduced outflow of U.S,,
capital, both of which may have been influenced by the relative
rise of U.S. interest rates. The inflow of foreign capital was
swollen by an increase of $340 million in the dollar balances held
by foreign banks, mainly German, and by German prepayments
for military supplies. Advance repayments of $150 million of
German debts were largely responsible for a reduction in net
government spending. Transfers of gold and dollars to official
holders in the first quarter of 1959 amounted to $270 million.

UNITED KINGDOM

From mid-1955, the U.K. Government imposed various re-
straints on the growth of domestic demand in an effort to achieve
price stability and to strengthen the balance of payments. These
disinflationary policies, which were intensified in 1957, made a
significant contribution toward slowing down the rise of prices
and costs and contributed to a radical improvement in the balance
of payments, but the decline in the rate of growth of output
started earlier in the United Kingdom than in other industrial
countries. The Government took steps in the latter part of 1958
which were designed to revive home demand.

After rising slightly in the two previous years, aggregate pro-
duction changed very little from 1957 to 1958, but real income
increased as a result of improvement in the terms of trade. Per-
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sonal consumption rose by more than 2 per cent in real terms, but
this increase was more than outweighed by a large decrease in
inventory investment and smaller decreases in exports and in the
current expenditure of public authorities on goods and services.
Industrial production fell by about 1 per cent from 1957 to 1958,
while industrial capacity continued to expand. By 1958, there was
considerable excess capacity in several major industries. Labor
productivity changed very little. Unemployment rose until in
mid-January it reached a seasonal peak of 3 per cent, a rate low
by comparison with many other countries but the highest for the
United Kingdom since the fuel crisis of 1947. By April the un-
employment rate had declined to about 2%% per cent.

The rise in retail prices slowed down from more than 4 per cent
during 1957 to nearly 2 per cent during 1958. Prices of industrial
output, which had risen by 3 per cent in 1957, were almost stable
in 1958. There was a substantial fall in import prices after mid-
1957, but, because of the decline in output, the increase in labor
costs per unit of output was virtually the same as in 1957, al-
though the rate of increase in wages was considerably less than in
earlier years.

Steps were taken, especially after the middle of 1958, to permit
an increase in demand by removing the ceiling on commercial
bank advances, suspending restrictions on hire purchase, and dis-
continuing the control of domestic capital issues. Initial tax allow-
ances for investment were raised in the 1958 budget, and increases
in public investment programs were authorized later in the year.
The tax concessions in the 1959-60 budget, estimated to cost
£370 million in a full year, and increased capital expenditure
were estimated to produce an over-all deficit of £721 million.
Between March and November the bank rate was reduced by five
stages, from 7 per cent to 4 per cent. Until mid-August, this was
no more than a gradual alleviation of the severity of a 7 per cent
rate, but the last two reductions formed part of the general easing
of credit conditions. The money supply, which had remained ap-
proximately constant during the preceding three years, increased
during 1958 by some 2% per cent.
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The UK. over-all balance of payments, as shown in Table 17,
improved between 1957 and 1958 by £475 million, of which
£230 million represented an improvement in the balance on cur-
rent account. In both years, the payments balance was much more
favorable in the first half of the year than in the second; this move-
ment is to some extent seasonal, but whereas in 1957 it had been
due mainly to an especially sharp reduction in the second half of
the year in the sterling holdings of overseas sterling countries, in
1958 it was due primarily to a decline in the current account sur-
plus, which was exceptionally large in the first half of the year.

The improvement in the trade balance, which constituted much
the greater part of the rise in the current account surplus between
the two years, was due entirely to a decline in the cost of imports.

TABLE 17, INTERNATIONAL TRANSACTIONS OF THE UNITED KINGDOM,
1957 anD 1958

(In millions of pounds sterling)

1957 19581
Jan.- July- Entire Jan.- July- Entire
June Dec. Year June Dec. Year
Current account
Merchandise trade -25 =33 —58 141 —-21 120
Invisibles? 139 145 284 186 149 335
114 112 226 327 128 455
Investment account
Long-term3 -178 —-135 -313 -104 —132 -236
Short-term -20 20 - 40 -30 10
~198 —115 =313 —-64 —-162 —226
Errors and omissions 81 53 134 30 —42 -12
Total -3 50 47 293 -76 217
Changes in overseas sterling holdings
Overseas sterling area 69 —-225 —~156 -76 -6 —82
Other than sterling area* -6 -83 -89 66 75 141
Total 63 —308 —~245 -10 69 59
U.K. payments balance 60 —258 —198 283 -7 276
S : United Kingdom Bali of Pa 1956 1o 1958 (Cmnd. 700) and Fund estimates.

1 Preliminary.

2 Includes interest payments due in 1957 on North American loans but not actually paid (second
half 1957, —£37 million 3

3 Includes repayment of principal due in 1957 but not actually paid (second half, — £26 million);
g«gudﬁ_ dr)awing on line of credit from Export-Import Bank of Washington (second half 1957,

million).

4 Excludes changes in sterling holdings of the International Monetary Fund (1957, £2 million;

1958, —£5 million) and German advance deposit of £68 million in second half of 1957,
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Exports declined from 1957 to 1958 by about 3% per cent in
both volume and value. On the other hand, UK. import costs
benefited markedly in 1958 from the 8 per cent fall in import
prices. The volume of imports remained practically constant
between 1957 and 1958. While imports of raw materials and semi-
manufactures declined substantially, owing to destocking by manu-
facturers, imports of food increased by 5 per cent and of finished
manufactures by 8 per cent.

Both the decline in the volume of exports and the reduction in
the cost of imports were associated with the fall in the prices
received by exporters in the sterling area and other primary
producing countries—and hence in their importing power. But
.whereas the fall in the prices of primary products had already
affected the cost of imports in the first half of 1958, its effect on
export receipts was largely delayed until the second half of the
year. Had it not been for the dock strikes in May and June, which
postponed the shipment of exports from the second to the third
quarter, there would have been rather more than the usual sea-
sonal decline in the volume of exports from the first to the second
half of the year. On the other hand, there was a substantial in-
crease in imports of food, materials, and fuel in the last quarter of
the year. For these reasons, the exceptional trade surplus that
appeared in the first half of 1958 was followed in the second half
by a return to the more usual deficit.

The surplus on invisibles rose by more than £50 million
between 1957 and 1958, despite an increase of £73 million in
the deficit on government transactions. Government receipts were
reduced by lower defense aid and foreign military expenditures;
and UK. military expenditures increased by £20 million, mainly
because of the reduction of German contributions to U.K. military
expenditure in the Federal Republic. Net shipping earnings in-
creased by about £60 million, the fall in freight rates having
reduced expenditures more than earnings. An even larger improve-

1 Interest on the North American loans, payment of which was postponed
in 1957, is included here as a debit item both for that year and for 1958.
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ment resulted from the recovery of net oil earnings, which had
been cut back by the closure of the Suez Canal in the first half of
1957.

The balance of capital transactions was much more favorable
to the United Kingdom in 1958 than in 1957. While there was
little change in recorded net capital movements (other than
changes in sterling holdings) vis-a-vis non-sterling countries, the
United Kingdom’s residual deficit in transactions with these coun-
tries (Errors and Omissions), in which capital movements are
probably the most volatile element, fell by some £75 million.
This probably reflects the fact that UK. purchases of dollar secu-
rities via certain free markets in the sterling area, which had oc-
curred in the first half of 1957, ceased in 1958. Moreover, the
decline in the sterling holdings of non-sterling-area countries,
which had been going on for several years, was reversed in 1958.
This is to be attributed primarily to a recovery of confidence in
sterling, though the rise in UK. interest rates relative to those of
other countries may also have played a part.

The statistical record of capital movements vis-a-vis other ster-
ling countries is complicated by the U.K. purchases of dollar
securities in the free markets of the rest of the sterling area in the
first half of 1957. When the effects of these transactions are
eliminated, the main changes from 1957 to 1958 appear to be a
slight increase in the outflow of official long-term capital, a reduc-
tion in recorded short-term lending, which may be associated with
the relative credit stringency in the United Kingdom, and a decline
of some £ 140 million in the U.K. residual surplus in transactions
with the overseas sterling area.

The sterling holdings of other sterling area countries continued
in 1958 the decline that had begun in the second half of 1957, but
at a rapidly diminishing rate; and in the fourth quarter of 1958,
there was even some increase. The movements in this item are
best explained in terms of the over-all payments developments of
the sterling area countries, which hold the greater part of their
reserves in sterling. For these countries as a group, exports to
non-sterling countries and to the United Kingdom fell from 1957
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to 1958 by some £380 million, mainly as a consequence of the
fall in the prices of primary products. Part of this decrease was
recouped on invisibles and on imports, which in some countries
were curtailed for balance of payments reasons; but their current
account deficit—with gold production treated as an export—
increased between the two years by £ 175 million. This deteriora-
tion was outweighed, however, by an improvement of £325
million on account of other items, presumably of a capital nature.
Part of the capital inflow into the overseas sterling area in 1958
was official borrowing undertaken as reserves declined. The over-
all payments deficit of the overseas sterling area thus appears to
have declined from 1957 to 1958 by some £ 150 million, of
which a part, £74 million, was reflected in smaller drawings on
sterling holdings, another part in a reduction of net drawings from
the International Monetary Fund, and the rest in an increased
accumulation of gold and dollar reserves held separately by sterling
area countries.

In the first four months of 1959 the United Kingdom again had
a payments surplus, amounting to £120 million compared with
some £230 million in the corresponding period in 1958. Despite
a repurchase of £71 million from the Fund in March, reserves of
gold and convertible currency continued to rise and by April 1959
they amounted to £1,161 million, an increase of 70 per cent
above the lowest level in 1957. The balance of trade was rather
less favorable than in the early months of 1958, imports being
some 5 per cent higher in volume and exports about the same as
in the year before. The growth in sterling holdings of overseas
countries, which had been rapid in the last quarter of 1958, was
checked in the first quarter of 1959. The slight decline was mainly
due to a fall of £63 million in the holdings of OEEC countries
from a peak at the end of 1958.

FRANCE

The outstanding feature of the economic development of France
in 1958 and the early part of 1959 was the considerable success
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of the disinflationary measures that had been applied in restoring
both internal and external equilibrium.

The measures taken in the second half of 1957 to reduce the
budget deficit and to limit the expansion of credit were strength-
ened early in 1958. In February, the banks were instructed to
limit the amount of credit outstanding; in July, the Government
imposed further tax increases and new taxes so that in 1958 the
impasse—i.e., the difference between the sum of the Treasury’s
firm commitments, whether for current expenditures or for invest-
ment, and the Treasury’s receipts, whether taxes or repayments of
prior advances—should not exceed the established limit which
could be financed by loans from the public.

The deficit was reduced from F 1,041 billion in 1957 to F 695
billion in 1958, being financed in 1958 largely by long-term bor-
rowing. During that year, bank credit to the Government and to
the private sector increased much less than during 1957, and the
money supply rose by 6 per cent, compared with 9 per cent in the
previous year. Both the wholesale price index and the cost of liv-
ing index had risen by about 13 per cent between June 1957 and
January 1958 under the influence of the exchange rate adjustment
of August 1957, the elimination of certain subsidies, and shortages
of foodstuffs; during February-December 1958, the wholesale
price index rose by less than 1 per cent and the cost of living index
by less than 6 per cent. The fall in the prices of imported raw
materials contributed to this stability. On the other hand, indus-
trial production ceased to advance in the second quarter of 1958,
and thereafter declined very slightly.

The payments deficit of the franc area, which had been about
$1 billion in 1957, was reduced in 1958 to some $150 million
(Table 18). Gold dishoarding by French residents was partly re-
sponsible for the sharp reduction in the deficit in the second half
of the year. The special financial aid totaling $655 million,? made

2 This total includes a stand-by credit of $131 million from the Inter-
national Monetary Fund, additional credits of $250 million from the
European Payments Union, and financial facilities from the United States
(mainly debt deferment) totaling $274 million.
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TasLE 18. COUNTRIES (OTHER THAN THE UNITED STATES) EXPORTING
MANUFACTURES: TRADE AND PAYMENTS BALANCES AND
OFFICIAL RESERVES, 1956, 1957, AND 1958

(Value figures in millions of U.S. dollars)

Official
Reserves
as Per Cent
Official of Annual
Trade Balance! Payments Balance? Reserves, Average of
End of Imports,
1956 1957 1958 1956 1957 1958 19583  1956-58

Austria -125 -149 -156 45 104 155 665 63
Belgiom-

Luxembourg ~110  —~246 -83 19 ~58 410 1,511 46
Denmark -199 —185 —80 14 12 104 230 17
France# ~-1,017 -1,064 -—482 -~-772 -1019 -150 965 17
Germany, Federal

Republic of 741 1,076 1,447 1,215 1,353 742 6,321 88
Italy —1,029 —1,124 —633 91 267 945 2,321 70
Netherlands 863 —1008 —407 —205 -85 506 1,493 39
Norway —430 453 —566 35 19 50 243 19
Portugal —143 214 -191 22 -6 21 708 149
Sweden —264 —291 —278 3 -17 17 473 20
Switzerland —324 -—404 -—167 36 16 165 2,063 114
United Kingdom$ —1,591 -1,716 —1,188 —560 —554 776 3,105 28
Japan$ =729 -1426 -—156 168 —677 345 861 24

Total —6,092 ~17,204 —2940 111 —645 4,086 20,959 45

Source: Based on data from International Monetary Fund, International Financial Statistics.

1 Exports f.0.b. minus imports c.if.

2 Measured by changes in gross official reserves of gold and foreign exch (with adj
for France, United Kingdom, and Japan indicated below) and in net EPU and IMF positions.

3 Reserves of gold and foreign exchange, including EPU credit balances.

4 Payments balance for 1958 shows estimated change in gross official reserves of gold and total
foreign exchange holdings (net of srecml U.S. aid received during the year) and in net EPU and
IMF positions. Official reserves include gold and convertible currencies only.

3 Paymems balance for 1957 measured by change in gold and foreign exchange reserves net of
official i such as 1 German sterling deposit with Bank of England, postponement of
interest and debt service on North American loans, and drawing on line of credit from Export-
Img’ort Bank of Washington,

Payments balance in 1957 net of drawing on agricultural surplus loan from Export-Import
Bank of Washington, and in 1958 plus net repayments on this loan. Payments balance in 1958
based on staff estimate of change in gross official reserves, and in Ministry of Finance exchange
hol with 1 banks and open account balances, both of which have been excluded
from the new series of figures for Japanese official holdings from which the figure for the end of
1958 given above is derived.

available in January 1958, provided assistance in respect of 1958
to the amount of some $530 million. Most of this was used in the
first part of the year, but during the course of the year the pay-
ments balance improved to such an extent that for 1958 as a
whole official reserves increased by some $350 million.

The reduction in the payments deficit in 1958 was the result of
improvements of over $400 million in the trade balance of metro-
politan France with foreign countries®-and of over $250 million in

3 Imports estimated f.o.b.
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the balance on service items. The balance on goods and services
of the rest of the franc area with foreign countries also improved.
About $200 million appears to have been the result of changes in
the timing of payments for imports into the franc area as a whole,
the so-called “leads and lags,” and was therefore of a capital
nature. Despite the fact that voluntary gold sales to the author-
ities exceeded somewhat the compulsory calling in during 1957 of
foreign exchange balances from commercial banks (the ratissage),
the positive balance on other items of a capital nature in 1958 was
some $80 million smaller than in 1957, when these items had
included a special loan of $100 million from U.S. banks for the
purchase of petroleum.

The improvement in France’s trade balance with countries out-
side the franc area resulted entirely from a decline of 14 per cent
in the dollar value of imports. Largely because of a decline in
agricultural exports resulting from poor harvests in 1957, the
volume of French exports to foreign countries in 1958 was 1 per
cent, and their dollar value 4 per cent, less than in 1957.

The decline in the dollar value of French imports from outside
the franc area was a consequence of the fall in raw material prices,
a substantial shift to the franc area in the origin of imports of
food and raw materials, and the continuation of the quantitative
restrictions that had been extended in 1957 to cover all imports
from outside the franc area. The total volume of imports from all
sources was only about 1 per cent less than in 1957. The liberal-
ization of trade in January 1959 had little immediate effect, the
volume and dollar value of imports from outside the franc area
being further reduced in the first quarter of 1959. The dollar
value of exports declined, but their volume was considerably
greater than in the first quarter of 1958.

A considerable volume of speculation against the franc, mostly
vis-a-vis other European currencies, was stimulated for a brief
period by rumors of the devaluation which was carried out on
December 27, 1958, when a new par value of F 493.706 per
U.S. dollar, corresponding to a devaluation of 14.9 per cent, was
agreed with the Fund. For technical reasons connected with the
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timing of EPU settlements, the effects of this European specula-
tion do not appear in the 1958 balance of payments.

Further stabilization measures designed to strengthen confidence
in the currency by reducing inflationary pressure were taken at
the turn of the year. In accordance with the policy of keeping the
deficit within the limit of the impasse set in the preceding year, it
was planned that the effect upon the Treasury deficit of substan-
tially increased expenditures on government salaries and public in-
vestment would be offset by further increases in both direct and
indirect taxes, by the elimination of subsidies, and by increases in
the charges of nationalized enterprises. To cushion the effects of
these latter measures on real wages, the minimum legal wage rate
was raised by 4.5 per cent and salaries of government employees
by 4 per cent. At the same time, however, the virtual abolition of
the escalator clauses in the wage contracts that regulate wage. rates
other than the legal minimum introduced an important structural
change into the mechanism of wage determination.

In the early months of 1959, credit stringency was relaxed
somewhat, in view of the disinflationary effect of the measures
taken earlier and in order to encourage investment. The penalty
rate for bank borrowing from the Bank of France in excess of the
rediscount ceilings, which had been reduced in October 1958, was
further reduced in March and April 1959. The discount rate was
cut in three steps, from 5 per cent in October 1958 to 4 per cent
in April 1959, and the ceiling on bank credit was abolished in
February 1959.

The improvement in the payments balance which began in 1958
continued in the early months of 1959. The effects upon reserves
of leads and lags and of “hot money” movements are reduced if a
comparison is made with the central holdings of gold and con-
vertible currency at the end of October 1958, when they amounted
to rather more than $1,000 million. By the end of June 1959 the
total had increased to $1,634 million. Moreover, during the first
four months of 1959, $340 million was paid back by the Stabiliza-
tion Fund to the commercial banks through deratissage operations.
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FEDERAL REPUBLIC OF GERMANY

Although the slowing down of the rate of economic growth from
1957 to 1958 was less marked in the Federal Republic of
Germany than in most other countries, the trade balance continued
to improve from 1957 to 1958. There was, however, an increased
outward movement of capital, encouraged by German monetary
policy, and the over-all payments surplus declined to a level which,
though still high, was more moderate than in 1957,

German industrial production was greater in each quarter of
1958 than it had been 12 months earlier. From 1957 to 1958,
real gross national product rose by less than 3 per cent, compared
with 5 per cent in the previous year. Increases in public construc-
tion and in housing were stimulated by the substantial decrease in
interest rates, but fixed business investment was no larger than in
1957. Income from wages and salaries rose more rapidly than
total national income, and there was a significant rise in personal
consumption despite a very rapid rise in private saving.

The slowing down of the growth of production during 1958 was
less marked and shorter lived than in most industrial countries.
Prices showed remarkable stability, which was a consequence of
the continuance of a substantial rate of growth in productivity, a
decline in profit margins, falling import prices, and increasing trade
liberalization. In early 1959 production expanded again at a rising
rate.

The rate of increase of exports was considerably less in 1958
than in 1957; however, the volume of exports continued to grow,
by some 4 per cent, in contrast to a decline in most of the other
manufacturing countries. A slight contraction in exports to
Europe was outweighed by increases in exports to other areas,
particularly the United States.

The volume of Germany’s imports increased from 1957 to 1958
by 7 per cent, against a 12 per cent increase from 1956 to 1957.
However, owing to a steep decline in prices and freight rates, the
c.i.f. cost of imports fell by 2 per cent, and there was an improve-
ment of some 9 per cent in Germany’s terms of trade.
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Germany’s payments surplus on current account rose from
$1,440 million in 1957 to $1,720 million in 1958, but the net
capital outflow (including Errors and Omissions) increased much
more, from $90 million to $980 million. Official capital exports
as a whole fell from $657 million to $394 million, because of a
decline in advance payments on military imports (included
in the balance of short-term capital movements). The decline
in over-all official capital exports was far outweighed, how-
ever, by a change in the estimated movement of private capital
(including Errors and Omissions), from an inflow of $435 million
to an outflow of $505 million. Of this very large outward shift of
$940 million, some $600 million arose on unrecorded transactions
and was due in part to the reversal in 1958 of the changes that
had occurred in 1957 in the timing of current payments. The re-
mainder was the result of a substantial recorded outflow in 1958
of banking and other private funds, stimulated by a decline in
German interest rates relative to those prevailing elsewhere and
influenced by increased liquidity in Germany.

The money supply increased during 1958 by some 13 per cent,
compared with 12 per cent in 1957, though incomes had probably
grown more rapidly in the earlier year. The greater increase in the
money supply occurred in spite of the fact that there was a smaller
reserve acquisition than in 1957. The expansion of bank credit to
both the public and the private sectors was greater than in 1957,
with medium- and long-term lending and investment accounting
for almost the entire increase. The accumulation of government
deposits with, and loans to, the banking system declined consider-
ably from 1957 to 1958. The authorities continued to offset the
effects of the influx of reserves by open market operations, though
to a lesser extent than before. However, they may be said to have
contributed to the lowering of interest rates and the outflow of
capital by permitting the continued expansion of bank -liquidity
and by reducing the official discount rate by several steps, to 23
per cent in January 1959.

German official reserves, which had changed very little in the
first four months of 1958, declined by nearly $880 million in the
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first four months of 1959, largely as a result of certain temporary
factors. While the surplus on goods and services in the first
quarter of 1959 was $70 million larger than in the same quarter of
1958, the net outflow on account of private capital transactions
rose by about $360 million and there was a similar increase in
official capital exports, due to exceptionally large advance pay-
ments for military imports and debt settlements. Much of the
change in private capital exports was a response to changes in
relative interest rates, which were the decisive factor underlying
the increase of $320 million in net foreign exchange holdings of
German commercial banks. Long-term private investment abroad
also increased, to about $120 million. In May, when the tempo-
rary factors referred to above had less influence, reserves again
rose, by $110 million.

ITaLy

In Italy, as in Germany, internal demand and output in 1958
were less severely affected by the recession than in most industrial
countries, and there too the balance of payments improved, by
nearly $680 million (Table 18). However, the growth in output,
which had been rapid, slowed down in 1957-58. Agricultural pro-
duction rose much more from 1957 to 1958 than in other recent
years, but the rate of increase of real national income, which had
averaged a little more than 5 per cent per annum in the three
preceding years, fell to 4 per cent. Industrial production flattened
out from mid-1957 to mid-1958, and then gradually expanded
again. A decline in private fixed investment and inventories was
largely offset by higher public investment and exports of invisibles.
Unemployment remained about the same as in 1957. Wholesale
prices declined during 1958 because of lower import prices, but
the cost of living still rose somewhat, and wages increased more
than the cost of living.

While national income was well maintained, the value of imports
fell by 14 per cent and their volume by about 6 per cent. The
reduction in volume largely reflected a running down of stocks.
The proceeds from exports remained virtually unchanged, and the
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resultant reduction in the trade deficit accounted for some two
thirds of the improvement in Italy’s balance of payments. The
large surplus on invisibles was again increased by a rise in emi-
grant remittances and by a continued increase in tourist receipts.
Receipts from intergovernmental aid, however, were $100 million
less than in 1957.

The inflow of foreign long-term private capital into Italy was
nearly twice the inflow in 1957, and about $65 million was re-
ceived under IBRD loans to the governmental agency responsible
for development in Southern Italy. On the other hand, Italian
investment abroad increased, partly because of the subscription,
equivalent to $24 million, to the European Investment Bank. The
balance of short-term capital movements remained roughly un-
changed. The increase in the inflow of private capital took place
despite a decline in Italian interest rates, which are, however, still
higher than in most other industrial countries.

OTHER EUROPEAN COUNTRIES

In Belgium-Luxembourg recession began earlier and went
deeper than in other European countries. Industrial production
declined from the second quarter of 1957 to the second quarter
of 1958 by some 10 per cent. The fall in activity appears to have
been set off by a decline in demand for Belgian products in
European markets, and it was associated with a slight deteriora-
tion in the Belgian payments balance from 1956 to 1957
(Table 18). The decline in demand, however, spread to the
domestic sector, and particularly affected inventory investment,
industrial fixed investment, and residential construction. Signs of
a revival of economic activity were increasingly apparent by the
beginning of the second quarter of 1959. The volume of imports
in 1958 was 3 per cent less, and expenditure on imports 9 per
cent less, than in 1957. Export prices and export proceeds con-
tinued to decline, but as a result of the fall in imports the trade
balance improved* by $160 million between the two years. The

4 Imports c.if.
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improvement in the payments balance was even higher, amounting
to some $470 million. Capital inflow increased substantially, in
part because of increased public borrowing in foreign markets.

Belgium’s reserves increased during 1958 by some 30 per cent,
and, although credit to the private sector fell off, the money supply
rose by nearly 6 per cent. This, taken in conjunction with the
decline in internal activity and prices, meant a considerable
enhancement of the liquidity of the economy and was reflected
in a fall in interest rates.

The policy of restraint adopted in mid-1957 to arrest the
deterioration in Denmark’s balance of payments kept domestic
demand from rising and made it possible to benefit fully from
favorable external conditions. The balance of payments showed a
substantial strengthening in 1958 (Table 18), with the volume of
exports 9 per cent greater than in 1957; the increase in exports of
industrial goods was especially notable. Official reserves of gold
and foreign exchange rose by nearly $60 million, and in 1958 and
the first months of 1959 the equivalent of $42.5 million was
repurchased from the Fund.

The inflow of foreign exchange caused a rapid increase in
liquidity and the National Bank lowered the discount rate in two
steps, from 5.5 per cent to 4.5 per cent. The introduction by the
National Bank of a system of three-month deposit certificates was
an important factor in stabilizing the capital market.

The expansion of production which began in the second half of
1958 continued into 1959. In these circumstances, imports
increased more than exports, but foreign exchange reserves
continued to rise, although at a slower rate than in 1958.

In Norway there was a substantial goods and services deficit in
1958, as a result of the decline in freight earnings which followed
the recession in the ocean freight market and of continued large
imports of ships which had been ordered during previous years.
However, an inflow of foreign capital, related particularly to the
import of ships, made possible a further accumulation of reserves;
at the end of the year, foreign exchange holdings were twice the
holdings five years before. All these trends were again evident in
the first four months of 1959.
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JAPAN

In Japan, the setback to exports and to economic activity during
the recession was more severe than in most industrial countries
other than the United States. The value of exports, which had risen
at an average rate of 25 per cent per annum from 1953 to 1956
and by 14 per cent from 1956 to 1957, was practically the same
in 1958 as in 1957. While the volume of exports rose by 7 per
cent, export prices fell by a similar percentage. The large share of
textiles, which is normal in Japan’s export trade—textile exports
in fact fell by 10 per cent in value—and the high proportion of
its export markets that lies in primary producing countries made
Japan particularly vulnerable to the effects of the recession.

Japan’s manufacturing output, which had been increasing be-
tween 1955 and 1957 at an annual rate of more than 20 per cent,
fell by 5 per cent from the second quarter of 1957 to the second
quarter of 1958; the previous rapid rate of growth was then re-
sumed and continued into the first quarter of 1959. The restrictive
budgetary and credit measures taken in May 1957 to check the
boom and remedy the deterioration in external payments were suc-
cessful in achieving their aim. In the second and third quarters
of 1958, there was a net accumulation of inventories; private fixed
capital investment also declined, but private consumption con-
tinued to rise. From May 1957 through October 1958 wholesale
prices fell by 9 per cent. Import payments, which had been very
high in 1957, fell in 1958 by some 29 per cent, the volume of
imports declining by 19 per cent and import prices by 13 per cent.
However, the volume of imports in 1958 was still slightly greater
than in 1956. The largest declines in volume from 1957 to 1958
were in textile materials, coal, and metallic ores.

As a result of the decline in import payments, Japan’s trade
deficit declined from 1957 to 1958 by $1,270 million, and the
payments balance improved by $1,020 million (Table 18).

The Japanese authorities were cautious in relaxing their mone-
tary and credit policies. Later than the corresponding action in
most industrial countries, the Bank of Japan’s discount rate was
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reduced in three steps, from 8.4 per cent in June 1958 to just
under 7 per cent in February 1959. Moreover, the Treasury’s cash
transactions, which yielded a surplus of $406 million in the fiscal
year 1957-58, yielded a deficit of $156 million in the fiscal year
1958-59, which was financed by central bank credit and thus
tended to ease the money market. With the improvement in the
payments position, most of the measures designed specifically to
tighten import financing in 1957 were withdrawn. To encourage
exports, the tax exemption limits for incomes from exports were
liberalized. An increase was also authorized in the low interest
rate funds provided by the Export-Import Bank of Japan to the
shipbuilding industry.

Countries Exporting Tropical Foods, Oilseeds,
and Vegetable Oils

A sharp decline in coffee prices in 1958 resulted in a consider-
able deterioration in the terms of trade of countries for which
coffee is the main export. This tended not only to create or in-
tensify payments difficulties, but also caused increased budgetary
deficits in some of these countries, where taxation on coffee pro-
vides a major source of government revenue.

In Brazil proceeds from exports declined, but domestic eco-
nomic expansion continued at a rapid rate, and there was a per-
sistent upward trend in domestic prices. The combination of all
these factors further intensified Brazil’s payments problem (Tables
19 and 20). Both the price and the volume of coffee exports
declined from 1957 to 1958 by some 10 per cent. Although coffee
production continued to expand, the volume of exports declined,
as the price policy that was adopted was less flexible than that of
competing suppliers; stockpiling of coffee in 1958 amounted to
roughly one third of exportable production. Export proceeds from
cocoa were greater than in 1957 largely because of a rise in export
prices, but proceeds from cotton exports declined in response to a
reduction in the crop and a rise in domestic consumption. Exports
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TABLE 19. TRADE OF COUNTRIES EXPORTING TROPICAL FooDS, OILSEEDS,
AND VEGETABLE O1Ls, 1957 AND 1958

(Value figures in millions of U.S. dollars)

Exports f.o.b. Imports c.i.f.
Percentage Percentage
1957 1958 change 1957 1958 change
Exgonm of coffee
razil 1,392 1,243 —11 1,488 1,353 -9
Colombia 511 453 -11 483 367 -24
Costa Rica 83 97 17 103 101 -2
El Salvador 138 116 ~16 115 108 6
Guatemala 114 107 -6 147 150 2
Haiti 34 39 15 39 41 ]
Nicaragua 64 64 — 81 78 -4
Ethiopia 80 66! —18 72 sn 13
Total 2,416 2,185 -10 2,528 2,219 -10
Exporters of other tropical foods
Cuba 845 734 -13 894 827t -8
Dominican Republic 161 137 -15 136 150 10
Jamaica 141 133 -6 187 181 -3
Panama 36 34 -6 117 110 -6
Ecuador 133 137 3 97 100 3
Honduras 65 72 11 79 741 —6
Ghana 229 263 15 270 237 -—12
Ceylon 353 359 2 379 360 -5
China (Taiwan) 148 156 5 212 226 7
Total 2,111 2,025 4 2,371 2,265 -4
Bxlgorters of oilseeds and vegetable oils
rench West Africa 335 352 5 426 419 -2
Nigeria 354 380 7 427 467 9
Philippines 432 493 14 725 663 —9
Total 1,121 1,225 9 1,578 1,549 -2
Total 5,648 5435 -4 6,477 6093 -6

Source: Based on data from International Monetary Fund, Inter
1 Partly estimated.

of minerals, which had been expanding steadily in recent years,
declined owing to adverse demand conditions.

Demand for imports remained strong throughout 1958, and in
these circumstances the Brazilian Government was compelled to
respond to the decline in export edrnings by curtailing imports.
This was done by reducing the amount of foreign exchange offered
to the auction market and thus depreciating the effective import
exchange rates. For the same reason, in October 1958, the rates
for preferential imports, consisting mainly of petroleum and certain
capital goods, were devalued. In 1958 Brazil made a net drawing
of $37.5 million from the Fund. Net loans of some $116 million
from the Export-Import Bank of Washington and U.S. commer-
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TABLE 20. TRADE AND PAYMENTS BALANCES AND OFFICIAL RESERVES OF COUNTRIES
EXPORTING TROPICAL F]oog@sr;s, 01151591351:?, AND VEGETABLE OILS,
AND

(Value figures in millions of U.S. dollars)

Official
Reserves
as Per Cent
Trade Payments Official of Annual
Balance Balance! Reserves, Average
End of of Imports,
1957 1958 1957 1958 1958 1956-58
Exgorters of coffee
razil -9 —110 —182 2312 4653
Colombia 28 86 14 10 160 32
Costa Rica -20 -4 — 8 20 20
El Salvador 23 8 5 -2 38 35
Guatemala -33 -43 4 -26 48 33
Haiti -5 -2 -4 -5 2
Nicaragua -17 —~14 2 -2 8 11
Ethiopia 8 —15 6 -8 56 78
Exg:rtm of other tropical foods
ba —~49 -93 —544 —1734 3735
Dominican Republic 25 —13 8 -1 26
Panama =81 -76 -13 19 48 44
Ecuador 36 37 3 1 35 34
Honduras -14 -2 —~4 -4 8 11
Ghana —41 26 —34 306 121
Ceylon -26 -1 —36 —11 172 48
China (Taiwan) ~64 -70 29 3 1 53
Exporters of oilseeds and
vegetable oils
Philippines -293 -—-170 —1306 136 92 14
Source: Based on data from International Monetary Fund, International Financial Statistics.
1 Measured by changes in gross official reserves and net IMF positions,
2 Includmf’ ion of special loans (net) received from the Export-Import Bank of Wash.
S. commercial banks, utilization of $47 million of lines of credit, swap operations

(sm million), and increased bilateral debts ($17 million).
3 Including $200 million pledged as collateral.
4 Including increases of $4 million in 1957 and $105 million in 1958 in liabilities of official insti-
tutions other than those to the IMF,
5 Includmg $260 million pledged as collateral.
6 Including increases in central bank liabilities of $40 million in 1957 and $8 million in 1958,
mainly through short-term borrowing from U.S. commercial banks.

cial banks, and lines of credit, which were used to the extent of
$47 million, helped further to finance the 1958 payments deficit,
but they also added to the already burdensome foreign debt.
Greater customs revenue under a new tariff law increased gov-
ernment receipts in 1958, and the intensification of import restric-
tions resulted in increased exchange profits from the widening of
the differential between average import and export rates of ex-
change. Cruzeiro receipts from the sale of exchange obtained from
foreign loans also increased. The potentially disinflationary effect
of these factors was, however, largely offset by increased expendi-
ture on the stockpiling of coffee. Bank credit to the private sector
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rose in 1958 at the same rate as in 1957. While the expansion in
the money supply slowed down from 34 per cent in 1957 to 21 per
cent in 1958, the rise in the cost of living accelerated from 14 per
cent in 1957 to 23 per cent in 1958. The price increase continued
through the first months of 1959, being further stimulated by wage
increases in January and February.

In some of the coffee exporting countries, expansion of the
volume of coffee shipments partly offset, and in Costa Rica and
Haiti it even outweighed, the effect of reduced prices on export
receipts. In Ethiopia, however, as the result of a small coffee crop,
there was a payments deficit for the first time in several years.

The value of coffee exports in Colombia was only 10 per cent
lower in 1958 than in 1957, though average prices were lower by
some 20 per cent. Total export receipts, however, were also re-
duced by a substantial falling off in exports other than coffee.
Nevertheless, a drastic cut in imports, achieved through restric-
tions and depreciation of the import exchange rate, raised the
trade surplus by nearly $60 million and permitted a further, though
modest, net redemption of arrears. This was accompanied by a
depreciation of the export rates for coffee and other products,
which, however, was more moderate than the depreciation of the
import rate. Despite the measures introduced in April 1958 which
placed a large part of the burden of stockpiling on individual ex-
porters, the stockpiling expenditures of the National Federation of
Coffee Growers were greater in 1958 than in the preceding year.
While banking claims on the Government increased much less than
in 1957—owing in part to increased exchange profits—the im-
provement in the balance of payments raised the rate of monetary
expansion from less than 14 per cent in 1957 to 21 per cent in
1958. Nevertheless, the cost of living rose by only 8 per cent in the
course of 1958, compared with 23 per cent in 1957.

Among the countries exporting mainly tropical foods other than
coffee, export earnings tended to decline in those where sugar com-
prises a preponderant share of exports. The decline was most pro-
nounced for the Dominican Republic and Cuba; reduced earnings
on sugar in China (Taiwan) were more than offset by a large
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increase in rice exports. High cocoa prices increased Ghana’s
export receipts in 1958 despite a much lower volume of exports.

Cuba’s export receipts, which had risen from 1956 to 1957 as
the free world price of sugar sharply increased, declined from
1957 to 1958 as the world price moved some way back toward its
former level. Political developments were the main reason for a
decline in receipts from tourism, which up to 1957 had been in-
creasing steadily. On private long-term capital account, on which
there was a net inflow of some $50 million in 1957, there was an
estimated outflow of about the same magnitude in 1958. Although
the reduction in external receipts was associated with a decline in
expenditures on imports, the payments balance of Cuba, which
had worsened steadily in recent years, showed a further sharp de-
terioration (Table 20). Foreign liabilities of the National Bank
and other government banks rose from some $200 million at the
end of 1957 to some $300 million at the end of 1958, with more
than half of this amount falling due in 1959. Domestic credit
expansion, which had been a principal cause of the deterioration
in the payments situation in recent years, continued in 1958.

For the third successive year Ecuador’s exchange reserves in-
creased in 1958, the increase amounting to $2 million, and the free
market exchange rate remained practically stable. The monetary
authorities were under considerable pressure to extend more liberal
credit to compensate for a contraction of income from exports in
the first half of the year and to relieve regional pockets of un-
employment, and legal reserve requirements for commercial banks
were temporarily lowered. Although the commercial banks tended
to build up some excess reserves while lower reserve requirements
were in effect, this measure helped to some extent in keeping the
private sector supplied with a substantial volume of bank credit.
Although credit expansion for the private sector of the economy
was about 10 per cent less than in 1957, the rate of expansion
for the year as a whole was considerably in excess of the rate of
growth of the economy. These additional credit facilities, however,
produced no inflationary effects, as net bank financing of the
public sector was reduced substantially.
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Export proceeds of the Philippines in 1958 benefited from the
higher copra prices which resulted from a reduction in Indonesian
supplies. A good crop permitted a sizable expansion of sugar
exports. Moreover, a large increase in lumber shipments far out-
weighed the effect of lower prices. Imports, which had increased
sharply from 1956 to 1957, were reduced from 1957 to 1958 by
roughly half the increase in the previous year, and the trade deficit
declined considerably (Table 20). The improvement in the pay-
ments position was brought about partly by budgetary and credit
restraints and- partly by an intensification of import restrictions.
The budget deficit was reduced by postponing expenditure, and
private credit was curbed by raising the rediscount rate, limiting
the use of government bonds as collateral for rediscount, and al-
most entirely banning credit for real estate and construction. As a
result, bank credit to the private sector expanded in 1958 by little
more than one fourth as much as in the previous year, and there
was also some reduction in the rate of credit expansion to the
public sector, Early in 1959 additional steps were taken to curb
domestic inflation and to deal with the still precarious payments
situation by curtailing bank credit.

Countries Exporting Livestock Products,
Textile Fibers, Grain, and Tobacco

The deterioration in Australia’s payments position from 1957 to
1958 was due largely to uncontrollable factors affecting export
earnings, rather than to the pressure of monetary demand which
has sometimes created payments difficulties in the past. Exports
declined by 25 per cent in value and by almost 17 per cent in
volume (Tables 21 and 22). Drought affected the output of
wheat, wool, and butter, and flagging demand in industrial coun-
tries brought about considerable declines in the prices of wool and
butter and reduced exports of lead and zinc. There was a sub-
stantial deterioration in Australia’s terms of trade. Expansionary
budgetary and fiscal policies were adopted in order to offset the
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TABLE 21. TRADE OF COUNTRIES EXPORTING LIVESTOCK PRODUCTS,
TexTILE FIBERS, GRAIN, AND TOBACCO, 1957 AND 1958

(Value figures in millions of U.S. dollars)

Exports f.0.b. Imports c.i.f.
Percentage Percentage
1957 1958 change 1957 1958 change
Exporters of wool and livestock products
Australia 2,203 1,653 -—25 1,945 2,058 6
New Zealand 714 699 —10 827 796 -4
Argentina 975 994 2 1,310 1,233 -6
Uruguay 128 139 9 226 135 -—40
Ireland 368 366 ~—1 516 556 8
Total 4,448 3851 -13 43824 47718 -1
Exporters of vegetable fibers, grain,
and tobacco
United Arab Republic!
Egypt 489 470 -4 514 684 33
Syria 151 116 -23 167 191 14
Sudan 148 133 -10 194 182 -6
Pakistan 358 298 -17 440 396 ~10
Turkey 345 264 -23 397 315 21
Greece 220 232 5 524 565 8
Total 1,711 1,513 =12 2,236 2,333 4
Exporters of rice
Burma 230 194 —16 296 203 -31
Thailand 365 309 -—15 406 383 -6
Total 595 503 -15 702 586 —17
Total 6,754 5867 -—13 7,762 1,697 ~—1i
Source: Based on data from International Mc y Fund, International Fi) ial S

1 Excluding trade between Egypt and Syria.

effects on internal demand of the fall in exports and farm incomes
and to prevent a significant rise in unemployment, and the Com-
monwealth Bank increased the liquidity of the commercial banks
during the first half of 1958. The resultant expansion of bank
credit to the private sector was insufficient, however, to offset
fully the decline in reserves and the increase in time deposits, and
the money supply declined a little during 1958 as a whole, though
it increased during the second half of the year as the Government
borrowed from the Commonwealth Bank to meet its cash deficit.

As a result of the Government’s success in maintaining home
demand and of the maintenance of the import ceiling at the level
to which it had been raised in the course of 1957, the value of
imports rose by 6 per cent from 1957 to 1958. The resulting trade
deficit was financed in part by official borrowing from London and
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TABLE 22. TRADE AND PAYMENTS BALANCES AND OFFICIAL RESERVES OF
CoUNTRIES EXPORTING LIvEsTOCK PRODUCTS, TEXTILE FIBERS,
GRAIN, AND ToBACCO, 1957 AND 1958

(Value figures in millions of U.S. dollars)

Official
Reserves as
Per Cent of
OfFicial Annual
Trade Bal - Pa Bal 1 Reserves, Average
End of of Imports,
1957 1958 1957 1958 1958 1956-58
Exporters of wool and
livestock products
Australia 258 —405 368 --201 1,120 56
New Zealand? —~53 -97 —69 -74 187 24
Argentina3 —335 -239 —154 —112 i
Uruguay‘ —98 4 —~51 ~24 180
Irelan ~148 —-190 23 10 262 50
Exporters of vegetable fibers,
grain, and tobacco
United Arab Republic®
Esgypt ~25 =214 —116 -36 429 74
Syria —16 -175 -8 —24 30 17
Sudan —46 —~49 -3 -33 87 51
Pakistan -82 —~98 —-82 —33 258 62
Turkey -~52 —51 8 —38 2976
Greece —~304 —333 -15 -20 176 34
Exporters of rice
Burma —66 -9 -28 29 119 51
Thailand —41 -74 18 -1 327 85

Source: Based on data from International Monetary Fund, International Fi

1 Measured by changes in gross official reserves and net IMF positions.

2 Payments balance includes, as a negative item, net official borrowing from abroad to the
amount of $12 million in 1957 and $123 million in 1958.

3 Payments balance based on gold and net foreign exchange reserves and net IMF position. The
1958 figure is based on holdings at the end of October 1958,

4 Payments balance based on net official reserves and net IMF position. The figure shown under
official reserves refers to gold holdings only.

3 Trade balances exclude trade between Egypt and Syria.

¢ Much of the convertible part of these reserves is pledged as collateral.

New York to the amount of $95 million, but mainly by a reversal
in the movement of reserves from an increase of $368 million in
1957 to a decrease of some $200 million in 1958. The payments
position improved in the first quarter of 1959, when exports were
greater, and imports less, than in the first quarter of 1958,

In Argentina inflation was intensified in 1958 to a degree not
experienced since 1952. Despite the mitigating effect of a sub-
stantial decrease in foreign reserves, both the money supply and
the cost of living increased by some 50 per cent in the course of
the year. The most important source of inflation was government
deficit spending, financed by borrowing from the Central Bank,
where claims on the Government increased during 1958 by an
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amount equivalent to 28 per cent of the total money supply at the
beginning of the year. The commercial banks, whose liquidity was
thereby increased, in turn expanded credit to the private sector by
an even greater amount. To a considerable extent, the government
deficit arose from the failure of nationalized utilities, such as the
railways, to raise their charges in line with the considerable in-
creases in their wage costs. The aggregate government wage bill,
including the utilities, increased by some 60 per cent, the increase
in the average take home pay of workers in general being some
44 per cent.

Despite inflationary pressure at home and the severe fall in the
price of wool abroad, the dollar value of Argentina’s exports rose
a little as a result of an increased volume of meat, corn, and wool
exports. This was made possible, at the cost of a progressive de-
pletion of cattle herds, by the gradual elimination of export taxes
and the shifting of increasing proportions of export proceeds to
the free exchange market, where the peso depreciated in the course
of the year by some 47 per cent.

At the end of 1958 the Argentine Government adopted a plan
of stabilization with the support of the Fund and of public and
private U.S. agencies. The plan provided for the elimination of
direct exchange controls and the establishment of a unified free
exchange market with a substantial depreciation of the effective
exchange rate for most trade transactions. Many taxes, duties,
and rates were to be substantially increased and subsidies were to
be eliminated. The legal reserve requirements of commercial
ba/nks were to be raised from 20 per cent to 30 per cent and the
government-owned Mortgage and Industrial Banks were no longer
to have access to central bank credit. Most of these measures
have been implemented, but at the time of writing this Report
there were still many adjustments to be made in order to deal
with the distortions to which the Argentine economy has been
subjected in recent years.

New Zealand’'s trade and payments balances deteriorated from
1957 to 1958 for the second year in succession. While the value
of imports declined by 4 per cent, the value of exports fell more
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than twice as much, as a result of a sharp fall in the international
prices of New Zealand’s main exports, wool and butter. The
volume of exports increased by 6 per cent, but their average price
fell by 14 per cent. Employment and industrial activity continued
to expand, and only the introduction of a stricter import policy at
the beginning of 1958 made possible the reduction of imports.
The Government financed the payments deficit, and even built up
reserves in the course of 1958, by means of large-scale overseas
borrowing. Net official borrowing during 1958 amounted to $123
million. For a loan of $34 million from J.P. Morgan and Com-
pany, New York, the New Zealand Government pledged gold. At
the same time certain financial measures were taken, the reserves
of the banking system being slightly reduced and the legal reserve
requirements for commercial banks increased. As a result, the
money supply declined by 6 per cent over the year. Higher taxes
were imposed in June 1958.

As the Egyptian Region of the United Arab Republic and the
Sudan, the major exporters of long-staple cotton, gradually re-
duced their export prices from the very high levels at which they
had been held in 1957, their shipments expanded. The value of
their exports, however, was less in 1958 than in 1957.

In the Egyptian Region cotton export prices were lowered,
largely through the operation of the “export pound” arrangements,
without affecting returns to domestic producers. Receipts from
Suez Canal fees increased by 75 per cent from 1957 to 1958,
when they were the highest on record. There was a sharp increase
in imports, largely connected with the development program, and
the deficit on current account widened. Drawings on reserves were
less than in 1957, however, because of an increase in the amounts
drawn under bilateral lines of credit, largely from the Federal
Republic of Germany, Japan, and the US.S.R., and because a
large capital export had been required in 1957 to redeem Egyptian
currency held in the Sudan. Net government borrowing from the
banking system, which in preceding years had been a source of
inflationary pressure, ceased in 1958. While credit expansion to
the private sector continued at roughly the same rate as in 1957,
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the effect on the money supply was offset by the payments deficit.
The money supply was somewhat reduced in the course of the
year, and prices remained virtually unchanged.

In the Sudan the reduction of cotton export prices also affected
the earnings of domestic producers. There was again in 1958 a
payments deficit. Drawings on gross reserves were greater than in
1957, when reserves were augmented by the currency settlement
with Egypt. Intensification of import restrictions in April was fol-
lowed by a sharp reduction of imports. A large increase in devel-
opment expenditures and a fall in revenues from cotton caused a
further drain on the Government’s cash balances. Bank credit to
the private sector was contracted in 1958, however, partly as a
result of further measures restricting certain types of bank ad-
vances. There was a substantial increase in the money supply and
some increase in prices. Toward the end of 1958, the Sudan made
use of the Fund’s resources and obtained other short-term ad-
vances, as foreign exchange reserves outside the statutory currency
cover were rapidly nearing depletion. The reserves were further
replenished in early 1959 by large reimbursements from an IBRD
loan and a sharp increase in cotton sales following a revision of
cotton marketing procedures and further reduction of prices.

By the early months of 1958, domestic output in Turkey was
adversely influenced by shortages of materials and spare parts, as
imports could not be maintained, and a serious deterioration in
the general economic situation had become apparent. A compre-
hensive stabilization program, introduced in August 1958 with the
participation of the Fund and the OEEC, provided for the balanc-
ing of the government budget and of the accounts of state enter-
prises and for the limitation of investment to resources available
from noninflationary financing. Credit ceilings were established to
help stabilize over-all demand. After an initial price rise, largely
in response to the exchange rate adjustments which were also part
of the program, there was an improvement in internal conditions.
In the first four months of 1959 imports, of which there had been
serious shortages, increased according to the requirements of the
stabilization program. By the beginning of the second quarter of
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1959, there were some indications that exports might show a rising
trend.

There was a further deterioration in Pakistan’s trade balance in
1958, with a continuation of domestic inflation arising mainly from
the financing of the budget deficit by the banking system. While
imports declined slightly, exports fell rather sharply, mainly be-
cause of difficulties in disposing of cotton and cotton textiles. The
value of jute exports rose, however, despite a decline in their
price. Increased use was made of external financial assistance, but
exchange reserves declined. In the early months of 1959 there was
an improvement in the financial situation and some increase in
reserves. This was due partly to a more rigorous exchange control
and to fiscal policies initiated in late 1958 in order to terminate
recourse to the banking system for deficit financing. The full im-
pact of budgetary reforms will not be felt before the new budget
year, which begins in July 1959. In January 1959 the State Bank
raised its discount rate from 3 per cent to 4 per cent and commer-
cial banks adjusted their interest rates accordingly.

Countries Exporting Metals, Rubber, and Petroleum

All the countries exporting mainly metals and rubber were ad-
versely affected in 1958 by slackened demand and lower prices for
their products. The sharp cut in export quotas under the Inter-
national Tin Agreement and the virtual cessation of contractual
tungsten shipments to the United States resulted in a considerable
reduction from 1957 to 1958 in Bolivia’s export earnings
(Table 23). Its imports, particularly of food, were lower than in
1957. Though foreign debt repayment in 1958 was estimated at
$10 million, against $15 million in 1957, the payments balance
showed some deterioration (Table 24). The progress initially
achieved in checking inflation under the comprehensive stabiliza-
tion program adopted late in 1956, which included the almost
complete elimination of public sector deficits, was interrupted in
mid-1958. Public sector deficits reappeared largely because of
wage adjustments made in order to avoid the threat of widespread
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TABLE 23. TRADE OF COUNTRIES EXPORTING RUBBER, METALS, AND
PETROLEUM, 1957 AND 1958

(Value figures in millions of U.S. dollars)

Exports f.0.b. Imports c.i.f.
Percentage Percentage
1957 1958 change 1957 1958  change
Exporters of rubber and metals
olivia 74 49 -34 92 60 -35
Chile! 455 380 -16 441 400 -9
Belgian Congo 473 404 —15 438 360 ~18
Rhodesia and Nyasaland 437 380 -13 560 497 -11
Malaya, Federation of 713 615 -14 590 542 -8
Indonesia 969 755 -22 803 513 -36
Viet-Nam 81 55 -32 289 232 =20
Total 3,202 2,638 —18 3,213 2,604 -19
Exporters of petroleum
Venezuela 2,366 2,321 -2 1,868 1,599 ~14
Netherlands Antilles! 871 808 -1 1,164 1,085 -7
Trinidad 228 230 1 208 240 15
Iraq 360 567 58 343 307 —~11
Kuwait2 885 1,085 23 190 250 32
Saudi Arabia2 855 880 3 285 275 -4
Iran ees “es 418 572 37
Brunei and Sarawak! 275 254 -8 183 167 -9
Total? 6,490 6,870 6 4,659 4,495 -4
Total 9,692 9,508 ~2 7,872 7,099 -10
Source: Based on data from International Monetary Fund, International Fi) ial Statisti

11958 figures partly estimated. 5

2 Export data based on petroleum production; import data for Kuwait based on unpublished
estimates, and those for Saudi Arabia derived from indirect trade.

3 Including estimates for exports from Iran.

strikes, which raised wages by 27.5 per cent above the level at the
beginning of the stabilization program. There was pressure on the
balance of payments, the exchange rate depreciated, and the cost
of living rose by 20 per cent in the last quarter of the year. In
the early months of 1959, however, wages generally ceased to
rise, public sector deficits financed by borrowing were eliminated,
and the exchange rate and the cost of living were again stabilized.
Mining production and exports, however, continued to be low.
Lower prices and a 15 per cent reduction in the volume of
copper exports, only partly offset by increased shipments of iron
ore, were responsible for the further decline of Chile’s export re-
ceipts from 1957 to 1958. Government revenue, which depends
to an important extent on the income tax on copper companies,
declined as the companies’ earnings from exports fell, and as de-
clining imports brought in smaller customs receipts. This decline
contributed to an increased budget deficit, financed primarily by
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TABLE 24, TRADE AND PAYMENTS BALANCES AND OFFICIAL RESERVES OF
CoUNTRIES EXPORTING RUBBER, METALS, AND PETROLEUM,
1957 AnD 1958

(Value figures in millions of U.S. dollars)

Official
Reserves
as Per Cent
Trade Payments Official of Annual
Balance Balance! Reserves, Average
End of of Imports,
1957 1958 1957 1958 1958 1956-58
Exporters of rubber and
metals
Bolivia -~18 =11 - -1 2
Chile 14 -20 ~1202 —472 59 15
Belgian Congo 35 44 —159 30 221 55
Malaya, Federatmn of 123 73 4 3 330 58
Indonesia 166 242 =30 -7 217 30
Viet-Nam -~208 -177 6 21 159 65
Exporters of petroleum
Venezuelad 498 722 504 —342 1,104 70
Iraq 17 260 —90 27 288 89
Iran cee vee 15 16 253 57
Source: Based on data from International Monetary Fund, International Fi ial S

1 Measured by changes in gross official reserves and net IMF positions.
2 Deficits include loans from the Export-Import Bank of Washington, U.S. International
Coo tion Administration, and U.S. commercial bank:
yments balance and reserve figures as of end of November 1958,

borrowing from the Central Bank. Bank credit to the private
sector increased somewhat less during 1958 than during 1957.
On the other hand, owing to the shortage of foreign exchange,
imports had to be reduced some 9 per cent below the 1957 level,
and inflationary pressure was thus increased. The cost of living
advanced during 1958 by 33 per cent, nearly twice the rise during
1957. The reduction in imports was brought about by increased
advance deposit requirements and a step-by-step adjustment of
the exchange rate applied to trade transactions, which resulted in
a depreciation during 1958 of roughly 30 per cent. The estab-
lishment of a single rate on January 27, 1959 involved a further
depreciation, by 7 per cent, of the rate for trade transactions. In
April 1959, the Government was authorized to carry out a further
series of stabilizing measures, including tax revisions.

The payments deficit was reduced considerably from 1957 to
1958 by cutting imports (Table 24). It was covered by loans
from the Export-Import Bank of Washington, the International
Cooperation Administration, U.S. commercial banks, and a draw-

112

©lInternational Monetary Fund. Not for Redistribution



ing on the Fund. As a result of a substantial increase in exchange
receipts in December, reserves at the end of the year were some
$14 million higher than at the end of 1957.

From 1957 to 1958, the export receipts of the Federation of
Malaya declined by about 14 per cent, in continuance of the down-
ward trend of the last few years. The decline was accounted for
mainly by reduced world prices of rubber and by a sharp cut in
Malaya’s export quota under the International Tin Agreement.
The volume of rubber shipped was slightly larger in 1958 than in
1957, as the falling off in U.S. and European demand was offset
by increased purchases by Mainland China and the Soviet area.
The decline from 1957 to 1958 in imports, which had continued
to rise up to 1957 while exports were declining, offset more than
half of the shortfall in exports. The fact that the decline in the
payments balance was still smaller than that in the trade balance
(Table 24) is attributable largely to capital movements.

Since government revenue is much dependent upon customs
duties, the reduction of both exports and imports adversely affected
the fiscal situation. Expenditure was reduced to some extent by
delaying the execution of the five-year development program.
External loans arranged in late 1958 and early 1959—$36 million
from the IBRD, $20 million from the U.S. Development Loan
Fund, and the equivalent of $33 million from the Brunei Govern-
ment—and a domestic loan equivalent to $17 million will permit
this program to get under way again. Official foreign exchange
holdings, other than those held by the Currency Board, declined
by $25 million in 1957 and by a similar amount in 1958.

In Indonesia the rapid inflation that began in the latter part of
1957 continued in 1958, as production and normal shipping and
marketing facilities were disrupted by disturbed political condi-
tions. The economic situation was further aggravated by declining
world prices for Indonesia’s principal export commodities. In
these circumstances the reform of the exchange system in June
1957, which provided for greater reliance on market forces, proved
to be only temporary; import restrictions were reimposed in
February 1958 and the exchange certificate rate was pegged in
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April 1958. However, after the third quarter of 1958, when order
was largely restored, there was some recovery in production,
exports, and reserves.

Although trade was severely depressed during the first half of
the year, when compared with the same period of 1957, exports
improved in the second half while imports continued to be severely
restricted. For 1958 as a whole, exports were less than in 1957 by
nearly one quarter, mainly on account of a sharp fall in the
volume of rubber shipments. Exports of tin, restricted under the
terms of the International Tin Agreement, and of coconut products
were also much lower than in 1957. Petroleum exports, on the
other hand, continued their steady growth. As a result of the
restriction of imports, which fell even more sharply than exports,
there was a rather large trade surplus which, together with a small
inflow of private and official long-term capital, was nearly suffi-
cient to finance the customary large deficit in payments for in-
visibles. In addition, the cancellation of a short-term trade debt
of US$117 million in accordance with the Reparations Agreement
with Japan permitted net official reserves to increase by $92
million during the year. Heavy demand pressures were generated
by the severe import restrictions and large government deficits
financed by borrowing from the Bank Indonesia, and retail prices
rose sharply during 1958.

The exports of oil producing countries, which over the last ten
years have been increasing at an annual rate of 11 per cent, con-
tinued to expand from 1957 to 1958, though at a somewhat
reduced rate (Table 23). There was little change in the average
export price of crude petroleum.

The ex