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:;Introdﬁétion

In a recent Research Department study (Trends in Trade and Payments
of Western Europe in 1948, RD=-800) the main developments in the current
account of the balance of payments in 1947 and 1948 have been analyzed.
The present paper supplements this study by showing in some detail the
financing of Viestern Furcope's deficit in payments with the V.estern Hemi-
sphere in 1947 and 1948 and particularly the role played by ECL-aid in
this connection. .

Fairly comprehensive data are now available on 1947 financing though -
some supplementary estimates have also had to be used, The 1948 data,
are still incomplete for most countries and had to be supplemented to a
much larger extent by staff estimates. All figures should therefore be
considered as approximate and 1918 figures especially as preliminary and
tentative.

For the purposes of this paper Western Furope has been definecd as

compriding the U, ¥,, the Scandinavian and Benelux-countries, France and
Italy. It therefore, does not include Germany, Austria, Spain or Fortugal,

1947 and 1948 Financing of Western Lurope's deficit in

gold and Western Hemisphere currencies

Table I, the exact coverage of which is explained in Annex I, shows
the financing of Western Europe's payments in gold and Western Hemisphere
currencies, classified according to individual countries, in 1947 and
1948.

Western Europe's deficit on current transactions with the Western
Hemisphere was reduced from « 6.8 billion in 1947 to § 4.0 billion in
1948, The improvement was the combined result of an increase in exports
of nearly § 0.7 billion, a reduction in (f.o.b.) imports of & 1.6 billion
and a reduction in net-payments for invisibles of $ 0.5 billion.

1/ In collaboration with other members of the Lestern Furopean and the

—’ 1

British Comnonwealth Division of the ‘Research Department.
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In order to show the total payments to be financed in gold and
Western Hemisphere currencies, private capital transactions (direct in-
vestments, etec.), special official capital transactions (mainly repay-
ment of Western Hemisphere loans) and multilateral settlements in gold
and dollars with countries outside the Western Hemisphere have to added
to (or substracted from) the deficits on current account.

On private capital transactions (net direct private investment of
the Viestern llemisphere in Western Furope and vice versa) information is
scanty and not available at all for the United Kingdom., Nevertheless
available data suggest that private investment played a very minor role
in Western Europe's balance of payments in both 1947 and 19,8,

Amont special official capital trensactions the main item is the re-
payment of loans to the Western Hemisphere, which amounted to %206
million in 1947 and $£204 million in 1948.

Multilateral settlements in gold and dollars with non-ilestern Hemi-
sphere countries were very important in 1947 and 1948. Intra-Western
European settlements (under payments agreements and, in 1947, sterling
convertibility) as far as knovm totaled at least {105 million in 1947 and
close to £200 million in 1948, of which Belgium was the main recipiént:
country and the United Kingdom (sterling area), France and the !letherlands
were the main paying countries., Western Europe as a whole paid a net of
some {1,072 million in dollars and gold to other non-Western Hemisphere
countries in 1947 and some $321 million in 1948. Almost the.whole of this
sum was accounted for by the United Kingdom as the "multilateral settle-
ments" of that country include its net gold and dollar payments made as a
result of deficits with the dollar area incurred by sterling area countries
outside the United Kingdom, as well as those to non-Western Hemisphere,
non~-sterling-area countries as a result of deficits incurred by the
sterling area as a whole,

By adding these three items to (or substracting them from) the
deficits on current transactions with the Western Hemisphere, the total
of required financing in gold and Western Hemisphere currencies for
Western Europe as a whole is calculated to have amounted to 8.0 billion
in 1947 and {L.5 billion in 198,

The main sources of this financing in 1947 and 1948 have been
the following:

1, Western Europe received a little over $600 million both in 1947
and in 1948 in the form of grants, exclusive of ECA-grants.
This mainly includes UNRRA-aid to Italy and U. S. grants to
various countries in different forms (reverse lend-lease,
compensation for war-time shipring losses, payment for goods
and services rendered to allied troops, "post UlRRA-aid" (and
"Interim-aid"). A classification by country and type of
"grant™ is shown in Table II,
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2. The use of credits in Western Hemisphere-currencies, exclusive
of ECA-credits, dropped from {5.L billion in 1947 to :1.5
billion in 1948. Table III classifies these credits according
to receiving country and country of origin. The use of U. S,
loans (Eximbank, surplus credits) dropped from {4,025 million
in 1947 to &6L7 million in 1948, The use of Canadian and South
American credits showed a similar reduction. On the latter,
which are revolving credits under payments agreements, there
was actually a net repayment by Western Europe in 19,8, The
use of both IBRD and ILF credits was materially lower in 1948
than in 1947,

3. The most important single financing source in 19L8 was ECA-aid,
which started April 3, 1948, FCA-disbursements to Western
Europe totaled 1,611 million in 1948,

L. Liquidation of Western European assets in the Western Hemisphere
totaled some {715 million in 1947, the greater part of which
took place in the second half of that year when less credits
became available. In 1948, it was stepped up to some {965
million, largely to overcome the gap between the exhaustion of
available credits and the beginning of ECA aid and later betrreen
ECA authorizations and actual ECA disbursements,

5. The net use of official gold and dollar reserves (exclusive of
subscriptions to the IiF) by Western European countries totaled
some 1,352 million in 1947, For all countries for which data
are available, the total net loss of reserves in 1948 was held
to 81 million, although this figure is incomplete and may have
to be revised upward. For some countries reserves were practi-
cally exhausted, and elsewhere the loss of reserves reflects
both the effect of ECA and reluctance to go on depleting
reserves in 1948. Some countries (United Xingdom and Nether-
lands) parted with further reserves in 1948 to prefinance LCA
aid, others (Italy and possibly Belgium) managed actually to
replenish their reserves to some extent,

ECA aid in 1948

ECA aid has helped Western Europe to maintain reasonable consumption
and investment standards and prevented the abrupt and disastrous adjust—
ment to much lower standards that would otherwise have been unavoidable.
Since the initiation of the program on April 3, 1948 Western European
~countries have been able to count on sizable ECA allocaticns to maintain
adequate imports.

From the point of view of financing, ICA has not however immediately
eased the burden on the participating countries, as actual disbursements
are as a rule made only after auwthorized shipments are completed, A
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certain amount of pre-financing, in some cases equal to up to three months!'
purchases, was called for and initially necessitated a further liquidation
of assets and monetary reserves in 1948. Improvements in the administra-
tive procedures, of LCA as well as of the participating countries, have
gradually during the latter part of 1948 reduced the amount of pre-financ-
ing, but all participating countries are still currently pre-~financing

ECA aid with a sizable working capital of their own,

In Table I the LVA disbursement figures have been used to show ECA
as a source of financing. Figures on i‘CA-financed shipments, would have
been preferable for this purpose, as they would exactly match the wvalue
of imports recorded in the trade balance, but for most countries they are
not yet available. This is one source of the "errors and missions" item
in Table I, Pert II.

A comparison of ECh-programs, authorizations up to December 31, 1948
and disbursements up to that date, broken down for the various countries,
is shown in Table IV.
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Net=grants in Western Hemisphere currencies ito Western Europe

Table II,
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Annex I, lote on the construction of Table I: Financing of

payments in gold and Western Hemisphere currencies by

Festern Furope (excluding Germany) in 1947 and 1948

1. Current transactions with the l.estern Hemisphere

Covers all current transactions (trade, invisibles), including
private donations but excluding official donations.

2. frivate capital transactions with the Viestern HKemisnhere

Covers direct private investment. All knomm movements in private
balances (changes in prepayments of imports, "franco-valuta imports," etc.)
have been included in the financing.(i'0.6).

3. Special official transactions with the Western lemisphere

Covers repayment of Viestern llemisphere loans and credits, net of
repayment of loans and credits by the Western lemisphere, and in the ca.e
of Ttaly: compensation to U. S. owners of war-damaged property. I[Tot
included are the gold-subscriptions to the Ii.F, which have also been
excluded in the financing. (if0¢6),

L. Hultilateral settlements in gold and dollars.

Covers known net-gold and dollar payments and receipts to and
from non lJestern Hemisphere-Countries, For the United Kingdom the multi-
lateral settlements include:

(2) net-gold and dollar payments made as a result of deficits
with the dollar-area incurred by sterling area countries
outside the United Kingdom, and

(b) net-gold and dollar payments to non-Western Hemisphere, non-
sterling area countries as a result of deficits incurred by
the sterling area as a whole.

5. Total to be financed.

Covers Items 1, 2, 3 and L.
6. Tinancing

(a) Grants: UNRRA and U. S. grants such as Reverse lLend-Lease,
Compensation for war-time shipping losses, payments for
poods and services to Allied Troops, "Post-UNRRA-aid," and
"Interim Aid.," ot included are grants under ECA.
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(b) Credits: Use of loans and credits in Western Hemisphere
currencies, including payments agreements credits and netof
loans and credits and net of loans and credits to the
Western Hemisphere, HNot included are credits under ECA,

(c) ECA-aid: Covers ECA~-disbursements up to December 31,
1943,

(d) Liquidation of Western liemisphere assets: Covers net
liquidation of all, originally non-official, hcldings
of Western Hemisphere securities, balances and other
assets, whether voluntary or forced. Includes changes
in prepayment of imports, "franco-valuta imports," over-
due income, etc,

(e) Use of official gold and dollar holdings: Excludes sub-
scriptions to IMF.

(f) Changes in Western Hemisphere holdings of domestic
currency: Covers changes in sterling balances, held by
the Western Hemisphere.

The difference between 5 and 6 suggests an item Frrors and Omissions
(net), the main sources of which are incomplete information (especially on
private investment multilateral settlements, the movement of private
balances and of official gold and dollar holdings), the usual time dis-
crepancy between trade, as reported by trade statistics, and payments,
and the necessity.to use. ECA-disbursémerit-figures instead of figures bn.-
ECA~financed shipments included in trade as the latter are not available
in most cases.



