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SUMMARY

“In his article « International Economic Equilibrium and Foreign Exchange Faterw,

Prof, Tobert Mossé takes up a decisively critical pesition with regard o monetary

devaluations as a remedy for the dissquilibrium of international papment accoynts,

The A. miokes a theoretical examination of the effects of exchange rate variations
under a fuliy planned economy, in a soclalist ecansmy based on price mechanium, in a
free or quasi-free economy, and under a mixed system; and i support of his thesis
he discusses the practical results obtained, comparing the variations of exchange rates
in Great Britain and Prance during the inter-war period. 1o his opinion the favor sill
enjoyed by the system of currency devaluations — u undoubtedly a tempting methed for
the government p — i3 partly due to tenacious delisions still werviving on spontineis
automatism, anc partly to vested intereats thar find in devaluation profit apportunitics,

-

it

The New York Timer of March 2, 1550, has called attention to a new plan for
medium-term financing of international trade that does not require the e of dollary, a
plan developed_by"a group of European luuh-u in mmu!u'll.nn with experts of the
United Nations Economic Commission for Europe:

&« The basic idea — which mg-l.rnlt:] with Prof Pm.]ualc Saraceno — i3 to te
together the spoity but growing idle potential in the mechanical industries in Weatern
Europe, the uncmployed man-power and the considerable idle resources of short and
medipm-term eapital in Switzerland and powibly other European countries. The key
to the plan is the introduction of a new medium-term eredit instrument that would bear
the combincd guaraniee of the importing and exporting countries’ banks (o even of the
governments) and, upon endorsement by a ntutral banking institution, could be redi-
mﬁdmrhcapmlmdun&ﬁmmhud,ﬁdgium.ummhrmwy where
medivm-term funds are mdﬂj, = .

_u The economic justification for using new credit 1o finance prudum:n ﬁr-dErt
not be inflationary. Because confined to industries
with unemployment and idle plant capacity, and becsuse enly part of the increased
exports would be without immediate return through imports, the dangers of ordinary
credit cxpansion to finance npms would be aveided, the sponfors beflieve, This i the
major point in selling the plan to the cantious Finance Ministers wlw are still alert fo the
recently eurbed inflation in their monctary tpu::nu

Prof. Pasquale Saracenio, with the kind Consent of the Economic Commimion for
Europe, has accepted our invitation to publish his plan. 1t i presented here, except for
slight retouches, in its original form of a study preparcd in 1948 in connection with
discussions which tock place in the Permanent Economic Committee of the World
Eederation of United Mations Assoeiations {WPUNA}. under the title: « The Derelop:
ment of Expors Trade of Evropean Industrial Pnn!um #Mﬁ_ﬁ‘nfmng i,

-
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i Tn the articke « Anicrican’ Forergn Ineettments », D, Marcus Madler réexamines 'on

a realistic ground the niuch debated problem of private American ihvestments alsroad
The analysis of the past experience and of the present’ difficulties and - worries — in the
intertiational feld — leads the A, 1o define the present attitude of American investors
in coneervative terms, . D this basis o it does pot appear likely — pof. Nadler affitms --
that the near futire will witness any substantial ouiflow of eapiial from the United Stales
o foreign countsies in the form of langierm loans sold o individuals or {nstitional
investors.  An outflow of private eapital from the United States will be almos eaclwsively

_in the form of direct invessments v, But o direct investments abebad are also hardicapped

at present by the uncertain political and economic conditions prevailing in the world v,
Giiven this situation, Prof. Nadler believes that o fow of private capital from the United
States to foreign countries during the next years s ot likely to be very large.

In this article « On the Congrience of Exchange Ruter under a System df Milateral

|| Tradew, Dr, Gloacchino d'Ippolito makes a contribution to the problem recently ralsed,
by Prof. Bresciani-Turroni and Prof. Gind, about the concordance of direct exthange

rates and crossrates under-a system of hilateral trade. ;
The A. summaries the two theses and illusrates their terms.  He goel hack to the

~ solution given by Walras and calls attention w the additional unnecessary hypatheses,

whose introduction into the demonsttation have given rise to divergent conclusions,
The article is fallowed by some remarks by Prof. Bresclani-Turroni, Dr. D'Ippolite’s
reply, and a comment by Prof. Giat,
vae

- In the wrvey « Recens Trends in- the Geagraphical Dittribution of lialy's Forrign
Trade rg8-1949 %, Prof. G. Pictranera sets forth and comments on the Agures and
respective index-numbers {th!inx to lalian foreign trade from 1538 down o the end
of 1549 He calls special attention to the distribution of imports and exports by monctary
areas and political
countries dealy with. The comparison drawn between the period from January 1 w
September 30, ig4g, with the eorresponding periocs of 1548 and 1938, allows the A
to note the growing centralisation of Italian trade in the European Continent, a wrend
that appears to have been consolidated since the currency devaluations of September 1945,

The note closes with a critics] reference 1o the policy of hnancing exports and its s

et
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International Economic Equilibrium and Foreign Exchange Rates

by

ROBERT MOSSE'

At
i

ik
1. — The series, of monetary devaluations
hastily made in September and October 1949

were accepted by some as a decisive remedy

for the disequilibrium of international t
JoCoUntS, qunnlly, I am inclined mpﬂbj:ﬂ’::le
that they were mire-or less consciously inspired
by tenacious illusions on spontancous auto-

i at their efficiency no less than
their advisability is very doubtful. It is certain-
ly too soon for forming a definitive judgment
and it would be premature to make a study of
the practical results secured. Twelve months
at beast will be needed befoge the statistical data
will be available. But it is not too late to
armpe to deséribe the problem of the relafions
between foreign exchange rates and intern-
‘wional economic equilibrium “as they present
temselves in the economic life of the middle
-of the century.

In the first decade following World War I,

the daa of the problem were comparatively

smple. . Many currencies were no _
mtﬂ:kimagn]d,bm:ﬁunﬂkﬂ‘
bﬁpu:hangcpucvﬁ]wh:min-dixnb:oﬂ

with the exception of Sovict Russia, ?omm:
were interested in the influence of the rise in
kercign exchange rates on domestic prices and
oa the foreign trade of a single country. They

anxiety was to restore the conver-
thility in gold of their currencies at a rate
tmesponding to that of their « natural equi-
Beiums. Viewed from the standpoint of

B  Etnomic analysis, the characteristic feature of

n existing as compared to that

- o woday was the simplicity of the working

; the legitimacy of exchange oper-

o £ S

ations, the unity of foreign exchange rates,
the ‘atomization of transactions, the ?:m for-
mation of prices, the freedom enjoyed by
industry, comimerce and labor within the
several countries and in theip  international
relations, the uniformity of means of payments,
This theory badly needs to be reconstructed
ori the basis<of pew hypotheses. But we do
not aim so high, In this paper we shall firnt
give some explanations on the concept of inter-
national economic equilibrium. Then we shall
examine whether devaluation can exert an
effective influence on this equilibrium. Finally
we shall submit some remarks on the ex-
" pediency of devaluation. The subject is certain-
ly no new one. But the original feature of
this article will — 10 we believe — be that it
will view the economic relations in the lighe
of the conditions prevailing under the several
regimes: planned economies, free cconomics,

mixed economics.

I - The Several Notions of Eqyilibrium.

2. — In speaking of int economic
equilibrium we certainly do not mean to refer
to that smwecession of monetary equilibria bet-
ween the several demands and wupplier of
foreign exchange that could theoretically exist

_ .ip an ideally perfect exchange marker (1).

~..0n such a h esis adjustment could be
. Constantly , as it is on the stock-ex-
change, by varying the exchange rate. Now-a-
d:yls.ﬁubymc%d venture, to. contemplate
such a mechanism working freely, for the very
simple reason that the instability would in it-
self be too f_{l_}_ll an evil, Given the im-

(1) fuch 0 market woukd Buve mothing Ia wmman with the
. pokdanandand whene esence fs 8 s price o block imposed by 80 .
ceiling"sgll & Eloor very near in each other (the gold - pointi)

e | -
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portance of the capital eager for‘mobility and
the almost dnlimited extensibility of the demand
{or supply), the movements in thie exchange
rates necessiry to secure equilibrium mifht be
sp wide as to give risc to deep psychological
and social reactions, It would morcover be-
impossible to think’ of satisfying all the whims

of the market demand for foreign exchange,

which arévas far from the needs of cconomic
equilibrium as is mere sexual desire from the
need of procreation. While the Government
should respect certain requirements needed for
the perpetuation of the species, it is not bound
to arganiee prostitution| .

. — Another error would be to confuse
the notion of economic equilibrium with that
of the equilibrium of the balance of payments.
It has become almost a platitude to say tha
international payments are aldays balanced.

This is'a mere book-keeping ndtion, as such -

debits must necessarily be-equal to the credits.
‘What is not paid is owed, and this means: that

i a eredit has been granted, and this « credits
-is the item which when placed to the asset’

side of the balance-sheet makes the sum equal
to that entered under liabilities (2).

4. — When once these two false notions have
been discarded, it seems to some that the real
aim to pursue is to attain the balance of current
operations, considerpd as ya:.h account

compte d'exploitation), includisg’ neither loans
én:ltnd or taken. The ideal would be that
normal receipts from abroad each year (for
exports, tourist expenditure, freight rates, in-
surance, commissions, accrued - interest and
dividends, remittances from emigrant workert)
should offset the debts arising also from cur-
rent transactions. : ot
.. This notion has the advantage of bein
clear and logical; there is however a mark
tendency to consider it too parrow. [t has,
indeed, been noted that in the long run the
balance of a country's current transactions may
close with a deficit without giving risc to any
drawbacks, provided this country receive a
steady i::.ﬂnwE of foreign capital or investments.
. Pant of the currcnt transactions (imports) would
“. () See Rostar i-he_d. L'f’q;u'l'ébf; par_la planificétion; in
-’Empnmil Inicrnazionale s, Janairy, rgso. ;

g

_then only: be the reflection or manifestation,

in the world of real goods, of the movemen
of capital; otherwise said, the flow of capinl
would take the form of merchandise not paid
for oub of current revenue,

§. — Historical experience perhaps invits
us to accept as normal an equilibriam implying
movements of long term capital (3) 1o one
direction only and. over long periods,’ Theo
retically, the movement of eapital is not — o
is not necessarily — a transaction of « residual »
nature for sewding a deficit; it may be a transfey
of productive forces, In the XIXth century
Eurppean workers went to fertilise the gsour
ces of the United States; that also was a transfe
of productive forces, Mevertheless, in the case
of the o factor capital o, a connection exisy

between the caﬁita and the o capitalist s (who -

may be a small saver). A means must there
fore be found for securing the tramsfer in the
future of income and amortisation payments,
and this necessarily implied in a more or ks
distant future the purchase by the creditor of
goods or services, or ¢lse new loans. But just
as the «labour factor w has gradually sled
down and has acquired the habit of spending
its income on the :}m, s0 it i not incom
ceivable that the «factor capital v may o
likewise. i

. We are thus -i::ll to consider, perhaps over
a period of decadss, an ecomomic F.'.mr
allowing of a regular influx of capital of Ame
rican origin. This economic balance, midway
between the balance of payments and the br
lance of current transactions, would incude
all the truly « economic » transactions, inclod:
ing movements of private and public chpial
and would exclude nnlr transactions with o
counter-part, of a philanthropic or polital
nature (4 :

Pl

(30 I one sdherer s this view. it i dilficuh s dow b
distinctisn between pwivgle and public capisl.

{g) 1 frel some hesivirlon in the case of goid shipmens;
i generally sdmined that they offer one way of wrling B
dieficit and soenctimen they even express it meavare] peroithen,
in the case of pold produced by the exporting eountdy, they wr
an export of merchandise, and in the cise of sums dawa o

" the reserves they do not represent a bravier o low of absece s

than thar cawied by disadvantapeoas exparis ) in (e e of 3
reduction of = national capizal =, there s na fundmuul.l;:'ﬁ‘h-
ence between them and the sequisition of napional weceriis

foreigners, And tince shiprirs of gold have cessnl m gl
the volume of insernad insumeot of pagmen, therf .

ok '.._

- must not, therefore, lose sight

e

Iadranaiiwomsl Fronsmic Eguilfamen and Fervign Fuchimge Pair [

One may-then ask how all this will be
ettled igthe long run. We certainly do not
share the optimism of Keynes in whose opin-

Jion the question is one of no importance be-

cause win the long man we are all dead »,

_ Bt locking to the far future we know that

there arc §o :ITI;lHi{ unforesecable events of
varows kinds in the history of nations that
we may well consider as possible the advent

of phenomena that we cannot even imagine

today, which wuuld_;ﬁﬂﬂ»t the debtor countries
to settle their obligations, Who could have
smpposed about 1875 that the United States,

then a debtor country, would find in petroleum
an important source of external revenues? Wha

could have foreseen the importance the mbber
plantations would attain in Indo-China and

The equilibrium would lose all meaning if
considered without reference to these yet more
fundamental problems,

7. == Lastly, when secking for an equili
brium, account must be taken of the subdivision

of the economic space. As the credic balances «

held in certain countrics are not transferable,
and consequently cannot be used to settle debit
balances with other groups, each country is
Faced by separate problems of equilibrium with
the-dollar area, the sterling area, and so forth.
It-is not enough to have a general equilibrium;

one mtst hold enough hard currency credits .

to allow of ‘sertling dollar debts.  For each
area there are problems of internal seitlements
and problems of settlements ‘with other areas,

the Malay peninsula? Tt would be foolish for It may nevertheless be hoped that this problem

s to start worrying half a century ahead!

6."— Fven conceived in this elastic way,
the equilibrium of the economic balance is far
from covering the whole problem of the equili-
brium of international relations; undoubtedly,
halance is a des dition, even perhaps

2 necessary one, but it cannor be an ultimate

wim. Preserit day worries must not mike us
lose our sense of perspective. Whar would be

* the value of an equilibrium obtained by limit-

ing the volume of business? or’ parity of rc-

. etipts and expenditure secured by selling much

#ta low price and buying little at exor-
hhn:?ﬁm? F:: an ﬂquifi{;riﬁm that would
great differences in real living stand-
E?‘ or again an. equilibrivm _accompanied
by stagnation, i.e. by a general régression?
In secking a' condition of qﬂuﬂ: we
I £ more
disant horizons which are: :
{2) the volume and growth of trade;
* (b) the equitable distribution of the trade
benefits as between the scveral countries;
_ {¢) a certain degree of equalisation of liv-
¥, standards; : G
(d) the parallel economic progress of the
regions, :
mmn by they should be given & plae apart, 1 therclore

S

been the repudiation of the fiction of an home

]

W

will be setiled to a great extent in
future,

near

8. — The problem of equilibrium may be .

tackled with through different methods, The
desired recovery of equilibrium may be passiv-
ely awaited as the spontancous outcome of
circumstances.  Or it may be sought by direct
measures for stimulating suitable trade currents
(reduction of customs duties, export bonuses,
organited marketing (5), government purcha-
scs, etc.), or encouraging private invest-
ments (6), or by setting up international
monctary mechanisms (7), or again by recourse
to technological improvements (increased prod-
uctivity). In the following pages we shall
examine exclusively the rﬂs{(‘dﬂﬂluﬂiﬂn as
a reequilibrating process, >

Il - The Efficiency of Devaluation,

9. — One of the most significant advances
made in ecinomic science in recent years has

oeconomicns, an abstraction moving in a va-

(%) Bieps are now being tsken |s the United Staies 10 open
international - Fairs in which foreign countries may exhibit their
products and make them known to the Amevican putilic,

{6) The. American Governmest has ™

Congren
thet a sort of credis immirance ‘be orga in favor of the

dem it pecferable 10 inchude gald movementy in the economis  loaners of American funds, thus gusranseeing the convertbility

lar. o making estimates, sccount et undoubnedly be

In
s of the pouitle exhoustion of the mesllie reserves, but
i w that of cxports of minerals, the
: fee of which are ‘drwisg 1 a0 end, : :

the preblem b gimilar

inty dallars of - ing sbrosd (Charles Sawyer, Secretary
of Commerce, in Umited Natiowr Woeld, January sgso, p. 5E)
{7} For i , the Buropean Pay Unidon, "o Mil-

huq:lifhrln; Plan.
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cuum, in favor of differential analyses by which
to make known and understood the variois
inter-relations corresponding to different envi-
ronments and . different systems, A modern
study of the effects of exchange rates variations
must examine what is occurring (or what might
.occur) in a fully piarm:d economy, in a free
economy anil under an intermediary or mixed
system (it is of course understood, that each
of these « systems » is susceptible of variations).

10. — Under a fally planned economy, as
now practiced and in its present stage in the
Soviet Union for instance, the authorities esta-
blish physical plans for imports and exports in
kecping with the general plam. The Foreign
Trade: nt deals with foreign countries
exclusively through foreign currencies. The

_balance of foreign transactions depends partly

. on world prices, which escape almost entirely

. the control of the Department, and partly on
the quantitics and sold, which depend
on the plans laid down as expressed in phys-
ical terms, so that variations in exchange rates
should have no influence. In its dealings with
the home countey, the Foreign Trade Depart-
ment pays in the national currency for the pro-
ducts it exports, apd it is d also in the

,n.t:ium:l currency for the commodi-
ties sold to the concerns that use or distribute
them. As the plans are compulsory — plans
for -delivery for export, plans for the use of
imported products — it would be useless in
theory to modify the rate of exchange with a
vicw to encouraging or discouraging cxports or
imports, 4 the decisive factor, for the internal

. . undertakings, which are State agencics, is the

- plan and not the price. The Foreign Trade
Department can freely dﬁgﬁ domestic from
foreign prices and can, if nefd,
domestic prices 0 as to stimulate the diversion
of products for export or discourage the demand
for foreign equipment.

11. — The situation would be different under
" a_u socialist w economy anxious to assurc an
woptimum v antl to make use of scientific

+ealculations (8). With this for a premise, im-

m?MMM'é'm théarir acialicte dex
fekangey inerrmatii -ina B ia Intermazbonales, Augant,
15948, = ?

!

"Under a mana

. the classical theory supposed that free compes
manipulate the .

‘and must dncourage exports, We now know
that economic life is not so clastic as to scl
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ports and exports would be determined by
comparison between domestic and foreign pn.
ces: a conversion rate would therefore be e
wired, o Devaloation », 4. e, the increase of
the number of nitional units to be given or
be received in exchange for a unit of ford
maney, would modify all calculations of {uoﬁg;

all imports would seem less advantageous and

all exports more so; this wonld amonunt to alter.
ing the standard used by the planners in drasw.
ing up their plans. ﬂ.ct'm% through an ad
ministrative machinery and through caleala

machines, the effect of the devalwation w.:l’i
be antornatic and. foreseeable, just as o decrer

lowering the retiring age for government em

ployees leads to a reduction of their numben
which can be casily caleulated in advance, I
shauld however be noted that the reactions of
foreign demand, as apart from the export plan,
leave a margin of uncertainty.

Thus a p?:.nn::l economy may be insensitive
to devaluation (authoritarian pattern) or veq
serisitive to it (monctary pattern). These coo-
clusions though opposite are not contradictory.
system, the export and
import plans may be based on considerations
other than thosé of comparative prices (techake
al, political, and other reasons), in which c
devaluation has no sense. Or else the decisiat
are taken as a result of calculations in which
the rate of exchange plays the part of the cocfi
cient; and the effect of ‘a change in the codb-
cient is mathematically certain.., dﬂn}dﬁdlﬁ:
public Administration be a pe plexe of
machinery. :

12, — In a free or prendo free economy,

tition existed even bétween countrics, and that
business men reacted swifily and vigorowly to
price changes; hence the deduction that dev
luation must reduce imports, which will becos
to expensive in terms of the national currendy,

the precise adjustments needed.. Even under 3
free economy, techpical exigencies or
logical and-social inertig hinder adjustments i
the structure of exc ; .
In the case of impdrts, the rise in the pres
of the American produet, for instanct, doct

_.f . Intcrnartons] Eonscenic Bquilibisam snd Poreign Euchonge Bates 7

not !uI‘Frr:lt :u assure jis replacement by a French
uct which perhaps does not exist (for

jpatance petroleum). And it is difficult to find

replaceable marginal products in a period when
imports haw:ﬂillra{l}' been reduced to essen-
tials. Moreover, pressure in favor of replacing
foreign imports by national goods i3 not ex-
ercised if the higher prices following on a
variation in the rate of exchange can be charged
i the home consumers. Understandings bet-

_ween producers or the mere passive attitude
“of consumers, ‘facilitate these developments,

more especially in times of inflationary pressure.
This leads to price rises that have a tendency
to become general and spread hke a conta-
gion, preparing the ground for new monetary
m"u i -

In the case of exports the important thing
it to ascertain whether a price fall.in terms
of foreign currency following devaluation, will
increase the volume of sales abroad to such an
etent as to increase ipts in foreign cx-
change. Is foreign demand o elastic » enough?
Many studies have been made on this matter (g)
but no convincing evidence have been adduced.
k is far from certain that a proportional redue-

~ tion of the prices of all export commodities,

such as is caused by devaluation, leads to an
increase in the fotal receipts of foreign ex-
change. In the casc of certain products devalua-
tion may perhaps bring about a change in the
soprees of supply (for instance, England pur-
chates silk Fabrics in Ttaly rather m@ France).
This 4s.a_mere phenomenon of competition,
which transfers the difficultics to a neighbor,
and. may be offset by reprisal devalutions. To
wcure decitive evidence, the clasticity of the
total demand of importing countries should be - «
meatured, and, for the time being, the miajor
guestion is the clasticity of the American de-+
mand. It must not, morcover, be forgotien
that devaluation also lowers the prices of those
products for which there was a normal demand

at former prices, and in whose case the general

{5} Tonaeens, Some Mesmrements of the Elaiciiey of
, in « Review of Economics and Statistics », 1046,

©P1g; T, G, G, Tricrmstionsl Comperion of Demand for
" Impany, in « Review of Econoeic Stadics, inds-46; the works

o Krsaizy (Unfversity of Leedi; Ao 1. Brows, Intermations!

- Epillirium -and Netional Sopereignty, Repost to the Permasemy

Cibfirence of High International Srudies, Parks, 1949,
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price fall will result only in a reduction of
total receipts (10).

13, — Considering the expons of a country
as a whole we will now bring forward a few
fipuires which will allow of comparison between
French and British expoits over the period
1g913-1948 (see Tables T and 11). The comparison
is interesting as it shows us the alternate phases
of the dt!:rtcinﬁull of one currency and the
stability of the other, and spreads over a period
of considerable lenpth (11), :
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In the period between 1913 and 1g28-29
the franc had depreciated in the ratio of 5
to 1, while the pound sterling had been brought

“ack to its former parity. Much has been said

of the British depression during this jrcrind, ,
of the stagnation of British export industrics

and of the brilliant recover France. The
figures,” however, show alike growth of ex-
ports: 37.7% for Great Britain, 455% for

iy ;qn} Ehaﬁ':“ awate ef iy danger, and o alier the

September 1gqq devabustion the prices of peodiucts for which
<bere i ready market were al once radeed,

- #Tig) When immadiate resules are disappainting, the partisam
‘of devabustion tell as s It b too won to judge! We must walt
for the reulis to bermme apparent =, Cur ble supply a8
aniwer| 2 ! i

o



" and French

e

France. We admit that the depreciation of
the franc leaves a s“ghl:_{. higher margin of
th to France, But this is the only case

« faverable » to devaluation. .

Praise has often been lavished on the deva- °

Juation of the pound sterling in 1931 while at

the same time France was blamed for her -
absurd artathment to the « gold block ». Ne-.

vertheless, during the second period we find
that the fall in British exports (65.7%4) was
~ almost the same as that of French exports
(67.3°4); if we take into -account the margin
of uncertainty that accompanies the figures, we
find that the exports of the two countries, of
that which devalued its currency and of the
other which upheld its parity, suffered just the
same [ate. : -
The third period ('34-'35 to.'37-'38) offers

a good example of the drawbacks of deprecia-

tion. France, who has devalued her currency
several times, sees her exports fall by 17.2%
while at the same time British cxports inceease
by 17.4%:

Lék us now look at the -pmtmr data (1938 :

1948). Except for a slight readjustment at the
beginning of the war, the pound sterling is

Tusew 11
EXPORTS FROM FRANCE AND FROM OREAT BRITAIN
T : 2 \;ﬁh. of daflary -
| ; Yy patiey)
* Periods i ——
!G'."'"’. Fremer
_;‘l- Eosiod: 1978 1o roqy end 1qd
{Poand werbag mainizisnd)
|l 2371 bt
| R s LI B L
roalt. .. e o e s B.hg LT
Percemt, imérrase of exports in -
[T H
from joad . s e 184 128
from anqy e s5% 1%

Fowrrrs; [neersutional Fimancdal SIII%. The difs are not
comgarable with thoie of Table L.

stable, On the other hand, the franc falls
to one tenth.of its pre-war value. As com

to 1938 British exports have increased by 154%;
1285, The

which devalued lost slightly ground. The loss
is.much mare marked from 1947 to 1048 (in
January 1948 the franc suffered a serious ampu-

£

" receive freipht rates for oil or coal mas
: d bunk
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tation): while French exports increased by
only 11%, there was a 37%, increase in the
case of Pritish exports,

~Thege figures are certainly far from offering
a definite evidence. We cannot cirry out g

réal. experiment unless we can be sure that

all the other factors influencing the case remain
uhaltered, Phenomena other than those of
devaluation may have been at work, Never
theless, these data allow of drawing a significan
presumption. From 1913 to 1920 England did
fairly well in the field of exports under 3
régime of stability, nay even of revalorisation.
From 1929 to 1935 France was not injured by
her attachment to parity. And in the two i
periods England, with a stable pound, deve

loped her export trade much better than did -

France with her tottering eurrency.

The first results of the devaluation of the
pound sterling in September 1949 again con-
firm past experience. In January and February

‘1950 Britith exports only amounted to oft mil
" lion dollars, instead of the 1,236 million in

the corresponding period of 1949. Sir Stafford
Cripps, by declaring in his Budget speech tha
exports had increased 109 in volume, imph-
citly recognised the inefficacy of the devaluation.

. 14. — Probablf the other items of the balince
— freight rates, bank and commercial. conr
missions, tourist trade receipts, etc. -~ are les
sensitive to exchange rates than are comme
dities, for they depend less on prices than ea
certain structural or institutional factors. To

have a special fleet of tankers an et
The reccipt of insurance premiums depends oo
the_possession of a.special organisation, of
capital, trained staff, offices, an assured repe
tation, and a clienttle. To receive touriss i
country must be provided with tourist agenacs,

roads with well dquipped petrol-stations, rait

ways, hotels, a certain general standard o
honesty, and also reforts, monuments, M
seums. Devaluation is not a magic wand which
will comimand St. Mark’s Basilica to risc or

will spread out a sheet of rurquoise blue water

between two wooded mountains. .
- As to the movenient of capital, monearf
insccurity, revealed or aggravated by devali
i

1o the fore. *

Intrinate=nal Feanamic Fq-dilidium el Farmgn Farthamge Rils
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ion, 18 :r?inl} not likely vo encourage foreign 111 - The Inadwisability of Devaluaiion,

ﬂpinl i estments,

15, — 16 devaluation is incflective under a
free or quasi free economy it will be still more

‘s wnder a mived system.

The imports made under purchasing or
fnvestment li.um are not affccted by devaluation
and could
decition. Private impoots; regulated by quotas,
will only be affect devaluation should it
bower the demand below the fixed quotas; but
here a more rapid result would be secured by
wducing the quota or raising the customs®
dutles, As to clandestine impornts (or « paralld-
Jegw imports) made with the assistance of a
i black n exchange market, they are obviously
unaffected by a change in the offfcial ex-
change rate.”

Exports arranged under bilateral agreements
between governments, especially those fixing
deliveries and providing preference quotas, can
hardly be affected by a change in the rate of
exchange. In the casé'gf private exports, deva-

reduced by a direct government

17. = Viewed from a marional sandpoint
devaluation may at times have seemed but the
legal recognition of a de facto situation; thus
bringing 1o a close a phase of instability and
sccuring a stabilisation in an atmosphere of
renewed confidence (case of France in 1928).

Unfartunately, since then the general atmo-
sphere has changed. In Continental Europe at
least a government-cecresd devaluation, or the
mere fear of one, acts in jtself as a motor which
scts going paychological processes leading to
harmful results. Any official vardaton in ex-
chanpge rates it sufficient to indoce traders and
manufacturers to raise their prices with consent
of the public; the market supply is artificially

. curtailed by the storing of commaodities in

luation modifies the ratio between the internal |

and the external prices to the advantage of the

 bster. It affords at least an inducement to ex-

part, and — if necessary — to allow a reduc-
tion on prices quoted. in foreign currency.

- Mevertheless, the administrative formalities re-

quired under a mixed economy, both in the
exporting and the importing country, lead to
1 discouragement that devaluation often fails
w overcome. In addivion to this, -all diffi-
culeies arising from demand elasticity are again
e

In the case of forcign capital, it is probably
more affected by institutional conditions (natio-
nalisstion, price control, profit control, etc.)
then by the attraction of profits. Guaranteed
convertibility of dividends and sinking fund
wmfdumm to attract it than deva-

16. — This analysis leads us to the general
conchusion that devaluation is an instrument

 of medioere efficiency in restoring economic

And worse still — and we shall now

iy to prove it — devaluation is very frequently
- 4 dangerous procedure for the country which .
: "ﬂwmlf to be caught in its toils,

expectation of a further rise; similar expecta-
tions stimulate demand; the trade unions ask
that wages be raised; exporters delay or conceal
the forelgn exchange they receive, In short,
devaluation leads to a reduction of the purchas-
ing power of the currency on the home market,
and this in time will lead to a further devalua-
tion, and so0 on. A free cconomy is of counse
more scnsitive to these phenomena than a
fully planned economy, but in this respect the
prychological and political atmosphere is more
important undoubtedly than the differences in
coonomic system.

Moreover, devaluation modifies the internal
distribution of economic activities in favour of
the industries working for expertation. A risc
in the rate at which foréigh. currency. is ex-
changed for national currency ramer profits over
night, even if the sale prices quoted in foreign
exchange fall, and even if there be no increase
in the total receipts of foreign bills. In other
words, profits rise even if devaluation does

- mothing to rebalance the economy. Assuming

o

_that there be an increase in the physical volume

 of exports, it is by no means certain that, under

modérn conditions of production, this will
entail a propertionate increase of employment,
and it ritay be that the workers employed by
exporting industries will fail to secure a fair
share of :_hg_u_L&.r':cnugh » of the devaluation.
Indéed, it is to-be feared that the principal
result of the devaluation will be iifhcr P
and-this is perhaps the deep-seated reason for

T
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the pressure exerted in favor of devaluation,
The exporting industries have managed to win
the favor'of the public, of parliament, and of
the Government on the pretext that they help
“to secure the halance of international payments.
But we should engquire whether they may not
sometimes run counter to the natiofial interest,
Unfortunately, we are not able to be as definite
as we should like to be on this subject as the
cffects of devaluation on the distribution; of
incomies within the country and on the part
it plays as a means of profiteering have been
but little studied. L

18. — From an inf:rmﬂfou.fdf ._ifdhdp'ﬂiﬂ:.l
economists have long been concerned with the

-~ problem_ of foreign cxchange relations, Inter-
national ‘commerce is benehcial in so far as it

" enablles each country to receive more than it
gives. Now, the purpose of devaluation is to
enable sales to be made at a lower price, thus
modifying the ratio of exchange to the detriment
of the country that devalues. At the time of
the great German inflation of 1923 there was
complained of the loss of ;

Should the pound sterli let us supposc

e tomorrow at one dollar instead
of three, that would mean that the Americans
could _acquire for one dollar what cost them
yesterday three, and that on their side British
goods, which were exchanged for three dollars
worth of Amencan ucts, would have their
purchasing power reduced by two thirds. The

:_u:hangewmldthmh:madt'mﬂl:h:ﬁl-n

_say — of 10 ounces of tea for 10 ounces af
butter, instead of as before on the basis of 10

ounces of tea for 30 ouncé of butter. This

would lead us therefore to refuse a remedy

consigting in supplying a creditor country —

admimd%y rich — with a larger quantity of

in recurn for a fixed quantity delivered

by it. If devaluation means to sell at a reduc-

. tion, can it be the best policy for a country
" endowed with scanty resources to adopt? and

_+how far would this reduction have to be car-

ried, in order to scll in a country where wealth
abounds? o
Moreover, the purpose of devaluation is

%

Wil ehis lead to a general advantage? O

- thed for a Government to try. For it bs casier

- methods, attract millions of foreign consumen,

 desired equilibrium, and it it also dangerous bes

costly for the poor countries and sows interna

often that of increasing receipts to the detrimen
of another competing country whose expom
and activity will decline, or 1o the com of
certain industries in the importing county,

country may thus restore it economic balanee,
bue the situation of the others will worsen, and
they will then be tempred to defend themselve:
we shall then witness a rush to devalueand
raise protective tariffs, This is precisely wha
the Bretton Woods agreement wished to avold
Unfortunately, hoatility to State-managed e
nomy made devaluation appear the lesser il
We thus reached the series of devaluations
made in: 1949, T

Devaluation is undoubtedly a tempting me-

to draft a bill of four lines than to organie
efficient exchange controls, develop trade e
pansion services, induce thousands of mansfi.
turers and traders w give up old rousse

modify fiscal systems, establish a system of
bonuses which weigh on the budget! Tt is eny
to understand how governments and parks
ments allow themselves to slip down'3 sepe;
encotraged or soon {or%::tcn l:f public opinka
which is influenced by the small group of thee
who benefit by devaluation.

19. — The cconomist should afertpuble
opinion on the dangers of devaluation. It 8
useless because under the economic system
riow in force it cantiot succeed in restoring the

cause it increases monetary instability, troubles
peoples’ minds, jincreascs unjustly the profis
of a few, makes international n:‘{langu e

tional discord. But the economist will only b
listened to if he can point to another path
which can be no other than that of internat-
nal economic cooperation sincerely aiming 3 -
improving the organisation of intern '
trade (12). , - ' '

(147 Eee Rossar Mossk, L'equilifve pév Lo plesifiostion,
« Bcotemia Ieternazionale =, Jasuary, agge. #




