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It is well known that differences of opinion
‘on matters of political economy very often arise
from: much more deeply mooted umtrasu_ﬂf
ideas, opinions, philosophical outlooks, views
on social questions, and from conflicting moral
and spiritual needs and prejudices. -

It is for this that the solution of the more
important economic and social problems. pre-
sents difficulties whose bearing transcends the
possiliilitics of those charged with solving them.

But not infrequently the difference of opi-
njon has less remote and complex origins, as
it ases from different or conflicting conclus
sions, , reached in the strictly scientific. field,
abuull_ihe behaviour of economic phenomena. It
is in this more limited and less inaccessible field
thar differences of opinion are less justified as
they are more frequently due to misunderstan-

- dings or to some loose arguments, and they are
also less justifiable as they may give rise to

" deeper ideological conflicts. They are less justi-
fiable because by their very nature such diffe-
rences are susceptible of being ironed out with
comparative ease, and their elimination would
promote a clearer line of conduct on political-
cconomic matters. !

1.—Widlthiiu:p'¢|{m,itm=ybe
# useful to try to make a contribution that may
help to senle the recent difference of opinion
that_has arisen between Bresciani-Turroni and
Gini on the congruence of exchange rates under
a system of bilateral trade. :
The importance of the question is perhaps
greater for its réactions on political economy
- than on account of the gravity of the scientific
problem per se. Its reflex action on internatio-
nal monetary policy has already been fully
sudied by the authors
themselves in their respective starements of the
case, | shall thercfore consider it here only
from the strictly theorerical standpoint,
I will sum up briefly the two positions
referring the reader for fuller information to

« the respective articles (1).
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 the ather conprries, Obviopsly these conditions

 that therefore «the exchange rates alio

the controversy -
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Bresciani<Turroni maintaing that- under 5 |

system of multilateral trade the exchange rage |

system between the several countrics is dee
mined by the “conditions that establish ke
balance between the impornts and exporns. of
each couritry from and w the whole dady of

do not generally imply. the balance of the im.
pors and cxports of each country from and 1o
each of the others. Should thar be the casé, the
conditions will be those which suffice & deter.
ming, apart from a common pmpnrliunu]i[r
factor, an exchahge rate for each country and
there can be no discrepancy between direa
rates and cross rates,

But — Bresciani-Turroni gocs on to sy —
when it is claimed that the balance between
imiports and exports muse occur separately for
each pair of countrics, then a number of « nos-
communicating » markets arc sct up cqual o
the possible binary combinations of the coun-
trics considered, and on cach of these markes
an equilibrium rate of exchange will asie
which, as a rule, will have nothing té do with
the rates arising on the other markets. Hence
as a rule the ifnpossibility of congruence bet-
ween the exchanges rates (2). Gini parpnlly
agrees with what Bresciani-Turroni says about
the system of multilateral trade, but he doss
not concur in the comclusions he draws =
regards bilateral trade. Specifically, whie
agresing that under a régime of hilagrl o
changes as many markets may be formed &
there are possible pairs of the countries coat:
dered, he cannot agree that those markets wil
be quite « independent » ane of the dhﬂ,li;;dr.«

have been formed for each pair will be inde
pendent and theh, as a rule, incongruous. On
the contrary, he maintains that not only ¥
there no need that tiese exchange rates shoukd
be incongtuons, but he beficeves that as a

Nazionale del Lavors Quarterly Revlew =, 1oqg, Ne. B s
veruion o« Monets & Credita s, Mo, 4, 148,

- be congruous).

B

€. Bunsciani-Tusnon)s. The Croy.Raves of Exchoage 0w =
Aore, In = Review ol Dosnomlc Condiloss In leafy s, S
tember nnggr ftalisn verdon n. o« Rivisa Bancaria » ¥
August 1g40. i

{31 The term = congrienee » hay been lsenduccd mlvinfy
by Gisi 1o indicate the coirelidence betwren ilinoct and o

gates of u.lrhlnI!.
,.Q

v

crates will tend to become congruons and such
ihould therefore be considered to be in a state
. of suatic cquilibrium, :
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conclusion that the liquid cannot rise to the
same  level in  the :Illitt containers, This
conclusion would be correct if the three equa-
tions just written were really independent.  As
this analogy clearly shows, the supposition that
the three cquations are hl:ll:lstmlll:nt is based
solely on the corresponding supposition that
the three pair of fntercommunicating containers
Al AC, BC do not eommunicate one with
the other, Bresciani-Turroni deduces this as-
sumption, we do not quite see how, from the
hypothesis thiat the containers are not all inter-
connected, but only two by two; or, to expres
it in other wdrds, as if this circumstance by
itself implied the formation within each con-
tainer GP compartments, separating one from
the other its two parts which communicare

2, — An analogy taken from hydrostatics
will help to make the matter elear, Let us
consider three containers, representing a like
number of countrigg’ bound together by com-
mercial relations, I:Iﬂli Ict us suppose that:

{;I,E in a frst case (system of multilateral
-rade) these containers have a large hole in the
bottom and are partially immiersed in the same
liquid. Evidently the level of the liquid within
each container will be the same and will be
equal to the level of the liquid outside them
{E“P}mh*h“m: of international exchange
rate};

(b) in a second case (system of bilateral
trade) we will suppose that the contiiners have
no hole in the bomom but communicate in

Now this is the ciux of the controversy. |
::j:urding to Gini, and not according to him
e i , the hypothesis that trade exchanges ke
;mgk:ﬂ ﬁ!jd:%;ﬂ ety Kl “.“h :Fl:lg:: und'rnrl::t.rynrm af blateral l'mlﬁ‘adl'dm

el T “. " and hypothiesis that the individual bilateral

Gini asserts that also in this case wmder  parkees are mot communicating, are two dis-
inia m"“r",“"'”- the liquid will rise to the ginee hypotheses, quite independent the one of
sme level in the three containers (ic. that  he gther, He argues and draws his conclusions
wnder glatic conditrons the exchange rates will taking, of course, into account only the first,
without considering himself bound to acespt
the sccond also. Bresciani-Turroni on the
other hand accepts them both, somctimes star-
ing explicitly, or letting it be implicidy under-
stood, that the later - uent on the
former, and somectimes lettitgn us think that
the later is as an independent hypo-
thesis. I quote below from the first page of
his first article:

Let us take three countries A, B and C, each of

. awhich trades” with the other two on the basis of
“pilateral tramactions, © Now let us suppose that all

g i e # three countries have a currency system consisting of
2 Put in case 2, as there are three pair of ** Lyer money not comvertible into gold and, further
nercommunicating containers AB, AC, BC  that they have all achicved a certain level of home
tich of which does not communicate with the g;ld::-: unperturbed by inflation or deflation and that
others, if the level of the liquid is t be the 1 the quantity and type of the goods imporied or
same in cach pair of CORtainers We mist have: exported and the exchange rates for the various cur-

In terms of this analogy, Bresciani-Turroni
would assert, on the contrary, that the liquid
scannot » rise to the same level in the three
contziners and-he would argue much as fol-
lows: in the case 1, as the three containers all
intercommunicate, if a is the levdssr A then
the ledtls « and y in B and C will be deter-
mined by the following system of two inde-
pendent equations: ;

; . oxmmg

y=x

o (350 1 thdiehmpsliaen i juitified there would be no

d= b : 3
& ditfecultly in granting ot anly that the levels of equilibrium
bl in the pait of imercammunicating eontainers winld (ai a rule)
y=a differ, but also that s 8 sule these would be within each

: : : coneaie two different bevel, Therelore the above statement

i e . - of the problem would be miaken for amether reawon, laas

m!’ to.say three q_mﬂepe!‘s@mw cquations n1|.lrJ'|=l! it would tacitly. swome the same “level within each.
“ two unknown quantities: hence the  cantainer,

respectively with the other two containers (1),
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rencles are the resili of wamsactions effected freely
on the markets.

In view of the fm:sl.:-lnﬂ suppotition, there dre
three non-communicating marketi: AR, AG and BCS

It would seem from the above that the
hypothesis that the three bilateral markets do
not communicate is substantially derived — one
does not see how — from the hypothesis of a
system of bilateral markets, the accessory hypo-
theses' being implicitly admitted.

It it only in the last pages of the sccond
article | that  Bresciani-Turroni returns to” the
subject of non-communicating markets, but this

time in.a quite differefit tone and with a quite -

different meaning: :
Onee divesgencies have occurred between the cross-

'rﬂ.nu and direct exchaige rates, in a system of bilateral -
_trade, there Is no spontancous-tendency o achieve 2~

Hibrium of exchange rates ar fomg ar the
En'm ﬂtﬂ: cre separaied ,Fr:m ome another, Such
a tepdency can only occur if the markets are not com-
pletely separated, o that arbitration- s possible in
conneéction With the goods, provoked precisely by the
difference berween cross-rates and dil?:t rates.

It is then possible that «in’ view of the
foregoing suppositions » the ets are not
ite scparate! If this be so, the conclution
t the markets are noncommanicating docs

not descend from the hypothesis of the system

 of bilateral exchanges and from the other acces-

sory hypotheses, but should be considered as an
ulterior hypothesis formulated ex moro. i
The eévidence adduced by Bresciani-Turroni

_in support of his statement is ‘moreover such
" as to lead us to believe that he has not merely

cxcluded possible arbitrage transactions on
goods, but that he has gone as¥ar as to exclude
any and every form of interdependence among
the several bilateral markets. It would not
otherwise be possible to explain how he can
make the totl value expressed in the currency
of A, of the goods exported from A to B

~ (Ew) and the total value expressed in the cur-

rency of B of the goods imported into A

m B (Iss) depend exclusively on the exchange
from B (L,) depen

rate K cxisting the respective cur-
Ea={f (Ka) L= o (K}

. Docs Bresciani-Turroni then think that the
presence of country (C communicating with B

under s system of bilateral trade does not in
any way affect the balance that may exia
between A and B? That is w say, for instance,
that A's demand for goods produced in B
remalns unaltered when A Os offered the pos
sibility of importing from C part of the goods
it would etherwise have imported from B, of
of exportitig to C s previously imported
t’run-LlI!, u:l-g poods E::tl!:ufgcmrcd r:].' ir.?nw'nh
raw materials first imported from BP (4). Add
docs he likewise suppose that A's offer w B
is not modified when A has the possibility of
exporting to C goods it would otherwise have
exported to B, or of exporting to B goods previ
ously imported from C or goods manufactured
in the country from raw ‘materials impored
from C? :

For even if it be admissible that in passing

from a multilateral to a bilateral system, the 5.

behaviour and perhaps even the nature of the
reactions that cach of the pamial marken
cxercise on the others may be modified, it is
quite inconceivable that the reactions themsel-
ves should be totally suppressed.

-

3. — What meaning then can wie astribes
to the synthetic system of 9 equations in g
unknown quantitics as sct forth in the second
article (p. 390) by which the writer claims w0
demonstrate the possibility of equilibrium a5 2
whole provided that as many different -
chafige rates be introduced as there are por
sible. pairs of countries? ~  ° !

If we exclude — as is obvious — that the

writer took into-consigleration only the quas-

tities and the relations thar intervenc in inte-

national trade, néglecting the quantities aad

relations on the domestic market which, along
with the former, help to determine the con-
figuration of the equilibrum as a whale, we
must then admit that in the system in questan

the writer meant to sum up the whole st ef

conditions that determine equilibrium,

{q) From a scientific standpobnt e e In wh.l%d: A pipas
to © oo, it har mansfacwred with raw maerish imprd
from B ahd the case in which A mkﬁﬁﬂéﬂ
processinig: them, goods previcaly imporied -
actly on the mme [ooting, T'hmi:indmdnnmh::,
ground for comidesing xi goadi from A anly shos in

the contribution made 1o producton by A ewenh 3 T
eitabliabed minimism,

On - the Congrorne of Eachange Ruio wnder o Spitem of Bilsiersl Trade 15

If this be 30, we do not see which of these
relations must be considered as summed up in
the system represented by the equation:

B = lpe Kab

and by the .n::m'i:f:,r equation. quoted above in
which system the letter ¢ does not even
implicitly appear. We must indeed exclude

‘ the Poa:ﬂ:i]ity that it cqn be mearit to represent

the synthesis of all the conditions determining
the equilibrivm between A and B in the
ahieiice of €, i.e. that it expresses in synthesis
the equality between the demands and the sup-
pliesr of_the several commodities within

economic system formed by the two coun-
tries, A and B, for it would be absurd to
claim that &/l the forces of country A are
simultaneously engaged, because of that system,
exclusively in securing she balance with B, and

that, because of the like sy‘s-mnmprugl_[ﬁihp':

the equation :

and by the two corrcsponding” accessory equ-
ations, they are cxelurively engaged in securing
the balance with C, unless we are to suppose
that country A has unfolded iself into two
distinct countrics having the like fundamental
econbmic characteristies (known data and func-
tions) as A. i

* As in reality country A is- only one, a
spstem thus conceived cannot any scnse
unless ‘we are to suppose that a kind of dicke-
fomy occurs within country A, dividing its
ecconomic forces into two systems working

indepentdently one of the other and respec- :
tively engaged, one in securing the balance -
_with B, the other in doing likewiss with C. =

® » It is obvious that if such a dichotomy it
implicit in the very way in which the problem
has been stared, this does not mean thar it is
mmplicit in or can be identified with the con-
ditions required for sccuring the equilibrium

~ of the several bilateral balances, For it is one

thing to decide which of the economic forces
of A are to be included in the former system

- and which in the latter, and it is quite another
thing o m that in any case the trade.

ecounts A and B and between A
and C halance. it :

- There are no end 'uw‘j‘:% which one

~ may think of dividing the system of the

cconomic forces of A into two partial systems,
One may, for instance, suppose that the popul-
atioh of A is divided into two sets that
tracde between the individuals of the Grse set
and country B is forbidden and likewise trade
between the second set and country G, and
between the individuals of the first set and the
individuals of the second. One may also sup-

e that the several commodities are divided
into two classes and that only goods of the
first class may be exchanged with B and only
thode of the second with C.

This second hypothesis might be the less
unacceptable, for, as a matter of fact, country
A will generally exchange certain commodities
with B and certain others with C." But it is
evident that this circumstance, which may
oceur also under a system of multilateral trade,
can only be the result of the equilibrium, not
one of its determining causes,

4. — Bresciani-Turroni explicitly refers to
Walras (5) and states that his reasoning is but
an’ extension to- international trade of “5
reasoning applied by Walras to the gener
uuuflic exchange of goods. But inlﬁm
as stated by Walras, though it be based on the
hypothesis of the absence of arbitrage transac-
tions on commodities, the reactions exercised
by each partial market-.qpythe others are far
from neglected, as is - for instance by
the fact that the offer of commodity a in
exchange for commodity & is made to depend
not only on the ratio of exchange pa existin
in the market of the commodities a and &,
but also on the ratio of exchange p. existing

‘in the market of the commodites a and ¢

For the sake of consistency, it would at least
have been hnl:clnrf, when dealing with the .
problem of bilateral exchanges between coun-
tries, to make the supply and demand of com-
modities between the two countries A and B
depend not only on the exchange rate Ka exist-
ing betweenthose countries, but also, respec-
tively, on the “exchange rate existing between

_couritries A and C and on the exchange rate
Kw existing between countries B and C,

stating : i e ;
Eu=f (Ka, Ku)  Tne= g (Ka, Ku)
(%) L. Watnany Elments d'fromomie politique r-:l 156,
P 130, ] i
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We may supposc that Brescian-Turroni;
though having in mind Walras' mode of stating

the problem, wished to simplify it, but in so

doing he has substantially deformed its nature,

even if the conclusions would not have been

. modified by the appropriate integration above

sugpested, : o

Now, the reasoning of Walras is quite
unexceptionable, and so are therefore the con-
clusions to which it gives rise, but subject to
the ‘hypotheses and conditions he presumes.
Mow, 1h this connection it should be noted,
first of [all, that in the reasoning referred to,
Walras only studies that aspect of cconomic

activity - which consists in o exchange », seming -

aside for the time being the, « production v side
of the question. Now it is precisely in refer-
ence to that limited and partal aspect of ‘the

question that the hypothesis of the absence of -

arbitrage transactions on leads o the
conclusions drawn by Walras. Thus, dealing
with the exchange of goods already existing as
such on the marker he aseris ‘that, on the
supposition that one commodity cannot be cx-
changed with another through the medium of
a third, this gives rise to as many rtial markets
as there are possible couples b’ commodities,
dhd shows the « possibility » of an equilibrium
in which as many independent and therefore
{as a rulc) uncongruous ratios of exchange arc

_formed as there are partial individual markets.

It is doubtful whcther the reasoning of
Walras can be cxtended sic of simpliciter, on
the basis of the same hypothesis, to the case of
international relations. For in this case on the
one hand account is taken not only of trade
but also of the economic activity as a whole
{inclusive thercfore of its produdtive aspects also)
and on the other hand also trade is considered
no longer from the standpoint of the exchange
betrveen commodities but from that of exchan-
pes between countries, Indeed, as it would be
meaningless to speak of exchanges between
countries unless with reference to the com-
modities exchanged, the reasoning used in the

¢ of the cxchange of cannot be
gﬁudadmthcuscn&ndmngub:w&n
countries by simply replacing the expression

- conntry for the expression poods, and the-

refore, speaking of a bilateral market bet-
Ween  countries irui_&d of speaking of a

: bqht:r.'l! market bc#fcm goods, of a rate
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of exchange between two countries instend of
a ratio of exchange between two goods and w
forth. The only possibility is that of bringing
hack the phn!.'ni(:m of the exchange  between
countries to the problem of the exchange bér
ween goods by ;ibplying to the latter, and 1o
the lawer only, the reasoning of Walras and
his related conclusions, unless these conclusions
are interpreted in terms of the first problem.
The two aspects of the question can only caip:
cide in the case in which, at the start, each of
the goods considered should exist only in one
of the countries. This may perhaps occur
in some exceptional cases, or 'p:rhnju it only
occurs in some rudimentary theorctical scheme,
Generaly speaking, partial markets between
countrics will overlap with partial markens

. between goods, and the incongruence of the

eichange rates between countries, if it be uill
possible to speak of exchange rates, will anly
reflect the general incongruence of the raties
of exchanges between goods arising from the
hypothesis of the absence of arbitrage tranuc-
tions on commaodities between several countries
ar well as within each country.
" .

. — But if the posibility of arbitrage trans-
miam in goods btlfﬁ”nweﬁyw:ithi.n ::m:% of the
countrics, then it is no longer possible to bring
the problem back to that discussed by Walras,
which supposes the general absence of arbi
traneactions, while on the other hand, a3 we
have already noted, the reasoning cannot be
extended by merely replacing the category
country by the ca '8 7

- Tl?us, Fin l]ie.:guu?uﬁnn:";d:md by Walr
it can be said that if cértain ratios of exchange
pas and pe cxist for commodity a in terms of
commodity & and commodity ¢ respectively,
the owner of a certain quantity of comm
a will offer in exchange for commaodity & and
for commodity e respectively the quantitics:

Dia=f (preep)  Diwsp (psep)

whereby will be expressed, in’ function Bll'l

the hypotetical system of fatios of exchange,
the components of demand and supply that
the individual we are considering cxercis

« separately » (but not independently!) in esch

of the partial markets ab, ac. Dut when the
exchange between countries is considered, and

-way in which the whole
and supplics exercised by each country‘as a.
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when we suppose that within each country; on
the hypothesis that arbitrage transactions are
allowed, the unknown ratios of exchange are
wdge — i.e. that l[!!:}r are the same whatever
be the origin of #he commodities -exchanged
— and that they arc comgruons one with the
other = and tan therefore be expressed in
terms of ong and the samie commodity —
although it will be possible to say the quality
‘and quantity of the goods that each individual
of a certain country will demand and will
supply, in function of a given hypothetical inter-
n'a.i] systen_of ratios of exchange, it will not
be possible, as.a rule, to say « towards which
of the countries u that demand and supply will
be directed. In short, it is not ible to deter-
mine & priors, in function of the system of
inernal ratios of exchange, and thercfore,
indirectly, in funéviop” of the exchange rates

between the teveral countrics, the components®

of demand and supply pertaining o country A
on cach of the Plaﬂfﬁtlpem::kﬁssﬂﬁ aj‘ldtrrﬁﬂ
which head vp to it; components of demand and
supply with which, in a state of cquilibrium,
the quantities imported and exported from
country A respectively to or from countries B
and C, should coincide. +
This therefore excludes the possibility of
expressing a by this means » .in Function of
she exchange rates, the quantitics-of each com-
modity that a country jmuld cxchange under
a cendition of equilibriom with cach of the
other countries, unless restrictions be im
which allow of determining beforehand the
y of the demands

rele of the ratios of internal exchanges
smustn be subdivided between the several
partial markets, restrictions which certainly do
not arise from the hypothesis of bilateral trade.
It seems to me that this consideration is by
itself sufficient to show how, on the hypothesis
that arbitrage transactions are allowed within
tach country, the problem of bilateral trade is

- bot susceptible of being approached on_ lines

similar to those used by Walras in the general
cate of the exchange of commodities.

-.,,ﬁ'_!_}n the other haﬁcd, the fact that the quan-

tity of cach commodity that onc country will

exchange with each of the> s under a
condition of equilibrium;? made to

depend in the last resort on the “‘ha“ht St

£l

through the set of conditions that connect the
scveral economic quantities when the equili-
Briven system is poisible and determined, docs
not authorise the presumption of a like pos-
sibility when it is Epm."uc]y the possibility and
determinatencss of the system of :m{rlt,iun:
that should determine the equilibrium  con-
figuration that is under discustion, :

. Therefore, even if the conditions which the
several economic variables should satisfy on the
additional hypothesis of the‘absence of arbitrage
transactions betseen the reveral connirier, allow,
as 1 beligve they do, of expressing in function
of the cxchange rates the quantity of goods a
couptry should exchange with each of the
otliers, this cannot be admitted simply by
pleading analogy to the case discussed by
Walras but should be deduced from a proper
statement of the whole problem on other bases.

. — All the above refers to the mere
exchange of goods already existing as such in
the countries considered, f.e, within the condi-
tions postulated by Walras.

But in dealing with the problem of inter-
national trade we must take into accoont not
only the exchange aspect of the question but
economic activity as a whole and therefore from
the point of view of action also. To
assure the validity of th lusions that may
be drawn in this wider ficld-on the hasis of
certain hypotheses deemed sufficient when the
question was limited to a trade economy the
hypotheses themselves must be correspon inﬁ:]r
widened w0 as to take into account the other

. aspects of economic life which have been

neglected in the frst schema.

‘Thus, for instance, the hypothesis of the
absence of arbitrage transactions on  the
sthrength of which, if the question be limited
to trade exchanges, the possibility that country

A might simultancously import from B and

export to C a same commodity should be -
excluded; wetskd have to be uately widened
50 2 to exclude also the possibiliy that country

-'_F}Eihuuld export to C commodities produced
w

raw materials imported from B,

We should also have likewise to widen the
more restrictive hypothesis that mighe be pos-
tlated, which would forbid a country from
exchanging a given commodity on more than
one hilateral marlet. ; -



38 " Rinea Navionale del Lnn-n.

.o

7. — Byt now the time has come to enquire
if it be réally necessary to have recourse to
more or less &laborate hypotheses for the pur-
pose of demonstrating at all costs that under
a system of bilateral trade the exchange rates

ween the several countries connot as a rule
under a postulated condition of equilibrium,
be congruous. :

What has been so far discussed shows
pretty clearly that the hypothesis of -a system
of bilateral trade is not sufficient to prove the
staternent, and that it is therefore necessary
to have recourse to a supplementary and quite
independent  hypothesis, cither that of the
absence of arbitrage transaction, or else the
narrower one implicit in the mathematical
statericnt of the casc by Bresciani-Turroni,

What are the considerations therefore that
can justify the introduction of such an additio-
nal hﬂ&mﬂm, a hypothesis which runs counter

to the general condition ﬁatu!atﬁl by Bresciani-

Turroni himself that « both the quantity and
. type of the goods im
« exchange rates of t
= the gesult of transactions effected freely on the
markets » ? :

Limiting ourselves to the less restrictive
hypothetis of the absence of arbitrage transac-
tions on goods, let us sce what are in fact the
obstacles that would stand in the way of country
A exporting to C a commodity imported from
B, or from exporting to (C/a commaodity

Mproduced with raw materials imported from B.
1f the individuals of country C demand a com-
modity produced by B, why should they give
up importing it through the intermedium of A
should they be unable to import it.directly
from B? It is well known that ignorance, fric-
tions, inertia, and all the other dynamic fac-

__tors and cffects that in practiée contribute to

* delay, deform, and even make impossible the
theoretically possible static equilibrium, are all
aspects which cannot be |
to in matters in which static equilibrium is
supposed to have been attained at the ontser
on the basis of the smeres needs of the
individual &conomic operators. Had Bresciani-
Turroni wanted to take into account these

‘other aspects of economic dynamics, he would
have had to make’ use of different terms, relin-

ed or exported and the

variols currencies are .

‘from the solutidn of .the system of oqtul:i:;
ately appealed

quithing- the rudimentary arms of econoinc
statics,

The fundamental defeet in the way in which
Bresciani-Turroni has stated the question arises,
in mr.npinhﬂ, from the [act that he Delieved
that in order to study the problem of cconomic
equilibrium under a system of bilateral trade
it was necessary to isolate the components of
demand and supply that each of the countries
exercises on each of the partial markets that

‘head up to it This, as we have seen, is not

possible without the introduction of arbitrary
limitations that the hypothesis of bilateral trade
does not require; nor is it necessary. ;
In this connection it should be notfd tha
Walras did indeed intreduce similar limitations
into the schema that has afforded Bresciani
Turroni his starting poeint; but that schema
represented one stage in the procedure by
which, through a series of approximations, he
solved the problem of the equilibrium of the
market, Bur, in a subscquent stage, Walras
abandons such restrictions and reaches a soludon
in keeping with real facts (6). If Bresciani

Turroni had also taken this further step, he

must necessarily have reached the same con-
clusions as Gini.

Given a certain system of inland exchange
ratios (unique and congruous), a certain toal
demand and a“certain votal supply for cach
commodity will pertain to each countsy in i
foreign relations as it would in the case of
multilateral trade.  Therefore, the system of
equilibrium, will have to be based on the pariy
for cach individual commodity of demand and
supply, for the conntries considered ara-whole.
The quality and the quantity of the comme-
dities ¢ach country will in practice be able 0
exchange with cach of the others under 3
system of bilatéral trade will ‘have to spr

obtained not by requiring that the im
exports of a country to and from all othen
should balance, but by requiring that the

“several bilateral trade accounts shoulds balance.

What has to be ascertained is whether 2

sistem of equilibrium thus conceived is com
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patible with a system of unique and congruous
rates of exchange, or not rather with a system
of unidilie but incongruous rates, or lastly wet-
her it 'ie not quite incompatible with any

- gystem of unique rates of exchange.

Now, according to Gini, who bases his
arguments_ on the « sole » hypohtesis of a
system of bilateral erade, there is a system of
equilibrium ~with unique and congruous ex-
changes rates that meets the requiremerits of
the gaid conditions, And it seems to me that
this cannot be I:Il‘f[:mv:d. It can indecd be
affirmed that if, for the sake of simplicity, we

 suppose that indirect trade docs not entail hig-
* her costs of carriage than direct trade — and

it it known that in the tHeoretical discussions
of questions of this kind the cost of carriage is
genénally lefr out of account — the final
equilibrivm necessarily coincide with that which
would-asise in the case of multilateral trade.
This seems to me so obvious that 1 shall
only illustrate it by a schematic example, as
an claborate demonstration of . the assumption
seems to me superfluous, :

We will, as usual;onsider the case of three

countries, A, B, and C, producing respectively
oranges, bananas and persimmons, and we will
mppose that under a system of multilateral
trade equilibrium is secured by the exthange
ratios of 1 orange=1 banana=1 pertimmon,
and that the trade exchanges are as follows:

A exports to B 30 oranges,

* B exports to C 30 'ban:m:s, :
i exports to A 30 persimmons.

IF for the sake of simplicity w that
in the final balanced situation the internal cur-
rency units are respectively equivalent to 1
orange, 1 banana, 1 persimmon, then on the
‘amumed ratios of trade exchange the exchan
rates would be Ka=Ku=Ki=1 e

» the three countries can only trade on the basis
f_bamﬂl transactions, and assume for the time
being that the trade exchanges take place as
shown in the following table which shows in
each line the supposed exports of each country
and in cach colum the supposcd imports, then
the letters a, &, ¢ placed beside the numbers

i

£

%

indicate respectively the commodities, oranges,
bandnas and persimmons :

|
A RIS SR i |
I parts [
cd
A — ang | 104 4 1ok o 4 1ol |
i ok 4 1 | b Jobd e |
[H an 10d 4+ 1o I i+ 1oa |
{ | |
e i e - |
Tuoral B
Expardi | o tob [ god & foc i Joli-k ton | ot 4 qobi 4 goc

" As is seen, in the last resort, each country
exports and imports the same net quantities it
would have exported and imported in the case
of multilateral trade. Morcover, the imports and
exports of any one of the countries from and
to each of the others, equal each other if the
ratios of trade exchanges are the sanie as those .
arising from the equilibrium in the éase of
multilateral trade, fe. T oranges=1 bananas1
persimmon. There would seem o be no reason
why, at the conclusion of the bilateral trade
arrapgement, these ratios of eéxchange should
not be compatible with the final configuration
of ,equilibrium, considering that cach country
will be able, after all, to dispose within the
country of the same quantities of each individual
commodity as it disposed of under a system of
multilateral trade. It is therefore chvious that
the exchinge rates also will consequently be
congruous B
It is hardly nmry!{_pﬂe that in order
to express in mathematical f#rms the system
of equilibrium, it would be necessary in this
cage to take into account the supplementary
demands and supplies (7) that would asise in
each country as a consequence of the possibility

* “ of reexporting poods previously imported,
Now, let us pass on to the hypethesis-that. ™ po EEmd]‘ y import

But in any case this would not modify the
general conditions that express for each cam-
modity the equality ‘of the total demand and
supply of all the countrics, nor that of the

{x) The slrustion dors no differ yubstamtfally from dhay
tﬁhm%&&ﬁﬂwldwhﬂm
fn A Jeadse b fipglementary demand by A for raw ma.
terials from C. Ty ¥

:,i.
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balance of imports and exports of each country
to and from all the others, which would he
transformed into that of the balange of the
several bilateral accounts by adding to both

" members some  properly selected quantities.

Therefore, as far as the ratios of trade and
exchange rates go, the system of equilibrium

would allow the same solution as in the case

of. multilateral teade, the only solution that is
chanfted being that relating to the quantities
imported and exported by each country. -

In thort, on the supposition that indirect
trade 'does not entail” higher costs for carriage
than direct trade does; the system that secures
an international equilibrium under a system

i of multilateral trade iz determined ar régards

the guantities imported end exported by cach
country, only, if the possibility of arbitrage
transactions is excluded. Ortherwise, it is un-
determined and among the infinite number
of possible solutions any number can be
imagined as would satisfy the condition of the

Prof. Gini and Dr. D'ippolito have shificd
the question from the position taken by the

International Monetary Fun#and in my two |

articles,
The argument advanced by the Internatio-
nal Monetary Fund is the following:

" (a) ufider a system of bilateral exchanges
and of inconvertible currencies, discrepancies
arise on the free markets of the several coun-
trics berween the cross rates and the official

- parities fixed by the Fund;

{b) these discrepancies lead to arbitrage
transictions on goods that arc injurious to
some countrics. For instance, traders in coun-
trics oumside the iti‘r]ing area buy sterling on
the free market, with which they purchase raw
materials in the sterling area and export them,

P. Ranca .,'\-l.!'il"\lllﬂr el Lavors

balance of the, bilateral accounts, which i
after all a case of multilateral trade, !
The hnal conclusion we come to is the

. made evident in the analogy with which we

started, iie. that the equilibrium level obtained
in the three containers is independent of the
modalities that characierise the communications
between them and of the process by wifich the
equilibrium is obtained, i
If we take into accoun the heavier charge
for carriage that indirect exchanges entail o
compared to direct ones, the equilibrium i
more or less modified, but in each cae the
trend will be towards a static equilibrium in
which the exchange rates will be conproous
It should be remembered that the compli
cated procedure that :ll:rill!ﬂ'l aof bilateral trade
calls for and the possible difficultics from the

dynamie standpoint of carrying it out, may eon- i

tribute to prolong the incongruence of e
changes rates; nevertheless it is ascertained thu
this incongruence can only be considered a5 a
contingent dynamic disequilibrium. .

.
¢ A Reply
Prodewor C. BRESCIAN TURRONI o
Only a few words so as not to weary the  thus depriving that -arca. of dollars. [t was
~ reader. : England berselft that raised the problem. of

the differences between the ‘cross rates and

official parity for stetling;

() to avoidithese unfavourable resuhs the
discrepancies between cross rates and officil
parities must be suppressed by the action of the
scveral Governments which should fix cros-
rates in keeping with the official parities fued
by the Monetary Fund, -

The criticisms contained in my two artids |

relate to point (c)¢ I show that an atempt
to impose the general equilibrium of exchange
rates {i,c. concordance between cross rates and
official parities) under a system of biluerd
trade means placing a number of « conditions»
exceeding the number of the « unknown quf
tities », and that this makes it impossible for

all the conditions to be satisfied simulancowl. E
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This leads to a disequilibrium which manifests
uself above all in the bilateral trade balances.
We have evidence of this in the very lieavy
deficit of England’s bilateral trade balance with
lialy, which a after the Iralian Govern-
menk agreed to impose on the foreign exchange
market the rate of 4.03 dollars for one’ pound

" - sterling. Should the Governments wish to take

action to reestablish the Balance of bilaeral
tradle accounts, this action would entail (this
was the main’ contention of my second article)
the establishment of a series of burdensome
contrpls_ which would lead the market ever
further :{ﬁi}- from that commercial and mone-
tary freedom which is one of the purposes
the Fund aims at securing. .

Prof. Gini and Dr, D'Ippolito should have
mened their attent that which, according
o my two articles i¥ the crux the question.
But insteact of thar Prof. Gini, startirif from
some considerations on  « marginal utility »,
endeavours to show that cven under a system of
biliteral trade a peneral equilibrium of ex-
change rates is quite possible. In my second

A Rejoinder

s by

article [ have criticised the demonstration that
Gind tries to give; as Dr, D'Ippolite makes no
reference ta it I siuppose he accepts my eriticism,

Dr. D'ippolito suppoits the same propos-
ithon as Gini, but with other arguments.
Unfortunately for my two critics their ar
guments are contradieted by faetr, which shot
beyond all ghadow of doubt that upder a sys-*
tem of bilateral agreements a discrepancy im-
mediately arises between crosseratcs and the
official parities of the several eurrencies, The
same thing eccurred before the second world
war, when Germany developed the system of
bilateral agreements, The resule wag that the
German mark had a different value on dif<

Aferent markets, The most recent and  best

known example is that of the dollar-sterling

_-ratc above mentioned. It is quite uscless to

try to deny this discrepancy. Do not the
criticisms of Prof. Gini and Dr. D'Ippolito
remind one of that famous character of Man-
zoni's who tried to prove by lis. dialectis that
the plague did not exist?
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I facts suffice to prove a theory it would
be enouigh to quote facts without demonstrating

the theory, and it would, thercfore, be \ina ‘
necessary for Bresciani-Turroni to~Troiiblé to <
* dEmonstrate his theory, already so amply prov-

ed by facts, and to clinch his demonstration
by stating: « I show that an attempt to impote
the peneral equilibrinm of exchange rate (ie.
the concordance between cross rates and of-
M?ﬂ‘lﬂs‘l} under a syitem aof &!.l'-'ﬂ'l'ﬂ'ﬂ'f trade,
means placing a number of “conditions’ ex-
ceeding the number of "unknown gquantities”

 and that this makes it impossible for all the

conditions to be satisfied simultaneomsly ».

1 do not consider -that shifting the
tems of the problem when 3 resolve the

~ pmposition above quoted into ifs logical com-
ponent parts, as fﬂ!luws:_ i

(a) Aypothens: -a system of bilateral ex-
changes; . :

(b) thesis: the exchange rates cannot be
congruous; -

(c) demonstrationd: it follows from the

hypothesis that the number of conditrons ex-

ceeds the number of the wnknown guantities
{congruous exchange rates): hence the impos-
sibility that the conditions be, satisfied.

Now, I afftms - -\

; \ =
= (1) that the hypothesis (a) does not give

riscto the thesis (b), but to the opposite ane;
“(2) that the demonstrationt (c) is a mista-
ken one, because it is not true that the number of
conditions exceeds the number of the unknown
quantities; on the contrary, the system of
equilibrivm, which is determined as regards the

.



