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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

.



