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exchanpe rates and the ratios of exchanges; is
und:tcrqn:ih.cd as regards the quantities ex-
changed: Bl ;

: This does not mean a denial of the facts
themselves, but a denial of the thesis advanced
for explaining them, and of the respective de-
mosteation. In other words, it does not mein
a denial of the existence of the plague, but a
denial, for instance, of the thmry. that the
plaghe was caused by the « ers o, and a
deménstration of the groundless character of
the arguments wsed to support that thedry,

I{have admitted moreover- that I consider
that, should hypothesis (2°) of the absence of
arbitrage transactions between countries be ad-

ded to hypothesis (a), the thesis (b) generally

* speaking holds pood (provided, thar is to say,
that the special cases considered by Gini be
u:lh&e&};m nevertheless the demonstration is
defective.
. What apparently cscapes the attention
of Bresciani-Turroni is the fact that without
the additional hypothesis (a) he cannot write

Fu=luka |
SRV A

the equations:
En=ls ki

in theunknown quantitites ks, ke, ki, cven
after the integration: that 1 suggested, and this
for the simple reason that in this case the
system of conditions that defines the equi-
librium cannot be made « explicit » with regard
-~ to the quantities imported and exported, bec-
-ause the said quantities are « indeterminate »,

w ¥
A Comment
. :
g Pibleser C. GINI |
" The attention drawn to some parts of my by Dr. G. D'Ippolitg (3), may leave thereadr |

_article Bilatcral and Mudtilateral Trade (1) first
by Prof. C. Bresciani-Turroni (2); and then

(1) Scc Moo B Janaary tog9, of this Review; halas
verdion in = Moneta ¢ Crodito s, Mo, 4, 18

{z) The Crosr-Rates bf Ewchange Owmce More, in the
a Review of the e Conditions in Italy », September
1940; [nlian edition some addidois in = Rivista Baps
caria v, July- Avgust zgﬂf »

Bimea Mazionale del Lavoro

It Tuubah]r could, if arbitrage transactions he i
[ {1

uded; but this would evidently have 1o pe
demonstrated, - and  Bresciani-Turroni has ny
dope so. Indeed, as the reader can see, we

- eannot perceive from the demonstration given |

by Bresciani-Turroni whar is the logical h-r:dplﬁ

of the possible hypothesis of the absence
arbitrage transactions. At no point hag he e
the need of introducing this hypothesis i
his demonstration which allows us o presume
that he considered the hypothesis superfluo,
Bue it is not superfluous, as 1 think [ haye
clearly shown, and it is evident that if 4
theory can only be demonstrated -on the basis
of a fhr:n hypothesis, any line of argumen
that claims to prove it apart from that hypee
hesis cannoe but be vicious,

I think that the critical part of my. anide

was sufficiently exhaustive and so 1 have not

hing to add to it. In the constructive par |
limited myself, for the sake of simplicty, 1
illustrating by an example the line of argumen
that leads to the demonstration’ of my auump
tion. In :;Lc:m, I intend to supply,”if neces-
sary, an - ustive mathematical pregentation
of the problem of bilateral trade exchangs,
which will give an unequivocable demons
tration of my assertions,
[ have abstained from discussing the specific
uestion of economic policy for, as [ noted in
the introduction to my article, 1 Confider &

)il above all advisable to try to arrive a1 2

stricter formulation of these theoretical propes

itions that provide the essential premise for an

adequate solution of the -problem  when
" comes to transliting theory into practice.

under the impression that the exclusive or the
main purpose’ of that article was to discus
the eriticisms made by Bresciani in a previos
article of the policy of the Internationl

(1) O phe congraence of erchange raics mmder 4 s
of hilsierat made, in this sumber of this Review Iialian veris
g« Mongta € Credita », Ma. l, i,
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Monctary Fund (4) and this impression might
be confirmed=by some phrases in the Reply
that Bresciani has made to D'Ippolito’s article. .
As a matter oﬁﬁtn the purpose of my
article abave refed to was different and
beoader, and — 8o it seems to me — also more

important,

e.in writing it was to state that
I&L:}Tmm?g: hilateral tEuﬁ: has been forced
on countrics by circumstances, and that under
the circumstances in which it has been given
effect it has represented a lesser evil; that
under these circumstances, as also in those that
followed, it has rendered appreciable services;
that it cannot be done away with until con-
ditions that will allow of muldlateral trade are
reestablished; that moreover the drawbacks of
bilateral trade shoul be exaggerated, and
that therefore one should not expect more”
from the reestablishment of multilateral trade
than it can give. In particular, 1 showed that
under the hypothesis of free ‘market wthe
bilateral ‘system makes the attainment of equi-
libria in trade exchanges and international ex-
change rates more costly — and therefore less
acerate — and delay them but do not
uhimately prevent them ». S
» These conelusions — which it seems to
me are not unimportant — arc bug a special
case of. the broader theory which 1 think I
have adequately demonstrated and illustrated in
Prire linec di Patologia cconomica (First Out-
lises of Ecomomic Pathology), (sth Edition
Milan, Giuffrd, 1935), that holds that the

Prime linee di Patologia economica to be pub-
lished shortly by the UT.ET.

Among the charges brought against the
system of bilateral trade that 1 examined in

ar arficle 'was not only but also that of
determining the incongruences which now oc-
cur in the rates for the currencies of some
countries, with the result that cross exchange
rates differ from the direct ones, and in this
connection | examined the statement made by
Bresciani-Turroni according to which «in @
free marked thiv diserepancy between direct
and cross rates deriver mecestarily from the
existence of bilateral trade relations », o Thus
— he went on to say — we séc that an inter- ¢
national balance of exchange rates and bilateral
trade are two opposing terms, each excluding
_the other. This principle is of fundamen-
tal importance for the monetary policy of the
Interfiational Fund ». And, after illustrating
that policy, he came to the conclusion: « The
international monetary system ‘formalated at
Bretton Woods, ir incompatible with a syttem
of bilateral trade agreements » (5).

Without passing judgment on the degree in
which the International Monetary Fund's pol-
icies have responded to I maintained,
in opposition to the ent_of Bre-
sciani's, that, under a system Oi-bilateral trade,
direct exchange rates may differ from cross-
rates (and this shows how arbitrary is the
statment now made by Bresciani that 1 deny
the actual ‘xistence of such divergencies, just

« as the character in Manzoni's novel denies the

economic organism in abnormal perieds-oper- , “existence of the plague), but that they do not

#ates on lines in keeping with its vital requir®
ements in conformity with rules — which 1
have endeavoured to explain and illustrate —
that are in some respects cssentially different
fl:m thoss characteristic of its normal mode
operating. As long as abnormal conditions
persist, it is vain mdghannﬁﬂ to try to force

| the cconomic organism to adopt normal ridles

of life. The article Bilateral and Muitilateral

Trade will supply the matter for a chapter in -

the sth cdition, revised and enlarged, of the

.:ﬂifhm'ﬁmmmw._m R

. view of the Eomoenic Canditions in Iealy =, Muy, 148} Inlian

¥erson in s Miwier Bancarls s, MayJune 1gqf,
f : i i

necessarily differ, and that moreover if, in a
first stage, such divergencies should occur, ar-
bitrage transactions on goods — always on the
supposition of a free market — will gradually

reduce them, and will tend to reestablish the
cancordance-gf the exchange rates,

I have no amendments to make to this
-position which Dr, D'Ippolito has since con-
firied, examining in detail Bresciani's stat-
cment of the case, and comparipg it with that
used in dealing with another question by Wal-
() See = Review of the Economle Conditians in Mily s,

May, tf, pp. 150 and 153 and « Rivista Bancacia = May: ;
Jue igaB, pp. 17 and 15 ; ;
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ras, wlkrrn Bresciani did not mention in his
first article but to whom he referred in his
sccond article, stating that he had only applicd
his theory,

.+ While the conclusion to which Dr. Dp- .

politco arrives, agrees with mine; his demon-
n the other hand independent: amd
But Bresciani’s inference is quite

when he concludes thit therefore: the

different.
arbitra

criticisms he (Bresciani) made of my position

should be considered as accepted.

For the pu
Bresciani stated that he quoted them, but as a
matter or fact he only extracted and criticised
the illustration of one of the possibilities I had
<ohsidered, which he interpreted moreover in
hisown way, without taking into account the
statement that accompanied it to the effect that
it was a simplification; nor of the circumstance,
in part explicitly stated and in part easly com-
prehensible, that in the example of the three
commoxdities (bananas, oranges, persimmons) it
was supposed that they were exchanged in like

: I_ quantitics.

*

o

"I do not Pur];mc dwelling here on this
special criticism, and morcover there can be

. no doubt that in practice the transactions arc
maore complicated than those 1 contemplated

in the schematic example given; this, however,
does. not discard the possibility
point: out that, under speciall conditions, there
may be uniformity in thé” price relations of
the goods exchanged between scveral countrics,
even under a system of bilateral trade — and
that- consequently the direct and the cross
rates may agree from the moment that the
bilateral trade balances were cstablished, and
therefore without the need of recourse to ar-
bitrage transactions on goods. On the other

*° hand, 1 admit that the formulation of this
- hypothesis, in the alternative () considered in

my article, was not clearly@defined, and so 1
will define it here. ' :
The congruence of exchange rates occtirs

more cspecially (alternative @) when the fol-
- lowing hypotheses concur: (A) when, for the

_ proportions existing in the quantities of goods

i sed in the whole of countries considered, -
- the ratios between the marginal utilities of the
. » goods in question are uniform in all the cohin-

ose of criticising my arguments

will tend to do so later on as a result of arbie. [

I wished to

“thiows that Bresciani's

- from such special conditions, any incongruene -

It does not séem that Bresciani mlit_cs that

tries, so that the trade exchanges of one county !
with another are determined only by e |
alwence or insufficiency of some goods o
sidered; (B) when — as is usual in congideri
such questions — the cost of carriage
other charges or hindrances to trade a0 |1
neglected, - ;

My line of argument was as follows: |
started from-the consideration of the two
sibilitics thae at the moment that the El:
teral trade balances  were  cstablished the |
congruence of the exchange rates under a s
term of bilateral trade \ldﬁ either oceur or it
will not, Should it oceur — even if aply undy
hypothetical conditions that are not aften me
with in proctice — all is well; should &t
occur then, under free. market conditions, i

i
E

rage transactions on goods, and also, as Dy |
D'Ippolito has well remarked, s a result of |
the wmﬁnn to one country of profus |
prod with raw materals imported from |
ﬂthl:rl. »
Even had it been ‘well founded — and s |
I have said, it was not — Bresciani's criticim |
of one of the possible cases under which the
congruence would have occurred from the |
moment that the bilateral trade balances were
established, it would not have affected the mb
stance of my“position. It was for this reae
that I had not thought it worth while to reply
to Bresciani. Bur [ am that- his commes
on Dr. D'Ippolite’s article, which the Edex
of the Review has kindly communicated o
m:,PP.]rtuw cnables mé to make cluril]n D }
D’Ippolito and to myself the fundamental came _ §
of the disc nci:lrubnwun aﬁkﬁm
and those of Bresciani. ; :
1 think the whole discussion now clearly |
itfion that cxchange
rates under 3 system _bilateral trade -7
inevitably incongrubus, can not be Iﬁl:t]ﬂ"i
for two' reasona: (A) because, under certsn
special conditions, this incongruence docs mt
occur from the moment that the bilateral
balances were established; (B) because, apat

that mi'E'ht occur could only persist if arbitrage

transactions on goods and the adjustmens
arising from the productive process be

- |."

iy later hypothesis is on the one hand
paenti the validity of his position, but on
the other, conflicts with his other hypothesis of
|, free market, according to-which — to use
Bresciani’s own words — wboth the quality -
and type of the goods imported or exported
and the exchange rates for the various cur-
rencies, are the result or transactions effected
freely on the markets ». — This was the hypo-

e
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thesis -from which he started and which was
at the basis of both his and my treatment of
the subject.

It is not impossible that, when 1 have some
furthet contribution to make on the subject
of the conpgruence of exchange rates or other
kindred subjects, 1 may take the mater up
again, subjecting to a closer seruting our respec:
tive points of view.
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