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SUMMARY,

: : : P e
“7 i his article ! Bileterad and midtilaterel Trade ™ Prof. Cogiado Gini- shows thay
din the efforts o reestablish normal’ international - relationso6 the Basis—af multikateral
trade, a confusion has pften been made between those which are necessary effects

or conelitions and thotz which are sullicient conditions, and that the disadvantiges of .
bilateral trade have also been “exaggerated. The incorvertibility of national currencies

was not the cagse but the effect of the systery of hilsteral traide, and the revival of
the system of multilateral tracde would not miffce 1o reestablish convertibility.  The
effects of ajreements between proups of States for the purpose of assiring the perladical

clearing of active and passive balances are also very lmited. The most obiectionahle
feature. of bilateral treaties is thar lhg ‘deviate eommercial currents fram their most

economidcally expedient directions, but they do mot necessarily alier substantially the final
distribution. of the poods.  Nor is it true that the system of bilatera] trade necessarily
leiermines the divergence, noted in some eountries,; between direct and indirect gxchanges,
which may be due mther to the fact that the exchanges are fived aetificially at 2 level
ather than the equilibrium rate.  Present difficulties depend less on the slowness of
exchange rates adjustments and on: the devistions of traffic determined by the spstem of
bilateral “trade than &n the fact that o large part’ of Europe and-Asia i not able
to prodice as much as it consumes, and that the retwrn to normaley is hindered by the
ehifficuttics placed in the way of the movement of the papulation. On the sither hand,

if exchang? rates are to be kept stable, it is necessary to assire the siability of the currents

of tradk dlso, and this will b possilile if the super-national organs, desdered by many,

SEE gELOp -
| e wtup . :

e

Invthe article "' The fralian Long-Term Program ;némj::;J m t.h-. (2] r‘; Pickibiid
Roberto Tremellons, Minister-ia the Iralian Cabinet and now head of th an Delegation
o the OLEEC, sums up and comments the Plan, showing its ic targets, the,

_ premises on which it is based, and the lines to he follosed in earrying it out,

~ The A. calls antention, to the fact that the structural features of Balian economy (low
grade of capitalisation, scarcity of natural resources, large scale uncmployment dic o
causes other than cyclical) create for Taly 3 mare difficult situation than that prevailing

.« in the ether participating countries. - He illustrates the main lines of the economic policics

the Government plirposes following in the next fow years, indicating the targets the
plan has in wview dn their fundamental characteristics and In the several branches of
cconomic activity witheut ‘disguising the difficulty of coordinating them with the phans
of the other OB E.C. countries, - e Lt :

The Iast part of the article stresses once more the problem of un:mjl'i]u ment, the
central one for Talian cconomy, on whose solution, in the last resorr, will Erptnd the
success of the whale propr
sable and lastl rl:]uililﬁr_ium. This problem, however, can only be sofved if the col-
laboration of the United States and of the ather participating countries, will make possible
new and daring enterprises (the execition of vast schemes for the reconstruction of
depressed areas, the development of overtes territories, etc), which will aflow ntf the

-“'\

N . -
3

Sb'ul:ih:m Iraly is n.m;\d-:prﬁnd afea bur also 1 very " Backward " one, which

has remained behindhand on the path of cconomic and dvic development; and the size of
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e

e

am and the possibiliey of securing for our cconomic aystem & -

1



L
the “"-iqupy amil presinre of the population makes the ;:-rnl:l|:|i|. oe of not merely: national
imporiance. i : : : i
: In his articke " Sonrhern frafy © Prof. Alessandro Molinaed tries o entify ihe caupes
of this smm!;]inshhgk of [talian econemy, and to indicate possible sofutions.  He believes
that the canses are related 1o the deficiencies of the cconomic system of privite enterprise
and 1o the absence af a :Imli{:.' for restoring the sronomic balance, to the growing disparity
hetween resources 2nd Flljpuhliuu, 1o the lack of ¥ eumulative " environmental factors:
all of which are conditions that tend 1o perpetuate and aggravate the poverty and infe-
riocity of the South, ; : £l
Around these notions the A, armnges his discassion of postible ” remedies . He
calls attention 4y The need of systematic action on the part of the Stateg he doutns the
possibility of erhigration on an adequate scale —which moreover would not cure the
oiriginal fauses-of the depression — and has livle confidence in the proposed solutions
Isedd Gh n_gjicultuml developments, but he brings [orward again’ and devel the idea
of the " industrialisation ” of the South,  Such a solution would be possible, but, he
admits, Jigicu]!, as it would imply not only an inital stage of bivgescale poblic works
“fo break the vicious circle of South Talian economy, but would alss require (1) the
elimination of dangerous " battlenecks ', such as the deficlency of capital and finan.
citig: (2) the coordingtion- of industria] development with rehabilitation: work in ather
sectorsy and, Rastly (3) the  concentsation ' of the remedial activities in limited, zoncs,
so asgo make full wse of the more favourable special conditions of each cne [zonet of
agricubiiral, industrinl, tourist development) etc, i A
- Renovated |eﬂii|;|ti,l:m; a single organ provided with Fu.'ll.\.'\ehn' o act and Iull respanai-
Hility for the execution of the reformd; complete inventories of the needs of each’ region
Caccompanied by specific and graduated plans of acii such’s— in the A’ opinion —
are the ‘;;.r:llimin:r:,' anil essential canditions for facl he taskono bhe .:]ttumpil:ihtizl,
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The development of the Iealiin finaneial siiuatian in the first three tﬂm of this
pastawar period 15 analysed in the artiele " Iraliy's Stdre Budiper, Togsa8 " ij GoE. M
Alfter some introductory remarks Husteating: the srieture of the Irilisn budger, the A
comparcs the original estimates presented at the opening of each fihancial §ear with the
finnal — |!|,uu£‘h still Pml‘i:i{m;l 2 resulis, S0 s 1o sEreds mors t!llcdiu“jr 'Ll‘llf"‘d'lﬂ_i.t!.ﬂliﬁ
atlslng from the environmental conditions it have lad 1o be faced in the work of
financial rehabilitation. The A then describes the movement of assesséd receipts and
pledged expendinire, dwelling particulardy on the growth of the yield of taxation and
on some new femt tha how appear in the budges, and he studies some of the problems
aclsing from the connectians between the cuprent budpet (blaricio df comperenza) amd
. the cash account (Milamcio o caer),  Ele then examines the latter from the point of view:
bath of the "budget transactions " and of the Treasury operations, and fllustrats il
distribution, of the charges ircurred for covering current. payments, classifying =l the
data on total receipts g0 as o show the nature of the sourggs from which  they are
obtained. The article dlosd with an cxamination of the growth of the pational debt
and of the several dtems of which it s composed. = r
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i The Banca Nawionale del Lavoro =demes no responsibility for opimiom oo Fict stated by aushots
whne coatributions are publithed In the prosent: Review,
Al commutications regarding 1he Rovicw should bic Sddresed 1o fanes Nazienale del Lavens,
Uthcio: Studi, Roma, Via Vittoris Yencto ti.
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Bilateral and Multilateral Trade

e

; CORRADO GINI

8

1. — The desire to reestablish normpl in-
wmational. trade relations has brought' to the
fore, among others, the {|un:sﬁun of reviving
the multilateral trade andl, as it is characterised

the convertibility of national cureencies and

B.Pen' circtit clearings, ﬂlgﬁfun?i:tiun has grown -

op that by reviving both of these a definite step
would be taken towards the atainment of the
deslned goal. :

“So far the experiments made have not given
the resulis hl:lptd fﬂ.l.'; imll.‘;!':d, it the |Ji;|:1s i:lid_
down, the ‘necessary efects or conditions of
multilateral trade have been mistaken for their
calises, ; :

But, even supposing that the ‘conditions re-

qeired for the reestablishment of multilateral
trade be secured; we oupght not, even then, to
aapect results supgrior to those they can really
give, indulging in the present tendency to
magperate~the cvils attendant on the system
of biliteral trade relations.

% = The bilateral trade system is not a

‘product of World War 11, It was ifftroduced
mich carlier, during the great depression that

upset world cconomy from 1929 to 1934,

* Under the pre-wir economic organisation, |

the multilateral trade did indeed lead to an
sonomic system, which, in face of serious dis-
tarbances, was in unstable equilibrium. That
sitem could work oh the supposition that the

miemational payments of each State in its re-

Ltions with all the other States taken together,
would balance; but if one of these States closed
i accounts with a serious deficit not only did
- the multilateral trade fail to restore the balance,

the paymerits of all the other States were
nsequently disturbed.  Thus, if country. A
fad 2 debit
1y paying ith credits fec-
tred by s trade with countey C, which in its

¥
A

i cavered its ofvn debit with the atve ba-

with tuunt:{] ‘B, which it

lanice of its trade with I any interruption in the
trade between any two countries reacted on

the commerial relations of thesother.  Thus,

for instance, an imérruptlian.u[ the trade be-
tween A and B deprived B of the credifs with
which it expécted to settle jts debt o C, and

- Coin its turn was placed in the impossibility

of meeting ifs liabilities to A. Thus all three

countries, A, B, and C, were injured and-the,

tracle was upsct not only as between A and B
but also as between B and G- and between A
and B (1), As a matter of fact the network of
commercial relations wis much more compli-
cated, and therefore the reactions much more
numerdus than those set forth in the above
simplified example of the three countries,
It is truc that a disturbance of the trade
between two countries if contmined within éer-

tain limits, did not upset the equilibrivm, panly .
because free foreign exchange rates operated as -

a mechanism for self-preservation, and partl
because the reserves, maore or less hold E;:.ﬂ)ll

the countrics in no times, allowed them
to meet the conditi
disturbance which exceeded the power of re-
sistence of a group of States or even of one
State internationally important, upset the whole
systern of international trade. :

This is what happencd duriqg the preat
cconomic depression which arose in 1925 when
a cyclical busifess depression was aggravated
by a crisis due to agricultural over-production,
leading to the recall of international credits; and
degenerating into a general crisls of export
markets (2). All the countries then found

{1} Sex Prime Bwee o Ptolopis coosonica, Vih edition,
Grifire, Malan, 1945 ppo topasd, . This i will be conilder-
ably-emlarged in the Vih aditing, reviiel and ealirged. o be
publiched by the UT.ET,

{2} For an analyis al the prese deprosiion, II"!'.ll'l-! cized
o Prime finre i Patslopiz eronomica, pp. ssfeah. :

arising from slight di-
- sturbances of international trade; but a serious
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ti|r.1msp,:ﬁ1.l.:s in more or less serious difficulties
in making payments, and fearing their deb-
tors would fail to make future payments they
were teluctant to settle even those liabilities for
which they held for the time being the neces-
sary funds. :

Under these circumstances, the  creditor
countries, with a view to protecting their legi-
timate interests, took the initiative of arrang-
ing bilateral clearing agreements, of which the
fiest éxample was that between Switzerland

Tand Austria in Noveml 3t and of which

subsequently a“thick nét-work spread over the

- whole continentfof Europe. They were ac-..

cepted as a fesser evil, as they assured, at least

i part, the-receipt of the sums due and main-

tained to some extént teade relations under the
very difficult conditions that had arisen (3).
Should it be possible today or tomorrow to dis-
miiss the system of bilateral agreements as no
longer necessaryi-it will not be possible to re-
fuse it a certificate of service rendered |

But it is doubtful whether the times are yet
ripe for dismissing it, and moreover with a

return to the multilateral trade it will be neces-

sary to scek the means for avoiding the draw-

" backs which led to its collapse.

The mistakes committed and the disappoint-

-ments suffered point moreover 1o the path that
" should be followed. ;

. “ 3. — The fact that the bilateral trade s ac-
companied by the inconvertibility of national

- currencies has led to the belief that a relation of

caute and effect existed between the former and

the latter, and that it would therefore be pos-

sible to secure the suppression of the one by
eliminating the other,

does not mean that inconvertble currencics
brought about the system of bilatéral trade.
The fact is that it-was the system of bilateral
trade that caused currencies to become incon-
vertible, ; :

Indecd when the system aLI:fiiat:r:] trade’

was introduced, several national cucpencics
were still convertible, and in the case of some

{31 0n_ thewe h}!:m:l sgreements coniuly the Fefreenth an-

- mual Report, April ¢, g - March 50, regs, ol the " Hank of

Intermational Setilements”!, Raile, Alawin 1545,

Now, that”there was
a-relation of cause and effect 15 true, but this

they continued to be so for 4 certain time; bk
when the system of bilateral trade was 5o

the clearings that -occurred between pairg of
countries made the currency unusable ouside
the country of issue, and a currency for which
there i no market s alwiys practically in.
convertible,

o Under present conditions, the ]:gnl rq.ri:n] :

of convertibility may be a necessary condivon

for the revival of a system of multlater
trade, but it 18 not = sufficient conditiog,

England has experienced the truth of this when'

in July 1047 she revived the convertibility of
the pound stefling and was compelled only a
little more than a month later, @ withdrw
the measure (4} The convertibility of the cun
rency of a country cannot indeed be main
tained if its payments (5) with the whole bedy -
of other countrics do not balance,
Agreements for the periodical clearing of
active and passive balances betwedn groupsof

countries trading under the system of bilaerl

ﬁgr:;z}mt may help to iron out the drawbacks
of thiv'system but they cannot represent, even
within <he zone to which they refer,
ifro facto return to multilateral trade which
implies the revival of “trade chrrents in the
most  profitable, directions, regardless of &l

 Lifateral restrictions; and this. is a résult not

‘immediately atainable, The agreement signed :

in November 1947 between France, Ttaly, Hot

- 'land, Belgium and Luxemburg, the permahent

members, and then accepted by almast all the
other ERP countries as provisory members,

~eould not therelors, under the most favour:

able conditions, obtain more than dimited e

sults apart from the obstacle arising from Q\

incnngfuuu: (@ exchange rates fixcd *betwees

{4) See Tememsationiin Mnkl-ﬂl.'l Fist, ﬁnwlj'rrw Apel.

o, ugyl, Wuhi.u.;inl, 1948, pp. afga =

(5] Paymeen being underssand i the lapes, senee, thit

arbing net only from carreat tramactons Bus also. ros moees

ments of capital ]

A enmeerni cachange raict, it s necenary i disingsil:
) the Wivergrace, that often i1 observed, besween 1he exchage
rale eancerning the two countrics A and B, on the one 5“3,;,
and, en the cther, the rato bewetn the purchaiing powo &2
the two moncye an the rogective isterne] marken, sod £) &
divergence boawoen the exchange ratc comcerming the two coss-
triet A apd B, on one hand, ard on the sther, the ro of B¢
exchinge rale beyween A and a thind country © o the exchag
rate between the coustries B and C. The e ifivergeset

ke

t S b rw-_,\.

2

oawb

Bilatesal amd Mul

the currencics of the scveral countries, which

made thote results really neglipeable (4),

The uiilisation for clearing purposes of the
ERP Funds might climinate this last men-
tioned obstacle, but it could not substantially
alter the bearing of such agreements,

Ajin, if a revival of the commercial cur-
rents were obtained in the most economically
P.‘pf.mhlc directions  within  the multilateral

 dearing zone, it.might, if the zone were not
wery cxtensive, have little importange when
" wampared to the importance of a revival of

multifateral trade with countries outside, that
pane, o : : : * F
-And, lastly, we should not exaggerate the
sdvantages of a_peneral revival of multilateral
wrade a5 compared to those offered by the bi-
]Hnr.al system.” LA : :

- 4 — As a matter of fact, the disadvantage
of the hilateral system as compared to that of
multilateral trade consists in the fact that it
daflects commercial currents from their patural

 directions in order to secure a balance be-

mgn‘ﬁa[r‘s of ml;ntfiﬂ, but it does not sup-
press the international division of labor, and
does not necessarily make substantial changes:
in the final distribution of products. Like re-
ults may be obtained though at a higher traf-

« B cost. i

-~ If, under the system of multilatéral lmln:l:;
tountry A Eloses her account with a debt 19
wuntry B amounting to x sum, which she of-

- et with thie active balance of her trade with

wountry C, she will be able, under a gystem of
bilteral trade, to divert towards B goods of
# 1 vilue which she fornierly sent 1o C, which
poods may subsequently be sold by B to C. °

Let us consider the extreme case of a country
B, which under a system of multilateral trade

© e differemt ‘casics and beasings amd “i1.l3 convenient w

ffanih them with different depmninations.  Diverpence a)

B wally called disequilibrivn of erchanpe rater, and we vill

betg e i this’ depommination, calting inatcad incewgrienie af

M orckange rager the divergenee #),

{71 On this mateer see Chap, | (Enropess Payments Agres.

meeli, Mdileieral M Compraisiion and the Enropess

= m'm’
M) i the Eiphreenth dnunal Repors, Apel, 1, ing7 -

Rarch 3t ioed, of the Haug oe Intemeamonas Serrivugsm,
1 Juie pg, 1548, and the article by G. Camiy, | papemens .

St £ U porivione dellfealia, in * Moners ¢ Credis
drvicw of the faziomale del Lavors, Rome, ‘gnd quar-
el

2

_ shed products than f

~ ber of othe

Sy
thladger fLra1Ir { . - =
buys from A raw materials for % value and
then, having progessed them dnto semi-many-
factures, sells them for a sum, say, of 2 x, to
country G, which produces with them an out-
put of finished commodities of 3 x value of
which it keeps a third for its own use, selling
a third to A and a third 0 B. The intro-
duction’ ofthe system of bilateral trade need
not -necessarily interfere with this division of
labour, but would only compel country B or
country G or country A to take a longer road
for EEEJ‘.HE their products. For all that need
be done to balance the bilateral trade will be
(a) that B sell digectly t0.C only half of its
semi-manufactires, selling the wother half o
A, who will resell them to C; or else: (b) C
will not sell directly to A a third of its Al
commuodities, but will sell them alss 6 B who

- will resell them to A; or lastly.(c) A will not

sell its raw miaterials directly to B but will sell
them to C who will resell them o B, _
I the solution (b) be adopted all tride be-
tween A and C will cease, and similarly under
solution (c} trade between A, and B wilicease,
a condition which may be imposed by a state
of war between the two countries in question.
Should no obstacles stand in the way of
transports between the two countries, the ad-
visability of one rather than another of the
three solutions will depend on the relative dis-
tances between the three countries, IF the dis-
_:Lt:incr. b!‘t{hwetn I't1ht three countrics be the same, .
solution (b) will be preferable to (a), and (2)
preferable to (c) in'a-fr;lych;h:, the values lEc-
ing equal, carriage willdlhe less costly for fini-
duc mi-manufactures, and
for. semi‘manufactures than for raw materials,
 We need hardly add that an infinite num-
r intermediate solutions could be
found in which the alterations in the direction
given to the traffic would not affect only raw
materials or only semi-manufactures, or only
finished commoditics, but some Bf one and

‘eome of others of these ':ucgnries.

It is true that the heavier cost of carriapge
entailed by the system of bilateral trade may
make inadvisable the exchange of certain goods
which could be profitably exchanged under a
system of multilateral exchanges thus leading
to a reduction of intermational trade; but this

- will, as a rule, be the case for goods which a
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country can easily do without, or for goods
produced in the country itself or which can be
replaced by others produced there, but which
it had been found expedient to import from
abroad, _

On this head it might be remarked that
the heavier carriage costs required for obtain-

ing. by bilateral agreements, the same results

obtained under a systemn of multilateral trade

‘“relations, represent l!;frﬁm’n‘r limit of the
disadvantage entailed by the bilateral system,

wheréas when grade- between countries has

come to a standstill, bilateral trade offer a trans-
ition solutipn to which recourse is had as being
the lesser-of twa evils, |

In any case, it would he a grave crror to
ascribe to the bilateral sysiém the decline of
international trade that has accompanied it
That decline %as the cause and not the effect
of the bilateral system which was adopted to
salvage what could be salvaged from the ruin of
the system of multilateral trade. It would be
a dangerous delusion to helieve thiat a_ return

to the system of multilateral trade would by

itself, and. independently. of the other condi-
tinns prevailing in international market, assure
a ‘retarn o the conditions existing when in

a

" normal, or less abnormal, times the system of .
_multilateral trade was in force and worked
well or tollerably well. -

5 — Another charge wrongly brought
painst_the system of bilateral trade would

make it responsible for the E;mnt incangen-

the currencies ©

ences in’ the ‘exchange ‘rates’
of some countries, as a result of: which the

cross rates differ from the direct ones, Thus,

for instance, until lately, the direct sterling-
dollar rate differed from the cross rate current
in Italy as reached indirectly on the basis of
the ratio of the lira-dollar to the lira-sterling
rates. . i . 5 .
Such incongriiences qive nisedo & distortion
of trade currents; they r_nmi.'rféfc commaodity
arbitrage, and they contributed, as We have
said, to minimise the resulis of the agreement
for multilateral clearings between some Euro-
pean countries; they make it more difficult to
reestablish the éonvertibility of national cur-
rencies, : o :

* For this reason the International Monetary . Benco & Roma, Vol 11, N5 3, May, (58, :

Raned Naglonale del ' Laveara

Fund, one of whose objects s to promote the
stability of exchange rates, protests against the
disorderly cross rates aind calls on its member
couniries o conperits to suppress this state of
affairs by enforcing the rules of the Fund L}
o The r:}:l}r F_i\'r.‘n to this appeal was the
this disorder — that is the discrepancy be
ween dircet exchange rates and cross rates — j
an_unavnidable consequence of the spiiem of
bilateral trade, and that therefore the withe
if the Fund and, indeed; the internationg
monetary system_ formulated at Bretton Woods,
were a3 a whole incompatible with & sptem
of bilateral trade agreements (o), :

Such a conclusion weuld be one of
smiall moment ! Fortunately on closer exans
nation it is scen o be il founded. It aris
from mistoking a mere possibility for a e
sity which does not exist. -~ 4|

Under 2 system of 'multilateral tradebe

tweeR m States—so the reasoning runs—he

interngtional payments of cach State with all
the others cah only balance under a given ie

Aem ofexchange rates, and under that sytm

only. The values of, the cn!pmul.fitin each

State exchanges with the other m -1 Suis,

multiplied by their respective exchange nai .

give rise indeed to a s;r_t!en's of m equations, of

which m—1 are independent, and allow o
determining univocally the . m —1 exchange
rates of m—1 countries in relation to
try sk : :

But under a system of bilateral trade the

~hbalanee is sectived between each couple of coun-

trics with a given rate of exchange, likewite d=
termined univocally by-a systém of two equs
tions, one of which is independent. Theaws,
shall have nie ) independent exchangs

! = :

rates, corresponding to the number of cougles
that can be formed between e m countnet,
which can be determined univocally by the e+
L m—1 i :
pective oim ) cquations. But, in order 8
() Ser the address on The Prectioal Prodien of ﬁ"‘“‘f
Fatrs, delivered om Febrosy 13, 1048 by . Gy, Chairsss d
the Exccutive Board of the Insernational Maonetary H.I_nd o e
vard University and published by the aid Imernaiond] e
ctary Funcl, Washington, sg48. :
“fap T, Braserasi-Tonsosy, The Prablem of i tnm l“
o] Exchawpe, in  Review of Economic Gondigions i B
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avoid the diserepancy between direct and cross

exchange rates, the independent rates - should
be only m—1, while it should be possible
w caleulate indirectly from them the others

mim—1) - (s — 1) = Va (m'—3 m i 2).

pliabl. Jme

Then—it was concluded--if the foreign ex-
change market be freg, the discrepancy betwEen

direct rates and cross rates derives necessarily
* from the existence of a system of bilateral trade

relations, : T 4
Now, as & matter of fact, mking the above

stated considerations as granted, the conclusion

drawn therefrom is unjustified, - .
Indecd, they only allow us toassert that

under a system of bilategal trade relations be-

oo =
tween @ countries ﬂ'm'mr:—---i--J ------- ‘F TlES are

formed, but they do not allow any conclusion

son their reciproeal independence or incongru-
-gnce; they enable us to say that the dircct rates

may diverge from the cross rates (wich they
eould not do under a system of multilateral
trade) hut not that they necessarily st
diverge (10). e

(o6l 1t avems e e that dbe Ay wl_ll."]mlnn e bave

wiun from: a mh-ﬂ'rllﬁq':-hn-d:?g ol “ihe - woikd 217 irﬂll:[»g.'m!rur,"

and '15' ahe o nhe

o w1}
11 R e L
gl nm

IEI“J—PI:',

Ahirinee exchinpe fane, whileh, niler a wvigemn ol

biliteral pracds “are formed benween ihe m comantrics, a1 shall
mrw explidn, When usder the sysem of m equations, whose

lwfion allows one 10 dleterming e me exchange raies under 8

spiem of muleilstenal trade be

e chumieses, [t B sakd

that the m - 1 equations ase i||ile-|ﬂll,rnl. the Ententing b m
eefer 1 u'fuu'l'lrwm i am uru?}tl'mr aempe, which meams ®
“odt i i mee poniible po sbesin from s —3 equarions the

fm—=j=h In the smme sche §tomay be sald gt ineach. ol
ﬂ:-‘-::_u-:-—'ﬂ sstemst, all of which sre of two equations, which
=y be ﬂﬂkﬂ.ﬂml. ander a syvem ol bilateral tade; briwein
B m gountrics, oaly one of ihe two oquations i independent,

Thacore wr bave indeed under 1he said spitem of- Bilateral

trade,
Hat each of the said Mﬂum ié independent af the

'ﬂﬂ..—{':-:ﬂ—-h bt in ahe sense |I|u in exch aof e
Eim—y) S = :
-—.__.qﬂ.hmh =l cansisting of pwa ejanions, wh'll;h_ may
the mi coustrics upder a ayitem

g Indeperelent . In eaher woads,
it i o, a4 lmcianld?h!, than I it ol bilitesal pade

£

- i i
ki) Imlepenadent equations, but e in :h:.-tw:ﬁu
a2

l."‘.— ;i 3 i

T

Whether they will ﬂiv{'rF;c é: not, whether,
in other words, there will or will not be’ con-

e ()

gruence between the —2 distinet ex-

change rates, witl depend on other clrcumstan-
ces. To be Precise, it will depend on the rela-
tions (whigh dre reflected by the exchange rates)
existing on the domestic markets of the coun-
tries in question between the prices of the goods
whigh are the objects of international exchan-
ges; thefe s nothing in the system of bilateral
trade that makes”it impossible for those rela-
tions fo be such ds o lead to a system of con-
gruous exchange rales: and when at first the
exchange rates are not so they tend to.become
congruous. : ]

Let us now illustrate the view above st

" forth by simplificd examples, ds is customary.

6, — When, uninfluenced by any form of

constriction, trade exchanges -take place be-

tween two countries; this obviously occurs be-
cause cach of the two fintls these exchanges
advantageous.  But the advantage may arisc
Frdm two different circumstances, which may
moreover be concurrent. Tt may arise (a) f:".ém
the: impossibility of producing in each of the
two countries all the goods, although: prior 1o
the international exchanjes like relations ex-

_isted between their marginal utilities; or ¢lse

(b} From the different relations which prior to
these exchanges €xisted in the two countries
between the mrgi%ilii‘iu of the various

goods tl_uat :]:u:y {1+
Let-us consider i :
Let us take three countries, A, B, and C,
whose inhabitants have like tastes in the matter

5

e first place (a).

i
¥

there is a' syitemn nF.T—‘-t-_r.!
a

imdependent - exuationg with
it — i budepesslent ynl.'mr- quantites [which would be an
fmpoundle. spstem), st |:11‘u'e'n_re ﬂl'—*_l-tmil all pur-
we a

sible, each of 2 equations with 3 pnkeown qeasitier, one ef
which i independens,  Therclose onc can meke no o prioe
asicrtioed aboit the rrn::pfrn’_‘ﬂ il'u'tl‘j-lll-'h-lﬂ-h: oe lacke ::lf.i.tl_lll-"j)!'ﬂ-
clenep ol 1he .'l'..ff.i__“

aystems of bifaseral trade hegween the mﬂﬁl:lfd.. hor ai

exuatians that may be sée up vnder 3

ane ay anything of the reciprocal indepeadence or fack af in-

it [m — 1}

! lence of the liutdner rates of ex-

¥ ]

dqagt which, under a system of bilaieral wade, wrmrvﬂhd oo
the differesy mu;ﬂu thay may be inemed amang b me ooiingrle;

Ty
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of oranges, bananas and prrsimmﬂns, attri-
buting, for like quantities, twice the marginal

.~ utility to bananas that they attribute to oranges,

and to oranges double the marginal wility at-
tributed to persimmons.  But it happens that

_oranges are grown only in country A, bananas

only in country B, and persimmons only in
“country C, production being, in the na-
tional currencics, 1o fof oranges in A, 200 for

- bananas in B, angl 10 for persimmons in C,
Country A hoving an excess of oranges,

will exchange oranges for bananas with coun-

 try B in the ratio of 2 to 1, and oranges for

persimmons with country C in the ratio of 1
to 2, while country C will exchange persim:
mons for bananas with country B in the ratlo
of 4 to 1, =0 That in country A the price of
oranges, bananas and persimmons will be res-
pectively 10, 20 and s, in country B, 100, 200
and 5o, and in country C, 0, 40, and 10. The
supposition is that the exchanges between the

~ said countries are limited to those prodicts and
- that they trade under the system of bilateral

agreements.
Should the exchange rates be in equilibrium

- (that is to say if the exchange rates ruling be-
_tween two of the cousitries correspond to the
peneral.level of prices on their res

tive do-
mestic markets) the exchange rate between A
and B will be of 10 {f.e. 10 monetary units of

B for one mopetary unit of A), of 2 between A

and C, of 1,/5th between B and €, and will be
1o=2 : 15, that is to say the direct exchange
rate between A and B will coincide with the
cross rate arrived at*by the ratio of the ex-
change between A and C to the exchange rate
between B and C. : : :

In this simplified example no account is
taken of the cost of transpore of the goods ex-
changed between one country and another nor
of the custom duties and expense dnd viceversa
of the Eacilities of export or impért which deter-
mine the critical points of the equilibrium of
the purchasing powers between which one may
expect that the exchange rate will correspond

~ to the ratio bétween the pri¢e levels on the do-
_ mestic markets (11). But it will be readily
; _ realised that when, between the ‘marginal uti-

oY See the cliod Frine Rinee o :ihm'n;:. econommivca, Chap-

+1.:.-:|' Wz L‘qdh’fm’p A e, ﬂpuh]lr it pp. _q:;-g'.! and
A : T :

L

" persimmons in country C.

lities of the goads of the countries trading us.
der bilateral agreeminis, uniform relations exiy
prior to those exchanges, the direct exchy
rates—should they: be in equilibrium (unde. °
stood as above) and with the approximation
compatible with the said critical points—wilt
coincide with the cross.rates, _ :
Let us now examine the {b) alternative iy
which, prior to the exchanges, the ratios e
tween the marginal utilities of the several poody
are not equal in the' countries considered,
WNow, it may happen that, as a consequense
of the trade exchanpes, the relations between
the prices of the poods in question may he
found equal in all the couistries under cons-
deration, Apart frem some inevitable frictions,
this would be the result aftained” — -with the
approximatio mmpﬁtihfe with the above sid
<ritical points — under a system of plurilatend

trade_thould the exchange rates he in equi-

librium, But it may also be assured ‘under 3
system of bilateral agreements,

The marginal utilities of the three goods—
oranges, bananas, and persimmons—in country
A, growing oranges, stand, for instance, in the

_ratios of 1, 2, 4; in country H, growing bans .

nas, in the ratios of 2, 1, 3;in country C, grow-

. ing persimmons, in the ratios of 4. 3, 13fand

let 10 be, in the local monetary unit, the cot
of production of oranges in country A, 200
that of bananas in country B, and io that of
Let us suppose that the ratio of cachange
between the %‘ produced in E‘Wmoh:llnfg\
be equal to the geomctric mean of the @i
between the marginal utilities that the two
goods have in the two countries. Oranges and
bananas between countries A and B will e
exchanged in the ratio of 1 to 1 (being

I"*-:-qi : _ﬁ-?w =1); and bananas and perﬁmﬂm
between countries B and © will likevise 1:511.::5.*.
the ratio Df It Ifb_dng Vr:-— ; —:-_El}_ﬁlﬁi‘.

again oranges and persimmons between coun:
trics A and C will also be in the ratio of 1101

(I:miligl I@ . + =1). The prices of the

- three goods will therefore be represented by 10

in cduntry A, by 100 in country B, and by 1
in country C. The exchange rate, if it be in

g ao=1:1/30. :

qui!ibrilllﬂ (et cnr_rl:'sEM.mds_wi'H! the ratio of

sces on the domestic markets) will be équal 1o
o between A and By to 1 between A and C,
and t/20 between Boand G, And the direct
and the cross exchange rates will coincide, be

A little reflection will show’ that, shiould

T ke exchange rates be in cqui!i!iriurn’, the dif-

ferent rates will always be cmgruuu;, provided
(hat the ratibs b:st'l-w:cn the prices of thel eom-
moditics exchanged be equal in all the coun-
Fics,

tilateral and a system of multilateral trade.
tLet us make a slight variation in the above

- eiample, and suppose that the marginal utili-

ties of the oranges, bananas 4nd persimmons
prioe to the exchanges be ds 1, 2, and 4 in coun-

iy Ajas 2,1 and 3 in country Bj and as 2, 3

anil 1 in country C. *As a consequence of the
bilsteral trade the prices will be, for oranges,
bananas and persimmons: in country A, 1o,
i, 7.1; in country B, 200, 200, and 200; in

- country C, 145 1p and 105 where

represents “the matio in which oranges are ex-
. changed for persimmons between countries A

and C. Therefore the price ratios for the three

Bt it does nat n!x;:ay,-, happen that the ra-
tios are equal, and in agc,!'l cases the results will
differ, if only temporarily, under a system of

poods -will differ in the three countrivs, and

gansequently the direct exchange rates will not®

wiincide with the cross rates. The exchanpe

rates indeed will be 20 between A and B; 1/20

between B and C; 1.4 between A and C and
1 :

wWehave oo = 14—,

20

- It should however be noted that in this case

the exchanpe would not be in a state of equi-
Bbrium in the meaning above stated, because
the rate of exchange hetween the two coun-
tries would not corrispond to the ratio between

but only to the ratio bm?cn.
e o priees of the commodities efifer-
ing into the exchanges betwéen the two coun-
tnes. Were therd an equilibrium n the
xchange rates in the above meaning, the ex-

AR

rice levels on the respective do-

Milateral amd Muleilafeidl Trade. { : [/

change rate between A and B would not be
e ;u,jn}lt{mplmslr}g that the quantities
of the three goods be equal on each of the
domestic markets) :

“300 - 2004+ 300 God

10+ 10+ 71 ant

the exchange fnti;':‘.h;lv;ttn Boand C ot

9 7., TOHI0+4 Uy
it T SR s R
w00 20 200 + 200 + 200 bon
: ; ce o
and lastly the exchange rate between A amd ©
naot _4,,;1.41 hut _I:"+ i I”’ i 3'4 anil
10 10410491 a1
the erosse rates and direct rates would éoincide
hingﬁ;m:-ﬂ : 3_'1

.1 20 Bop ! ;
- Under such conditions, howcver, the ratia
between' the! domestic Fricl:s af the cumjnpdi-
ties exchanged between the two countries will
tend to conform to the ratio between the gen-
eral price levels on the domestic markets of
the two countrics, : :

It is evident that as the resultant pﬂiu;*[or
the three commaodities which are the imme-
diate effect of the bilateral trade, do not stand
in the same ratio in the three countries A, B
and C, it will be t r interest to start other
exchanges in addition”to those” we have been.

considering. Country “A will find it profitable

to buy bananas from country C and country G
to buy aranges of country B, and country B to
buy persimmons from country A, thus pro-
moting conditions in which the prices for the
three goods will be in the same ratios one to

¢ the other in the three countries, and conse-

quently the direct and cross exchange rates will .
coneide. s

But this situation also is not peculiar to
bilateral trade, but may arise under any ﬁ
tem of trade when the ratio between the
mestic prices of the commodities entering into

_international trade does not correspond to the

ratio of the general level of domestic prices (12).
But whereas under a system of mulrilateral

{12} Prime linee i Parologia seonomicn cited, P g
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trade, the divergence in the ratio between
the Erm:m[ domestic price levels amd the ratio
between the domestic prices of the commo-
dities entering into international trade, affects
the corfespondence between the exchange rites
and the ratio of the gencral purchasing power
- of the currency, but does not lead to a discre:
spancy between direet and gross exchange rates,
under a system of bilfteral trade, it may, at
least at first, lead to such a discrepancy.

Anaother circiimstance to be borne in myind

is that the higher cost of transport of commo-
ditiés under a system of hilateral trade relations
as compared to such costs under a systein of
multilateral trade, widens ‘the margins of the
critichl paints of the equilibrivm of the pur-
chasing powers and may therefore enlarge the
variation between the exchange rate and the
ratio hetween the domestic prices of the com-
modities without bringing into play compen.
sating mechanisms. P “

. On reflection, one is led to the conclusion
that the hilateral system makes the attainment
of equilibria in trade exchanges and interna-
tional - exchange rates more costly—and there-

 fore less accurate—and delay them but do not .

_ultimately prevent them, It is, besides, truc
- that the distinction may be more important in
theory than in practice, for if, in practice, the
- hindrance is such that the equilibrivm is not
restored, before the advent of other causes of
disparity, some disequilibriums will occur per-

manently—though with a tendency to disap-
pear—in spitc that in theory it could only be

contingent, - : :

This holds good on the hypothesis of a free
market of exchange rates as is supposed in the
demonstration we have confuted of the in-
evitable tiscrepancies between direct exchange
rates and cross rates.  Should, howsver, the
rates be officially fixed, as is not the case in
most of the countries afhliated to the Interna-
tional Monetary Fum!,l there will not be a
tendency for a possible discrepancy between
direct and crgss rates to be wiped out, but
this is a consequence not of the system of
bilateral trade relations but of artificially fixed

. cxchange rates.

‘On the other hand, if fiat exchange rates

- are fxed, the discrepancy between .—jsm:t and

i
. R

it

4

cross exchanpe rates may be eliminated by fix.
ing the official rate not in conformity with the
ratio between the domestic prices of the com
maditics exchanged, but so as to secure coing. .
idence between direct and cross rates. 1f com
mercial aAgrecments e slii:ulatnl between (he
two countries fixing not only the nature by
als the prices of the commodities exchanged, -
the effect of the disequilibrium between price
and exchange ratios may be corrected by fin
ing fictitious prices for the goods exported from
one or from both the countries (13). Apan
from this possibility, the coincidence between
dirbct ,-md ‘Crixg 'rkc!iahg{:_ rates may=-ds |_]-|.:
Chairman of the Executive Board of the In
ternational Monctary Fund observes— be main.
tained under a system of bilaterpl trade reds
tions, cither. by accumulating by the erediior
country —within the limits allowed by the b
lareralyagreement—balances of the currency of
the dehtor country or by settling. the advene
balance'in gold or U, 8. dallars, as does United
Kingdom iff most of its trade with the Wea
‘ern Hemisphere, or, lastly, by ehcouraging im-
ports by the creditor country and limiting im-
ports and encouraging exports by the debter
- country until they balaiize at the rate of e
change established by the International Moe
ctary Fund (14). This last direction is the ont
in which the Fund hopes that cooperatn
action of its member States be carred out (151

= There is no denying that each of these three:

solutions presents drawbacks and that therefore
the possible discrepancy berween direct and
cross exchange, rates is one of the defeets
exchange rates policy pursued by the Intema
tional Monetary Fund. But obfious]y this pe
licy cannot be judged only by this one afit®.
effects, all of which with their scberal reactions
should be taken into consideration.
L ; _
7. — The gravity of the present situatin
_does not arise so much from the slow adjus
ment of exchanges rates and from the distor
sion of trade currents from the most cconomicl
routes, as fram the fact that the exchange ris

{13} This: is wfien done :Il ]:q'ul.iaf, See an-this j"ﬂ'“ i
apeceh above citd of C. Goyr, p.o140 i 7

(Fa) Sec the cited apeech by Gurr po 13 i

(e5) thidere, p. 32 i :
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sre not tending, even if slowly, towards an equi-
libeium, neither is there the possibility of attain-
ing A [;t;iﬂ'ﬂﬂ] q]i1trihu_tif|n of {nmmuﬂitirs‘ .hjlr
ineans of trade exchanges, because the nations
1 peed of foreign products have not the where-
withall for purchasing them, :
Indeed, the presént situation can only con-
inue thanks to the gratuitous supplies of com-
podities sent by America te Europe and Asia,
Mor do 1 feresee that the situation. wilk be as
.:ijEl],' rehabilitated as the devisers of the Mar-
shall Man are planning.  Indeed, T am of the
epinion that, if the AngloSaxan countries,

 while advocating the free movement of com-

modities and capital cohtinue to require that

- the Eurapean and Asiatic populations, instead *

of moving freely to those coritries where their
\ahonir Forccs would be more Prﬂfllec, remain
compulsorily compressed in territories where,

“ Twen when reconstruction s completed, they

will find themselves in conditions of inferio-
rity as regards natural resources and technolo-
gial organisation to those prevailing in the
New Waorld, the cconomic disparity” between
“the two hemispheres will not disappear, should
it not be intensified. After giving such great

- and penerotis dssistance, 1 foresee that Ame-

rica—unlise she be willing to see the whole
worlll turn against her—will not be able to
sop subsidising, directly or indirectly, the un-
employed labour forces of the .other Conti-
meits (16). "

. On the other hand, even if the free inter-

“matiofil circulation of labour, no less than that
«af commodities and capital, were reestablished
onder a system of multilateral trade, we
must not forget the danger to which interna-
tional organisation is exposed under that sys-
stem, a danger of which mankind has had

such a cruel cxperience. And the danger will -
e stll greater if the gold exchange standard or

at least the system of free exchange rates is not
revivied. Those systems provide—the former
mare efficiently than the latter—a self regula-
ting mechanism of the international trade rela-

tions which, in face of limited disturbances,

succeed in maintaining the aquilihrium.f

{189 Soe on this nubject the articlp Savings, Ecomomic Prog:
rews, and Ulnem) novw under” press et
mzimale ! pabli by the Tnatitale of [ntcrnan

But il the stability of exchange rates aimed
at by the International Monetary Fund is to be
mairitained, it will be necessary for it, or some
other supenational organ, to undertake the
task of-mEdring also the nlﬂh”ity of trade re-
lations, In the case of raw materials, migra-
tions, international eredits, attention has often
been called to the risks run by the pre-war eci:
nomic organisation, based on an international
economic coopetation whose continuity was by
no means_assured, That organisation led o
AN EVEr more mark}:d'ai.visiun of labbur entail:
ing cver greater and more active and more
vital international trade relations, and had thus
bound the countries of the world together in
a life or death union: yet cach of the partners
in this association was free to upset at will, in
plirsuit of a real or supposed or éven only Trans-

_itory: advantage, this mutual solidarity, thus

endangering the whole social body (17); And -
unfortunately in each of these fields facts have
fully proved that these fears were not unjus-
dfed | . .

If, in spite of the many warnings-—mani-
festly well founded—no steps were taken in
the past to remedy the situation, this was cer-
tainly due to the difficulty of getting beyond
the national stage of administrative” and ‘poli-
tical organisation. - Now that this step is being
taken, however laboriously; we are justified in
hoping that cfforigggill not be limited to
treating the disastefif effects of the ruptures
of eqitlibirium but thit measutes will be raken,
by sctting up suitable supernational organisa-
tions, to prevent them, thus assuring the con-
tinuity of international cooperation,

{17} Ser, for {mance, among onr writiags, the Engndre dr
Is Soridid des Matiome sur la question dey masiees. premitees o
e denrdey altmenraives, In "' Meeron *, Vol 01l Mo, 122, Ja-
naary Tgaa; Gl reileppr delld il mondiale, |n " La Vies Eco.
momica: Tmliana ¥, Rome, o34, Moo 1, pp 30 0 s Prinee
linee i Parolmpia eromemicr, cited, pp. 570 et ses.q | profirs:
drils dinridwzions mondisle ALy popolazione ¢ delle materie
prime, in ' Rivists di Polisies Feonomics ™', Apeil, 1m6, pub.
lished also in ihe fnerodweions tn the volime Migrant Aua by
R, Mueerse, Talian Cemmites for the study of Population
Prohlems, Eome, ro36, (Spanih edition i " Revise de Ecosa:
mia ¥ Estadistica s, Mezien, July 136 English edition with

. tipht varisions, in the ' Annals of the Americin Academy al

Pelatieal and Social Seiemes ', Philadelpbia, January, 1937); Drr
Frodleme der intrrmstionalen Bessiferungs. und Robaroffeertei-:
dyng, Kick Vorirdge, Mo, g3, Fisher, Jena, ingy Problemi el

. Bome, 1944; Ammaesramenti detls guerra, in the
weekly ** 145 % Year 1, Mo, 5, Jane  th, 1545




