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In the last days of 1958, ten European countries, who were shortly
followed by 5 more® declared their currencies to be convertible
according to IMF Articles. In addition, fifteen other IMF member
countries took steps to adjust their exchange-control regulations to the
new conditions. Most of these countries were associated in a monetary
area with one of the European countries. This simultanecous transition
into convertibility of most of the Organisation for European Economic
Cooperation (OEEC) member countries’ currencies represented a
significant milestone in the history of European currencies'.

This collective step to external convertibility only in 1958 meant
the end of most of the foreign-exchange restrictions implemented
before World War II. Even the return to current-account convertibility
was only the result of a long process of economic policies and
extensive debates, strongly supported by industries and banks*. The

“Fam very grateful to Prof. Peter Kenen of Princeton University (USA) and Ms Robin
Martthewman (Washington I.C.} for their extremly valuable comments. The mistakes
and the views expressed are mine and do not necessary reflect their views,

* The 10 countries were: Great Britain, France, FR.Germany. Ttaly, the Benelux states,
Denmark, Norway, and Sweden. The five countries were: Austria, Finland, Greece,
Iretand, and Portugal,

* See Horsefield (19697, For more about the history and general experience of
introducing currency convertibility in Western European countries, see Limmer (1956).
The American view is described by Heilperin (19331

*Inter alia, Mendez-France (1953), Mangoldt (195%), Bauer (1933), Marget (1956).
Chantbre de Commerce Internationale (1954). The effects of convertibility on the banking
sector was analyzed using the case of the German banking sector by Fried! (1968).,
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economic development and economic policies of the participating
countries and the functioning of the European Payments Union (EPU)
contributed to the success. The process of introducing convertibility
lasted for more than a decade. During this period, these Western
European countries accumulated various lessons which are worth
surveying. These Jessons can be useful for countries which are in the
process of introducing convertibility with pegged exchange rates.

In the late 1940s and early 1950s, Western European countries relied
on exchange controls and their gradual liberalisation because of historical
conditions that included: a) foreign indebtedness, b) reparation pavments,
¢} reconstruction, d) a dollar shortage (Jack of convertible currency) and
¢) the international political situation, rearmament’. Significant exchange
restrictions and multiple currency practices were still in force, despite
requirements by the newly-founded IMF to remove them after a
transitional period. Imports from the so-called dollar area® were especially
restricted because these countries’ aim was to reduce their deficit in US
dollar payments and to protect their gold and dollar reserves.

Under these economic conditions, the introduction of converti-
bility could not mean immediate free trade in an absolute sense. The
first reason was that trade was still hindered by the existing obstacles
(e.g customs duties, import quotas and other types of state protection-
ist measures). Another reason was that only the so-called “external”
or "non-resident” convertibility on current account was adopted by
these countries in the last vears of the 1950s. This level of convertibility
permitted current-account earnings in domestic currencies held by
non-residents to be exchanged for foreign currencies at exchange
rates within margins around parities as defined by TMF Asticles. Most
of the problems which emerged were overcome by the OEEC and the
European Payments Union (EPU}. These organizations played
important’ roles in the following years.

*Heilperin (1951,/52).

*The dollar area consisted of the US, Canada, and parts of Latin America.

¥ Marsan (1954), Limmer (1956, de Vries ef af. (1969). The role of the EPU is anulyzed in
detail by Jacobson (19509, Comité Direction de 'OEEC (19547, Triffin (1957}, Flolzapfel
et al. (1959), Coffey-Preslev {1971), Welcker (1973}, and Posthuma {1932),
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The practice of current account convertibility introduced in various
Western European countries in the late 1950s, differed in several ways.
Variations in the practice of these countries existed because of, (1)
the differences among the various definitions of the term non-resident
and, (2) the bilateral payments arrangements® which were stll in force.
Therefore, many of the existing practices could be deemed to be
restrictive under Article VIII, Section 2(a).

Except for West Germany, unrestricted freedom for residents to
make payments and transfers for current international transactions
and to make capital transfers was not granted in 1938. In this respect,
convertibility was narrower than the level of convertibility established
either by Article VITI, Section 2 of the IMF, or by the concept of “de
facto” convertibility.

Looking at the process of introducing currency convertibility in
Western Europe, the decade-long period can be divided into six
phases:

(1) The first effort by the UK in 1947 This attempt failed after six
weeks. It probably would not have been so disastrous if the dollar-
pound sterling rate had not been so out of line or if the rate had been
more flexible and had adjusted.

(2) The first phase of the EPU between 1950-52. The EPU
promoted the removal of direct restrictions (quantitative
restrictions, non-tariff barriers) anct the reduction of customs duties
on intra-European trade and resulted in a new dynamic. The
liberalization contributed to a large increase in intra-European
trade. Between 1949 and 1956, the import volume among the
member countries rose by 226%°. The EPU could not, however,
make an apparent contribution to a wider system of trade and
payments among the industrialised countries. The division between
the dollar area and the non-dollar world remained as impenetrable
as ever because little progress was achieved in reducing European

* Any bilateral agreement, including a clearing agreement is fully incompatible with
marker convertbility fHinshaw (1952), Coppieters (1959, etc.].
“IMF Excliange Arrangenients and Exchange Restrictions 1957
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restrictions on imports from the dollar area. The main reason was
that the gold and dollar reserves of the EPU countries remained
at such a low level' that they were actually lower in 1952 than at
the end of 1945.

(3) Progress toward non-resident convertibility afler 1953. This
progress was based on the rise of the Western European countries’
reserves after 1954. The increase in reserves was basically a reflection
of the Western European economic recovery and improved export
performance. This encouraged a sharp reduction in European
restrictions on imports from the dollar area-countries.

(4) Progress toward resident current-dccount convertibility. The
increasing ratio of reserves to imports meant that the possibility
introducing resident convertibility in Western Burope increased. The
improvement in reserves made it possible to tighten the settlement
rules of the EPU and to remove the restrictions and discrimination of
Western Europe against the dollar area. With gradually increasing
central-bank convertibility, the financial incentive for trade
discrimination against the outside world could become progressively
weaker and the increase in reserves could progressively enlarge the
degree of resident convertibility.

(5) Plans to introduce partial convertibility of the pound in 1952-
1953. The principles of these plans were very similar to those of the
plan of 1947. As in 1947, the restrictions on imports of goods and
services and on capital transfers imposed by the sterling area on the
rest of the world were to remain unchanged. This remained a plan
and was not actually carried out. The main differences between the
1947 plan and the plan in 1952-1953 concentrated on two issues. First,
there were changes in exchange-rate policy. The pound was devalued
in 1949, resulting in a more recalistic ratc. The economic policy of the
UK changed its preference in favour of a floating exchange rate vis-

* Western European gold and dollar reserves
(billion $ at the end of year)
1945 10,5 1947: 7.7 1950: 10 1951: 10.1 1957.17.7
Sovrce: IMF: amiual reponts bettveen 1946 and 1958
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d-visthe dollar even under the rules of the fixed exchange-rate system
of Bretton Woods. Second, the new plan envisaged the introduction
of market convertibility instead of central bank convertibility. The
exchange rate was to be determined by foreign-exchange markets
rather than by interbank supply and demand. To this end, the British
authorities started to restore private foreign-exchange markets.

(6) Increasing transferability of several Wesiern European
currencies. Following the policy of the UK, more and more types of
transactions were gradually liberalized in the other Western European
countries. In some cases, currencies became de facto convertible.
Thus, in April 1954, West Germany simplified and liberalized its
currency controls in the same way as the UK. Similar measures were
also taken by other Western European countries and as a result,
current-account convertibility was introduced for non-residents in
1958. Only West Germany went further to grant non-resident
convertibility on capital account. Later, these measures were followed
by steady relaxation of controls on both current and capital accounts,
and consequently reflected substantial progress towards ‘resident and
non-resident’, that is full convertibility. In spite of this progress it was
still current-account convertibility. This liberalization process led to
an arrangement of formal convertibility which was worked out by the
EPU. After this act, the EPU was replaced by the European Monetary
Agreement (EMA) in 1958,

1. The Britisb Approach to Convertibility

By the end of World War II, the muitilateral use of the pound had
almost disappeared; it was replaced by bilateral arrangements covering
virtually all countries outside the sterling area and the American
account area. It was hoped by many economists and government
officials, that once the war was over, most of the controls could be
removed,

The British government was convinced that convertibility of the
pound could be restored in a short period after the war. The Anglo-
American Financial Agreement of 1945 had, therefore, envisaged an
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early restoration of sterling convertibility". Tt implied a fast and
individual approach to convertibility. Despite the official optimism,
the first attempt failed. Pound-sterling convertibility was achieved
only in 1958, that is more than ten years later'?. It turned out to be a
gradual process which was coordinated with the policies of other
Western European countries.

(A) The first altempt at pound-sterling convertibility

After the war, the excess money which accumulated in the hands of
the public through suppressed inflation, furnished a significant increase
in spending. The aggregate supply was mainly confined to domestic
products because imports were still restricted, due to the controls that
had aimed 1o prevent the balance of payments from deteriorating during
the war. Although the UK’s economic policy aimed at extending the use
of sterling for current transactions, since 1946. the pound could not be
transferred between the various payments or currency areas.

The formal restoration of current-account convertibility of the
-pound with the US dollar took place in july 1947. The main features
of the restored pound-sterling convertibility were the following: (1)
it was limited to payments for current transactions; (2) it was to he
put into effect over a period of nine months; (3) convertibility was
confined to new payments only and the amounts accumulated earlier
on different sterling accounts were excluded. The pressure was,
however, increased on the pound by foreign-held pound balances
because these could be used to pay for imports from the Sterling Area
and the UK; (4) the dollar-pound exchange rate (£1=$4.025) was fixed
and the pound very soon became overvatued.

' 1n the so called “Loan Agreement” concluded between the US and UK in 1945 there
was a clause which required thar the UK should introduce the convertibility of sterling in
exchange [or the 53.73 bn credit. This was Article 8 (ii) of the Agreement that required
an extended convertibitity of sterling: “not later than one vear afier the effective date of
this Agreement ... they will impose no restrictions on payments and transfers for current
transactions”.

* The economic history, and the economic policy, of this period (1945-38} introducing
convertibility have been analyzed in most detail by Harrod (1963), Triflin (1957),
Hawtrey (1961).
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This quick formal restoration of convertibility was in force for 36
days only. It turned out to be a premature attempt and it led to a heavy
drain on the international reserves of the UK. Under the fixed-
exchange rate regime of Bretton Woods, this rapid depletion of
international reserves undermined the maintenance of convertibility.

The most significant reason for the rapid collapse of the first
attempt to introduce convertibility was the sterling overhang, Other
factors can be also mentioned to explain the failure. Had British
exporters been in a position to supply goods and services as readily
as their American competitors, even limited sterling convertibility
would not have caused so much trouble. The British companies were
then much less competitive than the American ones,

Several later studies analyzed the fast collapse of pound
convertibility. Most of them agreed that in order to avoid this failure
“it would not have been necessary to wait for pound convertibility
until the current account is favourable. The old balances should
have been properly blocked. Proper arrangements should have
been concluded with soft-currency countries about the method of
payments for the exports from the UK. Tt should have been done
through the IMF”. Moreover, “the domestic policy should have been
revised so that the balance of trade could turn in eqguilibrium™,
And most importantly, a more realistic exchange rate should have
been set.

After the failure, the British government had to accept the
inexpediency of a rushed policy urged upoen it by dogmatic
enthusiasts in the UK, and pressed upon it by the insistence of the
US. The revised economic policy reversed many previous decisions
concerning foreign exchange, trade liberalisation and reduction of
controls, Moreover, a new foreign-exchange policy was urgently
needed.

(B) Introducing convertibility by a gradual approach
The convertibility of sterling was restored for the second time

* Harrod (1931).
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slowly and in several stages between 1951/52 and 1939, The result
was not full convertibility, because the right of conversion was largely
confined 10 non-residents®.

After the failure of 1947, convertibility was not considered an
imminent aim. The stabilization of the economy got priority. This
policy included a devaluation of the pound in 1949 which resulted in
a more realistic exchange rate (£1=52.8019). Devatuation became
inevitable because the financing of the deficit with the dollar-area
countries from aid money could not be a sustainable option®,
Monetary policy, including a more realistic exchange rate-improved
the balance of payments and as a result the pound became stronger”,
Meanwhile, trade and foreign-exchange controls were extended,
justified by the continuing inflation. After 1949, however, the
inflationary pressure caused by the monetary overhang ceased to be
a main source of trouble.

The three stages of introducing pound convertibility included the
following:

Siage 1. During the period between 1949 and 1951, the UK and
the non-sterling area industrialized countries made substantial and
concerted progress in preparing the steps towards convertibility. The
proposed “progressive stages” policy towards pound convertibility
required certain conditions™: (a) stand-by credits from the US and the
IMF as a stabilization fund®; (b) wider band limits on exchange-rate
fluctuation, although the EPU provided a system of international
clearing facilities and also facilities for deferring the settlement of
adverse balances in order to assist in the maintenance of the stability
of Western European exchange rates; (¢) imports were 1o be

* The conditions of introducing convertibility were analyzed by Hawtrey (1936, and
(1959

* The notion of resident and non-resident convertibility was analyzed by King (1953},

* See more details by Harmrod (1952}

' Germain-Martin (1933).

¥ Kenen (1960).

" Bxperts calculated a necessary external support of LS$ 5 bi (3 bn from the US, and 2
bt from the 1M1, James (1954/55)
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liberalized, the commodity markets had to be reopened, and the gold
market had to be gradually freed.

Stage 2: The period between 1951 and 1955 was the time of the
return to classical monetary policy. This policy led to the introduction
of de facio convertibility® in early 1955.

In 1951, the general economic situation deteriorated and became
unfavourable compared to the previous preparatory stage: (a)
international reserves decreased; (b) the current account and the
balance of trade suffered large deficits; (¢) the inflation rate increased;
(d) a monetary crisis emerged, partly because controls over the credit
supply became too lax.

The sudden deterioration in the economic situation opened up
the following options for economic policy: (1) devaluation and a
Keynesian anti-cyclical budget policy, or (2) return to classical
monetary policy with variable interest rates. The second option was
chosen by the British government. The government resumed an active
monetary policy. Anti-inflationary policy consisted of financial
retrenchment and the freeing of prices. Money markets were reopened.
Forward and future markets in London, and banking activities, were
to be fully freed. After these necessary economic-policy decisions had
been taken, the declaration on convertibility as a final target could be
made?.

Taking these steps opened the discussion on such questions as
the choice between fixed or flexible exchange rates*, whether import
restrictions should be fully or partially abolished, and the option
between individual or collective approaches.

During this stage, an alternative project was elaborated in 1952.
This project option was called Operation Robot*. The main element
in this scheme was control over the various types of sterling balances.

# Ferber (1972)

* Convertibility as a final targetr was declared at the Commonwealth Conference in
1952

# Harrod (1958) pp.54-56.

# Qperation Robot was a secret code name. The history of this project was researched
by Newton (1986).
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All sterling balances were to be blocked or severely controlled but
any type of pound-sterling account was to be made fully convertible
for non-residents. The exchange rate was to be set free (o fluctuate,
and the government could raise the interest rate if it became necessary.
This scheme was rejected by the government in the end. According
to subsequent evaluation, this scheme might have worked well and
could have altered the whole course of British economic history®,

The rejection of the Operation Robot scheme reaffirmed that
pound convertibility would be introduced in a gradual way. In certain
respects, the principies of the plans of 1952-53 were the same as in
1947. There were, however, some differences as well. The main
differences were in the exchange-rate poticy and in the introduction
of market convertibility instead of inter-bank convertibility®.

The first steps towards introducing convertibility were made by EPU
member countries during 1933, Among eight of the EPU countries™,
foreign-exchange arbitrage was resumed. Authorized banks were
permitted to carry out spot arbitrage operations. The arbitrage facilities
were extended to forward operations but were limited to the settdermnent
of firms’ commercial contracts. Other substantial steps also helped the
introduction of pound convertibility such as (a) measures designed to
open up possibilities for currency transfers with non-EPU and EPU
countries, (b) the re-opening of international commodity mariets (metals,
coffee, ete.), (¢} the opening of a limited gold market in London, (d) the
re-establishment of commuodity markets involving partial relaxation of
control over imports of the commodities. This could be interpreted as
a partial restoration of pound convertibility, since its holders could use
sterling for the purchase of commodities at world prices in the UK.

= Shonfield (1958) pp.216-223

= One of the main differences between the two types of convertibility is that the access
w foreign-exchange markets is almost unrestricted in the first case, while it is provided
to banks only in the case of inter-bank convertibility,

* Belgium, Denmark, France. Germany, the Netherlands, Switzerland, Luxembourg, and
the UK from 18 May 1953, The arbitrage operations displaced a considerable amount of
mulitateral transactions previously performed by the EPU. The aim of this armngement
ws {0 retrn as many of these operations as possible to the private arbitrage markets.
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Meanwhile the EPU also had to be gradually changed. Changes
became necessary because after spot transactions, forward transactions
were also permitted. Prior to the authorisation of arbitrage arrangements,
EPU countries’ exchange rates were kept in general rigidly fixed, and
central banks settled their EPU obligations at the official parities. The
use of newly-introduced financial market instruments could oftset the
adverse effects of larger exchange-rate fluctuations. Thus, larger
exchange-rate fluctuations could be already tolerated.

Further progress toward de-facto non-resident convertibility was
made in 1954, when the UK simplified its exchange controls and system
of different accounts. Now the pound could be used to make payments
to any part of the world except the dollar area, implying that a de-facio
non-resident sterling convertibility had been introduced. This step was
significantly supported by the macroeconomic conditions (see attached
tables). The current-account balance became positive, the growth rate
was high and the inflation rate was modest. The discount rate was
decreased in 1952. The economy, however, hecame overheated by
1955. Prices increased, the balance of trade and the balance of payments
sigmificantly detericrated, and the discount rate was increased several
times in 1955, The aim of the restrictive policy was to stabilise the
economy and to improve the balance of payments. Even under such
economic conditions, significant progress was made in the introduction
of pound convertibility.

Stage 3: In February 1955, de facto sterling convertibility - basically
for current-account transactions and for non-residents - was restored.
Capital movements were not yet freed and import restrictions were
not totally removed. The pound’s exchange rate was fixed vis-a-vis
the already convertible currencies. These features were compatible
with the notion of convertibility which was widely accepted at that
time*, Although the system of different account was further simplified,
the multiple exchange system remained in force. All in all, even this

# This can be demonstrated by an example, “Convertibility is one thing: restriction on
the freedom of residents to export their capital is something quite different” and theve
was all the difference between floating and fixed exchange rates: "Only the latter
justifies the description of “convertibility™. Harrod (1958} pp.175 and 174, respectively.
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stage of convertibility surpassed the unsuccesstul attempt in 1947 and
the envisaged plan in 1952-53 in some respects. In 1955, the de-facio
convertibility was announced by the declaration that the so-called
transferable-pound (used in the trade between the sterling area and
the dollar area) exchange rate would be supported at a point near to
parity.

In spite of the supported exchange rate, a currency crisis broke
out in 1957, At this time the weakening of sterling was not caused
by balance of payments problems, but by fears that the pound
would be devalued because the international reserve position
became weak. This crisis was the first most significant test of pound
convertibility,

In 1958, further exchange controls were abolished. In December
of the same year, the different accounts were merged, and thereby the
market mechanism in foreign exchange was restored. This final step
represented de-fure pound convertibility™. A still more formal step was
taken in the spring of 1961 when the UK accepted the obligation of IMF
Article VIIL Internationul capital movements remained regulated till
1979 when restrictions were abolished as part of 4 general liberalization
policy in the UK. Both exchange controls on capital-account transactions
and their elimination significantly influenced the real economy?.

2. The West German Approach to Convertibility

In the early 1950s, West Germany belonged to the group of
countries which proposed and advocated the abandonment of
restrictions on the use of foreign exchange?, and the liberalization of

¥ Ferber (1972) pp.151-2

# The history of exchange control on capital account was drawn up by Evitt (1958) and
the regulations and practice regarding international capital movements were
summarised as they were effective in carly 1961 [Comminee of London...(1961)). The
exchange controls on capital account dll 1979 was presented by Miller and Wood (1979),
and the Bank of England (varicus), and its different effects were analvzed by Manser
and Bannoch (1985), Chrystal (1986)

*In the 19305, Germany was one of the [irst countries which introduced foreign
exchange controls and constrained [oreign trade.
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foreign trade. Both liberalized international payments and trade were
viewed as necessary, so that a faster reconstruction of war damage
could be accomplished and war reparation payments could be carried
out. The gradual but relatively quick process of introducing DM
convertibility wernt through several phases until it was completed in
1938, This process depended on the West German economic recovery.
However, the convertibility of DM significantly contributed to boosting
economic growth.

Stage 1: Period of economic stabilization, The West German
economic situation after World War If was characterized by partly
destroyed production capacity which still remained significant, trade
deficits, huge debt obligations and reparation payments, budget
deficits, depleted foreign-exchange reserves and high inflation
repressed by price controls until mid-1948. The negative trends
continued until the second half of 1948, followed by a recovery that
started in the early 1950s.

This economic recovery was due to (2) an orthodox credit policy;
(b) a progressive and systematic abolition of quantitative and other
centrols; (¢) climination of the excess purchasing power accumulated
during the war and postwar years by the currency reform in 1948; ()
a deliberate policy of making the DM scarce. After the currency reform,
production increased and started to generate a demand for additional
money supply. The monetary authorities were then in a sound position
to assure that the money supply should not rise faster than, or only
as fast as, the increase in output®.

In the 1950s, the German economic situation was significantly
different at the beginning and at the end of the process of introducing
DM convertibility. The beginning was marked by the so-called
*German Crises’ in the winter of 1950-51 when the trade deficit and
balance of payments deficit reached dramatic proportions and
international reserves were depleted significantly*. Economic policy

# Kriiger (1957) p.68
2 Giersch ef el (1991) pp.125-131
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measures and the economic effects of the Korean War soon changed
these trends. After March 1951, Germany’s balance of trade, balance
of payments and its EPU position improved significantly and then
West Germany quickly became a net creditor within the EPU. This
position prevailed until the EPU was abolished in the late 1958. This
significant current-account surplus was necessary because reparation
and debt repayment obligations resulted in a capital-account deficit®.

Stage 2: The liberalization process between 1952 and the end of
1953, Germany’s economic performance was rapidly improving: low
inflation, improving competitiveness of exports that enhanced the
current-account surplus, an increase in international reserves, balance
of payments surpluses with the EPU area and other countries increased.
The move towards DM convertibility was possible only in conjunction
with similar moves by other OEEC countries, especially by the UK.

Trade and foreign-exchange liberalisation for currency convertibil-
ity was carried out relatively quickly*.

(A) Trade Liberalization. During the period between 1949 and
1953, quantitative restrictions were removed on imports from the EPU
area and with a slight delay from other non-dollar countries. By the
early 1950s, most of the approvals for foreign trade and payvment
transactions became formal. The external liberalization corresponded
to the gradual freeing of the internal economy from most direct controls.

(B) Foreign Exchange Liberalization. After the war, currency
control was an integral part of the West German foreign-exchange
system. In the case of payments agreements with other countries,
settlements had to be effected through the channel and in the cumrency
specified in the agreements. All foreign-exchange proceeds from
exports to the US, Canada and 20 other countries had to be received

# The debr of West Germany amounted o DM 26.5 bn at the end of 1951. The London
Debt Agreement of early 1953 cut the pre-war and post-war debt including obligations
incurred under the Marshall Plan by more than 50% from DM 29,3 brr to 14.5 bn, This
agreement followed the settlement in 1952 with Israel on pavment of USS 3.5 bn
restitution. The setlement of these nwo problems opened the way for the restoration of
capital-transaction convertibility. Meinhold (1954), Allenspach (1953).

* Mever (1954)
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in US dollars. For exports to EPU countries or to the sterling area,
payments could be received in the currency specified in the agreement,
of in sterling.

By the end of 1953, the following level of liberalization was
reached:

Current ransactions:

(a) balance of trade: West Germany gradually liberalized imports
from the EPUJ area: import licences and the necessary foreign exchange
were allocated increasingly automatically. With regard to the Bilateral
Offset Account countries, the so called “free import list” was gradually
extended. In the direction of Dollar Area trade liberalisation was
introduced for the first time in February 1954*.

(b) invisible transactions: payments for the imports of services
from all areas were gradually freed (in 1954 it was about 54%). This
applied not only to business activities but also to tourism. The free
transfer of earnings from investment was allowed again.

Capital transactions:

(a) investment by West German residents abroad: all capital exports
with the aim of foreign investment in the form of securities by German
residents were subject to control. Permission was needed for the
establishment of German enterprises abroad. Tt was required that
German investiments abroad should contribute to promote economic
relations.

(b) foreign investments in Germany could be financed from
different sources either in the form of purchase of securities or estab-
lishment of production branches. Earnings and proceeds from new
foreign investments could be freely transferred.

Stage 3: Completing convertihility. The last phase of introducing
convertibility started in 1954 and ended in 1958. British moves in 1953

# The list of liberalised goods contained 2006 iterms out of the 6000 ones on the official
Statistical Nomenclature. The main products on the free list included coton, tobacco,
non-ferrous metals, chemicals, wood and a wide range of semi-manufactured and
finished goods. These products represented some 30 % of the value of total imports
from this area in 1953,
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toward broader transferability privileges and the relaxation of capital
controls were immediately and closely paralleled by West German
economic-policy measures.

A limited DM convertibility was introduced on 31 March 1954. A
type of account freely transferable outside the Dollar Area (that is in
non-doilar countries) was provided to non-residents in the same way
as transferable pound-accounts functioned™. In September 1954, the
account system was simplified and further liberalized, which made it
possible to effect payments berween West Germany and nearly all the
countries outside the dollar area in transferable DM or in any foreign
currency. The exception was that residents were still not allowed to
pay in dollars to non-dollar countries.

By this time, the West German government was already
determined to introduce internal convertibility as well as external
convertibility. This concept implied:

(a) removal of restrictions on current commercial transactions of
non-residents and residents. The longer-lasting restrictions applied
mainly to the dollar area, while restrictions against other countries were
already extremely small. The discrimination on payments against the
dollar area had the objectives of: (a) preventing a significant deterioration
in the favourable dollar balance of payments™; and (b) avoiding a further
rise in credits to other non-convertible currency countries.

(b) non-resident convertibility bad a secondary importance, in
contrast to the British position. While the UK had considerable interests
in strengthening the acceptability of sterling as an international
currency by broadening the scope of its use, West-Germany did not
have a similar ambition for the DM.

* Resident and non-resident convertibility in West Germany is discussed by Kiing
(1933}

“ However, despite the liberalization of cerain dollar imports in February 1933 the West
German balance of payments with the dollar area remained favourabie in 1953 because
of (1) extraordinary receipts for military expendinre by the US, (2) unexpectedly lower
payments on foreign debrs and (3) the fact that the demands for imports of dollar
commodities was held back by licensing of imports and a signilicant amount
(approximately 1/4) of dollar commeodities were bought indirectly from payments-
agreenient countries,
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(c) Lliberalization of capital transactions. The still-remaining
restrictions on the transfer of foreign-held DM balances to dollar-
account countries were removed. The transfer right to all formerly
blocked assets was gradually extended, which did not bring about a
significant withdrawal of funds from West Germany. The removal of
restrictions on capital exports and imports depended on political
conditions and on the internal capital market. However, the free
transfer of capital may result in two problems. First, capital flight could
not be excluded in a certain international political situation. Second,
uncontrolled capital inflows could boost money supply, under a fixed
exchange rate. Because of these concerns, capital controls were not
immediately abandoned but were applied with gradually more laxity.

The last steps of introducing convertibility included the establishment
of the so-called freely convertible DM accounts and partly convertible DM
accounts® and then the freeing of the transfer of liberalized capital demand.
In June 1958, as a first step, liberalized capital accounts were abolished.
In December of 1958, the so-called freely convertible DM account and the
partly convertible DM account were merged. All foreign convertible
currency could be deposited into this new account. Full DM convertibility
was introduced by the freeing of all international payments. After the
introduction of DM convertibility, payments between West Germany and
other countries could be made in DM or in any foreign currency.

The introduction of DM convertibility was carried out relatively
fast. West Germany could well afford to increase the degree of
liberalization with regard first to the dollar area and also to institute
full non-resident convertibility for the DM, without impairing her
international reserves. This was made possible by the significant
balance of trade surplus. The trade surplus made the DM
consistently strong and created pressure for the appreciation of the

# The funds in the “freely-converiible DM account” could be used without any
restriction, to effect all pavments relating to the wansfer of goods, services and capital
transactions, The free exchange of DM amounts at any moment into dollars at the
official exchange rate was guaranteed. 1nds in the *panly-convertible M accounts”
could be vsed for payments which were in accordance with the payments agreements
with the relevant countres. These DM amounts could not be converted into free dollars,
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DM. A stable fixed exchange rate was, however, preferred even
when other currencies became more “flexible” by more frequent
devaluation.

3. Lessons of Introducing Currency Convertibility in a Collective
Way in a Fixed Exchange-Rate Regime

In practice, there are basically three different alternatives for
introducing convertibility®. In the 1950s, a group of Western European
countries opted for the alternative of forming a payments union, the
EPU. This was the only payments union which ever led successfully
to convertibility. Those Western European countries which were not
members of the EPU started a gradual process towards currency
convertibility. Although suspensions or reversals of liberalization
temporarily took place in these countries, their export growth was
usually significant enough to permit the resumption of import
liberalization. Liberalisation among EPU countries progressed faster
than with other countries. Current-account convertibility was first de
Jacto established by 1955 and it was declared de jure three vears later,

The payments union was based on the fixed exchange-rate regime,
and on current-account liberalization only for non-residents at the
beginning. The fixing of exchange rates made it possible and necessary
to harmonize the steps of liberalization and to compilete this process
by a collective rather than individual route.

Any approach provides lessons whicli can be looked at from the
following aspects: (1) external economic conditions, (2) domestic

¥ (a) Standard gradualist approach: its most important element is that import control is
gradually relaxed and current-account liberalisation is followed by the opening up of
capital account. (b) Payments union: a multilateral clearing system guarantees that
liberalization within a region wilt continue and regional convertibility can be ensured
even before general convertibility is declared. (¢} Currency auctions with retention
systems where forcign exchange is traded either by the state and/or by exporting
companies. Companies are allowed 1o retain a part of their export proceeds in foreign
exchange. The smaller the retention quaota the more significant the premium on the
foreign currency. A gradualist approach implies a gradual increase of the retention quota
partly so that premiums and exchange rates can decrease. Bergsiein and Williamson
(1991}
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economic preconditions, (3) economic policy measures, and (4) effects
of convertibility.

1) External Econontic Conditions

In the early 1950s, the restoration of the convertibility of the Western
European currencies was facilitated by several factors. There was a
rising prosperity in the world economy and reasonably well-balanced
international payments. The American cyclical recession ended®.

The US balance of payvments situation, however, played a particu-
lar role. The fact that the deficit in the capital account was larger than
the surplus of the current account resulted in a balance of payments
deficit which was financed by US gold reserves. This quantity of gold
constituted a significant part of the reserve basis for restoring convertibility
in Western Europe. Therefore, it was a very special historical situation
when both an endeavour to increase international reserves in Western
Europe and a necessity to reduce gold reserves in the US coincided. The
attempt 1o restore the convertibility of these currencies would have most
probabiy failed without this new distribution of international reserves,

Besides the balance of payments surplus, the international reserves
of Western European countries were boosted by credits from
international institutions and by the US. These sources together
provided an adequate amount of international reserves which was
important because of the need to intervene in exchange markets under
the fixed exchange-rate regime.

The general coordination of convertibility was made possible
by the OEEC and the EPU. These organizations promoted the
liberalization of trade and currency policies on a regional basis. The
creation of the EPU represented the first major step in dismantling
the bilateral agreements that had governed payments among the
member countries earlier. As a parallel move, the OEEC adopted the
Code of Liberalization of Trade, As not every country had

* The Code of Liberalization required that countries removed guantitative restrictions on
75 % of merchandise imports. A year later the Code was extended to cover services and
other invisible transactions.
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introduced full liberalization, trade and payments restrictions still
remained in effect.

OEEC policy enceuraged increased trade and brought about an
improvement in the balance of foreign-exchange payments. The OEEC
proposed 90% liberalization of foreign trade. This was to be achicved
by the end of 1955. Significant progress was macde by most Furopean
countries; only France and the UK delayed liberalization. As a result’
of this policy, the average rate of liberalization stood at 87% in 1956
and was approximately 95% in 1938 when convertibility was declared
in several Western European countries.

The EPU also made short-term stabilization credits available to
help countries meet temporary difficulties in their balance of payments.
Later, the clearing and credit systems of the EPU* were improved
considerabty by a new institution, the EMA (European Monetary
Agreement). The EMA made these credits discretionary rather than
automatic, and subordinated them to agreed criteria with respect both
to needs and to the adjustment policies to be pursued by the
borrowing country. In this way, Western European countries were
able first to attain the degree of de facto convertibility and then to be
in a position to accept the obligations of IMF Article VIIL.

2) Domestic Economic Preconditions

In most Western European countries, the transition te currency
convertibility became feasible after some domestic economic
conditions had been met. The most important were the rebuilding of
war-shattered economies, overcoming the constraints imposed by the
scvere scarcity of tradable supplies, restoring equilibrium in the
domestic market, significantly improving the balance of payments
situation, with a sufficient increase in international rescrves. The
general improvement and stabilization of national economics
supported the success of introducing convertibility.

# BIS 26 Annual Report, 1956

* The evaluation of the funciioning of EPU has an extended literature, inter alia,
Posthuma (19823, Jacobsson (1950), Coffey and Presley (1971), Comité Direction de
I'OREC (1954), Reichert (1962), Tritfin (1957)
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An important conclusion was that, whichever form of convertibility
a country chose, the state of the domestic economy played an important
role. Thus, a country should maintain an internal balance, and should
avoid inflationary monetary policics, budget deficits, the diversion of
resources to unproductive ventures, and failure to offset relative price
and/or income rises not related to productivity. An unbalanced
economic situation could threaten the introduction or maintenance of
convertibility. Convertibility is, in essence, the external manifestation
of internal solvency and integrity in fiscal and monetary affairs,

Domestic economic policies have various elements which are
closely linked to the convertibility issue.

a) Exchange-Rale Regime

In the 1950s, a fixed exchange-rate was considered the sole
possible exchange-rate regime for a convertible currency. According
1o this view, the use of quantitative restrictions to restore balance of
payments equilibria was less harmful than the use of a floating
exchange-rate policy®. This view gave less importance to the fact that
a fixed exchange rate has some adverse eftects on the maintenance
of convertibility (¢.g. speculation on a possible revaluation or
devaluation, or if a balance of payments surplus is monectized it results
in an increase in domestic money supply which can raise particular
concern if domestic and/or world inflationary tendencies prevail).

From the point of view of convertibility, the choice between fixed
or floating exchange-rate regimes is less important than whether an
exchange rate reflects the equilibrium level or not. An equilibrium
exchange rate is an indispensable precondition for currency
convertibility. Domestic costs and prices at the existing exchange rate
have to be in line with those of trading partners and the world market.
Otherwise, any attempt to introduce convertibility will certainly fail,
as it did in the UK in 1947.

* Posthuma (1982)

* Atternpts have been made to find ways 1o estimate equilibrium rates, but no widely-
accepted method has been found. Fluctuations in real exchange rates at [ixed rates
could be  certain proxy. Thus, equilibrium exchange rates can be estimated indirectly
by defining overvalued and undervalued exchange rates. Bacha and Taylor (1971}
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b) Internal Equilibritem

Under fixed exchange-rate regimes in the 1950s, the experience
of introducing convertibility in Western European countries showed
that internal stability and low inflation rates were required. These aims
were achieved by orthodox fiscal and monetary policies. Some
countries (e.g. Belgium, West Germany) followed a policy of dear
money. When balance of payments difficulties became acute, an
increase in the official discount rate was an effective remedy. A stricter
credit policy, however, could not help unless sound budgetary
measures were implemented. Convertibility and sound monetary and
fiscal policies are closely linked.

The level of interest rates was influenced primarily by domestic
demand conditions. For example, West Germany proceeded with
credit easing (interest-rate lowering) only as rapidly as domestic
considerations (an anti-inflationary policy) permitted. Meanwhile the
UK experienced four successive foreign-exchange crises between
mid-1955 and mid-1957 before decisive stabilization action was taken.
After this period, the domestic financial policies of the two countries
were decisively adjusted. These were followed by similar collective
actions in other Western European countries.

¢) International Reserves

Under the conditions of any pegged exchange-rate regime, one
of the preconditions of the introduction and smooth functioning of
currency convertibility is a sufficient quantity of international reserves,
These reserves perform a buffer function to mitigate the unavoidable
fluctuations of exchange rates. The bigger these reserves, the longer
any trade policy intervention to diminish or to put an end to the
balance of payments deficit can be avoided™,

* The forms of international reserves have gradually gone through significant changes in
the course ol the last few decades. Their components differed in the 1950s from the
1980s: a) convertible currency reserves with the central banks; b) private foreign-
exchange reserves of firms or individuals in banks; ¢} creditlines througl the Furopean
Fund and IMF in the 1950s, and by any convertible currency country or any group of
these countries now, d) international credits facilides through central banks oniy to each
other in the 1954s, through any commercial bank nowadays.
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The reserve/import ratios of the UK, Germany, France were ahout
40%" in 1957. The view was cxpressed already in the 1930s that a
country with meagre reserves and a precarious external balance could
adopt convertibility with less risk if the exchange-rate margins were
rather wide than narrow®. Flexible or floating exchange rates decrease
the need for international reserves. The practice also showed that
extreme reserve losses were followed by currency devaluation or
temporary recourse to floating exchange rates, rather than by ceasing
currency convertibility.

Reserves can also be depleted by capital movements. Investment
abroad having higher return than at home may induce residents to
draw on their savings and transfer them abroad. That is a particular
instance which may cause an adverse balance of payments. The kind
of capital movement which particularly endangers the reserves is
caused by distrust in the currency. Residents want to convert their
savings into assets abroad, not becausc the foreign assets are inherently
more attractive but because they fear a depreciation of their own
money.

The latter kind of capital movement may attain strength in a very
short time, and it may happen that no ordinary measures can halt it
(e.g. in the UK in 1947). When reserves can no longer be drawn on
to support the foreign-exchange market either exchange control or
devaluation remain to avert complete collapse. Exchange control may
be necessary even though the current account is favourable, but the
control is only needed so long as there is distrust in the local currency.
The right way to guard against such distrust is to adopt a clearly
defined monetary policy, and to make it manifest to everyone that
the credit system is being used and will be used as an instrument for
carrying out the policy.

d) Commodity Convertibility
Most currencies of developed market economies are convertible

" iriffin (1959}
# The opposite view was expressed by Farrod (1961).
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in both commadity® and financial senses. Experience showed that
some degree of financial convertibility could be more easily introduced
when commodity convertibility had previously been attained. This
implies that financial convertibility is not very feasible as long as the
double standard™ and shortages exist. One standard of quality and a
sufficient supply of goods are needed, that is goods and services must
be available in the quantity and of the quality that markets require.
Thus, the economy and industry must be efficient. This relates to the
level of development and structural problems and structural adjust-
ment” of economies.

The more developed a country the easier it is to introduce
convertibility. The attainment of convertibility of Western European
currencies could be attributed to a number of underlying factors (e.g.
improved payments position, terms of trade improvement, etc.) but
the restoration and extension of productive capacities and export
possibilities also played a very important role.

3) Economic Policy Measures

Convertibility requires, as a support, a policy package which makes
the country internationally competitive and economically efficient.
This policy must aim at achieving a competitive economy without
price and wage controls, rationing, non-tariff trade barriers,
discriminatory practices, exchange restrictions, and bilateralism.
International financial deregulation makes clear whether a country
has to make painful adjustments to meet adverse external circum-
stances. Moreover, liberalization of various types mutually supports
these processes but it can be successful only when there is a

™ Commuaodity convenibility means that the holder of 4 currency is entitled to purchase
any desired goods or services at prevailing prices in the currency's home market. Money
alone was sometime not sufficent to provide a claim on goods because other types of
authorization (e.g. rationing, planning) was also needed, This term was first used by
Altman (1960},

¥ Double standard: production for home consumption and for exports. The case of the
UK is analyzed by Svennilson (19335). A similar situation prevails in many other countries
{e.g in Eastern Turope),

* Bolz {1989
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competitive private sector. The liberalization process has some
important aspects:

(A) Trade Regime Liberalization

(a) The experience of countries suggests that the diverse high
levels of import tariffs have to be replaced by reasonably uniform
optimal tariffs. Alternatively, tariffs and export subsidies should be
partly replaced by exchange-rate changes. Exports must not be
subsidized and any restriction should be abolished.

(b) The continuation of liberalization should also cause the average
extra import premium derived from import restrictions to fall and the
bias against exports to substantially diminish. In other words, the
effective exchange rate of exports should come closer to the effective
exchange rate of imports®.

(B) Liberalizing the Capital Account after baving liberalized the
Current Account

The planning of liberalization and stabilization and scquencing
of liberalization measures are important issues. Liberalizing in the
wrong sequence or with inadequate regard to complementary policies
can become self-defeating. Western European economic-policy
decisions were preceded and accompanied by extensive debates™.
In retrospect, their decisions could be partly verified and partly refuted
by experience.

(a) Restrictions on movements of long- and medium-term funds
were gradually minimized in the 1950s. The restrictions on short-term
ones were retained because of the fear of their destabilising effects
under fixed exchange-rate regimes.

(b} In general, external convertibility was established first and
internal convertibility later. Formal recognition was usually eventually
given to the de facto convertibility established by a series of
administrative acts. This process included a number of stages. This

* Bhagwati (1978)
* frter dlig Marson (1934), German-Martin (1953), James (1954/55).
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gradual process has not proved to be the only real optimal solution
from the point of view of formal economics.

(¢) Just after the introduction of convertibility, current-account
deficits did not emerge in general. Current accounts seemed to be
only slightly influenced by convertibility, especially when the
introduction of convertibility was carried out slowly. Trade movements
could adjust and tended te be balanced.

(d) The economic-policy aspects (growth rate, employment, prices,
wages, private and public savings and consumption, ctc) of an open
economy are significantly influenced by external economic
developments through the exchange rate. The internal economic
policy of a country which introduces currency convertibility loses its
full autonomy from the rest of the world*. Under these conditions,
economic integration among countries takes on special importance.

(e} Liberalization was not completed by one step but was a
progressive action over a period of time. This process necessarily
involved uncertainties, but by a gradual programme and with proper
guidance the uliimate objectives could be achieved without incurring
any unnecessary risk. This aim was served by the use of different
foreign-exchange accounts. This system allowed governments to
systematically liberalize transactions for particular groups of agents
or particular kinds of transactions. The accounts system was more
extensively used by Western European countries in the 1930s than by
other countries in the last few decades™,

(f) The economic-policy actions of these countries were to a
considerable degree interdependent. The ability of one country to
eliminate exchange restrictions was often a function of the policies
and actions of others. This emphasized the need for a concerted and
coordinated programme so that the policies and practices of every
country would to the maximum extent assist, rather than frustrate, the
efforts of those countries which tried to abolish these restrictions.
Instruments for coordination and cooperation in the monetary field
S Dornbusch (1983)

* Detatled descriptions of the British and West German account systems are given in
the Appendix.
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were provided by various international institutions (e.g. OEEC, EPU,
BIS. IMF, World Bank). In the case of Western European countries,
the EPU and the OEEC made it possible for the central banks of the
member countries to multilaterally settle trade imbalances and to make
progress in liberalization®.

C) Effects of Convertibility

After the introduction of convertibility, significant problems are
unlikely to arise with regard o the balance of payments if internal
problems are successfully solved and certain preconditions are met™,
such as: 1) sufficient equilibrium in the budger; 2) no undue credit
expansion in the money or capital market; 3) balance in the price and
cost structure (internally and in relation to other countries); and 4)
well functioning capital (including foreign-exchange) markets.

It is very important that all the major issues involved in the
introduction of currency convertibility are addressed already at the
stage of drawing up the programme or strategy of introducing
convertibility™, Tt should consist of the following: (a) the framework
of the system; (b) trade-policy aspects; (¢) financial aspects; (d)
monetary aspects; (e) organizational aspects; (f) foreign-exchange
markets and liberalization; and (g} international capital flows,

Successful accomplishment of convertibility, particularly if the
exchange rate is pegged, is more likely and easier if it takes place
contemporaneously in leading countries and in a dynamic world
economic environment. Since the maintenance of convertibility is no
easy matter once it is established, it needs to be ensured by economic
policy, regional cooperation, joint activities, foreign credits, etc.
Otherwise, international reserves have to be built up, while
employment and the balance of payments are adversely affected by
introducing convertibility. Then. an adjustment process and time are
required.

* Triffin (1954},

“ Tacobson (1955)

* Similar elforts were made by Triffin (1954), Holzapfel, Sicherger and Feifel (1959),
Jacebsson (1933).
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The technical and economic success or failure of liberalization
and the introduction of convertibility cannot be considered
independently of their political implications. Liberalization attempts
have to be assessed on the basis of whether they have been technically
workable, on their impact on the level and stability of exchange rates
and on their real effects on the economy. A key question is whether
the failures were due to poor management or flawed programme
design.

From this point of view. the experience of Western Europe
highlighted the importance of confidence factors both in making
exchange markets work satisfactorily and in stimulating a supply
response from liberalization measures. A lack of sufficient credibility
in economic policy can frustrate its success {e.g. in the UK in 1947).
Credibility needs consistency in economic policy, a strengthened role
of institutions that guarantee that the announced economic-policy
will not be changed. Confidence is built on economic-policy
predictability and economic-policy predictability in turn is built on
reasonable monetary stability. 1f economic policies are not trusted,
unanticipated portfolio demand for foreign exchange may induce
more exchange-rate volatility than is implicit in pure transactions-
demand movements. This situation may, however, undermine the
maintenance of convertibility,

Thus, successtul maintenance of convertibility depends to a great
extent on the successful harmonization of various aspects of economic
policy; first of all, on the stability of a currency and on monetary
policy™.

* Gatz (1935).
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APPENDIX

STATISTICAL TABLES OF THE UK

TABLE 1 - Balance of payments of the tinlted Klngdqm h&ween 1946-'
1962 (in millions of pounds sterling) {net values)

1946 1947 1948 1249 1950 1951
Goods and services =228 -364 6[_) o ___79 322 -389
a) trade balance 80 415 -192 -137 -126 747 }
Transfers 121 -49 79 166 120 43
Current account -349 -413 139 245 442 -356
Capital and monetary
gold -281 413 -139 245 442 356
a) private . -298 145 -212 82 261
. Béh'ki'hgmi'n"stit'. i e 555

1952 1953 1954 1955 1956
Goods and services 169 123 217 -7 250
a} trade balance -102 -215 -165 -356 B4
Transfers 100 56 -7 -25 -58
G R L o o5
Caital and moneiars Aol v O
gold 269 -180 -185 -27 -304 -390
""" a) private - 03 141 172 70 260 280
. b} offmal éhd T
. banklng S e T o o o a0
1958 1959 1960 1961 1962
Goods and services 419 209 -501 274 594
o) rade baiance g 1073 o e S
s i e hma T aid T aaa T
o i 3G g e
Capital and mometary” T Bt
gold 181 -75 107 510
a) non-monetary 200 460 230 48
b monetary 15 age “Toa G

Source: IMF Balance of Payments Yearbook
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- “TABLE 2 - Exchange rate US $/£ {selling:

USS/E year USS/£ year Uuss/£

1952

2.8094 1958

Source: \MF intermational Financial Statistics

TABLE 3 - Balanc

quarter 1957 1958 1989

Sourge: IMF International Financial Statistics
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‘money supply and GNP growth rate

e and growth rat

"(iﬂ!!ioné of pounds steriing: end of the:ye af) Aar «x(iu%)
Money supply GNP
year {money} {incl. deposits) growth rate
bn £ % bn £ % %

Saurpe: IMF International Financial Statistics
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ional resefves (gold-and convertible currencies)
(millions of US $: end of the year)

1946 1947 1948 1949 1950

Total reserves 2,861 2,228 2,009 1,752 3,443
. "éél-d- ..................................... Sase Sgse l, e e 5800
“convertible currencies 266 - 251 338 400
P e Tag R G s
“Reserves/imports in % sa6 308 240 275 472"
Imports/GNP __________________________ e g Sy S

1951 1952 1953 1954 1955

Total reserves 2,374 1,958 2,546 2,798 2,158

Imperts /GNP 30.7 25.2 19.6 18.7 20.2
1956 1957 1958 1959 1960
Total reserves 2,172 2,374 3,105 2,750 3,239

Imports /GNP

Total reserves 3,324 3,308
gold AT 2’300 ............. é',-S-éi ........................................................................
”'Et':;ﬁ\;é'r'fiBiéhéﬂ?}é‘héiéé-m-"'-:I-.-,uo-iémmmwmé-ﬁé ........................................................................
e D S T
-'hé-s'.é-r'\-r'é'é;’i-ri'-:iﬁ'c-:'r-t'é."i-ﬁ-‘-%"-'-'-'-'-ﬁé-é ............... g
"I-Hi-pii:i-r{é."/'él-\-l-li’ ........................... Y R g

Note: convertible currencies meant between 1946-1958: US$ and Canadian § only.

Source: IMF International Financial Statistics

162



producing Currency Convertibility in Western Burope in the 1950s

Table 7~ Rate of Inflation in Great Britain 1946:61 (1948104
wholesale costs of wholesale costs of
year - prices living year prices living

Wote: Wholesale prices include all industrial poods

Source! IMF international Financial Statistics
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APPENDIX 2

STATISTICAL TABLES OF WEST GERMANY

TABLE 1 - Balanee;ai ?aymel&s. ' West Germany between m
{in mﬂﬂan DM)

1948 1948

Goods and services -3,430 -3, 54?

b} official and banking instit,

Goods and services 4,129 3,882

b} official and banking instit.

1958 1959

Goods and services 7,880 7,389
e él}l B Sers oA RGeS A S R
“fr'é{}{'s'f'éfbé}hﬁ'éﬁte ...................... i B R
B AR 6, T T R
“a p s 'r;h‘é‘hléiér'}'éaia .......... 5;5?? e TR TR e A 86
a}prn.rate330 .......... Toes T Ea T B AR

b} official and banking instit, -5,247 -3,387

Source: tMF Balance of Payments Yearbook
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TABLE 2 <Exchange rate DM/US$ between 1948-61
DM/USS year DM /USS year DM/USS

Source: IMF International Financial Statistics

Source: IMF International Financial Statistics

TABLE 4 - Discount rate In Wi

Sourge: IMF International Financial Statistics
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TABLE 5 - Money supply and GDP growth rates of West Germany )
;hetween 1950-1960 (in %)

Money Quaskmoney GDP gmmh rate
year % % %

6.81

Note: Quasi-mangy comprises time deposits of the private sector with deposit money banks.

Source: IMF International Financial Statistics

1952 1953 1954 1955

Total reserves 274 518 1,180 1,956 2,836 3,076
SR D e T S5 e 50
Foreign exchange - 274 491 1,050 1630 2,010 2,156
e Sy e e S G 5
‘Net for. exchange <158 335 964 1617 1,977 2124
‘Reserves/imports (in%)  10.1 148 12 51.8 | 57.6 532

1956 1957 1958 1959 1960 1961

Total reserves 4,291 5,644 6,321 5,767 ¥.697 7,433
God 1,494 2542 2639 2,637 2,071 3,664
Foreign exchange 2,797 3,102 3682 1,896 3,766 2878
andotherclalm51234 ______________ See o1
SRR g e 5o G5 o i
‘Net forexchange 2,760 2,932 3594 1798 3,664 2794
‘Reserves/imports(in %)  64.9 753 854 i 67.5 766  67.5

Saurce: IMF Internatlonal Financial Statistics 1960
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JFABLE 7 - Inflation.rate in West Germany between 1950-61:(1950=100)

Producers’ prices Cost of Producers’ prices Cost of
year . industry agricult. {iving i year Industry agricult. living
{(a) (b) {c) (a} (b} (e)

TABLE 8 - Rate of liberalisation of imports of West:Germany -
between 1952:1958 (in %)

QEEC area dollar area bliateral agreement
— In % —
1962 81.0

T S50
gy —— o g o
g G g
g e G
gy T g
g T T T R

Spurce: IMF Annual Reports on Exchange Restrictions
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