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REPORT ON EXCHANGE CONTROL 

submitted by a Committee composed of membN's of the 
Economic and the Financial Commillces. 

General Obsenatiou. 

This report has a definite and limited object, viz. : to examine 
the technical aspects of exchange control in its bearing on 
national economy. It shows that the system of exchange control 
affords no remedy in itself for the difficulties of the countrit·s 
that practise it, but results in perpetuating those ditflcultit·s 
and, in certain respects, in accentuating them. In particular, 
controls of exchange, by stopping free exchange movemt·nts, 
tend to create price disparities between the exchange-control 
countries and the free-currency countries, which react on the 
economic position of the former group. Various suggestions 
are put forward of methods by which it might be pos~ible to 
attenuate these effects and to make the functioning of the system 
more elastic, and thus to create a basis for a closer approxi
mation between the economic systems of the exchange-control 
countries and of the free-currency countries. 

But the Committee desires to make clear that the technical 
aspects of the question reviewed in this report do not by any 
means cover the whole field of enquiry. The various systems 
of exchange control adopted by different countries are symptoms 
of deeper troubles, and, while technical measures to improve 
their operation and to counteract some of their effects will 
undoubtedly be useful, such measures will not be sutflcient 
to secure the restoration of free exchanges which is generally 
admitted to be desirable. It is only by remedying the troubles 
that led to the imposition of exchange controls that the system, 
as a whole, can be swept away. 

Exchange control was adopted by the countries which 
practise it as the best defence available to meet the very real 
difficulties llith which they were confronted. These difficulties 
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were partly financial-for example, the withdrawal of capital, 
the excessive burden of foreign debts, the shortage of exchange 
reserves, the lack of confidence in the currency both at home 
and abroad-and partly economic-e.g., the reduction of export 
markets, the collapse of prices, the imposition of quotas and 
other restrictions abroad, leading to an adverse balance of pay
ments and a general disequilibrium of the economic situation. 
These various causes interacted; but the economic difficulties 
are probably the more fundamental, and the need for exchange 
control~ would be most quickly removed if the general economic 
situation could be restored. 

There is no magic formula by which this can be secured ; 
and the task is all the more difficult in present circumstances, 
when every country has to sustain the enormous burdens 
imposed by the needs of national defence. Indeed, the political 
tension which unfortunately prevails in Europe to-day makes 
it impossible, for the time being, to achieve any far-reaching 
solution of the problem. This could. only be attempted with 
any hope of success, as M. van Zeeland observed in his report, 
in an atmosphere of international appeasement and co-operation 
betwet>n at lt>ast all the principal economic Powers. It may 
be hoped that the spirit of co-operation, which is essential to 
the prosperity of all the countries in Europe, may before long 
be restored ; but, at the moment, certain of the most important 
countries of Europe are insulating their economies from the 
rest of the world by a policy of self-sufficiency. The ultimate 
consequences of this policy on the economy of the countries 
concerned remains to be seen ; but, so long as this policy is 
in fact maintained, the prospects of a general revival of inter
national trade must remain limited. 

In these circumstances, all that can be done is to attempt 
to alleviate the situation of those countries which have been 
forced to maintain a system of exchange control, but which are 
anxious to find means of restoring their relationship to the free
currency countries and the system of international trade. The 
difficulties are great, but not insurmountable. The object in 
view cannot be achieved at a stroke, but requires a gradual 
effort to modify each of the factors which have led the countries 
concerned to their present situation. 
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The difficulties of each country \"ary considerably, and no 
general programme could be laid down that meets all cases 
without exception. But, first and foremo~t. it rests with tht'se 
countries themselves to steer their internal policies in the proper 
direction. They can do much by improving their efficiency a! 
producers, by adjusting production to demand and by changing, 
if necessary, the type of product raised, in order to secure a 
profitable market. They should also adopt policies, both in 
financial and il,l commt>rcial administration, which facilitate 
economic development and encourage efficient production. 
If the countries concerned take action on these lines, they will 
maintain the purchasing power of their people, which is the 
first essential of national policy. But, in doing so, they cannot 
afford to disregard the delicate relationship between internal 
prices and world prices, on which the possibilities of international 
trade depend, and they must take appropriate action to secure 
that internal purchasing power is adjusted to an appropriate 
level, in terms of foreign exchange, with prices ruling in the 
free exchange markets. For this purpose, it has in some cases 
been necessary to allow some realignment of the exchange, in 
order to secure an equilibrium with other currencies and aflord 
a basis for de facto stabilisation. It rests with each Government 
to take the necessary measures to this end, but, until they have 
succeeded in establishing equilibrium, it will not be possible 
to restore that confidence in their currency which will enable 
exchange control to be removed. 

Internal action by each of the countries concerned on such 
lines is an essential prerequisite to the restoration of a sound 
economic system; but it may not be sufficient to bring the 
balance of payments into equilibrium, except after a long 
period of difficulty. The transition to a system of free exchange! 
would be greatly facilitated if other countries realised that it 
was in their own interest to expand their imports from the coun
tries at present in difficulties. 

The restrictions on trade imposed since the crisis have fallen 
111ith special severity on the agricultural countries CJf Eastern 
and South-Eastern Europe, which have found some of the mo't 
important markets for their products greatly restricted, if not 
practically closed. The result has been a drastic decline in world 
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market prices, which has accentuated their difficulties. So long 
as the industrial countries of Europe consider it necessary to 
pursue a policy approaching self-sufficiency in agricultural 
products and to maintain high tariffs and rigid quota restric
tic>ns, the agricultural countries of Europe will remain impover
ished and be unable to contribute to the general revival of 
European trade and prosperity. The industrial countries-with 
their more varied economics and larger resources--have there
fore a responsibility in this matter, and the possibilities of a 
wide relaxation of exchange controls in South-Eastern Europe 
depend largely on the extent to which those countries can take 
the initiative in expanding the markets for the produce of the 
agricultural countries, and in providing them with greater 
resources in free exchange. 

There remain the financial difficulties. The restoration of 
the normal movement of capital from country to country is an 
intrgral part of the restoration of a system of free exchanges. 
Much has already been done to clear up the entanglements of 
t•xct•ssive indebtedness which existed ten years ago, by means 
of compromise arrangements agreed between debtor and creditor; 
and it may be hoped that the remaining cases will be the subject 
of appropriate settlements before long. Such settlements, 
however, shoultl be devised in such a way as to do as little 
harm as possible to the credit of the debtor countries concerned. 
For this purpose, respect must be maintained for contractual 
t•ngagt•mt•nts, and the debtor countries must convince their 
cn•tlitors that the arrangements propo,;ed represent a genuine 
dfort to nwet their obligations to the fullest extent possible. 
Otlwrwise it will be very ditlicult for them in future to raise 
the m•w capital which is so necessary for the improvement 
of tlwir methods of production and for the general development 
of tlwir t'COnomy. 

Until the gt'tll'ral international atmosphere is more favour
able, progn•ss can be made only on such lines, modest though 
they may st'em ; but every effort should be made to pursue 
n•nwdi.1l action in all these fidds. It is as a contribution to the 
st\llly of the qut'stion in this framework that the Committee 
submits its present report for consideration. 
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Introductory. 

I. The 1937 Assembly approved a sugge~tion made by 
the Economic Committee, at its forty-sixth St'ssion, that the 
existing systems of quotas and exchange control should be 
relaxed, with a view to their abolition at the earliest possible 
moment, and requested the Economic and Financial Committt'es 
to pursue the study of methods to this end. The Financial 
and Economic Committet's considt'red this suggt'stion and 
came to the conclusion that the first subject which !>hould 
be taken up was t'Xchange control, the qut'stion of quotas 
being rt'served for the time being. As regards exchange control, 
they decided to examine the qul'stion from the limited aspect 
of the practical tt'chnical measures that could be devist·d to 
alleviate the system. 

2. Members of the Committees from countries wl,ich practise 
exchange control were requested to state (1) whl'tht•r thl'y 
considered the continuation of such control dt•sirable, and 
(2) if not, what were the principal obstacles to abrogation, 
and what steps would enable them to take such action. It 
was agreed that, if there appt'art'd to be a practical basis of 
action, a mixed committee should be set up to work out a 
programme. 

3- It has unfortunately not appt>art'd ft·asible to take any 
joint action to relax controls along the lines envisaged when the 
Asst'mbly referred this question to the Economic and Financial 
Committees. For this, two main caust's are responsible. In 
the first place, the international political situation haswor-.ened. 
The growing sense of inst'curity in many of the Stall's applying 
exchange control has increased the de,ire of their citizens to 
t'Xport capital, and the Governmt·nts havt' naturally been 
unwilling to allow this to happen. Secondly, tla·re has bnn a 
dett'rioration in the general economic ~ituation. The prices 
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of the agricultural products and raw materials exported by 
many of the European States applying exchange c?ntrol have 
fallen sharply; in many cases there have been stgns of un
favourable development of their balances of payments. Indeed, 
in another part of the world, where exports are more dependent 
upon industrial demand, the exchange controls applied by 
certain States have recently been tightened. 

4· In these circumstances, the Economic and Financial 
Committees felt that they could, at the present stage, best 
discharge the duty laid upon them by the 1937 Assembly by 
st•tting out and analysing some of the technical aspects of the 
problem. They entrusted this task to a Joint Sub-Committee,' 
which submitted the present report, which has been approved 
hy the Financial Committee. 

I. Origin. 

5· In one form or another, State intervention in the exchange 
m11rkct has no doubt bt>t>n practised since trade has moved 
across frontiers. Discount policy, open-market policy, recent 
t•xchnnge-fund policy and trade policy may all be regarded as 
forms of intervention. But, unlike exchange control, they 
npt•rate indirectly, through their effects on the volume of the 
mmwtary circulation, and not directly on individual transac
tions. There have bet•n long periods during which gold has been 
pcrmith•d to fulfil n•gulating functions by passing freely from 
one country to another. Before the world war, for many years, 
gold mo\'cments had bt•t•n fn•e, broadly spt>aking. There was 
little inh•rfl.'rt'nce with the flow of labour across frontiers. 
(;oods, though in most countrit•s subject to Customs duties, 
Wt'rt> not normally limited by import prohibitions or quotas . 

. 'Th~ Juint Sub-Cnnunittt>e ~lt't un<ler the chairmanship of Sir 
1-rt'<l~•nck l.l<I!H-Hoss (llmtt•d Kmgdom1. The following members of 
th<' hnanctnl lonumttre sat on thr Joint :Sub-Committee: Dr. PosPISIL 
(t'z<'\chuslovnkin), 1\1. jANSSKN (Belgium), Dr. CRENA DE jONGH 
(Nr.thrrlnntb)_, 1\t. NKDKLKo\'lrt'H (Yugoslavia). Ill. NoWAK (Poland). 

1 hfl fullowmg membrrs of the Economic Committee in addition to 
the l'hairmnn. snt t>n tht> Joint Sub-Committee : !II. ELBEL (France), 
M. Dl! NICKL (Hungary), !II. B.\DULEsco (Roumania). Ill. Rvn (Finland). 
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6. This system was overthrown by the war, and the attemph 
made to restore it in the 19:zo's had only a brief season of 
success. All the European countries that had taken part in 
the war suspended the convertibility of their bank-notes into 
gold; aU had, for a time, to allow their currencie!l to depreciate. 
In some cases, the value of the currency sank almost to nothing. 
As there was no discernible prospect of creating a basis for 
recovery by restoring freedom of movement to gold, and as 
there was, at the time, a v.idespread fear of gold shortage, the 
attempt was made to get international business going again 
on as near an approach to the gold system as seemed practicable 
in the circumstances-i.e., a gold exchange standard, under 
which cover for the note circulation could take the form of 
currencies stabilised in terms of gold, and the regulating func
tions formerly performed by gold devolve upon those curn·ncies. 
This experiment, aided by international loans to the countrit·s 
which had suffered most, financially, was so far successful that 
countries whose currencies had sunk out of sight made a fresh 
start with a new unit, whilst others, where depreciation had 
not gone so far, were able to stabilise. Ten years aftt'r the war 
almost all countries, the U.S.S.R. excepted, were once more 
in possession of currencies that were being freely exchanged 
against each other. Freedom of gold movements had been 
widely restored, though in many cases with rt·strictions which 
gave the central bank a practical monopoly of such trans
actions. But neither labour nor goods recovered the freedom 
they had had before the war. The gold exchange standard, 
in these circumstances, turned out to be unequal to the test 
imposed upon it by the depression that began \\ith the collapse 
of the New York stock market in the autumn of 1929. 

7· Attracted by high interest rates and reassured by currency 
stabilisation in one country after another, short-term credits 
had gone from the United States, from the l'nited Kingdom 
and from Continental investor countries to Central and South
Eastern Europe. The \\ithdrawal of these short-term loans 
did not set in at· once after the New York Stock Exchange 
crash, but, in May 1931, the failure of the Austrian Creditanstalt 
gave a warning that it had been taking place on a large scale. 
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Sterling was subjected to a strain which forced the United 
Kingdom to suspend convertibility into gold on September 
Il)th, 1931, since when, though dealings in gold have been 
resumed, sterling has not been formally stabilised. An Exchange 
Equalisation Account was established in 1932 for the purpose 
of evening out minor exchange fluctuations and of preventing 
capital movements from exerting undue influence on the 
exchange rate. The Scandinavian countries followed the United 
Kingdom's lead in depreciation, and subsequently a series of 
other countries the world over-e.~ .• Japan, Portugal, Greece, 
Finland, Estonia, Latvia, Bolivia, Egypt, Siam, Iran, Iraq
linked their currencies to st<>rling, forming what has been known 
as the sterling bloc. 

R. When heavy withdrawals of short-term credits, in the 
spring and summer of I!JJI, began to shake belief in the new 

. gol<l standard's ability to see its weaker adherents through the 
crisis, tlwre emerged in the countries whose currencies had 
collapsed only a few years before a firm determination not to 
lt·t it happen again. The destruction of savings and the economic 
disorganisation produced by the inflations had wrought such 
havoc that this quite naturally appeared to be the basic evil 
which must be avoided at all costs. There was, indeed, in many 
of these countries, a tendency to identify inflation with devalua
tion. In vit•w of the fact that these countries were heavily 
indt•btl•d abroad, and in view of the state of their public opinion, 
which was extremdy distrustful of monetary changes, a depre
ciation of thl'ir currencit•s might have given a serious shock. 
And it must, moreover, be remarked that, if in many countries 
exchange control was introduced to avoid devaluation, devalua
tion itsl'lf, while facilitating the adjustment to world prices, 
is not a nwans of solving all their economic problems. It is 
for this rt•ason that n.•ct•nt monetary history provides examples 
of countrit•s which have combined this method with exchange 
control. 

q. On August 1st, 1931, when the withdrawal of short
h•rmloans n•adtcd its climax, Germany had introduced exchange 
control. On August ~th, Hungary did the same, and, by the 
middle of 0ftobt•r, Gret•ce, YugoslaYia, Czechoslovakia, Austria 
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and Bulgaria had followed suit. Denmark, E~tonia, Latvia 
and Lithuania took similar action in October and !\onmbt·r 
1931. In May 1932 came Roumania; in July 193Z ].1pan. 
In the United States, foreign-exchange transactions wt>re sub
jected to restrictions in :\larch 1933, and the dollar was subse
quently devalued. These restrictions were gradually rd;lxt•<l 
and were altogether removed in November 193-l· Italy ht•ld 
out until 1\lay 1934, and Poland until April 1936. Bdgium 
introduced control measures in March 1935, but ~hortly after
wards rescinded them. 

10. In Latin America, the fall in commodity price.; caust•<l 
by the depression was followed by exchange control and fort'i!:n 
debt-service suspension measures, greatly varying in ~evt"rity, 
in almost all the republics. The United States dollar, aftt"r its 
devaluation, provided a mooring to which the currencies of 
many Latin-American countries were linked. 

II. Late in September and early in October H)Jfl, the 
remaining gold bloc countries, which up to that time had 
maintained both the pre-1931 parity and convertibility into 
gold-i.e., France, Switzerland, and the Netherlands-<lt·partcrl 
from their previous policy, but without introducing control. 
Switzerland devalued to a new level. France and the Nethrr
lands did not adopt any fixed relation to ~:old. A mt·a~ure or 
further measure of devaluation was applied by et·rtain countrit·s 
which were enforcing control-e.g., Italy, Czechoslovakia anrl 
Greece. Several exchange-control countries which v.we still 
adhering to the official rate, in theory, were in fact conducting 
foreign trade at devalued rates. \\"here the buying and selling 
of gold and its export were still permitted, these transactions 
were more or less controlled and restricted. 

12. At this juncture-i.e., when the French franc was 
unpegged-the conclusion of what has been known as the 
Tripartite Agreement, originally between the t:nited States, 
the United Kingdom and France, introduced an element of 
stability into the situation, and supplied a basis of co-operation 
between the former gold bloc and the Anglo-Saxon currencies. 
Each party to this agreement, which has since been adhered 
to by Belgium, the Netherlands and Switzerland, undertoc1k 
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to sell gold to any central bank or treasury willing to sell 
gold to it, with the result that each exchange " equalisation " 
fund was enabled to sell against gold, at the day's rate, any 
balances in the currency of another party to the agreement 
acquired in the course of the day. 

13. The Tripartite Agreement gave support to the elements 
that were resisting pressure to introduce control in some of 
the few countries that had refrained from it, and improved the 
outlook for relaxation in many exchange-control countries 
which felt unable to dispense altogether with regulation, but 
were endt•avouring to reduce intervention to a minimum. The 
improvement in trade that had been perceptible for some time 
had reached impressive proportions in 1936, and gave further 
inducc1m~nt to many exchange-control countries to relax their 
n•gulatiuns, In the course of 1937, the trend changed again 
for the worse: commodity prices began to fall, and the problems 
that had had to be faced in the early '3o's began to loom up 
again. Prospects for the abandonment of exchange control 
n•cNied in the countries applying it. In several instances, the 
control nll'chanism has lately been tightened up again. However, 
attempts to simplify the procedure of control, to bring it into 
touch with real market conditions and to make it as little 
vt•xatious as possible have achieved notable results, on the 
whole, in rect•nt years; and it would seem to be in this direction, 
ratlll'r than In the complete liberation of exchanges, that further 
progn·ss may be expected for the present. 

q. A history of t'xchange control in all the countries, 
or evt•n in the more important countries that have imposed it, 
would run into volum!'s and involve much rt'pt'tition. The 
n•gulations are subject to frequent change. It may suffice 
for prt•st•nt purpost•s to describe the main aspects of control 
ns regartls the chid itt•ms of a country's balance of payments, 
togetht•r with nott•s on Ct'rtain significant differences·between 
practice in indivhlual countries and on measures of relaxation, 
wht•rt• such have bt•t•n a,lopted. In general, the most complete 
Ul\ll drnstic control systems are to be found in Europe, where 
Gt•rmany's lllt'thods have supplit•d a fully equipped model. 
Tht• I.atin-Anwril'an rt·publks, with a couple of exceptions, 
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have imposed control, but in a relatively mild form : retention 
of an official rate for certain purposes bas been accompanit•d 
by recognition of transactions involving a discount, for a \'aril'ly 
of purposes for which exchange at the official rate is not available. 
Thus, in certain cases, where there is willingness to pay a 
sufficient premium, the control permits capital moVl'mt•nts, 
which systems on the European model are primarily dl'vi~t·d to 
prevent. Such a dt•gree of flexibility in the control lt•a\'t's little 
room for an illicit exchange market, which always does come 
into existence under a strict regime. Even wht·rt·, as in the case 
of Germany, the system is operated with the greatt·~t compdt·nce 
and severity, it has been impossible to prennt nott•s from 
bring smuggled out and sold at a heavy discount abroad. 

II. )lethodll. 

15. Merchandise transactions (outside of clearings). -
Export exchange is required to be notified and surrendt·red to 
a· central controlling agency (the " control "), which also decidt·s 
on applications for allotments of exchange for imports. 

16. As export is the chief source of foreign exchange, and 
indeed almost the only available source in control countries, 
the control limits its allotments for imports, and fixes its buying 
and selling rates, in such a way as to provide itsdf with the 
exchange required for its own and the State's purposes (fort·ign 
debt payments, expenses of diplomatic repreS('ntation abroad, 
allotments to individuals, etc.) In doing this, the control may 
have to resist pressure : 

17. (a) From exporter interests, which tend to demand 
ever higher premia on the convertible exchange they surrender. 
Exporters may also want the control to buy, at rates involving 
a loss to it, non-convertible currency acquired by exporting 
to other exchange-control countries. l"nder a complete exchange
control system, the exporter need not worry about the exchange 
value of the currency for which be sells his goods, provided 
he can get rid of it to his own central bank at a fixed rate. 
The control is thus obliged to keep a close watch on its buying 
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rates; concessions to exporter interests may easily cause internal 
prices to ri~e unduly, or divert trade to markets where t~e 
currency is non-convertible. Also exchange-control countnes 
may attempt to attract imports, with the aid of a pay.~ent
agreement rate that no longer corresponds to real condtt·10·ns, 
and then re-export to convertible-currency markets, retammg 
the sound currency thus acquired. 

18. (b) From importer interests, wanting convertible exchange 
at ratt·s which may not be in the desired relation to the control's 
buying ratt·s. 

19. In many cases, the rig our of control has been relaxed 
wlwrc nwrchandisc transactions are concerned. Exporters 
have bt·l'n allowed to sell exchange to importers at rates freely 
negotiated bdwt•t•n the two, subject to supervision devised to 
pn·vt•nt the accumulation of exchange balances abroad. In 
this way, merchandise transactions, in Austria, had virtually 
ht•t•n fn•t•d from control. Elsewhere, the exporter is required 
to slllTl'tHh•r to the control, at a given rate, a percentage of 
thc t•xchangt• recl'ivt•d in any transaction, being then free to 
st•ll the n•maintkr to an importer at a negotiated rate. Individual 
rompt•nsations have bt•en permitted, here and there, firms 
lll'ing allowt•d to rdain rxport t'Xchange and to use it, sometimes 
aftt•r abandoning a pt•rct•ntage of it to the control, to purchase 
imporb, subjt•d to the obligation to rt'port all particulars to 
till' control. Any such rl'laxations are closely watched by the 
t·ontrulling agt•nry, in order to pren•nt leakages. 

:20. \\'ht•n•n•r t•xchange has been strictly controlled, it 
has bt•t•n found that, evl'n if maintenance of the official rate, 
in tht•ory and for n•rtain transactions, was judged to be 
llt'Ct•ssary,t•xports could only be markl'ted abroad if the exporter 
rccl'ived a premium owr and above the equivalent at the 
otllcial rail•, for the t'Xport exchange surrendert•d by him to 
!ht• control, importers bt•ing required to pay a surcharge for 
tmport t•xchange allot!t•u to them. On the other hand, where 
control has bt•t•n applied in a liberal manner, it has not been 
m•ct•s.,ary to n•sort to the systt•m of multiple rates or to require 
surchargt•s on•r and above the official rate. 
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21. Attempts to grade the premium according to prict's of 
\"arious commodities have in many cast·s bt•t'n dropped in Europt' 
in favour of a unif1ed premium, the adoption of which nwans 
that for trade purposes a currency is devalued; a devaluation, 
however, of which the domestic creditor ha\"ing a claim upressed 
in a foreign currency does not usually get the benl'f1t. In ct·rtain 
cases, e\"en where a unified premium has been admitt .. d, pn·mia 
in excess of the normal rate ha\"e been granted in order to 
permit the export of goods which otherwise could not be mar• 
keted abroad. A somewhat precarious link has, hne ami tht•re, 
been established between the amount of convertible t•xch;lllgt' 
which could thus be acquired by the control without imperilling 
the internal price-structure, and the extent to which obligation~ 
in respect of foreign debt service could be met. 

22. In the Latin-American republics, where the regime 
as regards trade has been, on the whole, more easy-going than 
in Europe (the service of funded debts, however, being in many 
cases suspended or drastically reduced by unilateral deci,ion), 
the essential instrument of control is discrimination between 
\"arious categories of imports, all imports being normally 
subject to permit. Those judged to be essential to the importing 
country benefit by allotments of exchange, at the off1cial rate. 
Another, or several other, categories can only obtain the requi,ite 
licence if the importer is willing to buy the exchange at a 
premium, exporters being permitted to sell part of their foreign 
exchange to importers on a free market, the re't having been 
surrendered to the control at an official rate. In several cases, 
the free market is also available for remittances of funds abroad 
-e.g., for debt payment and even for capital movements. 
The degree of freedom permitted, in any one country, u.,ually 
depends on the level of world prices of the country's 'taple 
commodities, and is subject to sudden restrictions if the sup!JlY 
of foreign exchange runs low. Thus, there has been a general 
tightening-up of control in Latin America ~ince prices c,f primary 
products started falling towards the middle of 1937. In certain 
cases where foreign debt had been suspended early in the 
depression and resumed again in 1936 or 1937. there ha~ recently 
been a fresh stoppage of transfer. The Argentine has agreemenh 
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with several of its creditor countries under which a portion of 
ih export proceeds is earmarked for debt service, these countries 
tlJU~ receiving more aivantageous treatment than those with 
whom there is no special agreement. Import requirements and 
other claim~ are satisfied a~ available exchange may permit. 

23. Clearings. - In Europe, the imposition of control has 
usually been followed by the negotiation of bilateral exchange 
clearing arrangements, under which the importer pays in his 
own currency for any purchase made from the other country 
concerne<.l into an account at his central bank, the exporter 
receives payment from an account at his central bank, and the 
two accounts are cleared one against the other. Provision 
may be made for a balance available for certain purposes in 
favour of one of the two countries. Where the currencies of 
both parties to the clearing agreement are controlled, it is 
diflkult to determine what rate of exchange really corresponds 
to market con<.litions; and if a rate out of line with the relative 
price-levels is chosen, the development of the trade is likely 
to be unsatisfactory to at least one of the parties to the agree
nwnt.' There is a tendency for the country with the weaker 
currency-i.e., the one which is overvalued at the rate adopted 
in the ch•aring-to increase its purchases from the country 
with the stronger currency, paying for them through the 
clearing, whilst purchases made by the country with the stronger 
currt•ncy tend to be paid for in part outside the clearing, at a 
rate more favourable to the stronger currency. There may 
rt•sult a permanl'nt disequilibrium, with uncleared balances 
betwl'en the two clearing accounts. Also, any attempt to 
influt•nce the ratio of trade between the two countries is likely 
to leal\ to the gl'nl'ralisation of quotas and to restrict commerce. 
The txchange balance, wht•re one has been agreed on, tends to 
vanish wlwn once the special rl'ason that caused it to be granted 
has disappeared-e.g., when arrt•ars of merchandise or financial 
tkbt have bl•en paid off by means of it. On the other hand, 
Cl'rtain clearing agrel'nwnts between countries one of which 
maintniJwd a frl'C markt't in exchange and the other exchange 

'~t~t, Lt·n~u(' uf ~ati"'ns : •• Enquiry into Clt•aring Agreentents .. , 
t~t'tll'\'ll, hU5· 
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control, and also between countries both of which practi"·d 
exchange. control, but where the rate adopted corres
ponded tolerably well with market conditions, have worked 
fairly satisfactorily and have enabled the countries conet·rned 
to extend their reciprocal trade. 

24. The drawbacks of the clearing system, to which must 
be added leakages that are bound to occur when substantial 
profits are to be made at the expt·nse of the sysh·m by mt>ans 
of fraudulent invoices which cannot easily be dt'lt•ctt•d (st•e 
Clearing Committee's report, I 6 c), have led sevt·ral countries 
to go over, where it was considered that exchange control 
could not be dispensed with, to payment agreemt·nts. 

25. The Latin-Amt•rican n·publics have only had recourse 
to clearings in a few instances. Thdr more libt·ral conet·ption 
of control has led to less rigid arra•~gl'mcnts. 

26. Paj·ment Agrummls. - Here, the t·xporter is paid 
direct by the importer, usually in the importers' curn·ncy. 
In some cases, where it is a question of an agret"nwnt between 
a free-exchange country and an exchange-control country, the 
free-exchange country lt"aves the exporter from the exchange
control country free to dispose of the procet•ds of his export as 
he will. The exporter, hO\H"Vt"r, is required by regulations in 
his own country to surrendt"r the exchange to the control. 
Exchange derived from export to the free-exchange country 
is apportioned as agreed between the two countries, a part 
being applied to the payment of imports from the other country 
concerned, a part to debt service and a part remaining at the 
free disposal of the control in the exporting country. 

27. \\'here the payment agreement is between two exchange
control countries, the exporter, on receiving payment in the 
importer's currency, sells it to a bank authorised to act on 
a commission basis in that capacity. The importer buys the 
exchange he requires from one of the authori-ed banks. The~ 
exchange transactions take place at a rate agreed between 
the two Governments concerned. If the rate corresponds to 
actual market conditions and is adjusted as these conditions 
alter, this arrangement may work satisfactorily, but the country 
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whose bargaining position, on general grounds, is the stronger 
may, as in the case of clearing agreements, succeed in imposing 
a rate that constitutes a premium in its favour. The weaker 
country may then try to protect itself by what is known in 
Central Europe as a Loro clearing procedure-i.e., its central 
bank, through the banks acting for it, limits its purchases of 
the other country's curn•ncy so as to avoid an undesirable 
accumulation, ancl thus checks the flow of exports which would 
otlwrwbr be caused by the use of a forced rate. This method 
may he supplemented or replaced by imposing special taxes 
on (•X ports to the country in question, or by restricting quantities 
of rx port~ by administrative order. 

2H. On the whole, it would appear that payment agreements 
involve slightly less disturbance to the normal method of 
paynll'nt for goods than clearings. Under them, the various 
ratt'gorit•s of goods exchanged by the parties are not necessarily 
subjt·ct to quotas. Like clearings, they may be used to assure 
u fn•e exchange balance to one of the parties. 

29. Foreign Debt Transfers. - A complete exchange-<:ontrol 
systt·m usually t•ntails limitation of debt transfers, though in 
a ft•w instances-e.g. Czechoslovakia, Estonia and Denmark
tlll're has bt•t•n no interruption of foreign debt service at full 
.t~ontractual rates. In most cases, no payment in respect of 
fon•ign intlt•btedm•ss is pt·rmittl'd without the l'Xpress consent 
of the ct•ntral bank. 

JO. (a) F1mded Debts. - The usual procedure has been for 
the debtor country to make such arrangements as it could 
rl'gartling State debts, and where other debts are concerned, to 
instruct its own nationals to make payments in respect of 
St'rvice, cakulatt•d at the official rate in its own currency, and 
in ct•rtain cases at an intt•rest rate lower than the contractual 
rate, into a fund at the central bank, compliance with these 
instructions protecting the individual debtor from legal pro
secution, without affecting, in theory, the bondholder's con
tractual rights. Foreign bondholders then have a claim, repre
sented by their coupons, on the amounts thus deposited, provided 
tht•y agree to acct·pt this payment in total satisfaction. The 
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extent to which the foreign bondholder is permitted to encash 
his coupons and to dispose of the proceeds in the debtor's 
currency has varied greatly. In some countries, especially 
in Latin America, and at the earlier stages in European 
exchange-control countries, the creditor was allowed to sell 
coupon proceeds freely, but in Europe his means of getting 
rid of them have been curtailed, even for investments and other 
expenditure in the debtor country, and quotations of blocbd 
currency have consequently declined. 

Jl. Treatment of Germany's funded State debts-i.t., the 
Dawes and Young loans-varies as between the national 
lr1111des. Service is transferred at contractual rates where 
Germany has a favourable balance of trade, and at lower rates 
where (e.g., in the United States) her balance is unfavourable. 
Austria met the service of her State funded debts and some 
other public issues. In tertain cases, arrangements, accepted 
by the bondholders, were concluded. Hungary has made 
an offer in respect of her one State loan contracted since the 
war, for a permanent settlement on the basis of interest in the 
appropriate currencies at 6o% of the contractual rate, amorti· 
sation to begin in 1940, which offer has been accepted by the 
holders of nearly all the bonds outstanding. Hungary has also 
concluded three-year agreements, or made offers for such, in 
respect of her other debts, and these offers have in most cases 
been accepted by a large majority of the creditors. Certain 
other countries have offered, year by year, a percentage of the 
contractual interest rate, in the appropriate currencin, in some 
cases with the support of organisations formed for the protection 
of bondholders, in others without it. 

32. The restrictions on debt-service transfers that have 
been imposed in a majority of exchange-control countries have 
resulted in a heavy decline in foreign quotations of the loans 
of those countries. Residents have normally been forbidden to 
purchase and repatriate securities, where full service had bem 
suspended, but the profits to be made by so doing were in many 
cases great and, in spite of heavy penalties for detection, the 
&JDOunt of many an exchange-control country's debt actually 
held abroad has been considerably reduced by these purchases. 



-20-

It has been argued on behalf of the exchange-control countries 
that the demand for its securities involved by these illicit 
transactions has kept up prices at times when they might other
wise have sunk still lower, and that the foreign bondholder's 
losses have thereby been limited. , 

33. (b) Short-term Banlting Debts. - In several cases where 
there was a relatively large volume of such debts outstanding 
when (~xchange control was introduced (e.g., Germany, Austria, 
Hungary) standstill arrangements have been concluded between 
(\t•htor and crcllitor organisations, under the auspices of the 
central banks, providing for some payment in respect of interest 
and commission, as well as a measure of capital repayment. 
These agreements have not been adhered to by all banking 
rn~ditors, some creditors having preferred to remain outside 
and to make such special arrangements as they could, subject 
to the asst•nt of the central bank. Special arrangements, under 
the h•rms of the standstill, are not permitted to be more advan
tag(•ous to the creditor than those available to adherents. 
1 n the ahst•nce of standstill agreements, banking creditors desiring 
to withdraw have had to endeavour to obtain the consent of 
the control, from rase to case. 

34· At the outset, standstill payments were in the debtor's 
('Urn·nry, the creditor having to make such arrangements as 
he could with the Cl•ntral bank for their utilisation. 

35· Austria sucrt•eded in liquidating her ·standstill in 1935. 
llun~:ary, in 1937, conclmkd a three-year arrangement with 
thl' standstill l'l't'llitors based on payments in the creditor's 
('lll'fl'nry, calculated to repay these debts over a period of 
twenty years. The total amount had already been reduced 
to h•ss than half what it was in 1931. Germany has reduced 
the volunw of her standstill debts substantially. In the case 
of Poland, forl'ign banking loans had already been withdrawn, 
hroadly stwaking, long bl'fore the introduction of exchange 
l'Ontrol in I9Jb. 

36. The nect•ssity for prest'rving a mechanism for financing 
intt•rnational tratle has found general recognition in the grant
ing of prdcrt'ntial treatment to short-term banking debts. 
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Under several standstill arrangemt•nh, the creditors have the 
right to require payments to be made into a blocked account 
which can be used for tourist requirements, and have thus het·n 
saleable at a better rate than other blocked balancr~. such 
as coupon or finance balances. In the case of Grrmany, the 
proportion of rrgister-marks that may rnter into any one sale 
for tourist-mark purposes has recently been limited to 75%. 
the remaining 25% haying to be paid for with connrtible 
currency at the register-mark rate. 

37· Acceptance and reimbursement credits, where in actual 
use, haYe in many cases been maintained under the standstill 
procedure, so that banking facilities are preserYed for mt•rchan
dise transactions, though on a much reduced scale. Whrre a claim 
is based, not on a merchandise transaction, but on a financial 
one, the terms aYailable to the creditor haYe usually bet"n lt·ss 
adYantageous. 

38. Other Factors: Fortign Holdings and Claims. - Wht·n 
a country has introduced exchange control, it has usually 
required all persons resident in it to report holdings of fort·ign 
securities, bank balances abroad, claims and liquid foreign 
assets in general, and in certain cases eyen real estate. Surn·ndt•r 
of all or part of these assets has been demandt•d ; somt'timt·s 
the owner, on surrendering a certain proportion, is permitted 
to retain the rest, subject to the obligation to hand oYer any 
income such assets may produce in exchange for the equivalt·nt 
in his national currency. A close supervision is often exerci-.t·d 
on all nationals and residents going abroad, with a view to 
discovering what assets they may possess outside the country. 
On return, they are required to make a sworn statement of 
their expenditure while abroad and of how they conred it. 

39· In like manner, the rights of non-residents to di,pose 
of assets in the exchange-control country have bet·n seven·ly 
limited. Here, again, the control was relatively lax at the ouhd, 
and it was possible in many cases for foreign creditors and even 
for residents to elude it. For instance, a bank might give its 
signature to a loan (real or fictitious) from a non-resident to a 
resident. The resident would then make a payment in the 
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national currency to the bank, the bank applying to the control 
for permission, by means of some " additional " export or 
similar transaction, to transfer the sum in question, of course 
on h~ss favourable terms than the official rate. Gradually, the 
control has worked out means for detecting such methods, and 
severe penalties aiding, they have been made increasingly 
diiTicult. 

40. Export and Import of Currency. - The export of the 
national currency, in all exchange-control countries, is forbidden 
cxCI·pt in trilling amounts. Foreigners in transit and tourists 
(but not n·shlent foreigners) are permitted to declare on entering, 
and to rl'lain, foreign currency in their possession, and on leaving 
to take with them amounts not exceeding those declared. 
St•vt·ral exchange-control countries do not permit the import 
of tlll'ir own currency, in however small sums. Others allow 
t•ach traVl'llcr to import a small amount. Others place no 
n•stridion on imports of currency, national or other, while 
forhithling its rxport. 

I II. Effecta. 

41. A <ktailcd analysis of the effects of exchange-control 
woultl n·quire spt•cial considt•ration to be given to each individual 
t'ountry, for the exact policy pursued has in no two countries 
ht•t•n ititontiral, and these dif!t•n•nces, as well as the differences 
in local t'ontlitions, have naturally bccn rrflected in the results 
achit•vt•tl. Mon•ovt•r, though the systems may originally have been 
i mpost•tl for similar rt•asons, thl'y ha vc dt•veloped su bseq uentl y 
<lll wry ditlerent lint'S. In all cast'S, the origin of the control 
was II tk!t'rioration of the balance of paynwnts. In some coun
tries, wlwre till' control has bt•t•n of a type which might be 
charal'tnist•d ns " passive ",the dl'ft•nce of the national economy 
thront-:h the n·gulation of ct•rtain itt•ms of the balance of pay
lllt'nts has n·mailll'd the primary object of the control. In 
ot lwrs, t lw control is now applied as an active instrument of 
n>m~1wrt'ial polky and for tht• further purpose of placing a 
barnt•r lwtwt't'n world and domestic prices, so that monetary 
und gt'lll'ral economic po!icit•s could be chost•n and executed 
without rq;ard to their etl't'Cts on the balance of payments. 
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The countries of the latter group generally welcome the inc:reued 
measure of State control resulting from the restriction and 
centralisation of exchange transactions, as such centralisation 
is in line with their general policy, while those of the former 
group look forward to a more liberal system and have (until 
the recent deterioration of the economic situation) relaxed 
their controls here and there as circumstances have permitted. 
The extent to which such relaxation has been possible has 
naturally depended, ifller tllitJ, on the importance of their trade 
connections with the exchange-control countries of the other 
group. 

42. Exchange-control countries might also be clasliied 
according to those predominantly industrial in character and 
those predominantly agricultural. The different evolution 
of the world demand for, and prices of, various types of product 
has naturally resulted in differences in the course of events 
in the countries applying exchange control. Moreover, the 
different degrees to which the economies of these countries 
are dependent on foreign trade must clearly determine in part 
the effects of similar measures adopted in each of them. 

43· The list of differences bet~een exchange-control coun· 
tries could be extended still further, but enough has been said 
to make it clear that it does not represent a uniform system, 
but one of almost unlimited variety both in its application and 
in its purposes. Accordingly, any general analysis of "effects 
of exchange control" runs the risk of excessive simplification. 
Nevertheless, after seven years of recent experience, certain 
general tendencies can be discerned, and it is to the elucidation 
of these general tendencies that the rest of this analysia is 
addressed. It will therefore be clear that the analysis is not 
applicable ;,. toto to any one country applying exchance control. 
but represents rather what micht be considered the hishest 
common factor of the experience of them all. 

4-4· No useful purpose would be served by reopeninc old 
controversies regarding the justification of the measures dis-
cussed. The imposition of control was the oatcome of special 
circumstances-such, for example, as the coaunercial policy 
of other countries, the movement of world prices, the fear of 
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capital export and of the withdrawal of foreign balances, etc. 
Governments subjected to the sudden and severe pressure of 
exceptional circumstances were not always able to give full 
consideration to all the secondary effects of the measures they 
adopted, and indeed it is only in the light of recent experience 
that the nature of these effects has become fully apparent. 
Moreover, account must also be taken of the fact that, for the 
reasons given in paragraph 8 above, many of the countries 
applying exchange-control had, in the circumstances of the 
moment, no real liberty of choice in the matter. 

45· It will be convenient to consider separately two broad 
classes of effects of exchange-control-the effects on the foreign 
bulnnces of payments of the countries applying the control, 
and the effects on the domestic economic structure of those 
countries. 

Defore proceeding to this analysis, it is perhaps worth stressing 
that if It is shown below that the restriction of foreign exchange 
operations has had undesirable consequences in certain coun
tries, it by no means follows that the freeing of the exchanges 
(were that possible) would result in a marked immediate im
provement in economic conditions. Where the control reflects· 
some fundamental economic disequilibrium, the abolition of 
exchange restrictions can no more be expected to remedy this 
situation than could their imposition. Consider, for example, 
the case of agricultural countries severely injured as a result 
of the slump in world prices and contraction of world markets. 
These countries have suffered an exceptionally severe decline 
in nationnl income ; their consuming power has been reduced ; 
they have bt•en able to afford fewer imports, and in certain. 
cast's have applied exchange-control. Whatever may have 
bl•t•n the justification or wisdom of this choice, it is pertinent 
to observe that the basic economic problem of such countries 
is to increase and improve their production. 

EQuts 011 BlllaNCI of PaymeNts. 

46. In considt•ring the effC<"ts on the balance of payments. 
it will be sufficit•nt to confine the analysis to capital movements 
nnd nwrchandise trade. As mentioned above (see paragraph 8). 
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<me of the main reasons which first led countries to im~ 
control was the anticipated or immediate danger of capital 
export or repatriation abroad. There is no reason to doubt 
that the imposition of control enables countries with a co
ordinated banking system and an efficient adminbtrative 
machinery to restrict very greatly the outward movemt·nt of 
capital, if not to prevent it altogether. They are thus able to 
reduce the risks of a run on deposits and capital flight. They are 
therefore able to conserve, to some extent, their gold and foreign 
exchange reserve-at least for a time. 

47· The value, from this point of view, of imposing exchange 
control in order to prevent capital flight naturally depends to 
a considerable extent on the moment chosen for its imposition. 
If control is imposed to prevent a large-scale exodus of capital, 
it may, as indicated above, have the effect of conserving-at 
least for the time being-the national stock of gold and foreign 
exchange. The position is obviously quite different if it is imposed 
after large amounts of foreign-and, more particularly, domestic
capital have been withdrawn. To impose restrictions in such 
circumstances would clearly be illogical, for there is no more 
effective means of preventing capital that has already left 
the country from returning. Where the liquid capital resources 
of countries have been transferred abroad on a large scale and 
the domestic economy has suffered from financial anzmia, 
the obvious desideratum is to restore those conditions of confi· 
dence and profitability which \'lrill attract the capital back 
home for investment. \\'here confidence has been impaired 
by fears for an international political nature, it clearly lit•s 
beyond the power of each State acting singly to restore them. 
But where the basis of lack of confidence lies at home-in 
uncertainty regarding the future of the currency, or in the 
existence of avoidable hindrances to private investment-the 
first aim must clearly be to take such action u will re5otore 
confidence. Nothing could be worse designed to. accompli3h 
this end than the imposition of exchange restrictions. The 
whole coercive power of ~he State would have to be used tG 
bring the capital back to the prison constructed for it ; private 
domestic investment in these circumstances could not but be 
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discouraged, and the State would be pushed further and further 
along the lines of public investment and the direct control of 
private industry. 

48. The effect of exchange restrictions is of course to prevent 
new capital movements, both inwards andoutwards,fromtaking 
place. Obviously, no foreign capitalist is likely to be willing 
to lend capital to such a country when he knows that he will 
not be allowed to withdraw it again freely. The balance between 
the demand and the supply of foreign exchange will thus be ren
dered less favourable to a country which normally enjoyed a net 
import of capital. It is not, however, necessarily rendered so 
unfavourable as would have been the case had capital flight 
not been checked by the control. Indeed, were it possible to 
confine the control to inward and outward capital movements, 
the only disadvantage that the country would necessarily 
suffer would be the shortage of foreign capital supplies. How 
grave this disadvantage is likely to prove in any particular 
case naturally depends on local conditions. To a country that 
is poor in capital and has been in the habit of looking to foreign 
capital markets for commercial credit, the most serious obstruc
tion to enterprise may be caused. But to richer countries, 
the advantage of checking the export of domestic capital may 
outweigh the disadvantage of damming foreign supplies. The 
imposition of exchange control might therefore present a net 
advantage to such countries in certain cases, were it possible 
to confine it to capital movements only. 

49· There appears, however, to be no single case of exchange 
control's being confined to capital movements throughout the 
period of its imposition. Indeed, it was in no case introduced 
with the sole object of preventing capital flight. Countries 
which resorted to this measure had in all cases suffered a wor
sening of their balance of trade, and controlled exchange with 
the deliberate intention of checking imports and thus, they 
hoped, of protecting their foreign-exchange reserve by reducing 
payments abroad on account of imports, while allowing com
modity exports to continue as freely as before. 

so. Moreover, it is doubtful whether any country amongst 
whose population there was a strong desire to export capital 
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could effectively check that export 111-ithout applying its control 
to commodity trade. When confidence is not seriously shaken, 
a control on capital movements alone may prove adequate ; 
but it is not often that this is the case. One of the main criticisms 
of the system of exchange controls is that it cannot in itsdf 
remedy the difficulties that have led to its adoption. On the 
contrary, it perpetuates these difficulties and rcinforCl's the 
lack of confidence thereby created both among the nationals 
of the country concerned and abroad. Wherever possible, the 
private citizen will find ways and means of circumventing the 
control, and gradually, if it is to be made relatively effective, 
it must be extended to all transactions, whether financial or 
commercial. 

51. From the foregoing, two facts are clear. In the first 
place, whatever may be the original purpose of exchange-control, 
it tends rapidly to be applied to the whole gamut of foreign
exchange transactions, from tourist traffic to merchandise 
trade. Secondly, the volume of gold and foreign exchange 
currently becoming available to States applying exchange 
control tends, as a result of the restrictive effect of the control 
on new capital movements, to become increasingly dependent 
~n their balance of merchandise trade. It is accordingly necessary 
to analyse at some length the effect of exchange-control on 
the balance of merchandise trade. 

52. It has been suggested above that one of the objects 
of exchange-control has been to improve the balance of mu
chandise trade by restricting imports. Another, as mentioned 
in an earlier section, has been to protect the currency-i.e., 
prevent its depreciation. Now, the improvement in the trade 
balance which exchange-control seeks to bring about will only 
be accomplished if the export trade is not adversely affected 
by the measures adopted, or at any rate not more adversely 
than imports. There are, however, several reasons why the 
export trade is adversely affected. 

SJ. At the time that most of the exchange controls were 
imposed, the world was suffering from an intense and painful 
fall in prices. Naturally, the extent to which such deflation is 
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possible is limited by social considerations ; and whether or 
not an exchange-control is imposed, currency and prices cannot 
be contracted indefinitely. But there is no doubt that the 
introduction of exchange-control relieved the pressure on 
internal prices and tended to make the export goods of the 
countries in question relatively dear. 

54· Indeed, as has already been indicated, certain countries 
have seen in this freeing of their domestic price-level from 
external influences an outstanding merit of the system of 
exchange-control. Under the protection afforded by exchange 
regulation, they have been able to carry out a policy of internal 
credit expansion which raises internal prices much above the 
world level. Exchange regulation makes it possible to carry out 
such a policy owing to the strict supervision of all the items 
of the balance of payments, including the claims of foreign 
crediton. Whatever the apparent immediate advantages may 
be for the country thus expanding credit, it is clear that 
relatively high domestic prices must reduce their export capacity. 

55· Their export capacity will be reduced, not because 
of the expansionist monetary policy, but because of the fact 
that It ill combined with the maintenance of the exchange rate, 
through the control, at a level higher than would have been 
the case if the exchanges had been free. In other words, the 
control renders export goods deat for two reasons : first, because 
lll"ic!'s In terms of domestic currency are relatively high and, 
secondly, bt•cause the domestic currency is over-valued. 

56. The influence of the latter factor is important, for, even 
if the domt•stic monetary policy is unchanged after the imposition 
of exchange-control, it is likely to have an unfavourable 
rept•rcussion on the export trade. The restriction of imports 
will tend to lead to a rise in their price, and this rise will spread 
throut;h the domestic market and affect the costs and prices 
of goods manufactured for export. Moreover, the fact that 
exporh•rs are not allowed to dispose freely of the proceeds of 
th!'ir sales abroad, but are required to sell them to the control, 
naturally reduct:"s the attractiveness of this trade. 
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57· When costs rise in terms of domestic currency, and 
the exporter is forced to sell at world prices and can only convert 
his foreign-exchange receipts at the official rate, the uchange 
control is equivalent to a tax on exports. The obver~e is true 
with regard to imports, but the losses in the export industries· 
are not, in aggregate, offset by gains to the import industries, 
because the volume of imports is reduced. 

58. Thus, the general tendency of exchange control is 
to restrict exports as well as imports. For this reason, the 
Governments imposing exchange control have frequently 
found it necessary to supplement it with measures designed 
to subsidise exports, or have ultimately had to give up one 
of the principal objects of the control-namely, the protection 
of the parity-and to permit or acknowledge some measure 
of exchange depreciation. 

59· Statistics of export and of general wholesale pricu 
of various countries are established on such different bases and 
are affected by such a wide variety of factors that strict 
statistical proof of the tendency of prices to rule higher in 
exchange-control countries than in those with free currencies 
cannot be adduced. Certain interesting indications in this 
respect are, however, given in Annexes I and II to this report. 
The currency depreciation which most countries impo~ing 
exchange-control have been forced to allow is illustrated in 
Annex III. 

But, even with exchange depreciation, it seems clear that 
these countries have, as a group, not been able to retain their 
share of world exports-a result which would be expected in 
view of their higher prices. Table I, below, shows the percentage 
share in world exports, excluding exports from the United 
States, of sixteen European exchange-control countries,• the 
countries of the former gold block 1 and the rest of the world, in 
1929, 1931, 1935 and 1937. The United States is excluded from 
this table because this country accounts for so large a share of 

1 Austria. Bulgaria. Czrchoslovakia, !Hnmark, Estonia, Grnnany, 
Greece, Hungary, Italy, Latvia, Lithuania, Poland, Portugal, koumaota, 
Turkey, Yugoslavia. . 

1 France, Belgium, :Seth61aods, Switznland. 
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world trade that the charges in her exports, which ·have been 
influenced by many factors other than her competitive power 
in world markets, such as the cessation of capital exports after 
1929, tend~ to distort the picture so far as the relative share of 
world trade of other groups of countries is concerned. Moreover, 
there is a serious diiTiculty of classification, as the United States 
belonged to the gold bloc in 1931, but not in 1935 or 1937· 

Table I. 

PnR<.:ItNTA<lll SHARK or CKRTAIN GRoUPS OF CouNTRIES IN GoLD VALUE 

ov WoRLD ExPoRTS, KXCLUDING THK UNITKD STATES. 

1919 1931 1935 1937 
Eurnp~nn exchnngc·control 

countri<•N . . 1J.48 27.19 21.68 22.5) 

Gold bloc • • • 14·53 15.86 13.41 u.o8 

Otlwr countrie• • . . . 6t.<)9 56.<)5 64.<)1 65.39 

100 100 100 100 

The European exchange-control countries increased their 
share in world exports considerably between 1929 and 1931, 
but after the imposition of control in 1931 it fell very sharply, 
nntl though tht're wns some subsequent recovery it remained 
bt•low the 1929levcl, and far below the 1931 level, in 1937. 

Table II, below, shows, in absolute figures, the imports and 
exporh of the European countries applying exchange-control 
along with thl'ir combined trade balances. 

Table 11. 

GuLo VALl'll Ol' FottKIGN TRADK oF SIXTEEN EuROPEAN Cot•NTRIES 

APPLYING EXCHANGK<ONTROL, 

(In millions of old gold dollars.) 
,.., 1911 19lS 19S7 

Exports • • . • 6,]47 4·497 2,217 J,OlJ 
Imports • . . . 7. 2<)<) ... 010 2,339 J.005 

Hnlnnce -951 +4~7 -IU +18 

The tldt'rioration in the trade balance which took place 
nftt'r I<)Jl wns followt>d by spt>cial measures to stimulate exports, 
including, in many countrie:;; the abandonmt'nt of the old parity 
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which it was the object of the control to protect. If th~~ 
countries had maintained the share in world exports which th~y 
enjoyed in 1929, their exports in 1937 would have been about 
130 million old gold dollars (i.e., 220 million dollars of pr~sent 
gold content) higher than they actually were. Had exports 
been maintained at their relative 1931 level, they would have 
been S(old)625 million (S(new)x,oso million) higher. 

6o. The figures given in the above tables understate the 
real decline in the exports of exchange-control countries, and 
this for two reasons : (a) the u~ of the artificially maintain~d 
official rates of exchange to convert their trade into " gold " 
values unquestionably exaggerates the importance of their 
trade when compared with the value of the trade of countries 
with free exchanges, the more so as a large part of their trade 
does in fact take place at rates of exchange lower than the 
official rates; (b) as will be shown below, the exchange-control 
countries tend to trade at relatively high prices, which fact 
also tends to exaggerate the importance of their trade when only 
values are considered.1 Detailed data on the quantum of 
exports given in Annex IV do, indeed (in spite of the 
qualifications to which such figures are subject), suggest that 
the countries applying control have been able, in most cases, 
to export less than competing countries with free exchanges. 
The relatively low level of German exports, particularly as 
compared with those of the United Kingdom and the United 
States, is especially striking when account is taken of the various 
methods of export-subsidy applied in Germany. 

61. Exchange-Control, by restricting exports, therefore 
tends to affect adversely the balance of trade and to stimulate 
the creation of one of the very conditions that it was impo;.ed 
to counteract. As exports contract, the current supply of 
foreign exchange is reduced likewise, and the country in question 
finds it increasingly difficult to pay for its imports and may be 

1 On the otbrr band, some exportrrs in countrirs whnoe control 
system rrquires tbrm to surrrndrr a fixed percentage of the1r export 
procerds at the official ratr and leaves thrm frre d~p<...al of thr balance 
may deliberatrly understate thr value of their exports in the oU•c•al 
returns. 
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forced Ktill further to re5trict purchases or, as has been indicated 
above, to supplement this control by export subsidies, or to 
allow the currency to depreciate. The difficulty applies equally 
to all classes of imports, inter alia to raw materials. An 
artificial shortage is thus created in the domestic market and 
if raw materials are necessary for the manufacture of 
export commodities, the competitive power of this country 
on foreign markets is still further weakened. 

62. When the exports of a country imposing exchange 
control are mainly agricultural produce, it is the farmer, in 
the first Instance, who suffers from the tendency of exchange-con
trol to reduce exports and to twist the price structure in a manner 
unfavourable to the exporter. In a country exporting industrial 
products, the pressure will make itself felt on wages and profits. 
The workmen will suffer a loss of wages, and with the reduced 
prospects of profits, enterprise in export industries will slacken. 

63. If an adjustment of the exchange rate is not permitted, 
the price-level of the exchange-control country tends to be 
rniscd to a point where it can with difficulty conduct trade, 
except with other countries in an analogous position ; and, 
naturally, while each one of these countries may find in the 
others a market at which it can sell at a remunerative price, 
they are no more inclined than are countries with free currencies 
to buy where goods are relatively dear. 

64. Four possibilities present themselves to such countries. 
One has ulrt•!Hly ht•t•n nwntioncd : · it is to force certain classes 
of prict•s-prkt•s of export goods-well below the general level, 
COIIIJWnsating the producer of these classes of goods as best 
may ht'. Anotht•r is to endt•avour by measures of internal 
th-tlution to counteract the influence of exchange-control in 
rt•stricting the flow of exports. This policy has been attempted 
in Ct•rtain countrit•s with some measure of success, but the 
soda! prt•ssure of dt•flation has proved so intolerable that it 
has not bt•t•n pt•rsish•d in. The third possibility is that trade 
will grutluully devdop bt•tween certain of these countries and 
ct>ntrnl't ebt•wht•n•. The fourth is that, in the face of these 
ditncultks, the kwl of the currency will by one means or another 
gradually be )o,wred. 
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65. The first policy indicated above-that of export sub,;illy 
-is being applied in several countries. ·The second is now only 
of historical importance. As regards the third, there is some 
evidence that the play of economic forcu has tended towards 
an increase of inter-exchange-control-country trade, but that 
this tendency has been checked, in certain cases, by special 
measures adopted by Governments, or simply by the control 
lowering its prices for the exchange of other con trolled currencies. 
Countries with exchange-control are, indeed, as a general rule, 
no less loth than are other countries to export to destinations in 
which they cannot make free use of the foreign monies obtained. 
As exporters, they are fully aware of the impediment to trade that 
exchange-control involves. On the one hand, therefore, the price 
situation has tended to develop the trade of exchange-control 
countries with each other relatively to their trade with free
currency systems, while, on the other hand, deliberate policy 
aimed at securing free devisen from exporb has, except in the 
case of Germany (and, to a less extent, Italy) tended to curtail it. 

66. Figures are given in Annex V showing the recent changes 
in the share of total exports of sixteen European countries 
applying exchange-control consigned to Germany, to other 
European countries applying exchange-control, and to the rest 
of the world. The most striking and significant feature of this 
Annex is the large increase in the relative importance of the 
German market for most of these countries. That country is 
geographically well situated to carry out an active trade policy 
in many of the countries applying exchange-control. Through 
the mechanism of clearing agreements described above, she ha!i 
been able to offer high prices in the domestic currencies of the 
countries concerned for the raw materials and agricultural 
produce she needs. Thes~ countries, having no easy access to 
other markets, were willing to let these purchases continue, 
even though they resulted in large uncleared balances which 
could finally be liquidated only through the import of German 
manufactures. As many of the exchange-control countries of 
Eastern and South-Eastern Europe have 11rished to dispose of 
free exchange for ·the import of raw materials necessary for 
their industrialisation, they have attempted •·here pos,Jble to 
divert exports to countries v."ith free exchange. Their possibilities 
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have, however, been restricted, inter alia by the fact that so 
much of their requirements of manufactured goods-which the 
free-exchange countries expect to give in exchange-have been 
supplied by Germany through the operation of the clearing 
system. 

67. By way of recapitulation, it is worth mentioning two 
facts connected with clearing agreements, particularly between 
countries both of whose currencies are controlled, which appear 
to he of special importance. 

68. The first is that a country which is compelled to expend 
the whole of any given sum of money (in this case the proceeds 
of its exports) in one single country ceases to have a free choice 
of markets and therefore often tends to buy on the average at 
hi~her prices than it would, had it a free choice. This restriction 
of choice is all the more important when, as has just been 
indicated, an increased share of the exports of a country with 
rxchan~e-control gol'S to another country or other countries 
similarly situated. The same tendency can also frequently 
be dise<•rncd in the exports of exchange-control countries
;,,,, tlll'y tend to sell to other exchange-control countries at 
higlll'r prices, in terms of their own currencies, than to countries 
with free exchanges, In Table III below, some figures are given 
showing the average export prices of certain articles from 
Hungary in 1936, according to whether the articles were 
consignrd to exchange-control countries or elsewhere. 

Table III. 

llliN!lARY: AVKKAGE EXPORT PRICES OF CERTAIN ARTICLES, 19J6. 

(In pengo per quintal.) 
£sports lo: 

lh.('ban..-. Other All 
COO.h'Ol OIJU.UtriN ........... COW> trios 

\\' ht•t\ t 16.01 11.15 14.09 
\\' lwn t tlou r . ll.jO ll.96 18.53 
l'hit'kt•n•. t•tc. IJl 87 118 
Frt•s h hu ttt•r IQS us 158 
E~~s 89 70 87·5 
M.,lt lJ.4Q 18.68 19.68 
Hy'-' • ll.6Q 8.51 u.6J 
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\\'here trade with other exchange-control countries incru"t·s, 
this means, not only that exports fail in large measure to give
rise to free devisen, but also that the possibility of buying imporh 
at world-market prices must to some extent be fore-gone an<l 
higher prices paid in order to work off clearing balances and 
equalise bilateral trade. Where exchange-control has bet•n 
applied as a deliberate policy and system of trade, the paymt·nt 
of relatively high prices for imports which do not require the 
expenditure of devisen has been chosen as representing the lesser 
evil. Cases have even been reported of an exchange-control 
country purchasing a raw material produced in a second 
exchange-control country at a relatively high price, transporting 
the commodity several hundred kilometres by rail and offering 
the commodity for sale in a third free-exchange country (one 
of the traditional customers of the producer) at a price !'O low, 
in the free currency, that the producer of the commodity 
could not compete without loss. In this case, the intermediary 
exchange-control country found it worth while to take a loss 
on the commodity and on the transport in order to acquire 
some foreign exchange. Obviously, such methods require a very 
high degree of centralisation and State control. These tendencic5 
render it little surprising that certain countric!l applying 
exchange-control have recently attempted to resist the embrace 
of similar countries-particularly in the case of countries which 
have made satisfactory arrangements with their foreign crediton 
-and to further their trade with countries maintaining free 
exchange systems. 

6g. The second aspect of clearing agreements to which it 
is worth directing special attention is that, whenever the rate 
of exchange employed diverges from the free market rate, it 
becomes extremely difficult-indeed, impossible except by 
deliberate restriction of trade-to maintain a balance between 
exports and imports. The reason for this fact i.s obviou~. 
For, if the currency of one country is given an artificially high 
\'alue in the clearing agreement, it will pay to import from the 
other country, but it will not pay to export to it. But 111·hen 
both currencies are controlled it is impossible, 111ithout relaxing 
the control, to ascertain their relative values. In consequence, 

., 



uncleared foreign-exchange balances tend to accumulate ; 
money is left idle ; and the balances are only liquidated by 
purchases of goods at high prices. 

70. Thus, trade between two exchange-control countries 
may be maintained on a basis which has little relation to world 
prices. For example, a great industrial country, practising 
exchange control, may be ready to purchase very large quantities 
of agricultural produce at very high prices, provided they can 
be obtained under a clearing system against payment in blocked 
currency. This blocked currency may then be drawn upon by 
the agricultural country for the purchase of industrial goods, 
but these goods in their turn are sold at equally high prices. 
Moreover, the industrial country may not be willing to sell any 
but fully manufactured goods. Thus the agricultural country, 
if it m•t•ds raw materials, is forced to seek them by 
sl'!ling purt of its produce to a free-exchange control.· But 
it is !1ampcred by the high level to which its internal prices 
h[tVe bt•cn forced by the clt•aring trade as compared with the 
compt•titive prices ruling in the non-clearing markets. And if 
it st•t•ks to acquire foreign exchange for the purchase of raw 
matt'rials and not for the purchase of the manufactures offered 
by tht•non-clt'aring country, that country will be little interested 
in t•ncournging the trade : indeed, its nationals may press their 
GoV\'rnment to institute a clt•aring so as to secure that the 
l)roct•t•ds nre ust•d either for the settlement of debts or for the 
purchase of thl'ir domestic manufactures. The clearing system 
tht•rl'fon• tt•nds to spread, and the trade of the world becomes 
more und more sharply divided between two different systems : 
(c1) one in whkh transactions, on both sides, are carried out at 
world prict•s: and (b) the otllt'r, when they are carried out 
undt•r clt•aring arrangements between countries restricting 
exdumge trnnsal'tions and at controlled prices. 

The lattt•r sysh•m, while nffording an outlet for the produce 
of ugriculturnl countrit•s, tends in the long run to hamper their 
economic dc\'t'lopnlt'nt by making it more and more difficult 
for tht•m to t•ntt>r into competitive markets or to acquire the 
raw matt•rials tlwy Ilt't'd, 

If world tradt> is to be n•vived, mt•ans require to he found to 
bridge tht' gnp by a renlignment of Jlrices between the controlled 
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clearing system and the free system, which in particular ca"'"' 
might involve an alignment of currencies and a revbion of 
budgetary policies. Failing this, countries practbing exchangt• 
control who wish to free themselves from the entanglt•ment of 
the clearing system could find some relid: (1) by redudng tht·ir 
sales to other exchange-control countrit•s which still wi,h to 
maintain clearings ; (2) by insisting that part at lt·ast of thl'ir 
sales to such countries should be paid for in free curn·ncit•s ; 
or {3) by granting special terms (e.g., in connection with tht• 
disposal of the proceeds of exports) to persons who engage in 
trade with free-currency countries. 

Some General EOrcls. 

71. The preceding paragraphs of this section ha\·e bt·t·n 
concerned with the effects of exchange-control on the fordgn 
trade and balance of payments of the countries applying it. 
It has been shown that exchange-control not only limits inh-r· 
national lending and world trade in general, but also twi,ts 
and raises the price structure of the country applying it in such 
a way as to reduce its export capacity on world markets; that 
countries applying control tend to trade more among themsdves 
and less with countries having free exchanges; and that the-.t• 
countries tend to trade at higher prices than those prevailing 
on world markets. No analysis of the effects of exchange-control, 
however, would be complete without a reference-albt·it brief 
-to some of the more general aspects of this particular 
mechanism. 

72. Perhaps the most important general aspect of exchange· 
control to which it is worth directing special attention is the 
fact that the successful operation of this system requires an 
extremely high degree of State interference with, and control 
of, all branches of economic life. It has been suggested abo\·e 
that an attempt to control capital movements can hardly be 
successful unless the control is extended to all foreign~xchangt• 
transactions. This means that the State not only prevenh 
exporters from disposing freely of the proceed!! of their ~les 
abroad, but also allots the a\·ailable supply of de\·i-.en according 
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to criteria which the State sets up and which the State alone 
can alter. In some countries, this increased State control has 
fitted in with general policy, but in others-notably those where 
exchange-control was adopted and retained as a measure of 
defence against the unfavourable state of the balance of 
paynwnt11-increased administrative control has not been 
welcomt•d as an end in itself and attempts have been made, 
whl're possible, to relax it. 

73· Tlwre are at least four different stages at which the 
State or the control authority is required to take decisions 
rcgardihg the allot mcnt of dt•visen which may affect profoundly 
the whole economic structure. In the first place, it must decide 
how much to ullut for different purposes-how much for 
commodity imports, how much for the service of foreign debt, 
how much for tourist traffic, etc. Having once decided how 
much to allot for imports, the State must next decide how to 
distribute this amount among different countries. Objections 
arc frcqm·ntly raised to exchange-control on the ground that it 
cunstitutt·s a form of commercial protection not subject to the 
comnll'rcial tn•atics in force, applied in contravention of the 
most-favoured-nation clause and such as to facilitate preferential 
trt•atmt•nt. These objections are no doubt well founded, but, 
on the otht•r hand, tlll're have been cases where the control 
hns bt•t•n applit•d in a liberal spirit and so as to constitute a 
minimum of intcrft•rence with the normal channels of trade. 
In l>t•nmt\rk, for example, the import of certain goods is 
quantitatively n•stricted, but once an import licence is obtained, 
forl'ign t'Xl'hangc is freely placed at the disposal of the importer 
without administrative complications. To some extent, those 
chnrgt•d with the administration of the control can avoid 
injustke by dt•termining their allotment of exchange on the 
basis of the distribution of imports in the past according to 
country of origin. Hut economic progress is of course not 
nchit•ved by confining trade to the channels dug in the past. 
Thirdly, the control authority must dt>eide how to distribute 
the dt•vist•n avuilnble for imports among different commodilies. 
In taking this decision, it is in a position to influence profoundly 
the whole t'COt\Omic structure. Certain branches of industry 
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must be favoured at the expense of others ; a stimulus can be 
given to development along certain lines, while for othen it 
becomes impossible to carry on. If industrialisation is pu~hed 
through exchange-control, its immediate effect is to !II'Cure a 
re-distribution of income away from those engaged in agriculture 
and in favour of those who are fortunate enough to be engagt•d 
in the favoured lines. Finally, the authority must allot exchange 
among competing firms: the opportunities for abuses in thi~ 

connection are too patent to require elaboration. 

74· The full significance of this allotment of foreign exchange 
by arbitrary administrative decision is perhaps best realised 
when it is compared with what happens under a system of 
free exchange. In the latter case, price-a completely impartial 
factor-serves as the mechanism of allotment. If the total 
demand for foreign exchange for all purposes is greater than 
the total supply, its price rises until the two are equated, so 
that there is no problem of discriminating among demands 
for different purposes. The less urgent needs are excluded by 
price, and there is no direct interference in the process of 
production and trade. Vested interests do not grow up which 
are dependent on the continuance of an artificial system of 
control and allocation and which accordingly resist any attempt 
to change that system. 

75· Closely allied to the tendency described above for 
exchange control to lead to the regimentation of the economic 
system is its tendency to lead to progressive ltatisatiV1t-an 
increase in the complexity of the administrative machinery, 
an increase in the number of State officials, a decrease in the 
sphere of activities which citizens are able to undertake without 
securing the permission of a State organ. One example will be 
sufficient to illustrate this tendency : the foreign-exchange 
department of a European central bank whose business was 
in 1930 conducted efficiently by thirty persons, to-day employs 
over 700. The system, if it is to be successful, requires an 
extremely large and efficient staff to administer the necessarily 
complicated regulations, to scrutinise and decide on each 
individual request for foreign exchange, to check the repatriation 
of export proceeds, to guard against attempts to circumvent 
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the exchange regulations, and so on. In this connection, too, 
it must be observed that the development has by no means 
been uniform in different countries : in some, ttatisation has 
been desired on general grounds, and exchange control has been 
used as one of its instruments ; in other States, based on more 
liberal concepts, the tendency towards etatisation had been 
more restricted. 

76. Finally, it is clear that exchange control involves the 
expenditure of time and money; the exporter is uncertain 
of obtaining payment ; the importer is uncertain of obtaining 
exchange allotments. Business-men are naturally reluctant 
to plan for the future when they are uncertain, for example, 
whether they will be able to obtain some essential raw material 
or machine at a given price, or whether, indeed, they will be 
able to obtain It at all. The discouragement of private business 
enterprise through the introduction of arbitrary and unpredic
table elements into economic life must accordingly be counted 
as one of the most important indirect effects of exchange 
control. 

IV. Measure• or Relaxation, 

77· The following notes, which summarise the measures 
that vnrious nntional authorities have adopted to relax control 
in recent years and the conditions of further relaxation, are 
mninly bnsed upon the replies received to the enquiries con
ducted by the Economic and Financial Committees. 

78. DtH,Iclrk. After having suspended convertibility and 
introdut•ed exchange control in the autumn of 1931 (including 
the obligation to deliver foreign exchange and the licensing 
of imports), Denmark gradually freed transactions with foreign 
countrit•s. At pn•scnt, about a third of the country's imports 
n•quire no lict•nce. \\'here restrictions subsist, they relate to 
the volume of trade and not to its value; if an import licence 
is granted, ft,rl'ign exchange is made available without restric
tion. Tht•re are no arrears of merchandise debts. The exporter 
is frt•c to sdl his foreign uchange at the bank of his choice. 
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Monetary restrictions have not interfered with the punctual 
discharge of all foreign obligations. The tran~fcr of the yid<l 
of foreign investments in Denmark has been subj~-ct to licenet·, 
but there are now practically no frozen assets on this account. 
Some restrictions have in the past had to be imposed upon the 
repatriation of foreign capital, but the position has since bt·en 
reversed, and Denmark now restricts the influx of short-term 
money. 

It is considered impossible to dispense altogether with control 
so long as other countries preserve their systrms of high tariff$ 
and quotas. Denmark would be able to aboli~h the remaining 
restrictions on capital movements if the money and capital 
markets in Europe were further stabilised. 

79· Bulgaria. Exchange control has been applied since 
the war with a brief interruption in 1929, when far-going 
measures of relaxation were attempted, only to be abandont>d 
shortly afterwards. 

A very rigid regime introduced late in 1931 limited imporh 
to 50% of the quantities, in each category, imported in 1931 
and required the surrender to the National Bank at the official 
rate of all export exchange. At the end of 1934. the severity 
of this regime was tempered by the authorisation of private 
compensations, the exchange derived from export of certain 
articles (chiefly luxury articles) being sold to importers at a 
premium subject to the approval of the National Bank and 
imports paid for in this manner being freed from quota. This 
system was complicated: there were several lists of commodities 
according to which the premia varied, but it was an alleviation 
of what had gone before, and its application was attended by a 
30% increase in foreign trade (1935 over 1934). After the 
currency devaluations of the autumn of 1936, further simplifi
cations were introduced. Since November Jst, 1936, nporter!l, 
after delivery to the National Bank of a certain percentage of 
the free exchange acquired by them, are free to sell the remainder 
for compensation purposes to impof1ers at a premium not 
exceeding 35% and approved by the National Bank. It has 
thus been possible to drop import quotas. 

Control in this form is not considered seriously to inconve
nience Bulgaria's economy. The system as at present practi.->ed 
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is held to be appropriate to Bulgaria's needs as a small agri
cultural country. 

8o. Czechoslovakia has greatly relaxed control. There has 
been no interruption of her foreign debt service ; tliere is no 
black market, no discount abroad on Prague bills. Control is 
virtually limited to capital movements and to the licensing 
of certain categories of imports. This system, without going 
qui~e as far as Denmark's towards liberty, is working in that 
direction. Czechoslovakia's difficulty in proceeding further is 
illustrated by the facts that merchandise debts owing to her 
from exchange-control countries are not decreasing, and that 
she has to buy essential raw materials from free-exchange 
countries which do not take her exports in corresponding values. 
Her problem is : how to replace a surplus on clearing accounts 
by a free-exchange surplus 1 

81. Estonia has, where possible, abandoned clearings and 
negotiated payment agreements. She is now able to meet most 
foreign currency demands. She would proceed further on these 
lines if she had not to reckon, in many quarters, with either 
frozen merchandise debts or a system of quotas which can only 
be met by the adoption of similar methods. Finally, relaxation 
might deprive her of means for checking a flight of capital 
were one to ensue. 

S:z. H11ngary has substituted for most of her clearings 
payment arrangements of a more elastic character. She has 
unified the premia and surcharges applied in normal trans
actions. It is not considered possible to go over to a free system 
unless four conditions can be fulfilled : 

(I) A permanent favourable trade balance; 
(:z) Abolition of exchange restrictions in the countries 

with which the bulk of Hungary's trade is transacted ; 
(3) Reinforcement of the gold and foreign-exchange 

stocks of the National Bank, in order to be able to face 
disturbances that might occur in the period of transition ; 

(-4) A permanent and total settlement of foreign indebted
ness, which in its turn depends upon the attainment of a 
lasting favourable trade balance. 
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8J. Poind's adoption of control (only in April II)Jb) i~ 
held to have been forced upon her by hindrancn to movt'mcnt~ 
of labour and goods set up by other countric5. Abandonnwnt 
of control in the Polish view cannot be encompassed unll·ss 
Poland is enabled, by a more liberal policy in otlu.·r countrie!l, 
especially where labour movements are concernt'd, to rc"<tort' 
equilibrium in her balance of payments. lloweVl'r, there hat 
been some relaxation of the system introduced in April 19Jb. 
A dt-cree issued in November 1937 permitted the tran~fl·r 
abroad of the service of new loans, without obtaining thl' con· 
sent of the control, provided that the interest dot·s not un·rd 
the Bank of Poland's discount rate, that the procc·ed~ of the 
loans are transferred through a Polbh bank, and that borrowl'r~ 
declare to the exchange authoritie5 the conditions of t'arh 
loan. The liberal application of exchange control in forl'ign 
trade is illustrated by the fact that, since its t'~tabli~hmrnt, 
imports into Poland have risen consillt·rably. In !lpite of this 
rise in imports, there has been no accumulation of commt·rcial 
debts, as in practice import licences, as a gent'ral rule, t'ntail 
the grant of foreign exchange to meet invoict'!l ~~ohrn dut'. 
Producers' associations are, so far as possible, u~d to rl•~termint' 
the sources of raw materials. 

Control was imposed after several yean of deflation and 
in a period when world prices were rbing, and don not app•·ar 
to have exercised an unfavourable influence on the relation 
between domestic and world prices. 

84. RoumaNill had to contend ~~o·ith an accumulation fJf 
merchandise debts, following the introduction fJf control. !'>he 
settled the bulk of those debts and of coupon arr~:an, and a 
considerable part of private debts. The application of diffcrt'nt 
ratu for the conversion of exchanges in exchange and clraring 
agreements, and the institution of payments in free uchangl', 
in variable proportions, provided for in certain agrt't'menh, 
have increased the elasticity of the working of the cnntrol. 

lloreover, the contingent system has been relaxrd or alto
gether suppressed for an important part of Roumanian imporh. 
But importers frequently tend to draw their import' prKi!W:ly 
from those free-exchange countries to which Roumanian exportt 
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have been most reduced. Thus, the old difficulties tend to 
reappear, and the quotas that ha~ been dispensed with may 
have to be reintroduced. 

Further attempts to move towards freedom are considered 
premature as long as Roumania's active trade balance fails 
to cover her passive balance of accounts. Progress depends 
on the willingness ·of the great creditor nations to admit a 
sufficient excess of imports in their trade with Roumania. 
Further, an atmosphere of international appeasement and 
confidence is regarded as an indispensable condition. 

85. Yugosla!Jia, as a result of the increased imports and 
better agricultural prices, has notably relaxed exchange-control, 
decreasing the proportion of export exchange which must be 
surrendered to the National Bank until at present the exporter 
is permitted to sell freely, to importers, 75% of the proceeds of 
his sales of goods a broad. · 

With free-exchange countries, Yugoslavia's transactions 
are now free. But she considers it impossible to revert to com
plete freedom, so long as countries taking most (at present 
70%) of her exports continue to apply exchange control. 
Complete abolition could only be brought about as the result 
of a new international monetary system, with guarantees 
against arbitrary procedure. 

Further ste-ps towards liberty might be facilitated by : 
(I) international action to raise agricultural prices in relation 
to industrial prices; (2) freedom of international capital to 
find employment in Yugoslavia ; (3) foreign debt settlement 
on a basis adapted to present capacity of payment. 

86. It may be recalled that Austria, before her incorporation 
with Germany, had done much to relax exchange regulations, 
which in their recent form were held to constitute no obstacle 
to trade with free-exchange countries. Where exchange-control 
countries were concerned, Austria found it necessary to regulate 
her trade with them by means of clearings or compensation 
agreements. In 1937, a year of trade expansion in Austria, 
her transactions with free-exchange countries increased by 
so%. with control countries by only I6%. 
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Given the number of European countries practising txch;mgt'• 
control, it was suggested in the Austrian rt'ply that the adoption 
of a free system would be facilitated if se\·t'ral countries were 
to undertake it simultaneously, and if the risks of the transition 
period could be guarded against by means of an intt"rnational 
equalisation fund. 

S]. Finally, it may be of interest to note the case of Portuglll, 
where control was introduced in 1914, and complete liberty 
was restored in October 1937, save for the obligation to transact 
exchange dealings through an official agency. Cltaring!l exist 
between Portugal and certain exchange-control countril''i. 

A series of relaxation measures, taktn over sevtral ytars, 
led up to the abrogation of control. The delivery to the control 
of export exchange was gradually done away with, the percentage 
freely retainable by the exporter being increased in Novt"mbrr 
1932 to 7.S%. and in December 1933 to 9.S%· The maximum 
amount of currency that might be purchased in a single tran!t• 
action without special authorisation was fixed at !.S in ll)lof, 
and was subsequently increased, reaching [100 in Novembrr 
19JZ. At present, there are no restrictions on capital movement !I, 
of whatever amount, nor are exporters obliged to !lurrendcr 
any part of the proceeds of their sales abroad. 

Som1 GtnertJl C011siderlllionJ reg11rtlirst Rd11:r.aliors. 

85. It will be observed from the foregoing summary of 
replies that, in most countries, the authorities have been able 
to effect some measures of relaxation of exchange-control, and 
that in all the countries covered by the replies the value of 
the currency has been adapted (to a greater or les!l drgree) 
to price conditions on world markets. 

89. A~ important factor which enabled this mea.~ure of 
relaxation to come about was the rise in commodity price'\ and 
in the value of world trade which took J>lace after 193.S· 
With the reversal of these tendencit'!l which took J>lace 
in connection 'IIIith the recent indul>trial reces!ion, the 
movement towards relaxation of exchange-control apptars 
to have stopped and in many cases to have been revn'tt'd. Many 



countries, particularly those exporting raw materials or primary 
foodstuffs, have found that, with the sharp decline in world 
prices for their products which has taken place since the first 
quarter of 1937, it is difficult for them to maintain a balance 
of payments adequate to pay for essential imports and at 
the same time to provide for the service of tl}eir foreign debts; 
in the case of the Argentine, the position has been further 
complicated by partial crop failures. 

90. A general factor to which many of the replies drew 
attention is the difficulty encountered by smaller countries 
in relaxing exchange-control by unilateral measures so long as 
control is maintained by countries which take a large share 
of their exports. In such circumstances, the exports of the 
smatier countries applying exchange control do not provide 
free devisen, and these countries are compelled to take measures 
to stimulate imports from the exchange-control countries 
which provide their principal markets, both in order to prevent 
the accumulation of arrears and also because insufficient 
exchange from other sources is available to meet their require
ments. They are consequently compelled to ration the 
exchange obtained from countries with free currencies, in order 
to obtain essential imports which cannot be furnished by the 
exchange-control countries. At the same time, the stimulation 
of imports from other exchange-control countries through 
clearings limits the possibility of acquiring free exchange for 
the purchase of raw materials through increasing exports to 
free-currency countries, as the latter wish to supply manufac
tured goods which have already been imported in large quan
tities to liquidate clearing balances . 

• 
91. The measures of relaxation and adaptation of exchange 

control which have been effected in the countries mentioned 
above may be conveniently classified as follows : 

(a) Permission to exporters to sell an increasing propor
tion of their foreign exchange freely on the domestic market ; 

(b) Permission to exporters to sell an increasing proportion 
of their foreign exchange on the market at (or above) some 
predetermined price which is below the " official rate " ; 
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(c) Employment in clearing agr~menh of a rate of 
. exchange approximating to what is believed to be the frl'e 
market rate ; 

(d) Granting of premia on exports and imposition of 
surcharges on imports assumed to be equivalent to the dillt·r· 
ence between official rates and what free market rates would· 
be; 

(e) Substitution of import licences for exchange control 
as regards imports and freeing of an increasing proportiun 
of total imports from licence obligation ; 

U) Devaluation while maintaining control. 

92. The first of these measures, which was 50 successfully 
applied in Portugal and Austria, and has been adopted to 
a greater or less extent elsewhere, has the great ml'rit that it 
permits the real rate of exchange to be gaugl'd. That rate can 
only be accurately gauged when all transactions have bt·en 
thrown on the private compensation market, and to do that i~ 
equivalent to the abolition of exchange control for commodity 
trade. Even when exporten are compelled to surrl'nder 10me 
part of their exchange to the central bank-for in~tance, to 
meet the demands of the Government for foreign exchange-~o 
long as that portion is not very large, the market rate 50 deter· 
mined is not likely to differ widely from the true market rate. 

93· The compulsion to surrender a part of foreign exchange 
proceeds to the National Bank at an official rate different from 
the free rate for the purposes of the Governments i~ equivalent 
to the imposition of a tax on foreign trade, the inci•lt·nce of 
which on exporter and domestic consumer will depend on local 
conditions. It is a tax maintained for rea'IOns of recent t.i.tory 
rather than on account of any intrinsic merit. It tend~ by ih 
nature to enfeeble its own 10urce, which is the foreign tra<le 
of the country. 

C).t. If the market rate is fixed and the tran..action'l take 
place at that rate and not above it, then the change in the 
control resulting from the permission to do bu!>ine~t at that 
rate is ~uivalent to a maintenance of full control plu~ a partial 



devaluation. The absence of a real free-market price continues 
to involve the consequences set out above : the adjustment 
of domestic prices to the world level is still prevented, though 
the degree of maladjustment may be less. 

9S· Premia on exports plus a surcharge on imports are 
likewise equivalent to a partial devaluation plus the maintenance 
of exchange control. If the premia and surcharges are equivalent 
and equal as regards all countries of origin and destination, 
they differ from devaluation only in form. If they are not 
equivalent, and the surcharges exceed the premia, then those 
surcharges have the same influence as an import tariff ; if the 
premia exceed the surcharges, they are equivalent to an export 
subsidy. If the surcharges and premia are not identical for all 
countries with a free-currency system, then trade is artificially 
directed from its natural channels. in certain predetermined 
directions. The surcharges and premia, in fact, become 
preferential duties and preferential export subsidies. But this 
is by no means necessarily the case if the surcharges and premia 
vary only as regards other countries with exchange-control. 
Such variations may be nothing more than an attempt to correct 
this over-valuation of such currenc~es. How far such surcharges 
and premia (simple or multiple) reflect real market values it is 
impossible to determine in the absence of a free matket. Were 
there a free market, the surcharges and premia would of course 
no longer be required. 

96. Every approximation of the rate of exchange in clearing 
agret'ments to the market rate is a step in the right direction 
and will diminish many of the more serious defects of clearing 
Hgreements. But, in the absence of a free market covering a large 
proportion of trade transactions, the appropriate rate can only 
be gurssed. ---97· The replacement of exchange-control by a licensing 
system as regards imports presents the real advantage that, 
for those commodities not subject to licences, the normal 
price economy can play. But it is only to the extent to which 
(11) goods are exempt from the licence check and (b) the exporter 
can dispose fredy of his foreign-exchange proceeds at rates 
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corresponding to market conditions that the ~ubstitutiun rrllun" 
the general economic disad\·antages of uchange rontrul 
described above. For, if the effect of the sub!>titution of 
quantitative trade restrictions for exchange-control is to kerp 
the domestic price-level relatively high, thrn exports will be 
discouraged. In such circumstance~. it is the freedom given to 
the exporter to sell his exchange and not the rrplacement of 
exchange control as regards imports by import licencu that 
constitutes the substantial measure of relaxation. 

98. It is inevitable that exchange control, like othrr trade 
restrictions, should tend to rai~ domestic pricn and should 
in consequence render the exports of countrin practising thi~ 
system abnormally dear. It does not follow, bowenr, that 
domestic prices will rule higher than they would have ruled had 
currency alignment been permitted. t~nder both sy!ltt'm!l, 
imports are checked; under exchange control, exports are 
checked also. It may also check production. In con~quence, 
the total national income in a country resorting to exchange
control is likely to be· lower than it would have been had it 
allowed its currency to fall to an equilibrium level. 

99· When a decision to adjust currencie!l is taken, it i'l, 
however, important that the degree of devaluation Ahould 
be adequate. Any sudden change in values such as that rr~ulting 
from devaluation inevitably involvn a shock to the whole 
economic system, and it is better to effect the nt~ce~~ary 

adjustment by a single measure than by a seriu of Atrp!l urh 
one of which may give rise to the expt.-ctation of the nut and 
by that very fact weaken confidence and ch«k bu•inr~'l 
enterprise. On the otheT hand, it is at Jeao;t equally important 
that the degree of depreciation should not be excr'l,ive, or it 
will set in train new repercussions affecting othrr countrir<~. 
What is required in countries where the internal price-knl i'l, 
at the prevailing rates of exchange, out of line with world pricr'l, 
is such minimum readjustments as are necessary to e .. taLii•h 
equilibrium and to further the consideraLie progrt!IS already 
made in the alignmtnt of currencies. 
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ANNEX I. 

EXPORT PRICES, IN GOLD. • 
1930 = roo. 

Da•IIA&Il E•TO•IA I ....... D N- Z&.u.\n 

Ill port ............. I aport 
_..,., 

I aport 
_..,. 

I aport I'==" cunoney .,.,_,, ........,. 
prt<oiD ............ prt<o Ia dopndoo price Ia depleda- price ... ............ PI - lOki - lOki - aold -
73-1 6., 84-9 o.a 83.6 6.8 68.3 14·7 
48.0 29-7 63·4 0 56.6 28.o 47·.5 34·2 
45-4 44·2 54·0 17.6 of3.8 31-9 39·9 4.5·3 
44·8 49·9 49·5 37·9 37·7 38.2 44·4 50·7 
47-' '1..5 51.0 39·9 36-9 40.:1 42-3 .52·3 
50·4 '1.0 52.1 39-2 40·3 39·.5 49·0 5 I ·.5 
- .51.4 - 39-6 44·9 40.0 ,,5.8 ,51.8 

UIUOUAY Sotrnl APIICA Avo......._. 

··t'".:- ....... tan Export price 
_..,. 

Export prillO 
....._ .... 

<umoncy cu ....... , ......... , 
clepcoclatloll ID PI• depnciallooa iDIOJd ._ia .... 

61.1 46., 77·9 1.4 61.3 27.8 
5·1-1 .54·' 6o., 2.1 44·3 4l·5 
54-9 ,4.6 ,58.6 32-4 39-1 4.5·8 
69·3 .53·9 6o.:z 38.9 4s., 50-9 
]0-5 .53-9 49·7 40.8 3.5·9 sz.6 
].1.8 .54·3 61.3 40.2 46.0 ,51.8 
- ,4.8 68.7 40.6 .54·9 ,z.a 

Yu-...VJA A.K&IITIX& c.uo.u... Hv•o.uY 

Export """-1 ... !;aport 
_..,. 

Export 
........ ._ 

Export --P"'W Ia 
....._, 

prt<o .. 
........., 

prt<o iD 
....,_, 

"""" .. _., 
*'""'"' ............ ............ ......... 1"14 - 1"14 ...... aold - aold -

• ~;.8 0 6o.l 30.8 74·7 3·7 8j.] 0 
6o.; 6.8 ,50.6 39·4 61.9 11.9 ;o . ., 0 
-19·4 U.3 46·7 40·7 .5.5· :z :z6.8 55·8 0 
5].6 23.1 44·3 sz.8 51.8 39.8 59-1 J.l 

5-1·9 13.0 43·8 .54·3 53·5 40-9 65.2 0 

57·' :zz.8 52·4 .53·8 .57·0 40·9 59·7 0 

- H.7 - 54·' - 40·9 6-1·7 0 

• Export prices of ~xchange-control countries are gh·en in italics. 
~Excluding goM. _ 
• Official rate. 
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ANNEX 11. 

GENERAL LE\'EL OF WHOLES.-\LE I'RfCES I:S TER~IS 
OF COLD. 

19J9 ... 100. 

&scbnp -.lntll ...an. 
Prw<.....,. -~~-._., ...... , .. _. 

19)J l9lJ 19)1 
.. .... , ....... ..... ..,.., 

Hungary .•••.••• 81.8 70.3 17·1 l\ethrrland• ••..• . foo.ll 

Germany •.•••••• 7l·1 73·4 77·1 Norway •.•••.•.. ,., 0) 4411 
Austria ••••••••• 6<).6 6_5.6 67.8 United Kml(dum .57 4 44J 
Bulgaria •••••••. 64·9 .54·9 6J.7. Switzt'rland •.•.. bcj.IJ 61.1 
Czechoslovakia •• 7.5·4 6j.6 .5_5.6 Swt"drn ........ .57 7 446 
Yugoslavia ..... 67·4 4!1.o 61.0 Brll(ium • •• 0 0 ••• b4·4 ,, 6 

Turkey ••••••••• _58.1 _5J.8 _59.8 !-'inland 0 •• 0 • 0 •• ,.,. 7 .,, 
Poland 0 0 ••••••• 70., .54·1 _59.1 United Stairs .... bcj.) 4''·' 
Italy ••.•••.•••• 76.0 6J.4 ,s.o f"rance •..•.•••• 70.!l H4 
Latvia ••• 0 • 0 ••• 73·7 70·.5 .57·.5 
Roumania • 0 •••• . .57·6 ,6.s• 

• January 1938. 
• December 1937. 

AN!'II:X Ill. 

-· .... 
,., ., 
H4 ,, 
_540 

.534 
-'43 ,, , 
411·4 
47 6 

PERCE:STACE DEPRECIATIO:S OF CURRE:SCIES, AT OHiff..\L 
RATES. 

Eri·=r ccalftll a.ttn.. r- ·-·-~ ...... I - I ...... 
.. _ .. 

I ....... I 
_, 

.. ,. 1915 ..... .... .•. , .. .. 
Hungary .•.•• 0 - 0 S .. therland 1 .... 0 0 ~-Ill 4 
Germany ...... 0 0 0 Sorway ...•••.. -lfJ 11 -470 -4411 
Austria •.•••. 0 -H.O . United King•lom -Jj J -··9 -j'l' 

Bulgaria ••••• 0 0 0 Switzerland .••. 0 0 _,,,' 
Czechoslovakia 0 -16.J -JO.J Sweden •....••. _,, ,, -45 ,, -4}4 
Yugoslavia + 0.8 -ZJ.J -11.9 fklgoum ........ 0 - } I -11!} 

Turkey •.•••. - •·7 - 1.9 '- 3.0 Finland ......•. -3'•4 _,, .,-., 4 

Poland 
•• - •• 0 0 0 0 l"noted St;at~ .•. 0 -40 8, -4'> 9 

Italy ••..•... - .. , - 6.3 -41.0 France .... 0 •• 0 • 0 0 _,, 'J 

Latvia ...•••• 0 - •·7 -39·.5 I Roumania ... 0 0 -l7.6 
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A!tl'l£:1 IV. 

Ol1ASTt:M OF EXPORTS. • -
II)JD .,. 100, 

...,_, ·- U.U .... IIi.,.._ u.u~a~s ...... ,., .... I} I 8_s 73 8J .. ,_,~. 6j 66 76 64 
1•1.1.1. .w "7 79 63 
1•114· .H 67 8-t 69 
1•1.11. J7 6o I) I 71 
I 'II"· 6J 57 93 76 
IOJI7· ]J 101 97 

'-" lo- ........ NowZeolo ... 
It) .• I • '"·~ II .~6.8 81).8 IOI.J 
1<1\L ,,.,, 6q.6 73·3 113.8 
I'Jij. IJP 66] 6,5.3 130·9 
''-'14· H.~ 0 .~IJ.J 6,5.9 IU.4 .. , , . HI 9 97·0 7J·7 U1.3 

''''"· H46 100.8 75-4 130.6 
1•117. 119.8 67.8 1]3 ... 

v.-, s.. .. Alri<o "-I 'IJ I o'iJ.J 84·3 lj0.3 
l•lJ' .~7-11 0)4.0 I 3o).J 
1•1.1 I tl5.0 llj._s 140.J 
I 11.14 .H6 7J.O ll6.1) 
I 'I \ \ 711 10.1.8 14l-7 .,. \b ,., 9 llll.!l 1.14-4 I 0117 

10!1.4 IJ.l._s 

"- y- " ..... - c-t. 101.11. 746 So.7 1J7 9 9J.ll lOll. 
.~0 b]Q l:j.o 9J.6 lo).lj, ';fiJ ]S.6 llj . ., IOI.J 101.14· 74 J S1.9 1:!.:.] 101).4 111.1\. 
7.~ -~ .wi() l.JO.IJ 117.J I 01 .II> • Qj.f lo).J ll] . ., IJ7·7 111.17· I)QQ 

. • l'h• 'lll411lllnl of nl"'•h n( ·~··ban!C~ontrol cuuntri~ ;,. gi,·•n in ,, .. ,, ..... 
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A l'I!'U.X y • 

PERCESTAGE SHARE OF EUROPEAN EXCH.\SGE-fO:-iTI<Ol. 
COUNTRIES' EXI'ORTS TO EACH OTJIEf{ . 

...._._ ......... _ 
•~.:-~------

__ ....... __ .. _ 
-tral-tn..U.. ......... W....y ............. _.,.. ..... ~,. 
, ... lf.U If.» , ... lfH ''·n .... '"'" 

,., 
Austria .......... 51.6 49·8 49·5 16., 15·9 14 8 )1.9 34·3 U7 
Bulgaria .......... 49·9 25·5 '3·4 39·9 .,.a 4.).1 10.2 )1.7 )].5 
Czechoslovakia •. 43·5 30.2 38.3 19·3 31.5 13·7 JII.J 411.) ,s.o 
Denmark ........ "·' 2.9 3-3 19·9 15·3 18.6 77·6 81.8 711.1 
Estonia .......... 1).6 11.1 6.6 26.6 U.5 J0.5 59.8 66 .• 61.9 
Germany •.•.•.. :16.1 24.1 38 .• - - - 739 75·9 71.6 
Greece . ••••..•.. 35·4 20.3 u.6 23.J u., JI.O 51·4 57·• 47-4 
Hungary. , • , ••• , 6g.o .8 .• 44·8 11.7 U.J 14.1 19.J 39·4 .)1.1 
Italy •• , , , , ••••• u.8 15·3 14·4 11.9 15·9 14·4 753 611.8 71.1 
Latvia .......... 7·8 9·5 3·5 36 .• 39.~ l5·l 6,.8 61.0 61.2 
Lithuania ••••••• 10.8 11.8 7·9 59·4 31.6 16.6 19.1 66.6 755 
Poland ......... 35·8 u.8 19.2' 31.2 16.6 I •. ,. .JJ.O 6o.6 66.J" 
Portugal ........ •. 8 ,.I 6.7 11.0 11.7 10.8 84.1 lj.3 ••·5 
Roumania •••••• 45·4 J5.8 35·6· 37.6 16.6 17.8. 37.0 476 .6.t/' 
Yugoslavia ..... 75·5 59·l 41·7 ··5 15·4 21.7 16.0 '5·3 .)6.6 
Turkey ••••••••• 34·5 19.0 u.4• 1).) 37-4 51·~ ''·' 4).6 36.t/' 

• 1935 figures. 

• 19J6 6gara. 


