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PART I 

Summary and Conclusions 
ECA aid to Belgium-Luxemburg:' seeks first to enable that eco­

nomic union to contribute more fully to the recovery of other European 
countries by maximizing sales to them of scarce goods such as steel, 
coal and coke. By extending conditional aid to such countries, that is, 
by selling them goods for their own soft currencies, Belgium is able to 
secure an equal sum in dollars with which to pay for its own imports 
from dollar areas. The second purpose of aid is to maintain economic 
stability while Belgium takes steps to shift internal expenditures away 
from consumption and towards savings. 

Belgium-Luxemburg has made progress both materially in produc­
tion and consumption and organizationally in attaining monetary 
stability. It has been able to eliminate most direct government con­
trols of the economy. Fortunately, Belgium-Luxemburg is not bur­
dened with major problems of physical reconstruction or of overcom­
ing wartime losses of foreign assets to the same extent as some other 
participants. This is not to imply that the postwar problems and 
difficulties of the two countries are now solved or are no longer of im­

onportance. Such could not be the case for an area so dependent 
trade with the rest of Europe. 

Out.of the total aid of 247.9 million dollars recommended by ECA 
for 1948-49 only 16 percent or 40.4 million dollars takes the form of 
loans to assist Belgium-Luxemburg With its internal problems. The 
remainder or 207.5 million dollars is in the form of conditional aid and 
is to be matched by Belgium net exports to other participating coun­
tries. Thus, the total amount of goods available to Belgium-Luxem­
burg will not be changed by conditional grants; for every import from 
the Western Hemisphere paid for by the United States there must be 
a corresponding export of Belgian goods to other participating coun­
tries. Belgium, in effect, earns its dollar assistance by such exports. 

Belgium-Luxemburg receives real assistance through such condi­

tional grants. Participating countries no longer possess substantial 
gold or dollars of their own which Belgium can earn by the sale of its 

IBelgium and Luxemburg form an economic union. While two sovereign countries, In 

economic relations with the outside world they nay be considered as one. For Ue sake 
of convenience, the area as a whole will frequently be referred to as "Belgium." 

I. 



exports and, consequently, Belgium would not have dollars with which 
to finance its purchases from the Western Hemisphere. Conditional 
aid enables Belgium-Luxemburg to exchange its traditional export 
surpluses, such as steel, for its traditional import requirements, such 
as Western Hemisphere foodstuffs and raw materials. 

Belgian recovery has recently reached a turning point, where infla­
tion has been halted. It is at an economic crossroad where inflation, 
deflation, and stability are all possibilities. The safest assumption is 
perhaps that Belgium is headed for some continued unemployment 
and deflation in 1949-50. Belgian authorities could offset this by a 
return to inflationary policies, and, there is some internal political 
pressure in favor of this course. But such measures would prevent 
necessary readjustments from being carried out. TheBelgians there­
fore -hope that they can. obtain adequate fbreign assistance to permit 
them to solve their unemployment problem without recourse to infla­
tion. A.desire for internal economic stability is behind the request for 
ECA assistance. 

Belgium also has the.problem of increasing capital investment to 
permit a long-delayed expansion of public works and a rehabilitation 
of industrial, plants-whi6h have not, had a sufficient share of the 

"national income. Belgium wants-to finance this investment without.a 
corresponding inflationary increase in money supply. 

The Belgian authorities could possibly enforce an abrupt switch 
from consumer-goods imports to capital goods imports and divert 
internal expenditures from consumption to savings. But Belgium 
rightfully prides itself on' its free-enterprise system which it so suc­
cessfully maintained through the immediate postwar readjustment 
period- Furthermore, in the face of growing unemployment, due to 
the slight deflation resulting from its drive for monetary ftability, 
Belgium fears a business slump if an abrupt shift from consumption 
to savings should occur. 

A serious depression in Belgium would be a blow.to the ERP. It 
would mean lost production'that is needed in western Europe. It 
might discourage other participating countries from attempting to 
stabilize their domestic economies. Fo Belgium itself it would mean 
'serious economic losses. 

In this dilemma the ECA has provided dollars to give Belgium time 
to make the necessary adjustments and yet maintain.relative stability. 
It allows Belgium to exchange the "soft" European currencies it earns 
from exports into dollars to pay f6r imports, through the medium of 
conditional grants. This makes it possible for Belgium to furnish 
much-needed goods to other participating countries. The "drawing 
rights" which are the counterpart of "conditional grants" make it pos­
sible for countries vhich are unable to caim sufficient Belgian francs 
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to continue buying from Belgium, aMd thus help to avert even more 
serious unemployment in Belgium. 

The 194849 OEEC recommendations of 207.5 million dollars in con­
ditional aid and 42.5 million dollars in loans are considered adequate. 
The loan allotment has been reduced slightly to 40.4 million dollar . 
The ECA has'worked out a revised balance of payments for Belgium-
Luxemburg, on the basis of more recent data. The most striking dif­
ference is in the uncovered dollar deficit: i57.8 million dollars in the 
early QEEC forecast, and only 29.4 million dollars in the most recent 
ECA estimate. This results from an increase in exports to dollar 
areas over forecast levels, a lower level of imports from dollar areas, 
and an increase over the predicted amount in receipts of gold and: dol­
lars from other participating countries. Further improvdment dur­
ing the next 6months is possible, so that 1948-49 may close with a some­
what smaller net decrease in monetary reserves than is currently 
anticipated. 

The greater gold and dollar receipts from other participants in­
dicate that the originally estimated net surplus in intra-European 
trade of 207.5 million dollars was low. This is not in itself necessarily, 
undesirable, but does show that the figure is by no means too Jarge in 
comparison to European requirements for Belgian products. 

The loan allotnent of 40.4 million dollars must be examined in the 
light of conditions as they exist in 1948-49, rather than as they may 
develop during 1949.-50. As noted above, 1948-49 may well be the be­
ginning of a transition by Belgium from postwar difficulties to internal 
stability, but as long as Belgium continues to suffer to some extent from. 
the same internal difficulties as other participants, net ECA aid is 
justified in some amount. While it is difficult to fix an exact figure for 
such needs, or to determine the exact point at which they cease to exist, 
it is clear that Belgium did require direct aid during 1948 and that an 
abrupt termination of this requirement is not to be expected. Further­
more, the internal transition appears to have begun only with the 
middle of the current fiscal year, and should not become fully effective 
for several more months. 
,The ECA~balance-of-payments forecast indicates a dollar deficit of 
the order of 69.8 million dollars (without taking into account the loan 
allotment of 40.4 million dollars, which reduces the net deficit to 29.4 
million dollars). Since Belgium tas a relatively free, economy, this 
deficit may be taken to be a more or less true reflection of the actual 
postwar disequilibrium still persisting in the internal economy. The 
figure 40.4 million dollars,, represents only about 60. percent of this 
estimated gross deficit, and therefore does not appear excessive. The 
Belgian franc counterpart will be used for certain "investmentprojects, 
mostly repair of actual war damage, which cannot be financed with 
presently available internal savings. The need to use the franc coun­

82465-49---2 3 



- terpart for this purpose may also be taken to indicate a real need arising 
out of postwar circumstances, and therefore justifying a loan. 

Of the total Belgian allotment for 1948-49 of 247.9 million dollars, 
o total of 196 million dollars has so far been allotted, 40.0 million dol­
lars as a loan and 155.6 million dollars as conditional aid. This leaves 
an allotment of 51.9 million dollars still to be made, all in the form of 
conditional aid. In the second calendar quarter of 1948, Belgium-
Luxemburg received an allotment of 20 million dollars, of which 3 
million dollars was a direct grant and 17 million dollars was a loam 

It has been estimated that during 1948-49, Belgium-Luxemburg is 
to extend 218.5 million dollars of drawing rights and to receive 11 
million dollars, making a net extension of drawing rights of 207.5 
million dollars. Net ECA aid for 1948-49, therefore, amounts to 
40.4 million dollars. 

The totals of the first two annual programs are summarized in the 
following table: 

1948-49 1949-50 
(In millions of dollars)

Belgium-Luxemburg request for grois dollar aid------------ 858.2 250.0 
OEEC recommendation of gross dollar aid----------------- 250. 0 c) 
ECJA estimate of gross dollar aid--- ------- 247. 9 200. 0 

1Minimum request; maximum estimated was 400.0 million dollars. 
2National submissions for 949-50 not yet examined by OEEC. 

The 1949-50 program as submittedby Belgium-Luxemburg provides 
for a continued increase in domestic production, imports and exports, 
and for an expansion of investanelit, particularly by the government. 
At the same time, consumption levels are expected to increase above the 
high level attained in 1948-49. 

Total exports are estimated to increase from 1,534 million dollars in 
1948-49 to 1,892 million dollars in 1949-50. This represents a 23 per­
cent increase. Programmed increases in imports are only about 11 
percent, from 1,697 million to 1,915 million dollars. However, the 
Belgians claim that they could increase exports even further (by up to 
150 million dollars; to participating countries) if they could obtain an 
equivalent amount of additional United States conditional aid. In 
view of this, the rate of exports cannot be considered an undue burden 
on the country's domestic economy. 

Industrial production is expected to increase to 130 percent of pre­
war, compared to 84 percent in 1946, 103 percent in 1947, and 111 
percent for the first eight months of 1948. 

The world shortage of steel, has provided a strong market for the 
Belgian and Luxemburg mills and their production has expanded as 
ore and fuel became available. Idle capacity has been gradually put
into operition, and repairs and modernization are steadily progress­
ing. This trend is expected to continue through 1949-50 and to 
bring about a further increase of 550,000 tons in raw steel production 
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over 1948-49 estimates. If the demand continues and payments facili­
ties can be arranged, these estimates should be attainable, 

For a number of reasons, the balance of payments submitted by 
Belgium in connection with the 19.9-50 program. appears to require 
revision. The Belgian estimate ottrade with other participating coun­
tries assumed a current surplus of only 150 million dollars (after 
allowing for some gold movements or increases in Belgian clearing 
credits) whereas in fact it is likely to be somewhat greater. This was­
done because Belgium assumed that total ECA-assistance would be 
no-more than,that provided in 1918-49 (?50 million dollars). .Ofthis 

total, Belgium wanted to obtain 100 million dollars in the form of ECA 
loans available for financing internal investment. This left a remain­
der of only 150 million dollars to be taken in the form of ECA .condi­
tional grants for the financing of its net trade -surplus with other 
pafticipants. 

Another figure which seems to require correction is the relatively 
low estimate of exports to other Western Hemisphere countries. . 

An estimated balance of payments, adjusted for the above and cer­
tain other-corrections which appear necessary, results in residual gold 
or dollar movements which- leave a,net drain on Belgian monetary 
-reserves of 30 million dollars. This would yepresent some saving as 
compared with the decrease in monetary reserves of 116.6 million dol­
lars required by 1elgium'sorignal submission. Imports. (including 
imports from the dollar area) are expected to increase, but exports (in­
eluding exports'which earn dollars) will increase to an ev n greater 
extent.. Thus, the real.deficit with the dollar area (excluding earnings 
of dollars from other participants) will fall despite a generally higher 
level of trade. 

The amount of ECA aid requested by Belgium-Luxemburg for 
1949-50 is 250 million dollars; the ECA estimate for 1949-50 is 200 
million dollars. The 200-million-dollar figure for aid appears to rep­
resent the minimmn need for financing the net Belgian surplus on our­
rent account with other participants in 1949-50. Indeed, the desire of 
participating countries may well be to revise this figure upwards, par­
ticularly if some allowance is to be made in OEEOs final recommenda­
tions for net (nonconditional) aid to Belgium. While only slightly 
below the conditional grant for 1948-49 (207.5 million dollars), it is 
much less than the probable total of dollars Belgium will receive for 
trade with other participants in the current fiscal year. It thus allows 
for a narrowing of the gap between exports and impoits with other 
participants by as much as one-third. To expect a greater shift in the 
coming fiscal year does not seem realistic. Any attempt to lower the 
aid figure would probably only result in larger gold payments to Bel­
gium by other participating countries. This would not be desirable 
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and might well have the effect of increasing the ECA aid needed by 
these countries. At the same time, the 200 million dollars of ECA 
assistance, plus-outside borrow'fg of perhaps 65 million dollars, will­
still leave-Belgium with a dollar deficit of about 30 million dollars. 
Wifle not toh largei inview- of Belgium's present gold reserves, it 

'serves -to indicate the need for still further adjustment in the pattern 
'of Belgian-trae and payments. This deficit'is estimated on the as­
sumption that there will not be any further substantial gold and 
"dollar eatinngsfrom other participating couhtries,.and that the cur­
rent tendency toward serious unemployment in'Belgium will be cor­
rected during Ihe'doming yehr. _.Failure of either assumption might
greatly reduce'or even eliminate the predicted drain on Belgian gold 
-reserves. 

The-ECBA program cannot cover all the needs of European develop­
ment and ECA assistance must be reserved for those cases-where ailjust­
meits canndt le nade without it. Belgium has attaindd a position 
where*itcan look to'non-ECA sources for satisfaction of some of its 
legitimate needs. This applies, in particular, to its entirely normal 
requirements for foreign investment capital. Other institutions exist 

. to meet requirements for foreign loans, where the sole barrier to private 
lendifig is political risk; and EC should not duplicate their functions. 

<The foreign-capiial which Belgium requires-in order to finance public
works as an offset-to unemployment (withdut inflation) can probably 

-b obtained to some extent from private sources. In cases like this, 
ECA assistance must, therefore, be primarily in ihe form of exchange 
of oft currenciesj an operation contributing-to rehabilitation of other 

"Eufope'n countries with Belgian goods. 
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PART I[ 

Chapter 1. Analysis of the Current
 
Situation
 

The Belgian-Luxemburg Economic Union 
Belgium and Luxemburg are sovereign nations. Yet the relations 

between the economies of the two countries-are so close that it is vir 
tually impossible to treat~them separately. 

,The Economic Union of Belgium and Luxemburg began in 1922as 
a customs and (partial) monetary union. It has since developedinto. 
an almost complete economic union. Goods mdve freely between the 
two countries (with some minor-exceptions), and Belgiaiand:Liixern-° 

burg cirrencies are freely convertible. Lfixemburg maintains UlP 
political sovereignty, has its own tax s stem (other than custoihs)l 
and sometimes follows economic policies divergent from those iBet 
gium. Yet economic union prevails over any discrepancies which­

may result from these differeices, and isa model for other plans for 
the integration of presently sovereign economies. 

A common monetary system is the mechanism through which the 
policies of one partner impinge on the economy of the other. Any. 
marked movement of prices in Belgium, for example, almost inevitably_ 
brings on a similar movement in Luxemburg. 

Much of the economic information that is available, however, 

relates only to Belgium. It istherefore necessary to assume in this 
report that what is generally true of economic conditions-in Belgium 

is also generally true in Luxemburg. . This assumption is generally 
correct, since the population of Belgium is nearly thirty times as 
large as that of Lnxemburg. -

Population has not changed much in either area since -before-the­
war. In Belgium'there has been an insignificant increase from 

8,396,000 at the end of 1939 to 8,458,000 in 1947. The population of 

Luxemburg declinedslightly from 800,000 to 289,0_00.. 

Benelux 
The recent efforts toward, an economic union between Belgium-

Luxemburg, and the Netherlands ate to some extent inspired byuccess 
of the union between Belgium and Luxemburg. Thgy ire dealt With 
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in a separate paper, since they concern both Belgium-Luxemburg and 
the Netherlands. 

A. USE OF RESOURCES 

Belgium emerged from the war with fairly substantial financial re­
serves from the prewar period. Therefore, resources were available 
out of earlier accumulations to finance a temporary extraordinary de­
mand for consumer goods. Belgium was alko fortunate in that there 
was relatively less destruction of plant and equipment than in many 
other German-occupied countries. Thus the Belgian Government did 
not have to plan to devote large amounts of current production imme­
diately to the reconstruction of productive plant. 

The government was in a position to choose between two general 
economic policies: re-creation of free markets at the earliest possible 
moment, or continuation of wartime controls while under-maintenance 
and destruction of the war period was made good. 

In general, the former course was adopted, and the policies of the 
Belgian and Luxemburg governments since liberation have been to 
remove government controls, allowing the use of resources to be de­
cided in-free markets. Even before free markets were sufficiently de­
veloped to influence the economy, the governments had decided against 
a policy of austerity. Abundance, as contrasted with controlled aus­
terity, was thus a matter of deliberate policy. The result was a high 
rate of consumption. This hs created difficulty in maintaining an 
adequate level of investment. 

1. Consumption.-Therei§very little statistical evidence as to the 
amounts of particular commodities consumed in Belgium. However, 
it appears that consumption as a whole has come close to, or perhaps 
has even exceeded prewar levels. Some tendency to exceed prewar 
levels may be explained by the backlog of demand built up during the 
German occupation and by the psychological reaction to wartime 
privations. The present relatively high level of consumption is indi­
dated by such statistics as are available on retail sales and real wages. 
Real nationaf income in 1947 was close to the prewar level and indus­
trial production has recently been higher than prewar. While the 
volume of exports is about 31 percent below prewar levels, the volume 
of imports has recovered to within 7 percent of prewar levels. More 
goods are being retained within the country. There is no indication 
that the rate of individual savings is high or that the rate of invest­
ment is excessive. 

Such general conditions indicate that Belgium is well supplied with 
goods and services and that this supply is not being drained by an 
ambitious capital investment program. They also indicate that real 
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earnings are high, and in the absence of substantial private savings 
probably go largely to consumption. 

The Belgian food supply is adequate. As a whole, food consump­
tion is about equal to prewar, though the level of consumption of indi­
vidual items is somewhat uneven. Estimated calory consumption per 
head of population per day is 2,800 for prewar years, 2,780 for 1947-48 
and 2,820 for 1948-49. Consumption of less essential consumer goods 
has been particularly striking. Consumption of bananas, for example, 
is double the prewar per capita average. 

The expansion in use of petroleum products has been great. Fuel 
oil consumption will be about six times as large in 1948-49 as it was in 
1937-38, and nearly three-quarters again as large as in 1947. There 
are no restrictions on the sale of gasoline, and in 1948-49 the consump­
tion of gasoline will be about two-thirds again as large as-in 1935-38 
and 27 percent above the 1947 level. 

Private automobile registration is expected to reach 160,000 by the 
end of 1948, compared to 140,000 before the war. Imports of auto­
mobiles during the first 9 months of 1948 totaled 32,000, of which 
13,000 were from the United States. The demand for automobiles 
appears to have slackened in recent months, as a result of saturation 
of the market. 

These demands for imported consumer goods are obviously .con­
tributing to the level of dollar-expenditures incurred by Belgium. 
Belgian authorities claim that they cannot refuse to supply market 
demands if they are to maintain a free -economy. However, even if 
rationing is considered inadvisable, it appears that the possibility of 
exercising control through fiscal means (such as high taxation with 
rebates to essential users) has by no means been exhausted. 

2. IRvestr mt-As a result of the Government's policy of avoiding 
control of consumption, as well as of certain mnietary problems, con­
sumption has recovered to a greater extent than investment. In a 
sense, Belgium's current prosperity has been maintained only at some 
expense to her future prospects. While private investment is more 
or lets equal in total to presently desired levels, government investment 
has fallen behind. However, private investment has to a large extent 
gone into increases in stocks 'f goods, and has not been adequate in 
certain key industries such as coal mining. 

Government direction of investment has been relatively limited in 
the past, but may increase in importance in the future; There is at 
present no rigid Government plan for investment. The Government 
has developed a set of investment targets, mainly by surveying the 
plans and desires of private industry and Government agencies. 

Fortunately, Belgium did not suffer capital losses by wartime de­
struction to the same extent as other liberated areas. Housing and 
transportation suffered to a greater extent than manufacturing plants. 
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War losses of. industry -were small-enough so that, despite a probable 
net disinvesfment in 1944 and 1945, the iiroductive capacity of the 
country was on the whole as great by the end' of 1946 as before the 
war, (according to dn- estimate made by the,Belgian Ministry of Eco­
nomic Affairs). 

Furthermore, Belgium did fiot experience a great loss in foreign 
'investment or colonial holdings. -Unlike the Netherlands, Belgium 
has'haid little increase in her populition, and therefore does not need 
a great expansion of capital equipment in order to provide employment 
for a growing labor force. " 

But despite these relatively favorable factors, the Belgian -Min­
istry of Economic6 Coordination and National Reequipment points out: 
* '* * the conclusion that Belgium's situation is privileged is notijustified. 
Investmeit needs are great, patticularly because of the delays in replacement 
and failure to carry out expansion which resulted especially from the devalua­
tions between the two wars, and from the scarcity which prevailed during the ­

pceupation and the first two years which followed." " * * The economicsys­
tern of the country, has aged, and this ageing yesults in an increase in sales prices, 
which constTfites an inevitable menace for the future. (Ministere de la Coordi­
nation Econdrique.et du Reequipement National: Troisieme Rapport Relatif an 
Probleme dei-Investissements, Brussels, 1948, p. 2.) 

Belgium believes that such inivestment need not involve venturies into 
untried fi Ids. With some exceptions, therefore, investment policy
(governmental and private) appears to be limited to replacement and 
improvement of the existing industrial structure and eschews any 
projects nvnolving a fundamental change in the-nature of the Belgian 
economy. The investment problein is thus regarded as one of raising 
thelevel of efficiency of'existing enterprises by modernization and re­
placement, a problem which existed even before the war. 

The'importance of making such investment now is increased by 
-the probable loss by Belgium of its prewar position as a "'cheap labor" 
country. Success of Belgium's program of monetary stabilization, 
and the policy of restoring high consumption, have raised real wages 
to'at least pre'wir levels.. On the other hand, the prospects are that 
for some years the real wages in somne competitive countries. will lag 
as a r.esult'ofprie inflation. Furthermore, in the Netherlands and 
western Germany the increased d nsity of the population, resulting 
in the former.country fromnatural grow? h and-in.the latter from the ­
influx of refugees, will probably keep labor in these areas relatively 

-cheap. 
,If Belgium therefore retains its present position as a. country of 

relatively expengive labbr, investment per worker will have -to be 
increased to raise output per wbrker above prewar levels. Only in 
this way can costs be kept low enoigh to compete with other countries 
of a reconstructed Europe. The -alternative-would be 'inability to 
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continue paying the real wages Belgian labor has come to 'expect 
which might have socially dangerous consequences. 

For the time being,'Belgium is protected from such changes by the 
great demand for her products, and by the fixed exchange rates of some 
countries which arc potential competitors for international markets. 
Such exchange ratei, combined with monetary depreciation, effectively 
prevent reflection in international markets of thie decline in real cost 
of labor which may have taken place. But in the long run only 
increased investment can provide genuine protection against a fall 
in living standards in the direction of low levels in other countries. 

Adequate statistical material on Belgian investmeht is not obtain­
able. However, the Belgian Ministry of Economic Coordination and 
National Reequipment has made an excellent study on the basis of 
presently available information. This is devoted mainly to gross 
investment in fixed capital. (including ordinary replacement). It 
includes plant and equipment and excludes increases in stocks of raw 
materials and goods. 

Gross investment in fixed capital is shown in table 1. It is based 
on an estimate of capital goods production in Belgium in each year 
from 1945 to 1947, minus exports and plus imports of such goods. 
The valueof all new building has been estimated, as has the value 
of investment work done by regular plant employees, using equipment 
and supplies of the enterprise. (This is called "auto-investment" in 
the Belgian tables.) Finally there is an estimate for the value,of steel 
used for investment purposes, other than the steel whose value has 
already been counted in the estimate of capital goods production. 

TAB= 1.-Estimated gross (fixed capital) investment 
,[In. billions: of BJelgiau grsnns] 

1945 (value, 1946 (value, 1047 (value, 
percent percent) percent) 

National production of capital goods less exports ------------------- 2.7 6 9 10.9 
Imports of capital goods ............................................ 3:2 6.4 6.9 
Bulding ------------------------------------------------------------ C0 10.0 12.5 
Steel for investment purposes ---------------------------- --------- 4 2.0. 1.5 
"Auto-mvestment" by producers ------------.-------------------- 1.4 2.0 2.0 

TOtal ----------------------------------------- 11.7 26.8 348 3 

ov ent veent--------------------------------- 5.4 46 10.7 40 10.6 31 
Private investmen-t .. .. .. ...------------------------. 3 54 16.1 60 23.7 60 

Trotal-------------------.......------------------------- 11.7 100- 220. 34.3 100
 

Source: Ministere de la Coordination Economique et du ReeQuipement National. Troisleme Rapport
Relatif an problems des investisselneflts, Brussels, 104, pp. 15, 08. 

Gross fixed capital investments for 1947 are estimated at 34.3 billion 
francs (about 750 million dollars). Out of every 10 million dollars of 
such investment about B million dollars are by the Government and 
7 million dollars is private investment. In Belgium, Government 
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investment has to provide not only public facilities like schools, hos­
pitals, and highways and bridges, but also embraces the railroads and 
ports. 

Normal replacement requirements included in gross fixed capital 
investment, are estimated at 17.7 billion francs a year for 1947. Net 
new investment, therefore, was 16.6 billion francs in 1947, or 7.8 per­
cent of the national income. Of this, net private investment was 9.0 
billion francs or 54.2 percent of total net investment. Similar esti­
mnates for previous years are attempted in table 2. 

TAuDs 2-BEstiptateinet (ftet capital) investment 

[In bilions of Belgian francs] 

1945 19G 1047 
(vahe, (value, (value

percent) percent) percent) 

Gross investment:
Oovernment---------- _-- ...------------------------------ 5.4 46 10.7 40 10 6' 31
Private -----------------------------------------------....... 63 54 16.1 Go 23 7 69
 

'Tow ................---- ....... ------------- ..... .....--- ... 100 26.8 100 34.3 100
 
Normal replacement- 2
 

Government ...................---------------------------------- 2.1 25 510
 
rivate--------------------- .......------------------------- 10.4 12.1 $14.7
 
Total----------------......................................... 12.6 14.5 417.7
 

Net-investien t'
 

Government -------------------------------------------- 3. 8 2 617 76 46
Private--------------- 4-4 1 9 0 54.........------------------------- 4 0833 


Total ------------------------------------..................... .9 12 3 100 16 6 100
 

I From table 1. 
I Estimatefor 195 and 1946 Is derived from Belgian estimate for 1947 reducn to 194Sand 1940 prices by the

followng iundox (1936-38=100) 1945, 255; 1946, 295, 1947, 350. 
a Gross tavestment minus normal roplacement.

Net disinvestment.
Mmistore do la Coordination Economique et dii Reequipemeat National: Troieme Rapport relatif anprobleme des investissements, Brussels, 10M, page 42. 

Td determine the total net investment in 19417, an unknown 1(bub 
probably large) amount for net increases in stocks of goods should 
be. added to the figures given in table 2. Such stocks (particularly of 
imported items such as cotton, wool, tobacco, etc.) were heavily de­
pleted 'during the war, but by the end of 1917 had in general 'been 
restored to normal or even abnormally high levels throughout the 
economic system. In some cases the amounts involved were equiva­
lent to an entire year's normal consumption. 

Information is not available in Belgium to make a good estimate of 
changes in stocks as such. But in order to give a better sense of the 
grand total of investments, and hence of the investment problem as a 
whole, a more or less arbitrary estimate of 10 billion francs increase 
in inventories in 1947 has been made.' 

'Reported amortization during the year amounted to 6.4 billion francs (Ministere de la 
Coordination Economique et du Reequipement National: Troisleme Rapport relatif n 
probleme des investissements, Brussels, 1948, P. 59). Tbere is evidence, however, that 
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If this rough estimate for increases in stocks is added to the esti­
mates of fixed capital investment shown in table 2, total net invest­
ment in.1947 appears to be in the order of 26 to 27 billi6n francs. The 
net government -ivestment was shown in table 2 as 7.6 billion francs 
and it, is not believed that government additions to inventory were 
significantly large. This would indicate that private net investment 
in fixed capital and inventories was in the order of about 19 billion 
francs. 

The problem of investment in Belgium in 1947 does not appear to 
have been particularly a lack of increase in domestic capital, 'but 
rather to have been a matter of lack of domestic savings. Invest­
ments in 1A7 fell only about 4 billion francs short of the goal 
set by the Ministry of Economic Coordination. This alone would 
not necessarily indicate difficulties for future years, because-it would 
not be necessary to continue to build up stocks as they were being built 
up in 1947. 

However, the Belgian economy as a whole was operated at a foreign 
deficit of 13 billion francs or about 295 imillion dollars in all currencies. 

Thus while investments in domestic plant equipment and inven­
tory totaled nearly 12 percent of the national income, nearly hhlf 
of this domestic investment was not taken'out of current Belgian pro­
duction or out of imports paid for currently with Belgian exports, but 
was made possible by borrowing money abroad or selling foreign as, 
sets held in Belgium. If the net unfavorable balance on current ac­
count is subtracted from the 26.6 billion francs of estimated-total 
investment in 1947, only 18.6 billion francs remain as that portion 
of.investment financed by domestic savings, either forced or volun­
tary. In other wordg, only about 7percent of the 1947 nationalincome 
was saved for investment purposes. 

Belgian savings in 1947 were not adequate to finance the 10-year 
investment target established by the Ministry of Economic Coordina­
tion. While the target of the Ministry was an annual gross rate of 
priate fixed capital investment of 24.4 billion francs, the investment 
needs for the first few years were estimated at 26.1 billion francs. 
These figures compare with a private investment in fixed capital of 
perhaps about 23.7 billion francs in 1947. 'Thus total private domestic 

profits used for aiortization and the building up of Inventories are not fully reported. 
(Societe Nationale de Credit a lIndustrie: Rapport * * -* de l'Exerclse Cloture le 
81 Deeeribre 1947, Brussels, 1248, . 7.) As a result, the amortization figure should 
probably be doubled. Thus, amortization, hidden and open, may have beeth in the order 
of 12.8 billion francs, Of this, 9.3 billion must be subtracted ,to take care ,of normal 
replacement reqiirements. (This ii-ure is obtained by addhig the replacement i'quire­
merts for "Transportation," "Industry," and "Consumers" and "fandicraft.) The re­
mainder of 3.5 billion francs probably- went to building up inyentorles. To this may be 
added'the increase in reserves of 4.2 billion francs, giving a total 'of 7.7 billion francs of 
self-financing of stock increases. Increases in eoimercia!'bank short-terin assets of about 
1 8 billion francs and increases inNational Bank credit of 0.8 billion francs should also be 
added, making a total estimated increase in worlingj capital of zround'10 bfllion fri2ncs. " 
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investment fell not too far short of the goal set -bythe government 
which would have provided for an increase in net investment from 9 
billion francs in 1947 to about 111 billion at the present time. But 
even this is serious for the future standard of living because this "plan" 
was itself inadequate for any other assumption than that of relatively 
conservative industrial development based on a strong competitive 
-position. 

An interesting aspect of Belgian private investment is the great 
reliance placed on the reinvestment of undistributed profits. The 
Belgian government has taken positive steps to encourage this so­
called solf-financing. In August 1947 legislation was passed permit­
ting private firms to reevaluate capital assets upward for accounting 
purposes. The limit fixed by law was 2.5 .times the prewar values, 
supposed to reflect the general declihe in the value of the currency. 
The increased alues permitted greater tax-free depreciation allow­
ances, thus favoring the retention of profits in the enterprises. Fur­
thermore, corporate income tax rates on undistributed profits were 
fixed at 37 percent, significantly below the.rate of 45 percent applying 
to distributed profits. 

It is recognized that this is a form-of "forced savings." The Minis­
try of Economic Coordination has argued in its Third Report (p. 67) 
that "Ifprofits had.been distributed instead of being reinvested they 
could have gone into 6onsumption." 

During a period of inflationary price'rises there is an. interplay 
between savings of this sort and investment. Such price rises permit 
coiporations to earn atraordinarily large monetary profits. Insofar 
as price increases tend, to diminish confidence in the currency, they 
,providenot merely the wherewithal but also the incentive for business 
to seek to turn money profits into "real values," particularly new equip­
ment and increased stocks of goods. 

There-is no question that there was very substantial investment from' 
undistributed profits in 1947. The Ministry of Economic Coordina­
tion estimates that out of private investment in 1947 of 23.4 billion 
francs 13.9 billion or about 60 percent came from "self-financing." 
The Third Report of the Ministry says that "The reinvestment of profits 
has permitted a sdtisfactory answer to the 'quantitive' problem pre­
sented by the reequipient of the private sphere." But the rise in 
rhe price level, source and motive of "self-financing," tended to 
reduce the, rate of voluntary individual savings. Furthermore, it 
tended to divert-voluntary savings into unproductive chanmels: "real 
Values" such as hoarded -foreign exchange, diamonds and gold, as a 
hedge against further inflation. Inflation, always a palliative of 
sorts for a shortage of investment capital; thus tended to retard the 
legitimate oure-flew voluntary savings. 
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Apart from the problem of quantitative inadequacy of savings as 
contrasted .with investment in 1947, there were problems arising out 
of the direction of'private investment. There were for example large, 
investments in trucks, stimulated by the'sale of United States Army 
surplus vehiclesat advantageous prices, but investment in certain basic 
fields such as coal mining and electric power production lagged 
substantially. 

Although it has recently been charged that the shortage of capital' 
in coal mining results from the stringent credit policies of the Govern­

" ment, the main reason appears to be that coal prices have been strictly 
controlled. In the absence of control over most of the rest of the 
price structure, profits in the coal industry have been reduced or 
eliminated. This, of course, has discouraged the provision of new 
capital. Other industries which have remained under control (be­
cause of their importance.to the, cost of living) have experienced 
similar difficulties, in particular the electric power and gas industries. 
The dilemma that the Government has not so far resolved is the ap­
parent alternative of insufficient investment in critical areas or reriewed 
inflation because of.price rises in these fields. 

The Government also faces difficult problems with -respect to sav­
ings. "Forced savings via the roufe of undistributed profits have not 
proved enough. The rate of voluntary savings by individuals 
has been extremely low. To some extent, this is due to the grow­
ing importance of social security .provisions for old age and. 
other needs. In part, it is due to the general political and monetary 
uncertainty of western Europe as a whole, for monetary instability 
in other countries is not conducive to confidence in the currency of 
Belgium. In any event, as the experience of other.-countries §hows,, 
an attempt to raise the level of voluntary stivings by maintaining 
absolute monetary stability within a country is at besttime-onsuming. 
Time is required to reduce the fever of consumption that occurs under 
inflationary conditions and to replace it with the desire to, save. In 
the meantime, there is always.the danger that the artificial consump­
tion levels of an inflationary period may become habitual. 

One result of the dilemma may be increasing intervention by -the 
Government in investment matters. When capital is short, the Gov­
ernment.may be tempted to ration it. When voluntary savings are 
low, the Government may seek to.create forced savings, either without 
obvious intervention, by way of inflation, or by intervention through 
the Government taxing and spending system. Belgium has sought 

*to avoid both, and in particular to reduce the importance assumed by 
the former in the early postwar years.- But it has gradually come to 
undertake the latter to an increasing extent. There-are already signs 
of attempts to-intervene both by credit rationing and the use'of tax 
revenues to finance investment. The share of direct govgrnental 
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investment in total fixed capital investment was only 33 percent in 
1947, but about one-fourth of the "private investment" of the coun­
try was financed either by the Government or by Government-super­
vised banks, such as the National Corporation for Industrial Credit. 
Government-influenced investment was therefore almost half of total 
investment in that year. 

The Government investment in 1947 fell short of covering needs 
by a substantial amount. The program of investment needs indicates 
a required investment by the Government of 13 billion francs a year. 
The estimated investment in 1947 was about 10.6 billion francs. 

The need for this investment is great. Much of the direct damage 
done by the war was to public property (-particularly roads, canals,
bridges, and ports). While wartime damage'to manufacturing plants 
was repaired or replaced by 1947, public properties continue to be in 

*an alarming state of disrepair. Important new investment projects,
such as electrification of the railroads and expansion of port facili­
ties, continue to be neglected for-lack of funds. One example illus­
trates the nature of the Government investment problem in Belgium:
In the highway between Brussels-and Antwerp, one of the most heavily 
traveled roads on the Continent of Europe, there is still V Bailey 
bridge erected by the British Army dafring the liberation. 

This may appear surprising in the case of a country as rich as 
Belgium. But the Belgian Government believes with some justice that 
a primary reason for the prosperity and stability of the country has 
been the avoidance of-an excessive program of Government invest­
ment. In the words of the semiofficial National Corporation for In­
dustrial Credit, the Government's policy is as follows : "Recognizing 
the existence of a situation of full employment, and not wishing to 
withdraw from the private sector of the economy the labor which it 
so greatly needed, the state has put off until later the carrying out of 
large public works, except in cases where circumstances required imme­
diate action." (Societe Nationale de Credit a l'Industrie: Rap­
port * - * * de l'Exercice Cloture le 31 Decembre 1947, Brussels,
1948) p. 3. 

On the other hand, even the limited resources made available to cover 
public investment needs are in danger of being reduced. The Gov­
ernment is pledged to provide financial assistance for the repair of 
war damages to private property. It began to redeem this political
obligation on a small scale in 1946 and 1947. Growing political pres­
sure will probably force a great increase in war-damage compensation 
payments in coming years. If the budget is to remain within present 
limits, this will mean a decrease in funds available for the govern­
ment's own reconstruction programs. 

3. GovernmentaZuse of esouree&.-The Government's role calls for 
only passing mention in a discussion of use of resources as such. As 
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has just been pointed out, Government use of resources for investment 
is probably too shall. As is pointed out below in the discussion of 
Government finances, administrative consumption appears to be 
excessive but is being reduced. The military program is not at pres­
ent a very significant factor in the Government's consumption. 

4. Erpots.--On the basis of prewar prices, the present level of 
export trade is only about 69 percent of prewar (table 8). However, 
since the terms of trade appear to have shifted in favor of Belgium, 
the equivalent real value at present may be somewhat higher than this 
proportion wouTd indicate. 

TALTE 3.-Bxports of Belgo-Lumemburg Economic Union 

Rough estimates by U. S Department of Commerce, subject torevision after furtherstudy 

[Millions of Belgian francs] 

1936-38 (an-] 

nual aver-
age) 

1946 1947 1948 

CnrrenVo e- ---------------------------
Index of vol'6ms .................... - 22,310.6 29, 863M. 61,608.0 

60 
71,643.7

69 
Valuo in136-39prices----------------------------- 22,310.6 7,362.3 13,3986.4 15,394 3 

i Figures for first 9months expressed at annual rate. 

The major Belgian export is iron and steel, accounting for 29 percent 
of the total value of exports in the first eight months of 1948. This is 
a far higher percentage than that attained in 1937 (19 percent). The 
proportion of woolen and cotton exports has declined from about 15 
percent in 1937 to 11 percent in 1948. The proportion of finished capi­
tal goods (mechanical, electrical, and railroad cars) has increased from 
4 to about 9 percent, while raw and semifinished industrial materials 
(other than steel) have generally decreased in importance. "Other 
merchandise," a category including much of Belgium's miscellaneous 
consumer goods and luxuries, has fallen from 22 percent of the total in 
1937 to 15 percent in 1948. Thus, the commodity distribution of Bel­
guim's foreign trade appears to reflect: 

(a) The growing relative in*portance of steel and finished in­
vestment goods. 

(b) The decline in the importance of raw material exports and 
reexports. 

(o) The decline in market possibilities for miscellaneous con­
sumer goods. 

B. SOURCES OF RESOURCES 

1. Production 
Belgian industrial production has more than recovered its prewar 

level. It should be remembered, however, that this was itself a gen­
erally depressed period for Belgium. 
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.While the official index of production in 1947 averaged 106 percent 
of the 1936-8 average, Belgian industrial production had surpassed 
that level in many major industries. The trend toward increasing 
production, apparent in such areas in 1947, continued throughout the 
early months of 1948 to a level of 122 in April. Industry suffered a 
set-back in the summer, but the index of production has since recovered. 

Present Belgian-Luxemburg steel production is at the rate of about 
6 million tons a year (of which about 57 percent is exported). The 
index for Belgian iron and steel production for the first 7 months of 
1948 was 169.8 as compared to 112.1 in 1947 (1936-38-100). The 
greatest factor in limiting iron and steel production in 1947 had been 
the shortage of domestic and imported metallurgical coke. Coke sup­
plies in 1947 were about 98 percent of the prewar average. However, 
during the first 7 months of 1948, coke production has shown an in­
crease to 105.6 percent of prewar levels. This is also expected to be the 
approximate 1948-49 average. Further increases in output of steel 
will now'depend mainly on availability of scrap and rich iron-ore 
supplies, which gives little immediate hope of improving. 

Coal production still remains below the 1938 level, but the production 
index shows a slight increase from 82.4 in 1947 to 86.6 in the first part 
of 1948 and has continued to rise since. The chief deterrents to re­
covery in the coal industry are the continued shortage of skilled labor 
and the growing obsolescence of machinery and equipment. 

Until recently output per man has been considerably below the 
prewar average, in 1947 by 23 percent. Production is now rising, 
mainly because of an increase in the number and quality of miners 
resulting from the import of Italian labor to replace German prisoners 
of war. 

Coal production is expected to increase to 106 percent of the 1935-38 
average in the coming year. 

The index of the textile industry fell from 109.5 in 1947 to 107.7 
in the first 7 months of 1948. While the cotton yarn index rose from 
108.2 in 1947 to 113.4 in the first part of 1948, cotton cloth production 
experienced a decline from 138.2 to 180.2. Even more radical declines 
were felt in the wool industries where yarn dropped from 164.4 to 
138.2 and wool cloth from 149.6 to 128.6.' A large part of this decrease 
in 1948 may be attributed to the presumable saturation of domestic 
demand and to the sharp contraction of the export market because 
of the growing inability of former importers to pay for Belgian 
products. 

Other industries have shown major increases in the first part of 1948, 
cement now standing at 114.3, glass at 117.9, and paper 135.8.. 

In general, agricultural production has not recovered to as great 
an extent as industrial output. Difficulties in obtaining supplies of 
some fertilizers and animal foodstuffs, and a shortage of agricultural 
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labor, have been important handicaps to agricultural recovery. War­
time deterioration in the quality and quantity of animal population 

"has been difficult to overcome. 
Dairy production has declined to about 80 percent of the prewar 

level, mainly as a result of the shortage of foodstuffs. Grain and 
potato crops were generally good in 1948. 

The reduction in export opportunities had an unfavorable effect on 
the production of such specialties as chicory, grapes, flowers and orna­
mental plants, early potatoes, and horses. 
2. 	Imports 

The development of Belgian-Luxemburg imports (in terms tf pre­
war prices) is given in table 4. Imports have recovered to about 91 
percent of prewar.. Imports from the United States are now ap­
proximately twice their prewar equivalent, while imports from most 
other countries have declined. Coal and petroleum continue to be the 
leading group of products imported. Imports of finished capital 
goods (mechanical and electrical) have increased from about 5 percent 
of the total in 1937 to 8 percent in 1948 (first 8 months). Imports of 
automobiles (and other velicles) have doubled in importance. -Im­

ports of finished consumer items and luxury goods were generally of 
greater importance in 1948 than in 1937. 

TABLE 4.-12ports of Belgo-Lumemburg Economfic Union 

IMallons of Belgian fraxcs]" 

(annual 1046 1947 1948 
average) 

Current prns---------------23.22 	 50,886 7 85,528.0 87,125.81ndaxofvnlume-----------------------------------10 8 19 
Valuevl1930-a pries ------------------------- 24,223.2 20,105, 22,043.1 22,527.6 

i Figures for trst 9 months expressed at annual rate. 
I Rough estimates by U. S. Department of Commerce. 

C. BALANCE OF RESOURCES 

Information which would permit the compilation of an accurate 
balance of resources for Belgium is not available. The only estimates 
of national income are largely the work of Professor Baudhuin of 
the University of Louvain. Although Professor Baudhuin has made 
estimates for prewar years, these ca.nnot be readily compared with his 
postwar estimates for 1946 and 1947. 

In general terms, national income for prewar years was considered 
to be about 65 billion francs, net. Of this about 47 billion went into 
consumption, and 14 billion into various forms of "savings". Of this 
14 billion, hoarding of cash, increases in stocks of goods, and export 
of capital took about 2 billion, leaving about 12 billion falling under 
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the somewhat special definition of investment which is current in 
Belgium (Ministere de la Coordination Economique et du Reequipe­
ment National: Deuxieme Rapport Relatif an Probleme des Itves­
tissements, Brussels, May 1947, p. 146). 

Professor Baudhuin's estimates for 1946 and 1947, with such data: 
from his 1988 estimate as appears to be roughly comparable, are shown 
in table 5. Since no Belgian estimates for 1948 are yet available, the 
figure, shown for 1948 should be regarded as merely tentative projec­
tions without official standing of any sort. While compiled by a 
private individual in the United States, they do indicate trends. 

TABLz -National income at factor cost 

IMillions of Belgian franesi 

1938 (corn­
1948 19472 1940 	 parablity 

doubtful) 

T. Income from occupational activity: 
1,Wages --------------------------------------- ,400 54,100 2m,000 

Employees' and employees contributions to 
socilisurancel. - !contribut.- -------------- 10,000 5,200........ 

2,Salaries -------------------------------------- 23,700 17, 500 
-	 Employees' and employees contributions to 

solnsuranc...-------------------------------- %400 2,000 
3. Wages and salaries of government employ-	 10,,5oj 

National ----------------------------------- 12,000 9,200
Local --------------------- ----------------- 200 1, 000 
Railroads, etc---- .-------------------...... -- 50 N0 

4. Members of boards of directors, business 
executives---------------------- _------.------------ 1,400 1,000 50 

.Professions ------------------------------------- 2,700 2,400 00 

Total ----------------------------------- 122,300 98,900 37,950 

U. Mixed locomes: 
1. Industrial enterprises --------------------------------- 25,000 10, 00 
2. Trade, handicrafts, cafes ------------------------------ 36, 000 24, 000J 1, 
3. Agrculture ........ .......................... .. 10,000 17,500 4,000
 
4. Irregular actlvites ------------------------------- 7,000 2, 000 

Total--------------.............................. 00 8,5,0 13,000
 

IM. Income from Capita! 
1. Realetat- ....---------------------------------- 20,000 0,500 7,00&
2. Securities ------------------------- ------------ 10,800 ,00 7,250
8. Undistributed proflts of corporations ........ ..------- ,000 3,000 ------------


Total ------------------------ ------------ 23,800 18,000 14,250 

Grand total ------------ ------ ------------ 230,100 201, 00 65,2D0
Less taxes of mcome of current year------ ------------- 18,000 -11,800 (3) 

Grand total ------------- --- __---------- 244000 212,100 190,100 65,20M 

I ncluding contributions for social insurance an&pensions.
2 Wu peasions, iaclUedinthe 1947 stwite calculated by Prof. Baudhuin (inthe amount of 2,M 0mjlhon
 
francs) have hen omitted here. 

z Original estimate didnotmake any deduction for direettaxes. It Is notlmon whether such a deduction 
would be consistent with the methods used to arrive at the total. 

Sources: U. N. Departmuentof Economic Affairs: National Income Statistics ofvarious countries, 198-47, 
Lake Success, 1M9S; Institut do Becherohes Economiques et Sociales: Bulletin, Louvain, August 1048, pp. 
455 et seq.) 

"Income from securities" (i.e. profits and interest) entering into the 
1946 income estimates were from the year 1945, and therefore ab­
normally low. Taxes on 1946 income are those collected in 1947. 
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"Irregular activities" include-profits from the domestic black market, 
and illegal foreign exchange, gold, and - diamond transactions. 
"BIack" wage payments above legal scales, believed to be about 6000 
million in 1946 and 2,500 million: in 1947, are included in the estimate 
of wages (The Statist, 28 February 1948). "Black" wage payments 
were substantially reduced in 1948, by incorporation in official wage 
scales. 

To determine the total amount of goods and services available to 
the economy, the net import surplus (including invisible payments 
and receipts) may be added to national income. This is done in 
table 6. 

Tnrz C.-Disposableproduct at cost 

[In billions of Belgian francs] 

,etofVaI total 'Value Percent oftotal 

N4ational income-national product ....-----------------
Deficit on currentaccount .---------------------------

212.1 
13.0 

94 
6 

240.0 
114-5 

04 

Total ----------------------------------------- 225.1 100 100 

IAverage of current deficits for 1947-48 and 1948-49. 

The deficit on current account thus amounted to about 6 percent of 
the total supply of goods.and services available to the Belgian economy 
in 1947 and 1948. As ha already been pointed out, it was this surplus
of imports, not paid for out of ctirrent production, which made it 
possible for Belgians to engage in substantial domestic capital accumu­
lation although cutrent savings covered only about half the domestic 
investment 

D. EXTERNAL BALANCE OF PAYMENTS. 

1.' Over-all 
Belgium's historicaixole in the European economy is as a net exporter 

to Europe, and a net importer from the Western Hemisphere. Food 
and raw materials from outside Europe supplied the Belgian labor 
force and factories, and their industrial products found outlets largely 
in Europe. The whole Belgian economy developed around the possi­
bility.of buying outside Europe with the pioceeds oflexports to Europe: 
In the fipal analysis, this meant that the Belgian economy was a link 
in a circuit closed by the convertibility of sterling: Thedollars-which 
Europe paid to Belgium came from the earnings.and resources of the 
sterling area.. - • .... -

In the postwar period, Belgium has manage&to return, to'her tradt: 
tional pattern of trade. _She again, provides net exports to Europe, 
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and makes net imports from the dollar area. But she has been able 
to do so only because of certain extraordinary and nonrecurrent fac­
tors. At no time since the end of the war has the old pattern of pay­
ments been reestablished that made possible the triangular flow of 
trade and payments. It is the break-down of this triangular flow that 
has made it necessary to use ECA funds to finance part of the pur­
chases of Belgian products by other participating countries. 

The development of various expedients for financing net exports 
by Belgium to Europe falls roughly into three overlapping periods: 
1944-46, 1946-47, and 1948. 

1944-46.-Tn the period immediately after liberation, the Belgian 
econoniy was at a low ebb. A very substantial part of available re­
sources went into supporwof the Allied armies, including port services, 
repair and manufacture of equipment and pay of Allied troops. There 
was little left to export after domestic demands and military require­
ments were met. Thus Belgium was not immediately able to resume 
her traditional net exports to Europe. 

During this period Belgium continued to need and receive imports 
that had to be paid for in dollars. Belgium had fairly large foreign 
resources that she could use for this purpose and was able to obtain 
substantial foreign loans, including 100 million dollars from the U. S. 
Export-Import Bank, and about 100 million dollars from Canada. 
The 'total amount used from September 1944 to December 1946 was 
147 million dollars. In addition, particularly in 1945, the United 
States, United Kingdom, and Canada made large payments in foreign 
exchange iii settlement of Belgium's lend-lease and troop-pay disburse­
ments. These amounted to over 500 million dollars from September 
1944 to December 1946, or almost three-quarters of the total net import 
of goods and services during the period (725 million dollars). 

The extraordinary resources provided by settlement of military 
detts have not been as important since the end of 1946 (receipts in 
1947 were only about 50 million dollars). Belgium had to find other 
ways of maintaining her prewar pattern. 

1946-47.-.Beginning in 1946, Belgium began to develop a signifi­
cant net-export surplus with Europe. During most of this' period it 
was possible to obtain dollars for part of this surplus (after credits 
granted by Belgium were used up by other countries). In 19417 Bel­
gium received about 366.2 million dollars ingold or dollars from other 
countries now'participating in ER. Of this, however, only part was 
for the net current surplus accumulated with Europe during 19.47,and 
the remainder was in settlement of Belgian exports made in 1946. 

The major source of such dollars was conversion of Belgian holdings 
of sterling. From this source Belgium received 273.5' million dol­
lars. A part came from repatriation of dividends accumulated during 
the war on Belgian investments inthe UnitedtKingdom. 
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It is significant that only a part of the converted sterling came from 

direct trade between Belgium and the United Kingdom, and that -an 

important part (as in prewar days) came from triangular trade 

betweenthe United Kingdom, Belgium, and other European countries. 

Under a special agreement with the United Kingdom (which began 

to be effective after the suspension of free convertibility of sterling) 
Belgium was permitted for a time to accept sterling from certain coun­

tries, and was allowed to convert any'sterling, earnings over a certain 
- minimum balance into dollars. 

Toward the end of 1946 and throughout 1947, however, other Euro­

pean countries became increasingly unable:and unwilling to pay dollars 

to Belgium for her net exports. Demands that Belgium grant addi­

tional credits to countries which imported from her increased in 

intensity. During 1.947 Belgium's net postwar clearing -credits 

increased to a peak of 11.2 billion francs, or 256 million dollars. In 

other words, it was possible:to continue Belgian n~t exports to Europe 

only.on the basis of credit from Belgium to the European countries 
involved. 

Since Belgians were not prepared to save this amount in order to 

make permanent investments in these countries, the development of 

clearing credits added to the inflationary pressure within Belgium. 
The inflationary pressures within Belgium became so serious that 

toward the-end of 1947 the National Bank began to cut off additional 
credit to other European countries, and to demand repayment of a 

part of the credits already, granted. A part, however, had to be con­

solidated into medium-term,loans. 
1948.-Duringthe early part of 1948, Belgium continued to reduce 

her net credit to Europe by obtaining payment in gold, dollars, or 

imports. This caused other European countries to seek to cut their 

imports from Belgium, in order to save their dollar resources, and 

threatened certain Belgian export industries with unemployment. 

Thus, the extraordinary resources available during the second period 

were to an increasing extent insuflient to-maintain Belgium's prewar 

pattern. 
At this point Belgium was threatened with depression because of a 

loss of export markets in Europe, and with a loss of imports (essentials 

as well as nonessentials) because.of an inability to switch exports to 

dollar areas in large enough volume.' On the other hand, the partic­

ipating countries faced the prospect of-being unable to secure imports 

from Belgium, among others imports of steel, in the quantity that they 
had been obtaining in 1947. 

The-intra-European payments scheme, introducedin the second half 
of 1948 to facilitate European trade through the use of ECA_ funds, 
permitted participating countries to continue to import a surplus of" 
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goods from Belgium.. It was thus the third extraordinary factor 
which came to the rescue of Belgium's prewar pattern in the postwar 
period. For 1948-49 the scheme provided for conversion into dollars 
(in the form of ECA conditional grants) of about 207.5 million dollars 
of soft currency proceeds of Belgian exports to Europe. This is some­
what less than the Belgian surplus on current account with other par­
ticipants during 1947, about 240.5 million dollars. 

In addition, Belgium expected to obtain 28.5 million dollars in gold 
and dollar payments from other participants, in sgttlement of net 
balances over and above those to be covered by the payments scheme. 
Actual gold and dollar receipts from participants in 1948-49 will be 
much higher. 

Thus, in each of the three periods a more or less temporary possi­
bility of meeting dollar requirements has been found. The military 
payments of the first period gave way to the large gold and dollar 
receipts from other participants, which, in turn, were more or less 
replaced by EOA conditional aid. But this last also has its limits, 
both as to time and as to amount. In the final analysis only the full 
restoration of convertibility of other European currencies would per­
mit Belgium to continue her prewar economic pattern without change. 
2. 	Balance With Other Participating Couatries 

Trade with the United Kingdom represents a special problem for 
Belgium. Before the war, about three-quarters of Belgian trade was 
conducted in sterling (either with the sterling area, other areas which 
habitually used sterling'such as Scandinavia, or through British banks 
with the rest of the world). Since the war, the Belgian franc has 
become a "harder" currency than the pound sterling. Thus, Belgium 
can no longer find better use for sterling payment facilities than for 
her own currency. 

The European payments scheme allows the United Kingdom to 
purchase more from Belgium than she sells to Belgium. But the 
United Kingdom quota of "drawing rights" against Belgium is not 
sufficient to cover the actual deficits which have arisen. The United 
Kingdom will thus have to make large gold payments to Belgium 
during 1948-49, or reduce its deficit in some way. 

Belgian authorities claim that one reason for the deficit is the un­
willingness of the United Kingdom to provide a sufficient supply of 
goods which Belgians wish to buy. Such goods, it is said, are reserved 
for dollar markets. Other reasons are the very high prices of United, 
Kingdom exports as compared with competing American products 
which are available on Belgian markets and the high'price demanded 
for British coal, before the war an important export from England 
to Belgium. 

PA 



The temporary disappearance of Germany as a major factor, in Eu­
ropean commerce, reflected in the decline in Germany's share in Bel­
gian trade, has also had important effects on Belgium. On the one 
hand ithas meant the loss of German markets and the disappearance of 
the formerly lucrative transshipment trade through Belgian ports, as 
well as decreased supplies of Ruhr coal and other products. On the 
other hand, it has given new importance to industries, such as steel, in 
which Belgium normally competes for world markets. 

Another important shift has been the decline in trade with France. 
While particularly marked in 1947 and 1948, it has been almost con­
tinuous since 1945. Imports from France were reduced by the great 
rise in the French price level while the exchange rate with Belgium 
remained fixed. Belgian exports to France, on the other hand, have 
been limited by French inability to pay.- This was alleviated only 
temporarily by the intra-European payments scheme. 

3. 	 Balance With Other Areas 
Trade with Canada and Latin American countries is close to the 

prewai pattern. Exports to Latin America can probably be increased 
as a partial solution of Belgium's convertible currency problem. 

Trade with Eastern Europe has approached a balance, although 
Belgium had a deficit with this area before the war. Balance has been 
achieved, however, by reducing imports from Eastern Europe rather 
than by increasing Belgian exports. 

Imports from other areas (principally Asia) are below the prewar 
proportion, while the prewar share of exports has been maintained. 

4. 	Balance With the Congo 
Relations between Belgium and her African colony are somewhat 

special. Unfortunately, reliable information is not available on the 
details. It appears, however, that Belgium is now running a deficit 
with the Congo, both on current and on capital account. Until 
recently, the Congo had a dollar deficit -whichwas covered by Belgium 
in the amount of about 25-35 million dollars a year. This no longer 
appears to be the case, and it may be assumed that Belgium will not 
have to disburse dollars for the Congo in the future. On the other 
hand, there appears to be little prospect that Belgium will receive 
dollars directly from the Congo (apart from some purchases of gold 
out of current production). The postwar demand for Congo prod­
nets (some of which are of strategic importance) has resulted in 0 
sudden spurt of development. The nature of new investments is such 
that a large part of the necessary equipment must come from the 
United States. Thus, dollar earnings of the Congo will be absorbed 
by the colony's own requirements for capital goods for a number of 
years to come. 
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5. Balance With the United States 
The prospects of closing the gap between Belgian imports and other 

payments to the United States and Belgian exports to the United States 
may well be identical with the prospects of Belgian viability. Even 
if the net favorable balance with participating countries were fully 
convertible, Belgium's dollar difficulties would not be over. The share 
of imports coming from the United States is more than double prewar, 
while the share of total exports going to the 'United States is only about 
65 percent of the prewar average. The resulting dollar deficit repre­
sents almost four-fifths of the total net unfavorable balance-of trade. 

While the reduction of exchange difficulties would certainly help, 
the magnitudes involved seem such that positive action to reduce the 
unfavorable balance with the United States is indispensable. No sat­
isfactory solutioi can be worked out by Belgium alone and the cost to 
Belgium of closing the gap entirely through direct balance of her ac­
counts with the United States would be stupendous. 

On the import side, the recovery of the rest of western Europe would 
provide a partial solution. By making it possible for Belgium to re­
turn to prewar sources of supply, it would eliminate in part the extraor­
dina[y demand for United States products which has resulted from 
shortages elsewhere. In addition, however, the high demand for semi- - ­
luxuries produced in the United States may have to decline. 

Such a decline could result from either: 
(a) Deflation in Belgium, with a consequent reduction in present 

high incomes, or 
(b) An eventual realignment of exchange rates. 
The Belgian Government might control foreign trade with the 

United States more strictly, though it is loath to take measures that 
seem to it inconsistent with the principles of a free economy; but how­
ever drastic such action may be, the dollar problem would remain unless 
'Belgium could convert into dollars the proceeds of sales it makes to 
other areas. 

An increase in Belgian exports to the United States would be made 
easier by a fall in Belgian export prices. However, a reduction in 
United States tarifF9 or an improvement in Belgian marketing tech­
niques might result in significant increases in United States purchases 
of Belgian goods, even at their present prices. 

,Nonetheless, the Belgian economy is not geared to earning by direct 
sales to the United States all the dollars it needs. No matter how great 
the expansion of sales along past lines, Belgium simply does not pro­
duce enough goods designed to sell in United States markets. 

Barring conversion of its economy to producing goods for dollar 
markets, expensive even if it succeeds, Belgium will continue to have 
an import surplus with the United States. In the meantime, it has 
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and can continue to have an export surplus with other countries, pro­
vided in some way it can be turned into dollars which in turn can be 
converted into imports of goods. 

E. INTERNAL BALANCE OF FINANCE 

More than in most other participating countries, fiscal and monetary 
developments are the basic determinant in the current economic situa­
tion of Belgium, since other government controls have been reduced 
to a minimum. . This, of course, was a gradual process, and is even 
now by no means conipleted. At all times, therefore, the economy has 
been a mixture of free enterprise and direct control, in varying 
proportions. 

Direct government controls ceased to be a preponderant influence 
around 1946 or 1947, however. The increase in prices (as compared 
to prewar) caught up with the increase in money (including bank 
deposits) in circulation. This wiped out the "purchasing power over­
hang," that could only be contained by rigorous controls during and -

after the war. As is indicated in table 7 by the ratio of net money 
supply to wholesale prices, the price level had returned to its prewar 
relationship to the volume of money. At about the same time, the 
abnormally low "velocity of circulation," typical.of a controlled econ­
omy in which the prices are prevented by law from rising in propor­
tion to the increase in money supSply, returned to the customary pre­
war average. (It is, of course, possible that black-market transactions 
offset the apparently low velocity of circulation on legal markets.) 

TABLB 7.-i iations of repressed inflation 

1936-38 4uno 
average 1915 1946 1947 1948 

Net money supply --------------------------------- 100 111 M 354 350
Wholesale prices --------------------------------... 100 255 295 359 392 
Repressed inflation as indicated by ratio of money

supplyto wholesal pries--------------------- - 100 117 116 99 91 
NMational income ----------------------------- I00 NA 292 325 an 
Repressed inflation as indicated by ratio of money

supply to national income------------------------ 100 NA 116 109 97 

1 1939. 

The Belgian authorities then believed that they had virtually suc­
ceeded in directing the economy of the country back to normal. In­
dices such as are shown in the table must be interpreted with extreme 
cautio4'but there were other encouraging signs. There was relative 
stability of note circulation during the last three quarters of the year. 
Progress was being made in balancing the budget. There were hopes 
that price stability had been attained. 

Unfortunately, predictions turned out to be premature. For the 
pendulum contined to swing towards the other extreme: open price 
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inflation. The increase in the price level soon outstripped the increase 
in currency circulation. Although this presumably -was caused in 
part by increase in prices, particularly in the first years after libera­
tion, the continuation of this movement in the last year and a half 

-appears to result more from political factors than from eonomic 
developments. The "cold war" has awakened fears of invasion, rooted 
in two experiences of Belgians within a generation. Such fearps are 
not conducive to the favorable development of normal savings, al­
though they have resulted in a.widespread tendency towards hoarding 
of banknotes, which may'have sterilized as much as 10 billion francs 
of the inflationary potential during the last several years. They ac­
count in part for the problems already discussed above. Combined 
with the vestige of a feeling of privation bred during the German 
occupation, such fears tend to develop a psychology of living for the 
moment, which expresses itself in the monetary sphere by an ab­
normal rate of expenditure of income. -

Beginning around the middle of 1948, however, Belgium's postwar 
monetary development entered on what appears to be ,a new stage. 
The government and the National Bank had begun to exercise signifi­
cant deflationary pressure-about a year bef6re. The budgetary deficit 
declined, and credits to other European countries were reduced. Ih­
mediate effects were not visible, partly because upward readjustments 
of the official price level were undertaken at the same time .(such as 
the elimination of price subsidies), partly because the momentum of 
the-inflationary movement appears to have carried it forwardfor some 
time after many of the original causes were eliminated. 

Rising unemployment was one sign of the growing effectiveness 
of the deflationary policies pursued for a year and a half. But it also 
indicates price and labor supply rigidities in the Belgian economy 
which are preventing a smooth transition from inflation to monetary 
.tability. Unemployment rose to about 300,000 (totally and partially 

unemployed) by the end of 1948. 
More encouraging was the drop in the official index of retail prices. 

In October 1948-it showed the first important decline in several years_ 
falling 7 points or 2 percent to 396. This was thefirst tangible and con­
structive result of the gradual decrease in inflationary pressure during 
the previous year, resulting from both a decrease in government 
deficit financing and a decline in credits granted to other Europeai 
countries. Belgium thus has come to a point where prediction of 
future dPevelopments-is difficult. - The inflationary, developments-of 
previous postwar years may have reached an end. It would'be pre­
mature to assert this'possibility, in view of the many times in the 
past when stabilization appeared almost as closei only to fail to ia­
terialize. -Yet Belgium appears to have reached a stage at which 
monetary stability is probable if present. policies and conditions con­
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tinue to prevail. The majorquestion is now whether domestic political 
reactions to. the transitional difficulties of stabilization will upset the 
application of these policies. 

F. FINANCIAL SITUATION AND POLICY 

1. 	 Government Finances 
The Government budget has been one of the primary causes of 

inflationary increases in money supply in the postwar period. 
Mainly because regular bulgetary procedures were not completely 

restored until 1947, the usual published summaries of budgetary infor­
mation are somewhat misleading, particularly as to the changes from 
year to year. An attempt has therefore been made to correct for such 
discrepancies as are known. The results are given in table 8. 

The deficit in 1945 resulted from heavy expenditures on reconstruc­
tion of transport and other facilities damaged during hostilities, and 
large outlays for the support of. Allied armies during combat and 
redeployment. This was followed by a remarkable'improvement in 
1946A a slight relapse into deficit financing in 1947, and further reduc­
tions in the annual deficit for 1948 and 1949. Most of the improve­
ment since 1945 has resulted from reductions in "expenditures result­
ing from the"war," (particularly price subsidies) and from increases 
in revenue. "Ordinary expenditures," on the other hand, have in­
creased substantially, while the deficit on extraordinary account has 
fluctuated without showing any definite trend. 

Deterioration in the budgetary situation during the fiscal year 1947 
was caused mainly by an increase in "expenditures resulting from the 
war" and a decline in "receipts resulting from the war" (mostly the 
counterpart of Government imports of food and other materials). 

Subsidies included in "expenditures resulting from the war" are: 

Amount in Percent of er 	 millions of total 
Belgian budgeted
francs expWditures 

1946 --------------------------------------------------------- 9,307 9.5 
1947 ------------------------------------------------------------------------- 11,734 16.3 
1048 -------------------------------------------------------- 10,743 6 
1949 --------------------------------------------------------- 7,000 9.0 

It will be noted that there was a sharp rise in expenditures on. subsi­
dies in 1947, both absolutely and relatively, even though price subsidies 
for coal were eliminated at the beginning of the year. This increase 
resulted from the increase in the foreign prices of imported commodi­
ties which were subsidized internally, and the.unexpected growth in 
the volume of imports in that year (Institut de lecherches Econo­
miques et Sociales: Bulletin, Louvain, August 1948, p. 269). This new 
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development, which threatened to wreck all efforts to balance the 
budget, forced the Government to institute a change. Many subsidies 
were eliminated, along with the rationing and price-control systems 
they supported. To compensate the pqorer groups of the population 
for the resulting increaies in prices, a system of supplementary grants 
to lower-income groups was introduced at the same time. A portion of 
the burden of these grants in lieu of subsidies had to be transferred to 
employers in May 1948. 

TABLE 8.-Belgian Govermment'a budgetary situation' 

Lin millions of Belgian francs] 

Actual eo- Appropriations and receipts Estimate 
ponditures to Auguat 1948 based on Budget

and - first 9 estimate, 
receipts, months, 1949 

1938 1945 1946 1947 1943 

Expenditure:Ordinar.- -, 953 28,412 31,&3 36,05 41,566 47,62 

Resulting from war -------------.------------ 44,541 ,746 22 ,176 19,845 12,426
Extraordiary. ------------------ 2,528 7,69 22,535 13,809 17,737 11,460 

Total---............-............ 14,481 80,649 77,164 72, 040 79,143 71,58 
Receipts'Ordinary ------------------------ 11,103 21,202 42,242 48,395 5,650 59,457

Resulting from war - 46 4,1.% 541 2,060 951 
'Extraordinary__" -------------- --------- z35 30 14,229 6,895 6,910 6;351 

-Tbta-l'_-___.--. ... .. . 11,143 21,278 53,&1 65.620 6,762__' 60, 65 

Balance-
Ordinry plus resultig from war- -845 -51,705 -8,203 -11,295 -2,781 ±290 
Extraordinry ------------------ 2,493 -7,666 -8,830 -6,914 -10827 -5,112 

Total ----------------------- 3,338 -59,371 -16,500 -18,200 --13,628 -4,822 

lBased on data from Bulletin-flebdomadaire do Is Kredietbank, Brussels, Nov. 7,1948, corrected (in 
accordance with information provided in Institut de Reeherebes Economiques eotSociales: Bulletin, Lou­
vain, August 1048) as follows. 

(a) "Irregular expenditures," mostly made m 1945 but brought into the 1946 budget, were subtracted 
from 1946 figures and added to 1945 figures in following amounts. In Mlion; 

Ordinary expenditures ------------------------------------ 46 
Expenditures resulting from war ----------------------------------- ,299
Extraordinary expenditures ---------------------------------------- 5,214 

Total --------------------------------------------------------- 23,659 

(b) Belgian frane contribution to IMP of 1,O million francs,i ncladed in 1947 extraordinary expenditures
figure, was subtracted because this was a bookkeeping transaction representing no actual expenditure of 
money.

(c) Contribution to National Railway Co., 3,C00 million francs in 1947 figure for "expenditures resulting 
from war," was subtracted from that budget and added to 1946 "expenditures resulting from war," sinct 
represents regularization of expenditures made in 1946 or previous years. 

Also included in the 1949-figure for "expenditures resulting from 
the war" is 3,613 million francs for war damage compensation, includ­
ing a grant of 2,500 million for loans to repair property damages, and 
1,100 million for pensions and grants to victims of the war. 

Thus, "expenditures resulting from the war" now consist of a 
variety of more or less politically inspired measures to satisfy the in­
terests of one or another class of the population. It is of some interest 
that the proportion devoted to price subsidies and other measures 
offsetting the effect of price rises on the lower-income groups has de­
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dined, while increasing amounts have been allocated for repair of 
property damaged during the war. 

The large receipts and expenditures of the "extraordinary" (capital) 
budget in 1946 and succeeding years include receipts from the Belgian 
capital levy and (as expenditures) interest and amortization of bonds 
issued as part of the currency reform. Receipts from the7 capital levy 
are supposed to balance exactly the interest and amortization pay­
ments on currency reform bonds. The net deficit on the extraordinary 
budget represents Government-long-term borrowing, devoted largely 
to investment purposes. Investment expenditures included in the 
extraordinary budget are about 5 billion francs in 1940, 4 billion in 
1947, 5.4 billion in 1948 and .7 billion for 1949. 

The increase in ordinary expenditures for 1949 will be due largely to 
increases in prices, pensions, and salaries (because of price rises) and 
a 2 billionrfranc contribution to local government finances which the 
national government had to begin maling in 1949 (probably for the 
same reason). The number of government employees is still about 45 
percent above pre-war, but represents only about 1 percent of the 
population. 

Three-fifths of all tax revenue comes from levies on consumption.. 
Roughly speaking, one-fifth of revenue comes from customs and excise 
taxes, and two-fifths from "turn-over" or sales taxes. ."Turn-over" 
taxes now amount to an average of 4 percent on every sale except the 
final sale to the consumer. For goods which pass through a number 
of distinct stages (from raw material, through s~mifinished product, 

- finished manufacture, wholesaler, and retailer) the proportion of tax 
i the total price mat be quite large. 

Thus, the Belgian tax system is generally regressive in character. 
As in many countries, taxes fall most heavily oh the poor. 

Income and property taxes account for two-fifths of the revenue, 
though there is a significant amount of evasion of these .taxes. This 
means that three-fifths of the tax revenue is collected by taxes on con­
sumption. (However, in addition to normal taxes, the capital levy 
introduced in connection with the currency reform absorbs an amount 
roughly equivalent to one-fourth of the regular taxes on income and 
property.) 

The main source of the expected increase in revenue in 1949 is an 
increase in the rate of collection of taxes due for previous years (from 
8,125 million in 1948 to 5,436 iillion in 1949). Such increases' may 
mean an improvement in the efficiency of the tax-collecting system and 
in its ability to prevent evasion. 

Government debt figures are more useful than Belgian budgetary 
statistics in analyzing the impact of government financing on the 
economy in any particular year. Both the receipts and expenditures 
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attributed to any one budgetary year actually pread over that year 
and the following one. 

Net domestic indebtedness increased by 69.0 billion francs from 
liberation to June 1948. Foreign debt rose by 6.9 billion, giving a 
total government deficit of 75.9 billion. (See table 9.) Deficits of 
local governments may be estimated in a similar manner, by comparing 
-annualfigures for total indebtedness. 

TABLE 9.-Total nationaz and tocal government deficits 

[In billions of Belglan frans] 

National government 

Of which 
Local gov-
emnent- Total 

Of which 
financed by 

Total 
deficit 

i1UnaUced by
foreign

borrowing 

deficit dometic 
borrowing 

August 1944-December 1945----------------
1046 ---------------------------------------

O.5 
4.6 

2 1 
5.5 

13.0 
2-2.6 

63,5 
2-7.2 

61.4 
-1.7 

1947 .-- -------------------------------- -­ 213,1 4 2.2 15.3 15,7 

I December 1944-feceinber 1915. 
Surplus- decrease in indebtedness. 

2. Money 
The-monetary reform of October 1944, introduced soon after libera­

tion, was the keystone in Belgium's monetary policy, without which 
other measures would have been ineffective. This reform provided for 
the exchange of bank notes, blocking of bank balances and other mone­
tary holdings (40 percent temporarily and 60 percent on a longer 
term basis, with some important exemptions) and special taxes'on 
capital and war profits. 

During the war, German occupation cost.levies, forced exports to 
Germany, and other inflationary factors resulted in an increase in 
the, total volume of money to three times the prewar level. The 
resulting inflationary pressure was made greater by a precipitate 
drop in production of goods and services, during and after liberation, 
to about 50 percent of prewar levels. 

The Qurrency reform resulted in an immediate reduction in the 
volume of money (including bank deposits) to 72 billions, somewhat 
higher than the 1936-38 average of 63 billion francs. 

No part of the money supply existing on the day of financial reform 
was actually repudiated. Of the total reduction of about 111 billion 
-francs, 42 billion took the form of temporary blocking. About three­
quarters of the temporarily blocked balances had been released by the 
end of 1947 (all but 9 billion francs) and most of the remainder was 
to be released in the course of 1948. Another 63 billion was "perma­
nently blocked," only to be converted later into a long-term interest­
bearing forced loan. Holders of this loan could use it to pay their 
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obligations under the capital and war profits taxes. Th6 portion -of 
the loan left outstanding is to be redeemed out of the remaining reve­
nue from the special taxes, and (to the extent of about 20 billion 
francs), out of future ordinary revenues. 

Some critics believe that the rate of release, particularly of the 
temporarily blocked 40 percent, was too rapid. A substantial part 
of the increase in circulation has been due to unblocking of this por­
tion of the old money supply. It thus may be partially responsible for 
the inflationary pressures evident since the end of 1944. The forced 
loan scheme also presents certain threats of inflation in the long run. 
As in other monetary reforms involving funding of a part of the 
old purchasing power surplus, there is doubt whether the collection 
of the special taxes and the redemption of the forced loan can be 
carried out without inflationary repercussions on the economy in the 
future. In particular if ordinary tax revenue is to be used to redeem 
a large part of the forced loan, the result may be deficits in the 
ordinary budget in future years. But the immediate benefit of the 
scheme cannot be denied. As a whole, Belgium's monetary stabiliza­
tion measures have had the greatest success of all European attempts 
along these lines. They demonstrated the practicality of monetary 
reform. The sudden contraction in circulation immediately after 
liberation made the currency a functioning instrument, permitting 
Belgium to escape both the perils of gradual repudiation (such as 
occurred in Germany) and of pronounced price inflation (as in 
France). 

An increase in the liquid means of payment occurred after the 
reform, however. It amounted to 87.9 billion francs between Decem­
ber 1914 and June 1948. 

Tnnrm 10.-Total monetary circulation 
[Inilfws of Belgian fancs] 

Demand 

Date 
Treasury
notes and 

corns 

National 
Bfank 
notes 

Postal 
checkung 
deposits 

National 
Bank 

deposits 

andS0-day
commermal 

bank 
deposits 

Total Index 
(193" 

i00) 

1936-38 (aunual average).. 1,456 2, 946 3, 430 3,518 16,298 46,648 100 
August 19 --------------- 4,042 73 82 6,106 36,84 17107 3M 
Fnd of December 1944 --- 6, 371 41,286 8,188 3,51 14,353 73,699 158 
End of December 1945----. 8, s3 70,376 17,716 3,444 34,721 133,140 285 
End of December 1946 ..... 5,856 72,165 22,387 6,217 43,785 150,410 322 
End of December 1947 .... - 4,269 79,761 27,783 4,718 43,313 150,844 243 
End of March 194 -------- 4, 532 77,442 26,118 5,241 44, 8 158,201 339 
End of June 1908------------ 4,58 78, 20,G,812 5,723 40,287 161,570 340 

1 Annual average 
Average for month. 

It is accounted for by the needs of Allied armies during liberation, 
government deficits, and the unblocking operations. After deducting 
certain increases which did not add tb the effective circulation (650 
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'million francs created as part of Belgian participation in the IMF 
-. id 1,131 million francs for the net increase in commercial bank 
holdings of cash and reserve deposits), the net increase in the amount 
of money in circulation maybe estimated at 86.2 billion francs. Total 
'unblocking operations from December 1944 to December 1947 covered 
22.2 billion francs. Total Government deficits (domestically fnanced) 
were about 75.7 billion francs during the period. These two' factors 
alone more than account for the increase in money supply. 

National Bank credit has been an important source of the expansion 
of money supply in the postwar period. In the past year, however, 
Belgium has succeeded in restricting the two major sources of post­
war inflation, the Government deficit and loans to other European 
countries. The fate of Belgium's efforts to stabilize her currency may 
depend on the ability of the country to continue to do so. It is there­
fore important to examine these sources of inflation in some detail 

National Bank credit to the government was extended directly 
to cover government deficits and was most important in 1944 and 1945, 
during and immediately after liberation. It developed as follows: 

TABir 1.--NatioiaZ Bank lUnoninO of Govervment deficit 

[ln billions of Belgian frams] 

IhangemBank's hold- nes 
Period ings of treas- indebtedness of 

ury Metifi- Government
catesI 

Middle of 1944-end of 1945 -------------------------------------------- +2 1 +5&3
End of 1945 and of 1945 ---- ------------------------------------------- 21 5 -9,1
Bnd of 1048 and of 147 ------------------------------------------------ +.5 +13.5 

Total------------------.---------------------------------------- +23 1 +022 

I Excluding c ain bookkeeping adjustments connected with the Belgian monetary reform and partici­
pating in the IM'. 

2leerease m mdebtedness. 

However, of the amount borrowed in 1914-45 perhaps three-fourths 
went originally to support Allied armies, and only one-fourth was 
borrowed by the government for its own immediate use. 

Thus, it is only fair to state that much of the inflationary appeal 
to the National Bank in the year and a half after liberation resulted 
from the need to supply goods and services to Allied troops. During 
1946, however, the Belgian Government's own expenditures grpw and­
continued borrowing would have been necessary if not for repayments
by the Allies to the Belgian Government. (These repayments, if has 
been pointed out above, were a most important source of foreign 
exchange during that year.) Such repayments amounted to at least 
17.3 billion francs during the period from September 1944 to Decem­
ber 1940, or to 11 percent of total government expenditures under 
the 1945 and 1946 budgets. It must.be recognized that it was difficult 
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to limit government expenditures once price increases had started. 
-Nevertheless, it is a fact that the state of the Belgian Government 
'budget made it necessary to leave in circulation the inflationary in­
,crease in money supply caused by Government borrowing in 1944-45.. 

It may therefore be concluded that about 40 percent of the Govern­
inent domestic deficit since liberation has been financed by a directly
inflationary appeal to the central.bank, mostly in the first year and a 
half. Although the Government has succeeded fairly well in avoiding 
xecourse to the central bank during the last few years, this has caused 
discontinuance of politically useful expenditures such as price sub­
-sidies, and inability to provide funds for war damage compensation 
and public investment projects. There are thus political pressures
which might cause the present policy of avoiding inflationary deficits 
to be abandoned in the future. 

National Bank credit to other European countries has also con­
tributed to inflating the money supply. Belgium's net position in pay­
inents agreements (mostly with Europe) developed approximately 
as follows: 

TABLs 12.-Ne.t oredit to foretgn conntri~e througkpayments agreeneitts 

"In bllions of Belgian francs] 

D tNDate Neto totalto Cha oge N t toetal Annual ' nuaual Dat e 

-Dee. 25, 1944 .................. - 0.5 ----------
 Sept. 16, 19i8 .--------------- -1.39.0:Dec. 25, 1945----------------- M. +2.4
Dee. 25,1046 ----------------- 4.2 +1 3 Total .................. ------- +8.6 
:ee. 25, 1947---------------- 10.4 +6.2 

The high point in Belgian clearing credits was reached at the end 
of October 1947, when the net total attained 11.7 billion francs. This 
represented a net expansion since December 1944 of 11.2 billion francs, 
or 256 million dollars, about $89 per head of population. There­
after, the National Bank succeeded in halting the- increase, and in 
reducing the total amount outstanding by 2.2 billion francs in less 
than 12 months. 

From the point of view of the domestic econoniy and of eventual 
readjustment of the Belgian balances of payments, such clearing
credits were a serious disturbance. Their inflationary effect was two­
edged: (a) the Bank had to issue new money to pay Belgian exporters 
for their sales to Europe, and (b) the amount of goods and services 
available within the domestic economy was reduced correspondingly. 
At the same time, deflationary pressure which should have resulted 
from the fact that Belgiun was running a dollar deficit, and which 
would have corrected in part the causes of the dollar deficit, was pre­
vented from being effective. For example, the extension of clearing 
credits during the period more than balanced the contraction in do­
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Smestic money supply which should have resulted from sale of -gold 
reserves. The het loss of gold from-December 25, 1944, to September 
16, 1948, matched by corresponding payments of irancs to the Na­

-tional Bank by Belgian importers, was 4.0 billion francs, or less than 
half of the simultaneous expansion of money supply through clearing 
credits 

The rather abrupt end to the extension of clearing credits produced 
almost immediate repercussions on Belgian export industries, and 

brought demands for a revival of inflationary credits to encourage ex­

ports. There are some indications that Belgium may now be tempted 
to grant additional credits (over and above drawing rights made avail­
able under the payment scheme) to countries which agree to buy 
textiles, in order to relieve the unemployment problem in the textile 
industry. 

Commeroi balnkoo appear to be another-important element in Bel­

gium's current inflation6ry difficulties. Credit expansion by com­

mercial banks has been almost exclusively in the field of private 6redit, 

however, and has not been a substantial factor in financing Govern­
to Junement deficits since the end-of 1945. From December 81, 1914, 


80, 1948, commercial bank credits to private borrowers expanded by.
 

13,858 million ftanc . Loans to the State,on the other hand, show a
 

small decrease (611 million francs) between the two terminal dates
 

of the period. The nit expansion (for major items) was thus 1..
 

billion francs. Total deposits increased by 83.2 billion francs. ,Of
 
this increase, however, about 20.7 billion: was caused by unblocking
 
of temporarily blocked deposits.
 

In an attempt to control inffitionary credit operatibns by commer­

cial banks, certain drastic measures were-taken during 1946 and 1947, 
including increases in the National Bank discount rate. During the 

'first three quarters of 1946"the expansidn of bank credits' to private 
enterprise was financed by a reduction of holdings of government 
debt. In order to halt this process of'monetzation of the debt, banks 
were required (from February 1946, on) to maintain reserves of Gov­
einment Treasury Certificates (or cash) equal to 50-65 percent of de­

posit liabilitieg. Though this measure served its immediate effect, a 
consequence in the future may be to channel a.substantial part of any 
further expansion of bank credit into satisfaction of the needs of the 

State. The new requirement also made'the commercial banks more 
.susceptible to central bank credit policy, since there resulted a greater 
need for rediscounting with the National.Bank. The National Bank 
-used its reinforced position to encourage lending against genuine 

-commercial bills and to discourage consumer credit and loans which 
financed increases in stocks of merchandise. 
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3. Savings 
The importance of increased'savings at this juncture is indicated by 

a recent statement of M. Gaston Eyskens, Belgian Minister of Finance: 
"Under the conditions of full employment in which it functions, the 
Belgian economy cannot pursue two contradictory objectives at the 
same time: the expansion of consumption and the development of in­
vestment. Since liberation the economy has implemented a policy of 
abundance. It has no reason to regret this, since the reconstruction 
of human 'labor power has restored the productivity of the economy. 
But it is time for savings to take over from consumption, and for our 
productivity to serve investment" (Institut de Reeherches Econo­
miques et Sociales: Bulletin, Louvain, -ugust -1948, p. 284).

A Belgian economist estimates total voluntary savings in'billions 
of Belgian francs in 1947 as follows: 

Nqet. issue.s of securities 
National Government: 

NNew loans floated ------------------------------ 7. 0 
Debt retirement ------------------------------- 2-5

local government and semi-State institutions: 
National Co. for credit to industry----------------- 0. 7 
Telephone and telegraph monopoly----------------. 5 
New borrowing of local government--------------- . 8 

2.0
Private securities ------------------------------------------. 1 

. Total--- 7 9. 6 
Increase in investments of savings banks (other than in securities 

quoted on exchanges) ------------------------------------ 1. 4 -2. D 

Grand total ----------------------------------------- 1 . 0 -12.-0, 
(Albert-Edouard Janssen, in Institut de Recherches Econoiques et Sociales: 

Bulletin t puvain, August 1948, p. 283.) 

Compared to the equivalent in prewar years (an average-of 6 billion 
francs in 1936-88), this represents a mere 100 percent increase, while 
in general the value of money is only one-fourth of prewar. In term 
of this estimate voluntary savings in 1947 would have been only 5 to 6 
percent of national income. 

4. %old and Hard Currency Reserves 
At the end of 1944, the National Bank's holdings of gold were 72: 

'million dollars. They remained moreor less steady throughout 1945, 
and 1946, but in 1947 payment of 56.25 million dollars in gold to the 
International Monetary Fund initiated a decline'which, continued 
throughout the year. National Bank gdld holdings reached a low 
point of 578 million dollars in February 1948. 

Since early 1948, a moderat6 increase in foreign exchange control 
restrictions, plus purchase of gold from the Congo and receipts of 
gold or dollar payments pursuant to payments agreements, have re­
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-suited in an-increase in the National Bank gold stock by about 65 
million dollars. At the end of September 1948, these holdings stood at 
•643 million dollars. 

It has been the policy of the National Bank to maintain substantial 
gold reserves, as a psychological barrier against distrust in the cur­
rency. For this reason, holdings of dollars and other convertible 
foreign exchange have been kept at working balance levels throughout 
the period covered by the table. Although the bank has been unable 

to avoid some loss of gold since liberation, in general gold reserves 
have been held-remarkedly stable and have been consistently above 
the prewar legal requirement that they equal 30 percent of the National 
Bank's sight liabilities. 

5. Exchange Rates 
The present exchange rate, established in October 1944, was pro­

posed,by the Belgian Government-in-E xile and accepted by the Allied 
authorities. This rate, 43.8 Belgian-francs to the dollar, represented 
a devaluation of about 33 percent as compared to prewar. It was 
-confirmed by the Monetary Fund as the official parity of the franc in 

September 1946. During the period of the war, and since 19-4, there 
have. been substantial increases in internal prices. To some extent 
these have been offset by parallel increases abroad. A Belgian study 
of xetail prices in April 1948, for example, showed that, with prices in 
Brussels taken as 100, the price level in Paris was at 99.3, in Stockholm 
at 143.4, and in New York at 115.5 (The Statist, London, 26 June 
1048). This would indicate that the franc is undervalued. Alter­
natively, statistical calculations can be made showing overvaluation 
of the Belgian franc compared to other European currencies. 

Such calculations are greatly affected by the extent of government 
price controls and subsidies in various countries. The Belgian Gov­
.ernment has followed the policy of keeping such- controls to a mini­
mum,whereas many other participating countries have established 
comprehensive price control and subsidy systems. 

In general, the Belgian franc would appear to be undervalued (if 
anything), insofar as the rest of Europe is concerned. In the highly 
-complex world exchange-rate web, as much the product of political 
forces as of economic realities, it is difficult to see how Belgium alone 
,could bring about a readjustment of exchange rates which would 
benefit her. To correct any undervaluation against other European 
-currencies without increasing the difficulties in exporting to dollar 
markets, Belgium would have to introduce so-called "disorderly cross-
Tates." 

Thus, the probable undervaluation with Europe may have to be ac­
cepted as given for the time being, pending a general readjustment 
-of exchange rates. The handicap of overvaluation with the Uited 
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States is, in this case, not very pressing. Possibilities of ex­
panding exports to the United States may be limited more by market 
factors than by price considerations. Imports at the present rate of 
exchange, moreover, serve to stabilize the Belgian price level. 

6. Volume of Credit and Interest Rates 
Since the monetary reform, a policy of tight credit has been followed 

in Belgium. After an interim reduction during 1945, interest rates 
have Jeen increased progressively. The increase in money circulation 
during 1945 led to a growinft ease in the money market. Beginning in 
February 1946, the application of restrictions on credit (such as the 
special reserve requirements for banks) caused a gradual tightening 
of long-term interest rates. The National Bank raised its discount 
rate in Octobbr and November 1946. However, the liquidity of the 
economy was still sufficient to cause a.slight decline in the return on 
long-term bonds (an increase in market prices of fixed-interest securi­
ties) during the first half of 1947. In August of that year, the Na­
tional Bank again raised its discount rate, forcing the rates in other 
money markets to follow suit. Another important development dur­
ing 1947, indicating increased confidence in the long-run stability of 
the currency, was the elimination of the abnormal differential between 
the rate of return for medium- and long-term obligations (in favor of 
the former). This tended to make the marketing of long-term bonds 
easier. 

7. 	 Prices 
The official index of retail prices was reestablished only in Septem­

ber 1946, after a wartime interruption. With 1036-88 taken as 100, 
it then stood at 324. On the eve of liberation, it has been at about 275. 
Developments during I947 and 1048 are shown in table 13. 

Price movements appear to have resulted mainly from the reduc­
tion in government subsidies. Average retail prices were fairly 
steady between January and June of 1947. In July, about the time 
of the abolition of most food subsidies, they began to increase rap­
idly. The increase was confined to food components of the price 
index, while nonfood items actually fell. A new plateau appears to 
have been reached around the end of the year. 

Part of the rise in prices, particularly in 1947, resulted from the 
rise in international prices. Thus, during 1947 the United States 
price index for raw materials increased from 179 in January to 195 
in June and 212 in December. By November the price of grain on 
United States markets had attained four times prewar, which in terms 
of the official Belgian exchange rate (devalued by one-third in 1944) 
meant an increase in the cost in Belgian francs to six times prewar. 

In February 1948, there was a new jump, again mainly due to the 
abolition of most remaining controls of foodstuffs (particularly ra­
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TABLE 13.-Begian, price indices 
[1936-38=--10] 

offial retail prices 
Offical IRE%I 

wholesae wholesle 
Total Food Nonfood priceS prices 
index index - Index 

1947
 
Ja nay....................... ............ 332 292 412 340 330 
February- ------------------------------. 32 282 411 341 336 
March ------------------------------------- 329 280 405 349 842 
Appil ...................................... 33D 278 413 352' 341 
May ------------------------------------- 332 280 412 352 341 
Yu-m ....... 334 2 412 355 343 
July....................................... 38 303 400 356 351 
August .................................... 352 320 403 363 370 
September --------------------------------- 353- 323 401 365 a71 
October ----------------------------------- 358 336 326 367 387 
November --------------------------------- 3 33 396 370 38 
Deeimber-.----------------- ------------ 364 347 395 076 a90­

1948 
January ------------------------------- 3 66 847 396 395 
February --------------------------------- 387 380 399 ............ 43 
March ----------------------------------- 303 383 408 __......... 413 
April--------------- 396 387 414 42D 
may........----- 398 389 415 42 
June------------------------------------- 397 387 415 .......... 416 
July-------------------------------------- 96 a8 415 ------------ 41i 
August ----------------------------------- 400 393 414 419 
September................................. 403 399 413 ----------- 420 
October ----------------------------------- 396 387 412 ....................
 

IIUstitute of Economic and Social Research, University of Louvaln. 

tioning and price control of, meat). This time nonfood components 
followed suit, possibly because the cost of the compensation payments 
to the "economically weak" was transferred from the State to the 
employers around the same time. 
. From March to September the retail price index was fairly stable, 
fluctuating within a range of 10 points, or about 2*,4 percent. 

In October the retail price index dropped by seven points, the largest 
decline in the past 2 years. 

The increase in the cost of imports in 1947 was a major element in 
the decision by the Belgian Government to remove price subsidies on 
foodstuffs in order to prevent the cost of such subsidies from wrecking 
its attempts at budgetary equilibrium (Institut de Recherches 
Edonomiques et Sociales: Bulletin, Louvain,-August 1948, p. 440). 

By the end of 1947, direct price subsidies continued only for coal 

and gas, bread, animal feedstuffs, butter and table oil. What few 
subsidies remain are not of very great importance to the retail price 
level. Thus the danger of -an'upward price'm6vement if they are 
eliminated in the future is not great. 

The removal of price subsidies without unleashing a wage-price 
spiral was a major accomplishment. It means that if monetary in­
flation can be avoided in the future the stability of the Belgian price 
level is more or less assured. The decline in retail prices in October 
lends substance to this belief. 
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G. LABOR PEACEr. PRJCES, AND PRODUCTIVITY 

Labor peace wa& alid remains one of the most important non­
mozietary factors in Bel' ni's recovery program. Most of'the gbv­
eminent's economi6 policy can be (and usually is) explained in terms 
of the efrect on real wages of labor. 

The encouragement of consumption, for example, was intended to-­

restore incentives for labor. The idea that increased supplies of con­
sumer goods are an investment in greater productivity of labor has 
captured the Belgian imagination. There is even a tendency to 
justify on this ground consumption of luxuries not even remotely 
within the reach of working class income. -Yet, organized labor 
(-which is strong in Belgium) .wouldnot have accepted the idea if in 
application the workingman had not seemed to get his fair share. 

Economic history in Belgium, reinforced by observation of cur-­
rent developments in surrounding, countries, teMds to make the Bel­
gian labor movement extremely sensitive to.any redistribution of real 
income through inflation, in favor of the'rich and at the expense of 
the wage-earners.- Yet, like some other- European labor movements, 
the Belgian unions appreciate that in a serious inflation wages can 
never keep up with prices. The attitude of Belgian labor has thus 
been mixed: insistence on the one hand that wage-earner income be 
kept at least abreast of -price changes, and recognition on the other 
that open wage increases might -well make it impossible to maintain 
real wages in-the long run. 

These conflicting tendencies have found organizational expression 
in the National Conferences of Labor,periodic government-sponsored 
meetings of labor, emplgyer representatives, and government officials, 
which began in1939.. The recommendations of these conferences form 
the basis for negotiation of industry-wide wage increases, for govern­
mental subsidy policy and for other. measures designed to maintain 
the real value of wages. They. are thus the means by which the bal­
ance necessary to labor peace is determined and maintained. One 
of the first .acts after liberation, for example, was an increase in 
average wages, by 60 percentin September 1944. This increase im­
proved for-the time being the very low level to which real wages had 
sunk at the time of liberation (possibly one-half of prewar). Rising 
prices forced the granting of an additional 20.pereent general increase 
in July 1945. Though necessary in view of the great discrepancies 
then prevailing, such direct wage Increases had almost immediate 
repercussions on theprice structure. 'They were thus in part illusory. 

The government has since~sought to provide the-benefits of wage, 
increases by indirect means. These have included special vacation­

41 



allowances, premiums outside official wage rates for regular attend­
ance at work, and a complex system of income subsidies to the "co­

nomically weak?' Official wage rates have remained under Govern­

ment control, at least in theory, even though control of other prices 
has been largely eliminated. However, officially tolerated and un­
punished evasions of this control have been important. 

Another part-of the attempt to maintain labor peace was the great 

expansion of social insurance after liberation. The cost of social 

insurance in 19417 20.7 billion-franes, was 28 to 30 percent of the total 

wages. Of this, the Government bore 2:7 billion francs out of general 

revenues. Levies on employers and employees brought 17.9 billion 
francs. This was 23.9 percent of total wages, as compared to 17.& 

percent in 1945 and 8.4 percent in 1936-88.. Two-thirds of the charger 

was borne by employers, and thus entered into the calculation of prices. 

However, the expansion of social security is so new that it has not 

as yet had time to affect the wage demands of workers. These are 

still based on previous requirements, including the necessity of pro'vid­

ing for old age or illness. The increase in social insurance thus repre­

sents an addition to real wages (in the form of State provision for 

the future) rather than a mere transfer of a portion of current wage­
income within the working class (Institut de Recherches Econo­

miques et Sociales: Bulletin, Louvain, August 1948, pp. 304-05). 

There are no satisfactory indices of wage developments in Belgium. 
Nevertheless, even after consideration of increases in retail prices, 

real income of labor appears to be at least as great as before the war, 
if not somewhat higher. 

But this is not true for all occupations. Public utility workers 
(gas, electricity, and tramways) are worse off than the average, be­

cause Government price control has been maintained with greater 
rigidity in those fields, and has tended to exert pressure on wages. 

As in all countries which have suffered from price inflation, white­
collar workers are also in economic difficulties. 

Despite the attainment of prewar real wages, labor productivity h as 
not recovered to normal levels. The Belgian Ministry of Economics 

has estimated that for basic industries (coal, coke, iron and steel, non­

ferrous metals) in 1947 production was 87.3 percent of the 1936-88 
average, while employment was 111 percent. Productivity of labor 

as indicated by these necessarily rough estimates would thus appear 

to have been only 78.5 percent of the prewar level. However, produc­

tivity appears to have been rising during 1948&at a fairly rapid rate. 

An improvemut in labor productivity is essentialif Belgium is to main­
tain her competitive position, and balance her-international accounts 
in the long run. 
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H. POLITfCO-MILITARY SITUATION 

I. Internal Political Situation 
Belgium has a middle-of-the-road coalition government. There 

are strong traditions of economic liberalism as opposed to the principles
of state direction of the economy. Although all Belgian Governments 
since the liberation have been coalitions of parties with widely diver­
gent views, the country -has at no time been politically or socially 
unstable. 

The present Catholic-Socialist coalition was originally formed in 
March 1947 under the leadership of Prime Minister Paul Henri Spaak, 
a leader-of the Socialist Party. It represents the strongest combina­
tion of political forces that has governed Belgium since the liberation. 
The two Government parties together have a large majority in the 
Parliament, holding 161 of the 202 seats in the Chamber and 138 of 
the 167 Senate seats. The opposition consists of the remaining two 
parties: The Communists, who in the last general elections of 1946 
polled about 11 percent of the popular vote (but who have probably
lost ground sice then both politically and in the vital trade-union 
movement) ; and the Conservative Liberals, then supported by about 
8 percent of the electorate. 

By tacit agreemeni between the Socialist and Catholic parties, the 
tenure of the present Spaak government is to be limited until the 
next general elections, now scheduled for the early autumn of 1949. 
For the first time women will be permitted to vote in a national­
election. A majority of the leadership and rank and file of both 
parties desire the'bontinuance of the present coalition until that time. 
Many Socialists and,Catholics are not in basic disagreement on some 
aspects of economic, financial, and fiscal policy. But the extremists 
in each party certainly hold widely divergent views. One example
is the "Royal Question" where the right-wing Catholic supporters of 
King Leopold insist on a rapid solution looking to the King's early 
return, to which the Socialists and the two minority parties are 
opposed. 

In terms of internal politics (and particularly as they relate to 
the vital trade-union movement) the economic and social problem
which at present is causing greatest concern is the fear of increasing
unemployment. Certain key industries, such as textiles, leather, and 
glass, have recently been obliged to curtail production and lay off 
workers because of difficulties in maiketing products abroad for hard 
currency. The solution of this problem will be a principal objective 
of the present government. The manner in which it is handled will, 
for obyious reasons, be related to the evolution of the general internal 
political situation. The government's success or failure in this field 
will affect not only the coming elections but also the ability of the anti­
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Communist trade-union leadership (which in the past 8 years has 
successfully reduced Communist influence within the unions) to con­
tinue to prevent Communist penetration and gains. 

2. Military 
With its relatively small population and metropolitan area, Belgium, 

has a correspondingly small military establishnent. Based on avail­
able published figures, the military budget for 1949 is slightly under 
10 percent of the total budget, not a serious strain on Government 
finances or on the economy. 

-
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Chapter I. Basic Problems 
A. GENERAL STATEMENT 

The basic problems of Belgium may all be linked with internal 
and external monetary conditions. Indeed, this is almost necessary if 
a practical approach to their solution is to be found. Thanks largely
to her splendid efforts to attaih monetary stability, remarkably siiccess­
ful despite certain shortcomings discussed above, Belgium is now very
close in over-all terms to a balanced free economy. 

Belgium, like every other country at the end of the war, was 
struggling with two urgent 1roblems: To get her. economY back into 
running order so that she could produce as much as she had to 
consume; and to get rid at least of the more extreme regulations of 
economic life that were imposed during the war. 

Belgium has made significant advances in dealing with these prob­
lems. Her wage-price-credit problems are of manageable propor­
tions. Her economy will produce enough in the aggregate to support 
a reasonable standard of living and to furnish the-necessary invest­
ment goods, if only it is possible to convert the prbeeas oftexports 
into dollars. But Belgium is not in balance with respet to her 
ability to earn dollars and her need to spend dollars. 
In attaining an approximate over-all balance Bplglum has been 

favored by the relatively limited extent of war damage; by the facC 
that she produces goods which have been greatly desired in the p6t-, 
war world, and by the fortuitous circumstances of her liberation, which 
provided large foreign exchange income in the immediate. postwar
yeaks. But the attainment of monetary stability, even within this fa­
vorable environment, will be no insignificant accomplishment. 

The almost continuous inflation of the currency in the early post­
war years, however, permitted the growth of certain anomalies which­
still prevent genuine balance., Not least of these was consumption 
at close to prewar levels before productivity had recoyered to prewar
standards. This resulted inabnormally high net imports ffointhe 
dollar area. The after-effects of these anomalies have not as yet-beet.
entirely eliminated. They are expressed in a very high level'of 
production costs, and i rigid prices. These resist monetary pressure
for deflation, because they are under pressure in the opposite direction ­
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from a standard of living which has not been fully realistic in the 
past. Belgium thus faces certain immediate problems, even before 
balance can be achieved in the present environment. 

In addition, however, Belgium faces the long-run problem of ad­
justing to an environment which may be much less favorable than it 
has s~emed to be in the past. To assume that the products which 
Belgium normally produces will continue to command scarcity 
premiums is unrealistic, as the Belgians well know. In the case of 
steel, the most important export product, Belgium must face renewed 
competition from the rapidly expanding and reviving industries in 
countries which are now her customers. Already the expansion of 
steel production in other participating countries is eating into her 
present sources of iron ore. French and Swedish output of ore went 
largely to Belgium when she led in recovery of steel production; but 
it is now increasingly retained at home or sold t6 other countries whose 
industry is recovering. Present demand for steel, furthermore, is 
largely cyclical. The huge investment programs undertaken in other 
countries have created a rate of demand which cannot be matched by 
current production. But demand will decrease once the programs are 
fulfilled. Furthermore, Belgium will be faced with greatly increased 
competition from other European producers which are now expanding 
their steel industry. At the same time the austerity policies-of other 
European countries, made necessary in part by their investment pro­
grams, are undermining the traditional markets for Belgian exports 
of consumer goods. 

To meet these problems, Belgium may feel herself forced to turn 
at this late date to more rigid Government controls. Her industry is 
not now equipped to supply dollar markets directly, since it was 
developed to produce for European needs. Conversion to products 
with ready sale in the Western Hemisphere, particularly if it has to be 
done fast, would require expensive investments. In some other coun­
tries such investments have been made possible only by strict ration­
ing-of consumption or by serious price inflation, both relatively grace­
less form of forced savings. But neither of these appeals to the 
Belgians. Indeed, their fear of both may have influenced them to 
pin their faith on a return to prewar conditions, which would obviate 
the necessity of radical changes in their economy. It may have led 
them to overestimate the likelihood of full restoration of prewar 
prosperity on the Continent of Europe. This fear is probably at the 
bottom of their present disagreements as tO economic policy with the 
United Kingdom, the major source of dollars for Eruope as a whole 
before the war. 
. But Belgian restoration of a balanced financial system is so close to 
attainment that a return to Government controls might be wasteful 
and probably ineffective. Under present conditions, for example, a 
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reduction -of xcessive gasoline consumption might be more speedily 
and more surely attained by continued deflation of consumer pitr­
chasing power than by reintroduction of rationing (and its silent 
companion,.black markets). 

The basic problems for Belgium, then, are: 
1. The elimination of those handicaps to a free-enterprise system

which have prevented full adjustment in the past. In particular, this 
means gradual elimination of the various meais by which the belief 
has been, perpetuated that European conditions did not change as a 
result-of the war. 

2. The development of methods of influencing the free-enterprise 
system to bring readjustments to the conditions of the future. 

3. For the next few years, some means ol preventing strains which 
will be caused by needed adjustments from becoming socially and 
politically intolerable. 

The first requires continuance of present efforts, to maintain mone­
tary stability. The first and second both require, more than anything
else, an aibandonment of Government interventions which -have 
actually been undertaken in Belgium until now, particularly.in the 
foreign trade field. The third requires some form of foreign assist­
ance, to cushion the shock ofIthe belated transition which Belgium 
must now make. 'The three are so closely related that the special
meaning of each point will best be seen by discussing the problems of 
internal balance and of external balance separately. 

B. PROBLEMS OF INTERNAL BALANCE 
As a producer of capital'goods and consumer goods with highly

elastic demand (certain types of textiles, for example) and as a coun­
try greatly dependent on international trade, Belgium has always
been particularly vulnerable to the cycle of prosperity and.depression.
Present prosperity, for example, stems from the accumulated Euro­
pean demand for capital goods. This has permitted an increase in 
Belgian export prices, more than .offsetting the increase in the world 
market prices of food and raw materials which Belgium must import.
It has provided ready markets for all the exports which Belgian heavy
industry wishes to make. 

But, the Belgians realize that this heavy demand -for their goods
will decrease. They therefore wish to make readjustments now, in 
preparation for the lean years of increasing competition and shrinking
demand for capital goods, which would accompany any downswing in 
the business cycle. Such readjustment, as indicated, above, would 
reqfiire an increase in the over-all efficiency of their. economy, a 
gradual reduction of costs andprices. 

Some Belgians feel that this requires a.general deflationary move­
ment and a nore or less significant contraction'for the time Being 
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in the interests of long-run stability. The present prosperity has 
resisted the efforts to attain stability through the monetary system. 

The Belgian Government has striven to maintain a deflationary 
policy during the last 2 years. But it would have great difficulty 
in continuing to pursue this policy if unemployment remains at its 
present level. In any case, it is recognized that the implementation 
of Belgium's investment program, so essential to the reduction of 

"real costs of production, might produce some transitional unemploy­
ment; men replaced by machines must often be retrained and relocated 
before they again find useful employment. 

To minimize the hardships inherent in such readjustment,'the Bel­
gian Government plans to launch a large-scale public works program 
at the propitious moment; They take pride in the fact that-needed 
repair and improvements of roads and buildings and other public 
works were deferred while labor was short, and that there will thus 
be useful work for those displaced from private occupations when 
unemployment again becomes serious. 

But in order to carry out these long-range plans successfully, the 
Belgian authorities must first achieve a balance between a number 
of forces which are difficult to control. First, they must bring the 
expansive developments within the economy to a. halt. For example, 
as long as inflation continued, it was impossible to bring pressure to 
bear to eliminate an unhealthy growth in the retail distribution 
system. It was also difficult to create compelling economic motives 
for new investment to increase efficiency and reduce costs. 

As long as Belgium granted credits to other countries where there 
was even more inflation, it was almost impossible (without reintro­
ducing Government regimentation of the economy) to keep Belgian 
enterprises from making profits out of exports, however inefficient 
their production. Inefficiency was in effect protected by inflationary 
developments, and the competitive system was unable to exercise its 
normal selective function in Belgium. 

The momentum of inflationary movements, and the resistance to 
deflationary pressures, delayed visible direct results for over a year 
after the Belgian monetary situation was more or less stabilized. 
Onl in the last mnonth or two have price decreases become a visible 
portent of success of the government's deflationary policy. Only 
recently has a decline in money holdings of the public foreshadowed 
a limit to the wave of consumer spending. This means success for 
the attempt to saturate the consumer markets with goods, made at 
great expense over several years. If this policy now succeeds, and 
consumption in Belgium.settles down to a n6rmal balance with pro­
duction and needed investment, it will ]have been well worth the 
cost, since the alternative was the costs of greater government con­
trol. But deflation, sometimes a most useful corrective, can get out 
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of hand as easily as inflation. Belgium thus faces a precarious tran­
sitional period, in which it must balance the perils of inflation against 
the dangers of deflation. 

Her problem is complicated by the environment in which it must 
be solved. The attempt at stabilization is not and cannot be con­
ducted in apolitical vacuum. Deflation is politically dangerous under 
the best of circumstances. In Belgium the growth of unemployment 
has already caused serious concern, and has been mainly responsible 
for the importance attached to increased public works But if the 
deflationary pressure exercised to date is to be immediately countered. 
by new types of inflationary financing, it will rapidly evaporate.

Realizing this, the Belgian Government hopes to finance public
works out of genuine savings rather than by expansion of the'money 
supply. If new real savings or an equivalent can finance measures 
to smooth the transition from inflation to stability, the most difficult 
social and political problems of deflation can be avoided or ameliorated. 
At the sahe time, inflationary positions in the economy can continue 
under the pressure of monetary contraction until they are eliminated. 

The prerequisite of such an operation is ability to finance increased 
public works without an expansion of money supply. There appear 
to be three theoretical possibilities of doing so: 

(a) An increase in taxes, or a decrease in present government 
expenditures, in order to produce a budgetary surplus; 

(b) An increase in voluntary savings; or 
(o) An increase in foreign loans or assistance. 
Perhaps the most appropriate of these three would be the develop­

ment of a budgetary surplus. This would permit the Government 
to pay for its new capital expenditures out of revenue. Tax measures,
if skillfully applied, could have the virtue of operating selectively in 
those areas of the economy where inflationary conditions continue. 
The danger of interference with healthy activities, which accompanies 
any deflationary or anti-inflationary program, might be minimized. 

Failure to develop such a surplus in the past few years of pros­
perity has been a serious gap in the over-ail program of monetary 
stability. Even after direct inflation to cover government deficits 
ceased, it has meant that the government has had to turn to domestic 
capital markets for its own investment needs, thus diminishing the 
amount available for private investment. In view of the probable 
shortages of domestic savings, particularly if large-scale readjust­
ments are to be undertaken, government surpluses are needed in any 
event, as a form of forced savings which does not have inflationary 
repercussions. 

This means that the.tax burden, modest in the past as far as higher
income brackets are concerned (particularly if the scale of evasion 
is taken into account), may now have to be increased. Politically, 
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this is most difficult, particularly in view of the deflationary pressures 
which are already evident, and even though the only alternative may 

be forced saving through government control of the economy. 
But even if tax rates are increased significantly, there is little 

prospect that a budgetary surplus could be developed immediately 
unless a general reform of the tax system is also undertaken. At­

present levels of tax revenue, the Government barely manages to meet 

its current expenses. Hopes expressed in past years that the ordinary 
(and war expenditure) budget would be balanced have been deceived 
repeatedly by actual developments. As long as price rises were an 
important factor, this was almost inevitable, because of the normal 
lug between increases in Government expenditures and receipt of 
increased tax revenues. 

But the Belgian tax system is very sensitive to the downswing of 
the business cycle. Since a very large part of tax revenue is derived 
from turn-over taxes and other indirect levies, an increase in business 
activity results in a -moreor less corresponding increase in tax revenue, 
and a decrease caused by the elimination of inflationary developments 
would bring a serious drop in tax collections. If the Belgian Govern­
ment has been unable to produce a surplus in the current boom period 
the present tax system may be even more inadequate to make revenue 
available for investment if there is a deflation. 

The second possibility, financing public works by borrowing genuine 
savings, also looks less adequate now than may well be the case in the 
future. The Belgian Government follows the European tradition of 
separating its budget into two parts: Theordinary budget devoted to 
current expenses and revenues, and the extraordinary budget, contain­
ing expenditures on public works, and receipts from long-term bor­
rowing. Since liberation, the entire extraordinary budget has been 
financed by borrowing. The theoretical justification is that capital 
improvements undertaken by the Government will in the long run pay 
fdr themselves by increasing the wealth of the country, and thus in­
creasing Government revenue. Whatever the merits of this theory, 
it is evident that the source of the borrowed funds is a primary de­
terminant of the effect of "extraordinary budget" operations on the 
economy. Recognizing this, the Belgian Government has sought to 
limit its extraordinary borrowing to the amount of funds available 
on the capital market. This was probably not sufficient to ensure in 
the past that all the Governments capital expenditures were made 
out of real domestic savings, since inflationary procedures were simul1 

taneously used to supply funds to the capital market. 
But now that over-all monetary stability appears to have been at­

tained, the continuation of this self-imposed limitation does in effect 
mean that the-Government must hope for an expansion of real domestic 
savings if it is to increase the amount of domestically financed public 
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works. An ,expansion of domestic savings is also necessary if new 
investment is to take place on a scale sufficient to transform the Belgian 
economy into a direct earner of a large part of her dollar needs. 

The rate of savings in Belgium probably has been relatively low in 
the past few years. There are a few indications, however, that it may
begin to increase. In particular, the demand for securities appears to 
be somewhat greater than in the past while the fever pitch of con­
sumption of certain types of goods seems to have abated somewhat. 
Since psychological imponderables are involved, there is no way of 
predicting future developments. Nevertheless, continued price stabil­
ity or even a downward movement of prices would be conducive to a 
rise in the importance of savings, provided the international situation 
does not deteriorate. If other factors are auspicious, it might even be 
possible for the Government to assist in the recovery of savings, by
judicious application of tax benefits, savings -campaigns, and other 
stimuli. 

For the immediate future, however, Belgium cannot be sure that 
genuine savings at home, governmental or private, will meet its real 
investment needs. It therefore seeks an increase in net foreign assist­
ance, discussed below in connection with the 19,9-50 program. 

C. PROBLEMS OF EXTERNAL BALANCE 
Many of Belgium's problems result from the fact that she has been 

driven by the desire to restore free enterprise. Thus, a part of the 
expenditures of dollars that seems excessive when measured by aus­
terity standards is really the cost of restoring a free enterprise system 
under difficult conditions. Often, possible reductions in dollar ex­
penditure could be effected only if Belgium reintroduces Government 
controls. The Belgians believe such controls may cost as much or 
more in the long run. Thanks to generally intelligent monetary poli­
cies, Belgium has succeeded well enough with free enterprise to pro­
vide more than merely ideological justification for much of the extra 
expense she has incurred. 

Until last year,foreign exchange controls were progressively relaxed 
in Belgium to a point where Belgian importers could obtain authoriza­
tion to buy almost anything from whatever country quoted the cheap­
est prices. On the other hand, exchange rates, and more especially
the rate of exchange of the Belgian franc against the dollar, have been 
fixed. And with the existing pattern of official exchange rates, pur­
chase from the United States was often more economical (in Belgian 
francs) than imports from soft currency areas. For the same reason, 
the soft currency areas were often more attractive export markets than 
the Western Hemisphere. If exchange rates had truly reflected 
market forces, it 'is possible that much of the demand for consumer 
goods, in particular, would have been satisfied in European markets 
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and that, on the other hand, a larger proportion of Belgian exports 

would have moved toward dollar areas. This situation, so long as it 

continues to obtain, intensifies Belgium's dollar balance of payments 
problems. 

As long as Belgian exports to soft-currency areas produced dollars 
(at least to some extent) this was not the cause of immediate difficul­
ties. But with the suspension of convertibility of sterliing by the 
United Kingdom and with the growing difficulties of conversion in 
other countries, Belgium was unable to continue importing from the 

Toward the end of 1947 stricter con-United States on the same scale. 
trols were introduced, particularly on imports of nonessentials from 
the United States. 

On the export side, similar difficulties have arisen, but in reverse. 
Exports to the Western Hemisphere have been slow to recover, while 
possibilities of exporting to Europe have been limited mainly by Bel­
gium's insistence on hard currency payment. 

From the very beginning of the restoration of intra-European trade, 
Belgium was a,creditor with some countries. As she recovered indus­
trially, and came closer to a monetary balance, the probability of export 
surpluses with most western European countries became greater. The 
mere fact that economic recovery and monetary stabilization proceeded 
more rapidly in Belgium than in surrounding countries meant almost 
inevitably that Belgium would tend to have a favorable balance of 
trade with such countries. Some, such as the Netherlands, were im­
poverished by the war. They needed goods'for reconstruction, and 
were not in a position to provide normal exports in return. Others 
slid rapidly into inflation, -while maintaining more or less fixed ex­
change rates. The result was a chronic overvaluation which made 
exports unattractive for their own producers, and gave added induce­
ment to their importers to procure from cheap sources of supply in 
more stable countries such as Belgium. 

Furthermore, the disappearance of German competition and the 
decline in British exports of industrial goods to Europe meant a,greatly 
increased demand for Belgian products. This was further reinforced 
by the tight world supply situation for such commodities as steel and 
machinery. In responre to these favorable factors, Belgian export 
prices ross, not without some encouragement from Belgian authorities. 
Since the rise in,Belgian export prices was even more rapid than the 
rise in the cost of Belgian imports, there resulted a.shift in the terms 
of trade in favor of Belgium. It was therefore much more difficult 
for other countries to pay for the products they needed from Belgium. 

-Two temporary expedients to maintain the level of Belgian exports, 

despite this underlying unbalance, have already been mentioned. The 
first was the large net clearing credit granted by Belgium during 1946 
and 194*7. This was originally considered to be merely a means of 
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covering temporary seasonal differences between imports and exports.
But it developed that the differences were due to underlying factors,
rather than to seasonal "swings." When it became evident that many
of her European debtors would be unable to continue gold payments
on their obligations, the internal inflationary effect of such "foreign
investments," when Belgium -was herself short of capital, began to be
painfully obvious. The National Bank then decided that "because of
international conditions and the necessity of preserving the monetary
structure of this country the present amount of credits to foreign coun­
tries no longer seems capable of being increased" (Banque Nationale
de Belgique: Rapport * * I*-sur les opdrations de lAnnee * * * 
1947, Brussels, 198, p. 14). This has been a,cardinal point in subse­
quent policy.

But the reduction in Belgian credits caused difficulties for Belgium
in one respect. While in 1947 the major handicap to Belgian indus­
trial recovery was the shortage of raw materials (which might also be
described as a shortage of imports) , the most important depressing fac­
tor in 1948 was the inability of other European countries to pay for
Belgian goods. Specific industries were particularly hit by "pay­
nfents": or "foreign exchange" difficulties. Thus, during 1948 sub­
stantial unemployment developed for the first time in the textile'in­
dustry. In general, semilunxry and nonessential industries suffered
marked unemployment as a result of the tightening of foreign markets,
although heavy industry had no immediate difficulty with export sales.

The effects of this contraction in ability to pay were reinforced by
growing competition for available markets, as other countries with
less "hard" currencies began to recover their ability to export. Bel­
gium's keen interest in the establishment of an European payments
scheme may be explained by these difficulties al6ne. As a relatively
hard-currency country, Belgium could not meet soft currency competi­
tion as long as payment difficulties grew in intensity.

The second temporary expedient is the Intra-Enropean Payments
Agreement, under which Belgium provides Belgian francs to her Euro­
pean customers against the dollars received as conditional grants from 
ECA. These dollars have made it possible for Belgium to retain her 
markets in Europe and at the same time to maintain a more or less hard 
currency, by avoiding inflationary clearing credits and rigid govern­
ment controls which would force her importers to buy in expensive 
European markets. 

But now that"Belgium does not directly control the granting of 
credit to other European countries she suffers from a new difficulty.
Other European countries, no longer required to maintain Belgian
favor in order to continue to enjoy a surplus of imports from Belgium,
have refused to buy less essential Belgian exports (such as textiles). 
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They now seek to use an increasing proportion of their ability to buy 

from Belgium to purchase "essentials" such as steel. 

Thus, for the long run, Belgium faces alternatives dictated by her 

surroundings, the choice of which will depend in the final analysis on 

where she thinks her real future lies: 
(a) In artificially maintaining exports of less essential goods to 

other participating countries, without receiving imports of an equiva­

lent value. 
(b) In using normal economic incentives to bring about a more or 

less drastic shift in her internal economy, permitting a reduction of 

her traditional dependence on European markets for exports and an 

increase in her ability to pay for non-European products by direct 

export to the Western Hemisphere. 
The former possibility means the continuation, by Government 

intervention, of markets which no longer have an economic basis for 

This Belgium has done in the past, in the ways describedexistence. 
above. In a sense, such intervention is a form of unemployment re­

lief, of prevention of a business depression. Since it is recognized 

as such in Belgium, there may be a great temptation to make use of it 

as deflationary pressures increase. 
However, this is precisely the sort of Go-ernment intervention Bel­

-

gium has criticized most vigorously when it has been used by other 
One of the most important Belgian criticisms of theparticipants. 

European Recovery Program, for example, is that it has encouraged 

large-scale Government intervention to divert resources from consump­

tion into ambitious investment programs. This, in turn, has been 

reflected in an abnormal demand for Belgian steel and a lack of demand 
consumer goods in world markets. WhenfTr Belgian (and other) 

the abnormal demand for investment goods ceases, Belgium fears that 

the result will be a serious depression, and a disappearance of estab­

,lished consumer markets which might have offset the decline in invest­

ment demand. Yet Belgium, in seeking by its own intervention to 

keep alive consumer markets based on Europe's prewar standard of 

living, has gone to the opposite extreme. 
The second course of action, a shift in exports to non-European 

markets, would cause difficulty for Belgium. It means a strenuous re­

conversion of her economy. But it might also be disliked by other 
European countries, some of which might prefer that Belgium join 

'the ranks of soft-currency countries. This might imply increased 

Belgian net exports to the other participating countries, financed either 
by Belgian credits or by increased Belgian purchases of European 
goods, not justified by comparative prices. 

To some extent, increased Belgian purchases of European goods 
will come in any event, as economic-recovery makes additional goods 
available and recovery of financial balance makes competitive prices 
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possible. Such a shif is certainly to be welcomed wherever prices of 
European commodities are reasonably in line with those of Western 
Hemisphere sources. 

Until now, Belgium has made neither choice -very clearly, but 
has believed in a third possibility. Belgium believes that her future 
lies in continuing to supply European markets, but has resed -to 
derive the logical condlusion that she must then become herself a soft­
currency area. While recognizing in 'Part that'Europe is at present 
unable to pay dollars for the desired surplus of exports Belgium has 
nevertheless believed that this is.only temporary, that in the near 
future her faith in hard-currency practices will be justified by a return 
of the ability of normal customers to buy on a hard-currency, basis. 

While it would be defeatist to accept the assuinption that no-part 
of Belgium's prewar pattern of trade can be rescued by European 
recovery and that there will be no dollars in Europe for Belgium to. 
earn in 1952-53, it appears clear that the dollars or other hard cur­
rency will not be available in prewar amounts. 
. The basic problem which must be solved is whether oie part of 
western Europe can achieve satisfactory balance ahead of the rest. 
Some Belgians-apparently believe that their couhtry can, that mone­
tary and other difficulties of other countries needinot spread across its 
borders. They have based this belief oh what nay have been exag­
gerated expectations as to the rate at which other countries will be able 
to~overcbme domestic problems. Belgium .may now have to'recogniZe 
-thatother countries will not be able to pay for.the exports she has come 
to consider-normal. If she draws thelogical conclusion that she must 
therefore shift some of those exports elsewhere, in a larger sense this 
would help the return, of Europe to balance with economic reality, 
rather than hindering it. 



Chapter Il1. Description and Critique 
of the Recovery Program 

A. THE ROLE OF THE PROGRAM 
In the case of a country like Belgium it is necessary to understand 

the role of a long-term economic program. Specific goals for the pro­
duction of steel or wheat will not be implemented by direct Government 
action. They are little more than estimates of what businessmen and 
farmers are likely to decide to do under conditions that will prevail by 
the end of the period under consideration. -

On the other hand, what businessmen are likely to do will depend 
in Belgium very largely on what the.Government does in the fields of 
fiscal and moneta;y p6licy. Since businessmen are free to follow their 
own interests, they will be even more responsive than businessmen in 
a controlled economy to changes in the "economic climate." -The na­
ture of decisions which the Belgian Government must make in the 
fiscal and monetary field at least will determine the climate in which 
business decisions are made in Belgium.
I In a sense therefore an outline of proposed measures in these fields 

would constitute the long-term program of Belgium. It will have been 
evident from the preceding pages that these decisions have not all 
been taken yet. One reason is that they must now be made in concert 
with the Netherlands Government, and plans for the Benelux Eco­
nomic Union are not sufficiently advanced to permit resolution of many 
of the problems involved. 

This is not to say that-the estimates of specific production goals or 
expectations in the 1952-68 program are mean'ingless. Far from it. 
Not only do they give the best available basis for estimating today the 
impact of Belgian plans on the economy of western Europe as a whole, 
but beyond this, an exercise such as this is necessary to the sensible 
formulation of the Government's own plans. Indeed something not 
unlike this was done by the Belgian Government for its own purposes, 
when it drew up its 10-year investment program. Among other things 
such a prediction brings into focus the basic monetary and fiscal prob­
lems that beset Belgium in its efforts to maintain a free economy. 

In accordance with its agreement with the Netherlands, Belgium 



is jinable to release any separate information on the impact of the 
Benelux 1952-53 program on Belgium alone. It is therefore necessary 
to discuss the Benelux program as a whole, without attempting to 
describe specifically its effect on the individual participating countries. 
Separate discussion of the role of Belgium is possible only in a very 
general sense. 

B. THE INVESTMENT PLAN 
While no specific connection has been made between the program 

submitted to OEEC and the 10-year investment plan drawn up by 
the Belgian Government in 1947, it appears evident that the principles 
of the latter have been incorporated in the former. (See table 14.) 
The basic criterion of the 10-year investment plan was maintenance 
of Belgium's traditional competitive position, rather than any radical 
change in direction or any substantial expansion. The total of gross 
fixed capital investment, about 40 billion francs a year, was relatively 
modest, yet exceeded expectations as to the availability of internal 
financing. About one-fifth, or 7.5 billion francs per year (171 million 
dollars), was to be met by foreign borrowing. 

Since Belgium's investment problems are relatively small, and since 
Belgium has in general been spared from a major wartime upheaval 
of the economic basis for her existence, such conservatism appears at 
first glance to be justified. It signifies in particular that Belgium 
will not be tempted to devote a dangerously high portion of current 
economic resources to long-term investment projects of doubtf L value. 
The proportion of wasted' effort and resources in the total investment 
effort will probably be low. It is important to judgb Belgian plans 
and results in the investment field against this standard, which has its 
own merits, rather than against the goals set by other countries which 
face a problem of a different character. But it is also important to 
examine'the problems Belgium actually faces, and how they compare 
with the problems assumed in preparing the investment program. 

The targets for private investment needs were developed for the 
most part by consultation of trade associations and similar organiza­
tions, and reflect the desires of individual industries for the future. 
Since Belgium has a free-enterprise system, such desires may actually 
be far more significant than any government projection which could 
be substituted. However, in order to keep the program in perspective, 
it is important to note that it is not a "plan" which will be carried out 
by government intervention, but has far more of the character of a 
prediction, to be realized only if over-all policies and circumstances 
permit, and if the political climate of Belgian economic life in the 
future is conducive to the realization of investment desires. 

The targets' for Government needs, similarly, represent the invest­
ments which the Government believes would be useful and which it 
hopes to be able to carry out. 
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argets t 1948-57, and actuad investment in 1947
TABLE 14.-nVe~tSntt 

-a--C[Inmiions'of Be lgisJa n t s ] 

Tan-year Annual Annualtar- Actual In­
target average get fors vestments 

A. .Publ 
State:nprafdCOm flio..........-	 8,899 840 
 1,260 I.11.5Pub ................................... rs- 40,732 4,073 4,800 2,8&L 8Natiork n-------------------- 5,186 £13 650 58.2 

d, 317 0,032 6,700 4,571.5 

Subsidiary admln'strations! 
2,740 50 i, 874.2Lo cadg ----------------------government -------- 27,400 

Ports of Antwcrp and Ghent-----------.....- ,00 9,M, 000 262.8 

36,300 3,630 3,750 2137.0 

Semgovernmentah 	 4,3W 4, S 2,738. 
,, ft 5National raiways 	 4------------------------------

National interurban railways------------------- 1,260 125 20 
Telephone and telegraph monopoly - 8,811 831 00 1.0f7 

53,076 5,367 5,60D 3,98.6 

150,838 15,089 16,050 10,617.1TPtal (governmental) --------------............ 


J3, Priratt 
-public utilities: 1,07 1,2 2,W0 

Road transport- --------------------------------. 12, 0 ,20 1 200.0 
Inland waterways transport ---------------------- 2, 00 1, 2,0 1,21 
Merchant marine and fishing ..... -- 1,200 120 2000 
Ai nprt-r-------------------±-- 1,6W 120 120 2000 
Urb ranst-------------- -- 1,------1--34 

29,950 2,385 2,995 4, 2. 0 

Industry:
O aining. .. 18,000 I00 2,10) 1,300 

,360 2700 1,451.0----------.-----........... -
Electri citry 	 ------- 13,600 
oal deriv atives ----------- 4,400 440 750 500.0 ......................


Iron an d st.... 	 7,20D 720 1,100 750,0etal manufatureel-........................... 12,500 1,250 	 1,250 1, 220.0 
4,50 4,180.--------------- 4,650Other t--------------e r------------45,600 

107,200 10, 72 12,450 9, 401. 0 

7,000 700 700 1, 000 
A gn lutu-e 15,000 1,500 1,5S 0 000.0Commerce and handicrafts ----------------......... 


............................ ........ 

85, 00 8,500 8,500 6, 0. 0H ousung ----------............. 
 e 	 1,284.0d--------- t.------.--.-.... .... . .... ... ... ... 

244,130 24,415 2, 145 23,353.0 
Unidentified n---------- .----

Total (private) -------------

- 395,043 39, 42,195 34,000.0Orand total-----------------------

i Gross investment; including replacement; in fixed Capital, excluding stocks of goods. 

de Ia Coordination EconomiquO at du Reequipenient National-Trolsleme rapport 

relatif an probleme des investissemeatS, Brussels, 1948, pp. 142-43. 
Soue: MaInere 

The essential characteristics of this program are: 
(a) A. significantly larger rate of investment, over the next few 

years than.actually occurred in 1947. 
(b) A large expansion of Government investment, which lagged 

in 19-7 as compared to private investment, to cover the needs of the 

railways, ports and communications as well as other government 
institutions. 

(o) Somewhat greater private investments, particularly in coal 

mining and electric power, which were neglected in 1947. 
'Diversified investment rather than heavy concentration in a(d) 

few basic sectors of the economy. 
58
 



C. AGRICULTURAL AND INDUSTRIAL COMMODITIES 
1. Agrieulture.-Food consumption levels, which are now about 

prewar, will probablybe fully restored by the end of the period. Em­
phasis will be placed at first on rebuildihg livestock nunbers and 
gradually intensifying meat production to fill domestic needs. ,While 
this will involve somewhat heavier imports of foodstuffs, at least part 
ot which must come from the dollar area, it is considered a more eco­
nomical and ratidnal development than continued large meat imports.
Fertilizers, chiefly produced within the participating countries, will 
also'continue to be used more liberally than in prewar years with a 
view to obtaining larger yields. Some adjustments intho agricultural 
sector will~be necessary in view of the anticipated inclusion of the 
highly developed Netherlands agriculture in the Economic Uion. 

2. Solid Fuels.-Belgian coal production (Luxemburg has no 
co al) is scheduled to increase duing tle next four years and will 
probably be a major source of the increase in production for the 
Benelux union is a whole. MKiny of the mines in southern Belgium 
are very old and uneconomic to operate. Also, most of the coal.veins 
in Belgium are very thin and extensive mechanization is diffcult. 
However, it is planned to push modernization and mechanization to 
the greatest extent possible, to group.mine properties into larger units ­
for more economic operation, and to put increasing stress on efficiency. 

3. Crude Steel.--The Belgium-Luxemburg program anticipates
that by the .end of the recovery period crude steel output will-have 
increased substantially over the 1935-88 average. However, the major
portion of this increase occurs in the earlier years: Actual production 
in 194T7 was 4,584,000 tons and is estimated to rise to 6,750,000 tons 
in 1948-49 and to 7,a00,000 tons in 1949-50. Whie this appears to 
be a startling increase, it is to be noted that the prewar figure was 
well below capacity, production, and the program assumes that the 
predicted outptit can be,obtained largely by,renewal and moderniza­
tion of existing plant facilities rather than by-direct expansion. -

No exports of crude steel are contemplated, although the British 
have obtained some in 198. 
. All iron ore, except for the relatively small quantities of "minette" 

'producedin Luxemburg, must be imported. -Sweden and France will 
doubtless continue to be the chief source of supply, with possibly less 
emphasis on high-grade Swedish oresas fuel shortages become less of 
a factor. 
- 4. Finished Steel.-A considerableexpansion of tin plate capacity 
iscontemplated, and also of light sheets. In the latter sector one of 
the large Belgian comnpanies, with technical assistance from an Ameri­
can concern, is installing an important cold-rolling mill. Similar 
improvements and extensions are being 'made bj the largest Luxem­
burg company aided by a loan obtained over a year ago from the 
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Export-Import Bank. Other metallurgical improvements by various 

companies in the two countries are actively under way, chiefly with 
domestic financing but with some expectation of loans from United 

States sources. 
With the present heavy world demand for metallurgical products, 

the growth in Belgian-Luxemburg steel output seems amply justified 

at least for the next year or two. Whether foreign markets will con­

tinue to absorb the programed high production throughout the re­

covery period depends upon political, trade and payments factors 

which cannot be determined accurately. However, Belgium-Luxem­

burg plans provide a businesslike degree of conservatism and elas­

ticity, in that they are based primarily on modernization and more 

efficient use of existing facilities rather than the establishment of 

large new enterprises. 
5. Nonferrous Metals-Although raw materials must be im­

ported, Belgium had well-developed industries for tefining and trans­

formation of copper, zinc, lead, cobalt, and other nonferrous metals. 

The Belgian Congo supplies practically all the copper ore and crude 

copper now refined in Belgium. Refining facilities have also been 

6. Textiles.-Use of raw cotton 

established in the Congo. The production goal does not appear 

unreasonable. 
and wool in production of 

textiles (largely for export) is expected to increase for 1952-53. The 

amount to be consumed by the end of the recovery period appears to 

be considerably overestimated, particularly since world textile mar­

kets are already beginning to show the difficult competitive conditions 

characteristic of prewar trade. 
7. Chemical Products.-The Belgian chemical industry, already 

well advanced, plans important expansions over the prewar level. 

The industry is primarily one of transformation, since coal is almost 

the only native raw material. flowever, a wide range of heavy 

chemicals, dyestuffs, and pharmaceuticals are produced. 
In 	 fertilizers, the principal expansion of output is expected to be 

In view of the greatly increased world de­in nitrogenous products. 

mand for nitrogepous fertilizers, marketing should be possible if
 

Belgian costs can be kept at competitive levels.
 

D. CRITIQUE OF THE PROGRAM 

The fundamental defect of the present long-term program is that 

it is overoptimistic as to the possibility of maintaining a surplus of 

exports to western Europe. 
Expectations as to textile exports appear highly unrealistic, in 

view of the difficulties which Belgium is experiencing at present in 

selling textiles. 
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Even her expectations as to steel output, the most important and 
generally most realistic part of the Belgian program, may require 
some revision. Belgium depends on supplies of French and'Swedish 
iron ore. Even now she is having diffculty in obtaining French ores 
in usual quantities. As France and Sweden expand their own steel 
production, or sell ore in greater quantities to other countries which 
plan rapid development of iron and steel output, availability of sup­
plies for Belgian industry may become even more restricted than at 
present. At the same time, the present favorable market for Belgian
steel may not last long. When United States exports again become 
available in greater quantities, the higher costs of Belgian production 
may exclude it from many overseas markets. Furthermore, the ex­
pansion of output in other European countries would tend to reduce 
Belgium's importance in European markets as well. 

Thus, Belgium may have to think in terms of greatly increased 
investment, both to bring costs down and to shift the character of her 
production to fit overseas markets. In the case of steel, as for the 
economy as a whole, this means specialization in products requiring
intensive use of skilled labor, and a shift away from less finished goods
in which mass production is the major factor. Such investment re­
quirements probably imply substantial revision of the present invest­
ment program, which is based on maintenance of the present economic 
pattern with little change. 

The essential role of criticisms like these is to bring broader prob­
lems into view. All these measures, a shift in markets, greater invest­
ment, and a reduction in cost, requires some kind of fiscal and monetary
policy designed to bring them about (or, as an unsatisfactory alter­
native, some form of government control). Here the Belgian pro­
gram is least clear. Although in the various discussions in OEEC 
the Belgians have indicated awareness of the need for a financial 
policy to implement their long-term program, there has not as yet
been sufficient agreement with the Netherlands to indicate the prob­
able nature of such a policy. 

'It is clear that the success of the 1952-53 program would require:
(1) An increased exploitation of Western Hemisphere markets; (2)
the reduction of barriers to trade throughout the world; and (3) an 
increase in the ability of Belgium to earn dollars in Europe, which 
in turn means an increase in the dollar-earning capacity of other par­
ticipating countries. 

61
 



Chapter IV. Justification of ECA Aid 

A. REASONS FOR AID 

Belgium appears to be a country very close to over-all financial 

balance, but not close to balance with the separate currency areasinto 

which the world economy has divided. Belgium has overcome most 

of its internal postwar difficulties, by its own eflorts, and deserves full 

credit for this achievement. In doing so, however, it has reduced its 

own need for further United States aid. 
There are thus very basic policy questions as to the place of aid 

to Belgium in the ECA program. The questions are really as to the 

type of aid Belgium should receive from the ECA and as to the type 
assume in return forof obligations Belgium should be expected to 

EGA assistance. 
Belgiumt has recognized 'the existence of both these large questions, 

the first in the type of aid it requested for 1949-50 and the second in 

its day-to-day relations with the Econonic Cooperation Admuinistra­

tion. 

1. Type of Aid 
In discussion of the 1949-50 program at the OEEC, Belgian repre­

sentatives have asked that a primary determinant of its share in ECA 

aid be its need for foreign capital. For 1948-49, the Belgians claim, 
OEEO started with the net need 'of other participating countries for 

Belgian goods. From this was determined the drawing rights which 

Belgium should extend and consequently the conditional grants which 

Belgium should receive. This was then subtracted from the totalof 

dollar aid considered necessary to cover a reasonable dollar deficit and 

the remainder was then available in the form of net aid to Belgium. 
its procedure; tofor 1949-50, the Belgians asked OEEC to reverse 

begin with Belgium's need for foreign capital (estimated at $100 mil­

lion), and to add-to this any net requirement of other participants for 

Belgian exports. 
The Belgians justify this request as follows (OEEO/PR (48)- 56, 

note by the Belgian Delegation on the Distribution of American Aid 

for 1949-50, Paris, December 7, 194): 
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In 	short, it is a question of starting not only from certain signs of disequi­
librium produced by the war, but from the total consequences of the war. 

These are seen iii shortages which appear under different aspects according 
to the policy, practised by each country. A deficit in the balance of payments 
or insufficient investments are signs of the same fundamental deficiency pro­
duced b the war and to some extent successfully controlled by the more or,less 
appropriate economic policy of each country. 

Apparently, Belgium feels that it is being penalized for the r'ela­
tively greater degree of stability it has maintained. Othiercountries 
have forged ahead with large investment programs.' These, however 
necessary, have sometimes resulted in'Government deficits and infla­
tion. The result was to increase the size of their external deficits, and 
particularly of their dollar deficits; Belgium, on the other hand, has 
sought to limit invdstffent ,(particularly Government investment) to 
available internal means of fiiancng. Insofar as Belgium has suc­
ceeded, the result was that no part of its external net balance resultd 
:from its own investment, and that its dollar deficit was more or less 
correspondingly smaller than ivould otherwise have been the case. 
2. 	 Relations Betwveen Belgium and ECA 

In its day:to-day relations with ECA, Belgium itself recognizes the 
distinction between its position and that of many other participating
countries. Its representatives have, indeed, expressed the fear that 
ECA mikht seek to apply the same standards of scrutiny to its requests 
as must be applied in the case ,ofother countries. Belgian imports 
from the United States, for example, inolude types br quantities 6f coii­
sumer goods which cannot le cohsidered'essential by average Europe4an 
standards.' If soine other country which has.progressed less toward a 
,return to prewir conditions were to ask ECA financing for such goods,
the request would have to be refused. But the application of such 
standards to Belgium would be neither economically justified nor 
administratively effective., 

If ECAwere to refuse financing of particular commodities, Belgium
has sufficient non-ECA dollar earnings and resources to buy itself,what 
it wishes, and makes sufficient "essential , purchases to use up whatever 
ECA assistance it may obtain. The only result would be some.shift 
between the types of goods procured with ECA funds and withBel­
giuin's own resources, andJittle or no change in the make-up of Bel­

* gian purohases from the dollar area as a whole. Thus,. the very
fad6 that Belgium is so close to internal recovery makds it almost impcos­
sible to attain a desired result by imposing specific restrictions on the 
use of ECA financing. 

Only the over-all amount of ECA financing and the general "condi­
"ions bn which it- is given can directly affect -Belgian. policy. But, 
'since most oftit-has been-given as b; coiunterpart to Belgian xports to 
other participants, there are even liniitatio'si in these resp'ects :2 
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decision to change conditional grants to Belgium is also a decision 
to change the amount of Belgian goods received by other participants. 

A great decrease might hamper the recovery programs of these other 

ERP countries, by cutting down on their ability to buy Belgian steel 
hand, would reduceand other essentials. A great increase, on the othei 

the incentive for other countries to correct any internal difficulties 

which may prevent them from paying for Belgian products with 

increased exports to Belgium. 
But while it is-true that Belgium is earning the equivalent of its 

conditional grants by exporting to other participants, it is equally true 

that Belgium would have great difficulty in finding alternative means 

of exchanging "soft" European currencies for dollars. Belgium is 

thus able to earn dollars in European trade largely because EQA makes 

dollars available for this purpose, which no private agency would do, 
and no other public agency can do. By making this possible, ECA 

assistance not only furnishes needed goods to other countries, but helps 

to avert a serious depression in Belgium. More important for the 

long run, Belgium is thereby given time to make necessary adjustments 

against the future when this extraordinary assistance will no longer 

be available. Finally, it should be recalled that EOA aid now mini­

mizes (but does not eliminate) the adjustment that Belgium must 

eventually make. Now, without ECA assistance, it would have to 

make the far more difficult and transitory adjustment to a Europe that 

is only oh the road to recovery. In return for this opportunity, Bel­

giunis expected to make good use of this time. - l 

From the point of view of long-run balance, the attainment and 

the maintenance of monetary stability remain the primary necessity. 

Fortunately, the opportunity to restore balance in Belgium is close at 

hand. 
In the transitional state, basic policy requirements must of necessity, 

be mixed. On the one hand; the overcoming of inflationary tendencies 

is a primary necessity if balance is to be attained. Postponement of 

stability for fear of the unpopular measures necessar&to reach balance 
On the other hand, a serious depression inwould-be. unfortunate. 

Belgium would be a blow to the European Recovery Program: It 

woud mean lost production that is'needed in western Europe. :It 

might discourage other countries from .attempting to balance their 

For Belgium-itself, it might mean serious political'andeconomies. 
social disturbances. Thus, the possible gain,of a reduction in Bel­

gium's dollar deficit as a result of a depression would have .offsetting 

costs which cannot now be measured. E0. aid. cqvering at least 

part of the possible dollar deficit will have a.very important influence 

in helping to resolvetbis conflict. 
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B. PROGRAM FOR 1948-49
 
The 1948-49 OEEC recommendations of 207.5 million dollars in 

conditional aid and 42.5 million dollars in loans are considered ade­
quate. A slight reduction in the loan allotment is recommended, to 
40.4 million dollars. The ECA has worked out a new balance of pay­
ments for Belgium-Luxemburg, on the basis of most recent data. 
The most striking differencB is the uncovered dollar deficit. 157.8 
million dollars in the OEEO recommendation, and only 29A million 
dollars in the ECA estimate: This results from an improvement in 
exports to dollar areas, a lower level of imports from dollar areas, 
and an increase over the predicted amount in receipts of goods and 
dollars from other participating countries. Further improvement 
during the next 6 months is possible, so that 194849 may close with a 
somewhat smaller net decrease in monetary reserves. 

The greater gold and dollar receipts from other participants indi­
cate that the originally estimated net surplus in intra-European trade 
of 207.5 million dollars was low. This is not in itself necessarily un­
desirable, but does show that the figure is amply justified by
European requirements for Belgian products. The loan allotment of 
40.4 million dollars requires a somewhat different type of justification. 
As noted above, 1948-49 may well be the beginning of a transition by
Belgium from postwar difficulties to internal stability. But as long 
as Belgium continues to suffer to some extent from the same internal 
difficulties as other participants, net ECA aid is justified in some 
amount. While it is difficult to fix an exact figure for such needs, or to 
determine the exact point at which they cease to exist, it is clear that 
Belgium did require direct aid during 1948 and that an abrupt termi­
nation of this requirement is not to be expected. Furthermore, the 
internal transition appears to have began only with the middle of the 
current fiscal year, and should not become fully effdetive for several 
more months. 

The ECA balance of payments forecast indicates an uncovered dollar, 
deficit of the order of 69.8 million dollars (without taking into account 
the loan allotment of 404 million dollars). Since Belgium has a 
relatively free economy this may be taken to be a more or less true 
reflection ofthe actual postwar disequilibrium still persisting in the 
internal economy. The figure of 40.4 million dollars represents only 
about 60 percent of this estimated amount and therefore appeaxs 
reasonable. The Belgium franc counterpart will be used for certain 
investment projects, mostly repair of actual war damage, which cannot 
be financed with presently available internal savings. The need for 
the franc counterpart in order to make these investments possible may 
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also be considered as confirmation of the existence of real needs arising 

out of postwar circumstances. Such needs, insofar as they cannot be 

covered out of Belgium's own resources, may well justify an ECA loan. 

Of the total Belgian allotment for 194-49 of 247.9 million dollars, 

a total of 196 million dollars has so far been allotted. This leaves an 

allotment of 51.9 million dollars still to be made; all in the form of 

conditional aid. During the second calendar quarter of 1948, Belgium-

Luxemburg received an allotment of 20 million dollars, of which 3 

million dollars was a grant and 17 million dollars was a loan. 

During 1948-49, it is estimated that Belgium-Luxemburg will ex­

tend 218.5 million dollars of drawing rights and to receive 11 million 

dollars, making a net extension of drawing rights of 207.5 million 

dollars. Net ECA aid for 1948-49, therefore, amounts to 40.4 million 

dolla.rs or the loan total for the.fiscal year. 

C. PROGRAM FOR 1949-50 

The 1949-50 program as submitted by Belgium-Luxemburg pro­

vides for a continued increase in domiestic production, imports and 

exports, and for an expansion of investment (particularly government 
are expected toinvestment). At the same -time, consumption levels 

increase above the relatively favorable level attained in 1948-49. 

1. 	 'Consumption 
Increases in consumption will be accompanied by a slight increase 

in dollar imports. The donsumption levels projected for 1918-49 were 

based on full employment. Insofar as can be judged, they at least 

restored the prewar standard of living in Belgium. 

A numter of economies in the use of dollars are possible, even-within 

the consumption levels proposed- in the program. Many of these, 

however, would require the payment of somewhat higher prices by 

Belgium (e. g., imports' of grain from South America and eastefn 

Europe instead of the United States). 

2. 	Investment 

There will be a reasonable increase in the, over-all total of invest­

ment, comprising a relatively modest increase in private investment, 
Total gross fixedand a substantial increase in public investment. 

capital investment will be at the rate of 43.7 billion francs a year. 

This is somewhat higher than the annual rate provided in the Belgian 

10-year investment program for the first few years (42.2 billion francs). 

A comparison between the 1949-50 investment program and the 

10-year program drawn up in 1947 is given in the following table: 
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TALE M.- 49- investhent program.,compared~to ptan of 1947, 
[In billions of Belgian francsj] 

Annual Nationaltargets Ow 
=e i program, l o 
19472 1949-50 imorts 

Public investment.--------------------.-. ----...----.............. 
 16.1 1,%.1 0.3Of which, railroads .----- 4.4 4.4 0.0
W--------------Privateindustrialnvetm t ...---------------------­ 1.1 18.4 62 

Col~ c ...... --.- .-.----.-.-.-. -. -. . . .. . . . . . . . .ranste---------------------------	 a..l 3,7 .3 
, 3. 2. 31 1.8 

Iron dsteel ------------ _----..... . 1.1 1.7..................................
Metal products........ 	 .5
 . 1. .8AgriCUlture ----------------------- --------------------- 1.5 1.•Rousing..--------------------- ------------ --------- .5 . 

42.2 4.7 7-1 

IAvailable information not strictly comparable. -SMinistere de la Coordioation Economique et duReeQuipment Nationale; Trowisr Rapport relatif auDroblemne des investissements. Brussels 198,pp. 142-3.. Ainualneeds forfirstfew yearsof 10-year prog-ram.' OEEO PR (48) 43102 (ev.).4Appronmately the same as m 10-year program. . - " 

According to this table, there have been some significant changes
within the totals, but the latter are more or less the.same.. Plans for 
investment i transport (trucks, etc.) have been revised downward. 
Development of electric power is to be delayed, while reequipment of 
c6al mines and the iron and steel industry is to be undertaken at a 
faster rate than was originally planned. This appears to indicate an 
attempt to overcome deficiencies of previous years in the case-of coal, 
and an increasing apprehension over ability to meet foreign competi­
tion it the case of both coal and steel. The modification of plans for 
the expansion of transport facilities may simply be a response to the 
approaching saturation of themarket for trucks. 

3. Trade 
. -Total exports will increase from 1,534 million dollars in -1948-49 
to 1,892 inillion in 1919-60.- This represents a 23-percent in­
crease: Planned increases in imports are only about 11 percent,
from 1,697 million to 17915 million. dollars. However, the Belgians 
cldlt that they could increase exports even further (by up to 150 
million dollars to participating countries) if 'they would obtain an 
equivalent ,amount of additiofial United States conditional aid. In 
view of this, the rate of exports canndt be considered an undue 
burden on the country's domestic economy. 

4. 	Pioduetion 
Industrial productibn is.expeced to increase to 180 percent of pre­

war, compared tb 84 percent in 1946, 103 periint in lbil and 111 per­
cent for the first 8 months, of 1948. -It is difficult and possibly
undesirable in the case of Belgium to attempt a sharp, distinction 
between domestic resources and foreign trade, because th&latter is so 
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great a' factor in the country's economy. An attempt will therefore 
be made to discuss the picture as a whole for individual branches of 

the economy. It is significant that this type of discussion frequently 

leads to the conclusion that domestic production will expand only if 
as is assumed in the program.export possibilities are as favorable 

The postwar shortage of feeds and bad crop conditions in 1947 have 
of livestock numbers. As in the long-termprevented restoration 

program, the Belgium-Luxemburg program for 1949-50 emphasizes 

the need for an increase in animal herds which should eventually make 

the country less dependent upon imported meat, fats and milk, thus 

decreasing dollar requirements. By 1950, livestock numbers will still 

be considerably under prewar, but would show a substantial and rea­

sonable increase over the previous year. 
This increase will require a large supply of feedstuffs, and imports 

of 1,130,000 tons of coarse grains are programed, as against 904,000 

tons in 1948-49 (1,235,000 tons prewar). Continuation of large im­

ports of dairy products from the United States is nevertheless envis­

aged. About 10 million dollars of agricultural machinery is to be 
over half from the United States. Importsimported in 1949-50, 

from the United States will probably have to be lower because of the 
A part of the Belgian demandunavailability of the items desired. 


for agricultural machinery could probably be switched to European
 

sources of supply.
 
The general outlook in agriculture is a further intensification of the 

shift to "factory farming" along the lines of the Dutch and Danish 

dairy industries, with a consequent increase in imports of animal feed­

stuffs. Iechanization is a partial answer to the problem of the high 

cost of farm labor. There is some merit to such a shift, as long as the 

high standard of living in Belgium is maintained, as it means the 

production at home of a higher proportion of expensive foods, and 

the import from abroad of raw materials for this production. 

At the present time, coal production is only slightly below the prewar 

annual average of 28.5 million tons. In 194,9-50, coal production is 

expected to reach 29.0 million tons, with.consumption at 31.7m"illion 

tons. Imports will be mainly from Germany, Poland and Great 

Britain. Exports are forecast at 3.5 million tons, of which 815,000 tons 

represents metallurgical coke. 
The world shortage of steel has provided.a strong market for the 

Belgian and Luxemburg mills and their production has expanded as 

ore and fuel became available. Idle capacity has been gradually put 

into operation, and repairs and modernization are steadily progressing. 

This trend is expected to'continue through 1949-50 and to bring about 

a further increase 6f 550,000 tons in raw steel production over 1948-49 
estimates. If the demand continues and payments facilities can be 
arranged, these estimates should be attainable. 
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TABLE 16.-SteeZ-produotion (1,000 tons) 
1947 Estimates, Estimates, 

194-49 1949-60. 

Raw s teel . . . . . . . . . . . . . . . . . . . . . . . 
Inder - 4,534 0,750 7,0FinIshed steel ---------------------- -,-- - - - - - 100 150 161 
Index _ ----.----.. .... .. . . . - 6M 5,637 5, M80 

eorts of finishedEjsteelrs ...... 0o 16f------------1------ 11893,344 4,05 
------------ ................. I ---------.- 100 162 197 

Increased steel production requires increases in capital investment 
and in raw materials: -Aportion of th.,new capital equipment must' 
come from the-United States, if the Belgian.steel industry is to beixe­
fit from the latest technological developments. Ra w materials for 
increased steel production (with the possible exception of.coal) must 
also come largely from Abroad. Increased use of home '(Luxem­
burg) iron ores would require a much greater upply of coal, since this 
ore is low in iron content. It would also iequire a great expansion
of pig iron capacity, since the iron industry is now operating at capac­
ity with richer imported ores. An increase in.scrap supplies, which 
might reduce coal requirements, would also have to come from im­
ports. Thus, while there are certain possible substitutions as between 
various types of imports, there -is little possibility of substitution of 
home resourcesfor' foreign resources, barring an impracticably great 
rise in home coal production. 

5. External Balance of Payments 
For a number of reasons, the balance of payments submitted by

Belgium in connection with the 1949-50 program appears to require
revision. The Belgian estimate of trade -with other participating

countries assumed a 
current surplus of approximately 150 million 
dollars (after allowing for some gold movements or increases in 
Belgian clearing credits). This was done on the assumption that 
total ECA assistance would be no more than that provided in 1948-49 
(250 million dollars). Of this total, Belgium hopes to obtain 100 
million dollars in the form of ECA loans available for financing in­
ternal investment. This left a remainder of only 150 million dollars 
to be taken in the form of ECA conditional'grants for 'the financing
of its net trade surplus with other participants. The merits and 
demerits of this procedure are important, and have been discussed 
above. 

Another figure which seems to require correction is the relatively
low estimate of exports to other Western Hemisphere countries. 

An estimated balance of payments, adjusted for the above and cer­
tain other corrections which appear necessary, shows residual gold or 
dollar movements resulting in a ,et drain on Belgian monetary re­
serves of 80 million dollars. This represents some saving as corn­
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pared with the decrease in monietary Leserves of 116.6 million dollars 

required by Belgium's original submission. Imports (including im­
ports from the dollar area) are expected to increase, but exports (in­

cluding exports which earn dollars) will increase to an even greater 
(excluding earn­extent. Thus, the real deficit -with the dollar area 

ings of dollars from other participants) will fall despite a generally 

higher level of trade. 
of ECA aid requested by Belgium-Luxemburg forThe amount 

1949-50 is 2S0 million dollars; the ECA recommendation. for 1949-50 

i 200 million dollars. The 200 million dollar figure for aid 9ppears 

to represent the minimum need for financing the,ne Belgian export 

surplus with other participants in 1949-50. Indeed, the desire of. 

participating countries may well be.to revise -this figure upwards, 
particularly if some allowance is to be made in OEEC's final recom­

only'mendations for net (unconditional) aid -to Belgium. '_While 

slightly below the conditional grant for 1918-49 (207.b ,miillion dol­

lars) it is much less than the probable total of dollars Belgium will 

receive for trade with other participants in the current fiscal year. 

It thus allows for a narrowing otthe gap between exports and imports 
To expect a; greaterwith other participants by as much as one-third. 


shift in the coining fiscal year does not seem realistic; Any attempt
 

to lower the aid figure would probably only result in larger gold pay­

ments to Belgium by other participating countries., This would not 

be desirable and might well have the effect of increasing the ECA aid 

At the same time, the 200 'million dollarsneeded by these countries. 
millionof EOA assistance, plus outside borrowing of -perhaps 65 

a dollar deficit of about 30dollars, will still leave Belgium with 
While not too large in vieW of Belgium's presentmillion dollars. 


gold reserves, it serves to indicate the need for still further improve­

ment of the Belgium balance of payments.
 
This deficit is-estimated on the assumption that there will not b 

any fuirther substantial gold and dollar earnings from other par­

ticipating countries, and that the current tendency -toward serious 
a reduction in the need forunemployment in Belgium (and thus to 

dollars) Will be corrected during the coming year. Failure of either 

assumption might greatly reduce or even eliminate the.predicted drain 

in Belgian gold reserves. 
sourcesSome explanation of the suggested borrowing from other 

must; also be made in considering the aid figure for Belgium-Luxem­

burg. The ECA program cannot cover all the-needs of European de­

velopment and ECA assistance must be reserved for those cases where 
Belgium has attained a posi­adjustments cannot be nade without it. 


tion where it can look to non-EOA sources for satisfaction of some of
 

This applies to its entirely normal requirementsits legitimate needs. 
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for foreign investment capital. Other i'stitutions exist to meet re­
quirements for foreign loans, where the sole barrier to-private lending
is political risk, and ECA should iot duplicate their functions. In 
cases like this, ECA assistance must, therefore, be primarily in the 
form of exchange,of soft currencies, an operationinvolving rehabilita­
tion of other European countries with Belgian goods. The foreign­
capital which Belgium requires in order "to finance public works as 
an offset to unemployment (-without inflation) can probably be ob­
tained to some extent from other sources., 
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PART 1H 

Appendix Tables 
TAns A. Illustrative Balance of Payments for 1948-49, OBEo Estimate. 
TABLE B. Illustrative Balance of Payments for 1948-49, ECA Estimate. 
TAr C. Illustrative Balance of Payments for 1949-50, Belgium-Luxemburg 

Estimate. 
TABLE 1). Illustrative Balance of Payments for 1949-50, ECA Estimate. 

TABLE A.--Illustrative balanc'eof payments for 1948-49 
[(EE0 estimate, in mllons of doll=] 

Dollar account 
lNondollar grand 
account totalUnited States Other Total 

1. Imports ----------------------------------- 355.1 259.2 614.8 1,0.1 1,621.22. Exports--------------.. ----.------------- 79.2 214.6 293.8 1,281.0 1,574.8
8. Merchandise balance------------- - -- 275.9 -44. 6 -320.6 +2741 -46 44 invisbles (net)................ -60.4 -21.5 -81.9 +40. 4 -415
5. urmetaco untbal ane ---------------- - 3 6. 3 - . 1 - 402 4 + 314 5 - 87 .9 
6. Settlements ----------------------------.-------------- '+1.5 1+1.57. Capital transactions;
 

a,Non-ECA financing ----------------- - ­
b.c. R?Ot 	 ayments. --------------------- .... .1.----------..- -1.7er................. ............. .... . .
 .. ..... 

8,Net position--------------- -------------------- -- - -.- ­9. Estimated requiements for United Stes ..
 
10 aU---------- ------ -- -- -- -----.. ..... 2 50 0 -- . .
Od--- -- - ---- -- ------- --- ---... . .... -- . .

Uo. overod deflclt ....................... .-- 152 6.
 

IIncludes DOT deficit of million d'llars. 	 -

TABLE B.--Iluirative balance of payment for 1948-49 
[EOA estimate, in millions of dollars] 

Dollar account 
Nondollar Orand 

United States Other Total account total 

1. Imports ---------------------------------- 324.1 302 1 626.2 1,042.4 1,6.62. Exports------- ---------------------- 1000 299.2 399.2 1,234 0 1,688.2
3. Merchandise ban ---------------------- 2241 -2.9 -227.0 +1-16 -85 44. TInsibles (net)--------------- -------- - -60.4 -30.0 -90.4 -30.0 -120.45. Net current position of DOT's-------------- -25.0 -5.0 -30.0 +76.0 +45.0
6. Crrent account balance ------------------ -309.6 -37.9 -347.4 +23 6 -110.18
7. Settlements---------------------------- -----------8. 	Capita] transactions:I........"- +.1 -78. 1 . ..... I.....
 

a Nog -M mlnancin -----------------. + 3,0 +1 1 +41 --------­
.
 

b. eon-acnts ---------------------- -9 -3 -12 1 ................
 
t. O-er----------------------------- ---.-	 - 2 1 

9. Net position----------- . ..----------------- 16.3 9s0 - .3 .10. 	 Estimated requirements for United States 
ald--------------------------- ---- ­---- ---- ----------- -247.9--- ---------IL Uncovered deficit ------------	 .-.------ 29.4 ---------­--------- ----------- ----.-

......ra4 ..	 ...:.........
 



----- - ---------

- -

TABLE C.-Ilustraiebalance of payment for 1949-50 
[Belgium-Luxjmbirg estimate, in millions of dollars] 

Dollar account NondolIar Grand 

account total 
UnItedStates Other Total 

352.7 286.7, 639.4 1,276.8 1,91621. Imports------------------------------------
2. E x p----------t--------- 115.6 289.9 405 5 f,487.- 1.892-5 

-	 -237.1 +1-3.2 -233.9 +210.2 -23.7S. Merchandisebalance ....... 
 -67.4 -12 5 -70.9 -85.8 -165.14. Invisibles (net)---------------------------- -3-0.5 -0.a -313.S +124.4 -189.45. 	Carrentaccountbalanco .................. 

6. 	 Sett ments -------------- 1-17.8 '1-17.8 .............. ------­le 	 --------------------------
7. Capital transactions;

Non-ECA fnancing .............................
 a. 
. . . -18.9 " 2 ----------------------­.	 -" -2 ­b. 	 Bepaybents . 

c. ther - ------ - ---
- - 323.4 - ---53.8 . . . . . . .. . .8. 	 Net position---------- t------- . .....n ..-

9. Estlmated requirements for United States 
250.0 .......... 0------­aid ..............................................................-


--- - - -	 , ------------ ----------- 103.8 .....................
10. 	Uncovered de-icit 

IIncludes deficit of DOT of34.3 million dollars. 

TABLE Dh-Iliusraivebalance of payment for 1949-50 

jECA estimate, in mflions of dollars]. 

Dollar account; 
Nondollar Grand 
account total 

United States Other Total 

333.8 379.7 713.5 1,139.2 1,852.71. Imprrts ------------------
2. E xports 	 ----------- 115 6 400.0 515.6 1,375.9 1,891.6........................ 
 +23.7 +M8.a n -218.2 +2 0. -197.9 -10.8 -165.7ce----....---------- ' 4.. MerchandiseInvisbles (net)balance..........------............- -67A' -7.6 -94.9 


5.'Net current position of DOT'S -------- 0 0 0 +7. 0 +7&0
 
-. -2856 -7.2 -292.8 +240.9, -51.96. Currentaccountbauno 

+20.0 +20.0 -....................
7. 8ettIements ------------------------------------------
capital transactions:C 

a. Non-EC. financing... -- -- 8.3 +65.02 -.---.-...------.---------­------------ +65.0 ..... -2? -------.. -------­b. :Reayments ------.................. -18.0 

C,Oter---..-------------- ...-------- 1& ............- 22.2----........-- ---------.---.... 

0 - - - - - - - - - - - - -- ­
.-..	 ­9. Net position...... L-------------------------- ------ ----------.	 ­

10. 	 Estimated requirements for United States
 
aid---------- ------------------ ------ ----------- ---- 20.------
aid............................................ 	 30.0...................
00---------­

11. Uncovered deficit -------------------- .......... 300
 

0 
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