Maurer School of Law: Indiana University

Digital Repository @ Maurer Law Indiana Law Journal
Volume 43 | Issue 4 Article 4
Summer 1968

Economic Observations on Lump Sum Settlement Agreements

Norman M. Mintz
Syracuse University

Follow this and additional works at: https://www.repository.law.indiana.edu/ilj

b Part of the International Law Commons

Recommended Citation

Mintz, Norman M. (1968) "Economic Observations on Lump Sum Settlement Agreements," Indiana Law
Journal: Vol. 43: Iss. 4, Article 4.
Available at: https://www.repository.law.indiana.edu/ilj/vol43/iss4/4

This Symposium is brought to you for free and open

access by the Maurer Law Journals at Digital Repository ql

@ Maurer Law. It has been accepted for inclusion in

Indiana Law Journal by an authorized editor of Digital JEROME HALL LAW LIBRARY
Repository @ Maurer Law. For more information, please INDIANA UNIVERSITY

contact kdcogswe@indiana.edu. Manser Shoulof Lo


https://www.repository.law.indiana.edu/ilj
https://www.repository.law.indiana.edu/ilj/vol43
https://www.repository.law.indiana.edu/ilj/vol43/iss4
https://www.repository.law.indiana.edu/ilj/vol43/iss4/4
https://www.repository.law.indiana.edu/ilj?utm_source=www.repository.law.indiana.edu%2Filj%2Fvol43%2Fiss4%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
https://network.bepress.com/hgg/discipline/609?utm_source=www.repository.law.indiana.edu%2Filj%2Fvol43%2Fiss4%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
https://www.repository.law.indiana.edu/ilj/vol43/iss4/4?utm_source=www.repository.law.indiana.edu%2Filj%2Fvol43%2Fiss4%2F4&utm_medium=PDF&utm_campaign=PDFCoverPages
mailto:kdcogswe@indiana.edu
http://www.law.indiana.edu/lawlibrary/index.shtml
http://www.law.indiana.edu/lawlibrary/index.shtml

ECONOMIC OBSERVATIONS ON LUMP SUM SETTLEMENT
AGREEMENTS

Norman N. MinTzT

The nationalization of foreign property, the claims arising there-
from, and the settlement of such claims are subjects which lend them-
selves to economic, as well as legal, analysis. Reflection will show that
the raw material of the claims—the valuation of nationalized property—
is well within the purview of the economist, as is the kind of cost versus
benefit analysis which is the basis for qualitative statements about the
appropriateness of specific settlements. This Article, however, makes no
attempt to treat comprehensively the economics of nationalization. Rather,
certain economic aspects of claims settlements will be discussed from
the point of view of the claimant country,® and certain specific United
States and United Kingdom lump sum agreements with Eastern Europe-
an countries will be examined in terms of the previous discussion and
relevant available data.?

Valuation

There are three conventional methods of valuing property: the
first is to turn to the market for something that is optimistically called
“fair” market value; the second is to apply some rate of discount to the
flow of earnings expected from a given asset; and the third is to calculate
the replacement cost of property. None of these approaches is a perfectly
satisfactory method of valuing property which is converted involuntarily.
The reasons for this can be easily shown.

A good is valued properly by the market only if certain rather
stringent conditions are met. The market must have a very large number
of buyers and sellers, any buyer must be able to acquire any quantity he
desires, and any seller must be able to dispose of any quantity he wishes
at the market price. Each unit of the commodity traded in the market
must be perfectly substitutable for any other unit of the commodity. All

tAssistant Professor of Finance, Syracuse University.

1. For an excellent appraisal of the benefits of expropriation to the expropriating
country see Bronfenbrenner, The Appeal of Confiscation in Economic Development,
3 Ecovomic DeveLoPMENT & CULTURAL CEANGE 201 (1955).

2. This article pursues, in another frame of reference, the position taken in
Lillich, International Claims: Their Settlement by Lump Sum Agreements, in INTER-
iqunggA)L ARBITRATION LIBER AMICORUM ForR MARTIN DoMxE 143, 146-51 (P. Sanders

.1 .
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traders in the market must have perfect knowledge of the market at all
times. The market must be free from external controls and internal
combinations or consortiums.® If these conditions are met, then prob-
lems associated with valuation evaporate. One whose property is con-
fiscated at the market price can simply replace his property in the market.
Since all units of the commodity are perfectly substitutable, he will be
indifferent as to whether he owns his previous property or the newly
acquired property. Under such conditions, if full compensation for nation-
alized property is offered, nationalization is superfluous.

In the case of commodities which are more or less unique, such as
real estate or factories, the going market price is the price which the
last seller was willing to accept and the last buyer willing to pay. All
sellers (buyers), then, have subjectively valued their product at or
below (above) the current market price. All owners (demanders) of
similar commodities who have not sold (bought) at that price pre-
sumably value their product at a higher (lower) price. It is clear, then,
that the market price is a fair price to only a small minority of participants
in the market; for the remainder it is either too high or too low. Specif-
ically, the market price is too low a price for any owner of property,
because if the market price were acceptable to him, he would no longer
be an owner.

It must be remembered that money in problems of valuation is only
a numeraire which permits comparisons to be made among a very large
number of possible assortments of goods. Thus, the payment of a certain
price for a given good implies a subjective comparison by the buyer
between that good and any other combination of goods which he could
obtain for the same amount of money. What is being measured ultimately
is the subjective utility of the good to the buyer and seller. The oppor-
tunity cost, or price, of any good to its owner is the most attractive (to
him) collection of other goods which he has foregone in order to main-
tain ownership of his present property.

Nor is the market price in this case an average, in any sense, of the
opinions of potential buyers and sellers of property.? It is only that price
at which the last transaction took place. It follows, then, that the proper
price to pay one who is forced to sell his property, 7.e., the price which
fully compensates him for the loss of the use of his assets, is only that
price at which he would be willing to sell. The amount of payment which
fulfills this criterion depends, therefore, not only on the specific property

3. Cf. J. HenpErson & R. Quawnpr, MicroecoNoMic THEORY, A MATHEMATICAL
ArrroacH 86-87 (1958).

4. Since the shape of the demand and supply functions are not likely to be
symmetrical, the sum of the curves will not be a horizontal straight line intercepting the
Y axis at the current price, which is implied by suggesting price as an average.
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involved, but on the individual or firm which owns the property.

The use of discounted earnings to determine the value of a given
asset is similarly subject to considerable uncertainty. The application of
a discounted earnings formula to the valuation of property implies a
certain knowledge of future earnings, and knowledge of the specific
rate at which to discount these earnings.® It is clearly impossible to know
in any absolute sense the earnings which an asset will yield in the future.
Rather, all that can be ascertained is a subjective probability distribution
of anticipated future earnings. This distribution, and thus the expected
value of earnings, will differ from individual to individual and from
firm to firm, and so the level of earnings which are to be discounted will
again vary depending on the owner of the asset nationalized.

Further, there is little agreement on the appropriate rate at which
to discount these earnings. This rate, ideally, should be the cost of
capital to the owner of the asset, which in turn is a proxy for the highest
return which the owner could expect to obtain by using his capital in
some other way. Attempts to measure a firm’s cost of capital have
been only partly successful ; determination of the opportunity cost of an
investment brings one back to the problem of estimating the flow of
future earnings from the substituted project.® Then the discounted
returns method, too, yields only a rough estimate of the value of property.
Moreover, it is an estimate about which reasonable men can, and often
do, differ.

The use of replacement cost less depreciation to determine the
value of an asset is subject to another sort of error. It is possible that
replacement cost and economic worth may diverge considerably. To
illustrate, the Cunard Line recently disposed of the Queen Mary for a
token amount because the ship was uneconomic to operate. Yet the
replacement cost of the Queen Mary would clearly be enormous.

It is clear, then, that a single and unquestionable value for a given
asset cannot be determined. Rather, the owner of the property and the
nationalizing government are likely to differ substantially on the pro-
perty’s value. The question of valuation is likely to be negotiated in the
same way that other conditions of compensation are negotiated. It is
notable that the estimates of the value of nationalized property are likely
to affect the negotiating posture of the parties involved in a specific
claim. If the nationalizing country values the property at 100 and the
claimant country at 150, a settlement of 90 may leave the negotiators for
the latter convinced that they have been dealt with harshly and the

( 55.) See A. RosicHER & S. Myvers, OprimaL Financing Decrsions 9-11, 67-93
1965).
6. Id. 64,
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negotiators for the former with the feeling that they have been generous.
In asense, both sides can be right.

Concessions

It is frequently the case that a government negotiating a claims
settlement on behalf of its nationals is constrained to make economic or
political concessions in order to obtain a satisfactory settlement.” When
economic concessions are clearly resultant from the claims settlement,
their cost may be readily determined providing sufficient data exists.
Political concessions are more difficult to evaluate economically, both
for theoretical reasons and because reliable data tends to be scarce.
Other times, both economic and political concessions may follow, but not
be caused by, a specific claims settlement. In such cases, unless an
investigator is privy to the actual negotiations, he may fall into the
post hoc ergo propter hoc fallacy or, indeed, completely overlook actual
concessions.

The Realization of Payment

A major economic concern about the payment of lump sum settle-
ments for the confiscation of property, reparations, or other form of
payments by the government of one country to the government of an-
other, is the question of whether such money settlements result in a trans-
fer of real assets from the paying country to the receiving country. In
this connection, real assets are defined as tangible goods and services;
financial assets, on the other hand, consist of claims, presumably entitling
the holder to real goods and services at some time in the future.

An economist’s concern with real transfers derives from the fact
that, in order for domestically owned property to exist abroad, domestic
residents, either private or corporate, must have given up some part of
their potential consumption of goods and services. Assuming balance in
international payments, money invested in a foreign country will result
in either exports from, or foreign investment in, the home country.
That is, the funds acquired by foreigners as a result of investment
abroad will be spent on goods which will be physically removed from
the home country (imports), on goods which will be left in the home
country (direct investment), or on securities of home country issuers
(portfolio investment). If the latter is the case, the home country has
undertaken an obligation to provide the security holders with real goods
and services at some time in the future. In this sense, there is little
difference between foreigners holding domestic money (liabilities of the

7. R. LimricH, INTERNATIONAL CrAiMs: THEIR ADJUDICATION BY NATIONAL
Commissions 107-09 (1962).
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government or commercial banks) and securities (liabilities of private
issuers). Equity securities can be considered either as a claim on the
issuing corporation or as ownership of part of the assets of the cor-
poration; it makes no difference for the purposes of this analysis. If, then,
a foreign government takes property owned by nationals of another
country, it is important to ascertain whether the claimant country will
recoup that quantity, or at least some quantity, of the goods and services
which it gave up to obtain the foreign investment, or which it has
pledged to give up in the future.

Most of the work which has been done in this area® attempts to
determine the effects which will occur in two economies, both of which
are relatively free of overt economic controls, if the first pays to the
second a sum of money, and the extent to which such payment of money
will cause, in and of itself, a transfer of the real resources mentioned
above. The transfer of real resources is assumed to take place as a result
of the changes in prices and income in both the paying and receiving
economy, which, in turn, result from the initial monetary transfer. In
general terms, the increase (decrease) in the money supply of the
recipient (paying) country will cause an increase (decrease) in incomes
and prices in that country. The higher (lower) domestic prices coupled
with higher (lower) incomes will cause an increase (decrease) in
imports, or a decrease (increase) in exports. This change in the balance
of trade will cause increased (decreased) payments to foreigners, which
will reduce (increase) the domestic money supply income level, and bring
the balance of trade back to the pre-transfer level. The money payment
will thus be replaced by a transfer of goods.

In the case of transfers from controlled to uncontrolled economies,
however, this process is likely to be subverted. Controlled economies are
likely to offer for export only governmentally approved categories of
goods at fixed prices and in fixed quantities. These goods are offered in
order to obtain only that quantity of hard currency necessary to pay
for desired imports; such an economy is more likely to run an import
surplus than an export surplus, i.e., it is likely to solicit grants or loans
sufficient to enable its consumption to exceed its production of real
goods and services.

Such a program was most clearly exemplified by the economic
exploitation of the Balkan nations by Germany in the 1930’s. Germany,
paying high prices in terms of Balkan currencies, purchased large

8. See, e.g., R. Kucvnskr, AMERICAN Loans 1o Germany (1927) ; F. MAcCHLUP,
INTERNATIONAL PAYMENTS, DEBTS, AND GoOLD chs. xv-xx (1964) ; Keynes, The German
Transfer Problem, 39 Economic J. 1-7 (1929) ; Metzler, The Transfer Problem Recon-
sidered, 50 J. PoriticaL Ecowomy 397-414 (1942); Ohlin, The Reparation Problem:
A Discussion, 39 Economic J. 172-73 (1929).
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quantities of raw materials from the Balkan countries. Pressure by the
export interests of these countries induced the Balkan central banks to
finance the increased exports and thus the banks acquired large claims on
Germany. Germany, however, limited her own exports to only a few
sorts of goods particularly those which would not hamper her rearma-
ment activities. This fact accounts for the Balkan states’ being flooded
with aspirin and harmonicas during the middle 1930’s.°

II

The remainder of this Article consists of a brief effort to evaluate the
effectiveness of achieving real transfers through the lump sum settlement
of claims against communist countries by the United States and the
United Kingdom. Six such settlements,*® the official exchanges of notes
following these treaties, and such data as is available relating to the
bilateral balance of payments of the United States and the United King-
dom with Bulgaria, Poland, and Rumania for a period of years before
and after the agreements have been examined. No attempt has been made
to determine the methods used to value the many separate items in each
of these settlements or how alternative assumptions about claimants,
expected return, or appropriate discount might have affected the amount
of final claims.™

From consideration of the data now available, and in light of the
brief discussion of the theory of transfer payments outlined above, no
strong reason appears for favoring the British over the American method
of settling claims, 7.e., the tying of the size of installments to annual
imports from the paying country rather than the outright specification
of the size of annual installments. This is not to say that the United
States may not lose a bargaining advantage by not following the British
formula; she probably does. Further, this is not to suggest that the
United States makes fewer concessions than the United Kingdom in
negotiating these settlements; foreign aid tendered Poland upon the
conclusion of the lump sum settlement with that country suggests that,
in at least one case, the net payments were to, rather than from, the

9. See C. KINDLEBERGER, INTERNATIONAL Economics 202-93 (3d ed. 1963).

10. Agreement with Bulgaria, July 2, 1963, [1963] 14 U.S.T. 969, T.I.A.S. No.
5387; Agreement with Poland, July 16, 1960, [1960] 11 U.S.T. 1953, T.I.A.S. No. 4545;
Agreement with Rumania, March 30, 1960, [1960] 11 U.S.T. 317, T.LA.S. No. 4451 ;
Agreement between Great Britain and Rumania, Nov. 10, 1960, Cmnp. No. 1232
(T.S. No. 82 of 1960), 385 U.N.T.S. 113; Agreement hetween Great Britain and
Bulgaria, Sept. 22, 1955, Cam. No. 9625 (T.S. No. 79 of 1955), 222 U.N.T.S. 340 ;
Agreement between Great Britain and Poland, Nov. 11, 1954, Cmp. No. 9343 (T.S.
No. 77 of 1954), 204 U.N.T.S. 137.

11. These problems might prove to be fruitful fields for further inquiry should
the relevant data become available.
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communist country.’* The probability of achieving a real transfer equal
to the sum of money that is finally to be paid, however, is as great under
the United States formula as under the United Kingdom system. An
examination of the individual agreements will clarify this observation.

In the United States-Bulgaria Agreement it is provided that, of the
3,543,398 dollars which constituted the United States claim, 3,143,393
dollars was to be paid from the liquidation of blocked Bulgarian assets,
other than those owned by natural persoms, held by the United States
as a result of wartime controls. The remaining 400,000 dollars was to be
paid in two installments, one in July 1964 and one in July 1965. In
addition, an Exchange of Notes accompanying the agreement provided
that Bulgaria would be deleted from the list of countries to whose
residents the United States prohibits the payment of funds by the
Treasury or other government agencies. This prohibition is embodied in
a Treasury Department circular® which provides that payments by
the United States Government or any of its agencies to residents of
proscribed countries must be deposited in a special Treasury account
rather than sent to the drawee. The regulation also provides that in the
event a country is removed from this list, claimants who can establish
their rights to withheld checks will receive them.

The removal of Bulgaria from the list permitted residents of
Bulgaria to file claims for all back payments to which they were entitled.
As of December 31, 1962, six months before the signing of the Bul-
garian Agreement, the total funds due Bulgarian residents held in the
special Treasury account amounted to 27,564 dollars.** By the end of
1966, funds due Bulgarian residents had decreased by just over 21,000
dollars. We may assume this latter figure is the direct cost of this
concession by the United States to Bulgaria.

Further, it may be argued that these blocked Bulgarian funds were
due Bulgarian residents in any event. The act under which the Treasury
regulations are prescribed provides, inter alia:

[t]hat hereafter no check or warrant drawn against funds of the
United States, or any agency or instrumentality thereof, shall
be sent from the United States (including its Territories and

12. R. LiricH, supra note 7, at 10.

13. Treasury Dept. Circular No. 655, 31 C.FR. §211 (2) (b) (1967) (list
originally drawn in 1941).

14. See Table 1. This figure may slightly understate the total due Bulgarian
residents by the Government as a whole because, after 1960, drawer agencies them-
selves were permitted to withhold payment if the check would be blocked, 31 C.F.R. §
211.5 (1967), but since the annual increments in blocked Bulgarian payments between
1956 andh.1960 were small, see Table 1, the figure is not likely to be understated by
very muc)
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possessions and the Commonwealth of the Philippine Islands)
for delivery in a foreign country in any case in which the
Secretary of the Treasury determines that postal, transporta-
tion, or banking facilities in general, or local conditions in the
country to which such check or warrant is to be delivered, are
such that there is not a reasonable assurance that the payee
will actually receive such check or warrant and be able to
negotiate the same for full value.*®

Thus, it was not the intention of the United States to withhold funds
from individuals entitled to them but rather to ensure that the funds were,
in fact, delivered to the proper recipient and that the recipient had full
use of the funds. It is, therefore, hard to argue that the release of these
funds is a cost properly assessable against this specific lump sum settle-
ment,

An interesting side-effect of the removal of a country from the list
to which the Treasury circular applies is the likelihood of increased
migration to that country. This development is best illustrated by a
report in the New York Times that the United States has paid to Poland
about 2,500,000 dollars in social security payments each year since
1957.*¢ As of December 1956, the total funds due Polish residents, and
particularly social security claims, amounted to only 963,435 dollars;
the total distributed between that date and the end of 1966 amounted to
just under 300,000 dollars.*” The only way, then, for payments to have
increased to the presumed level of 2,500,000 dollars per year is for
migration to have occurred between the United States and Poland.
Indeed, this seems like a reasonable explanation in light of the fact that
the same New York Times article reports that a pensioner with average
social security benefits receives one third of a Polish minister’s salary,
even at the highly inflated official rate of exchange.

If migration took place to Poland, it is likely that there was some
migration to other Eastern European countries by social security re-
cipients. If only 100 pensioners had migrated to Bulgaria as a result of
the removal of that country from the list and the average benefit received
by each was about eighty dollars per month, the entire 400,000 dollars
due to be paid by Bulgaria would be obtained from social security
payments made anew or from released benefits paid residents of Bulgaria.

15. Pub. L. No, 828, § 1 (Oct. 9, 1940).

16. N. Y. Times, Feb. 8, 1968, p. 4, col. 4. The figure of $2,500,000 per year
is probably erroneous since inspection of Chart II shows that total United States
transfers to all of Eastern Europe did not amount to $2,500,000 in any vear from
1957-1962. It is probable, however, that current payments are of approximately that
magnitude.

17. See Table 1.
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There is an increase in the quantity of goods available to United
States residents as a result of this migration, however, even though the
United States finances the full amount of the lump sum settlement.
Pensioners may be considered to be non-producers; they consume some
residual of their past production or are supported for humanitarian
reasons. Given this fact, the goods which pensioners consume are net
deductions from the quantity of goods and services available to the
remainder of the economy.?® If the locus of consumption of a given
pensioner is moved from one country to another, the former has a net
gain in resources available to the remainder of its residents and the latter
has a net reduction. This is precisely analogous to the latter’s having
exported to the former without requiring payment. This is the essence of
a real transfer. That Bulgaria uses dollars received by selling goods to
United States pensioners to pay her obligations to the United States is
immaterial. Bulgaria has earned these dollars by a process which is
virtually indistinguishable from exporting. Thus, in the case of Bulgaria,
since the total amount to be transferred was only 400,000 dollars, it is
likely that this amount, or more, was accounted for by increased pensions
to Bulgarian residents and that a full, real transfer of merchandise took
place.

The United States-Rumania Agreement is quite similar to the
Bulgarian settlement, except that the total United States claim amounted
to 24,526,370 dollars against which 22,026,370 dollars of blocked Ru-
manian property was offset. The remaining 2,500,000 dollars was to be
paid in five yearly installments of 500,000 dollars each. Rumania, too,
was to be dropped from the list of countries to which the provisions of
the Treasury circular apply. This concession resulted in payments to
Rumania of approximately 30,000 dollars in the six years from 1960 to
1966. But in the case of Rumania, once again it is likely that subsequent
to the conclusion of the 1960 agreement persons entitled to funds from the
United States migrated to that country in order to better their relative
levels of living. However, since the payments required to be made by
Rumania were greater than in the Bulgarian case, it is less likely that
receipts by migrants totally met the hard currency needs of Rumania
with respect to this agreement.

If this conclusion is true, the Rumanian Government, in order to
meet its needs for foreign exchange to buy Western goods and services,
would have needed to expand its exports by the amount of each yearly

18. In the absence of pensioners, however, the composition of goods produced by
the country may change, as well as the distribution of expenditures between investment
and consumption. These factors may have implications for the long run level of output,
but in the short run, and in terms of the static analysis here presented, they are ignored.
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payment—500,000 dollars, less transfers from the United States. It
would be able to do this only by offering goods sufficiently attractive to
other countries to cause them to expand their imports from Rumania.
These countries, in turn, would need to obtain dollars to pay for such
imports either by borrowing them or by increasing their own exports to
the United States. These loans or increases in imports by the United
States could be paid for with the net funds obtained from the Rumanian
settlement. The United States, as a result of these transactions, would
have been able to import more with no deterioration of its foreign
exchange position or no increase in foreign holdings of dollars.*®

The Polish agreement with the United States is somewhat more
straightforward than the previous two; it calls for the payment by
Poland to the United States of 40,000,000 dollars in 2,000,000 dollar
yearly installments with no offsets. It is notable, however, that Poland
is the only one of the three countries to whom the United States has
given economic aid since entrance into a lump sum settlement agree-
ment.?® To the extent that this aid was impelled by the existence of the
lump sum agreement, as suggested earlier, real transfer of assets is
avoided. If the aid and the settlement agreement are unrelated, Poland
will export more (or import less) than she otherwise would have and
the United States will import more (or export less) than she would have
in the absence of the Polish payments. The United States will be able to
enjoy a higher real level of living due to her relatively higher imports.*

The three British agreements examined are all on the same pattern.
They provide that payment by the Eastern European countries of the
lump sum agreed upon shall be made in annual installments. The amount
of the installments is a percentage of the f.o.b. value of exports by the
paying country to the United Kingdom. In each of these settlements the
real transfer accompanying the money transfer is clear; effectively the
United Kingdom is reimbursed for some portion of her previous year’s
imports. There is a movement of goods from the East European countries
to Britain at no charge.

There is the possibility, under the British pattern of settling claims,
that the debtor country may avoid the payment of her liabilities (or
unduly stretch them out over time) by decreasing her exports to Britain.

19. Although it is impossible to isolate the effects of such small yearly trans-
actions in the overall trade data, United States trade with Rumania, as well as with
Bulgaria and Poland, for the period 1955-1966 is shown in Table 3.

20. The amounts of such aid are shown in Table 5.

21. The removal of Poland from the list of countries affected by Treasury Circular
No. 655 occurred three years before the entrance by the United States and Poland
into the lump sum agreement of 1960, so it cannot be considered a direct concession
to Poland for the conclusion of the settlement, although it may have created an attractive
climate for the achievement of a satisfactory settlement.
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But the persistent need of the communist countries for hard currencies
in order to purchase goods from the West and the fact that the effective
rebate on exports to the United Kingdom is a small proportion of the
value of these exports, combine to make this possibility unlikely. Rather,
just the opposite is probable.

The implied promise of a high level of trade is likely to give the
British a negotiating advantage in terms of the size of the money
settlement to be reached. But, since prices of exports from communist
countries are fixed by governmental fiat, a higher money settlement
could be accompanied by higher export prices so that the same real
transfer resulted. The size of the settlement payments compared with
the total exports of the countries involved, however, suggests that this
possibility, too, is improbable. Thus, the fact of real transfer under the
British system is direct and certain. Note also that British trade with
these three countries has not declined as a result of the lump sum
agreements; a decrease might be expected if the countries had behaved
in either of the ways suggested above.

The recent British devaluation, although it did not affect any of the
settlements examined for the purposes of this paper, suggests a danger in
negotiating settlements whose payments extend over a substantial period
of time. The Articles of Agreement of the International Monetary Fund
provide that a country may change the par value of its currency only in
the event of “fundamental disequilibrium.”?® Although this term is no-
where defined and international economists differ as to the precise
definition, there is general agreement that devaluation is appropriate when
domestic prices have risen faster than world prices and caused a relatively
permanent deficit in international payments.®® Devaluation, then, is
evidence of the fact that domestic prices have risen; it causes a similar
increase in the prices of foreign commodities in terms of the devalued
currency.

A settlement agreement, whose value is expressed in absolute money
terms and whose payment extends over a period of time, eventually
may deliver, in terms of real resources, less than is expected by the
parties to the agreement. Such depreciation in the value of the agreement
will occur if the overall level of prices in the country in whose currency
the settlement is expressed has increasing prices, if that currency is
permitted to depreciate with respect to other currencies, or if the level of
prices for all countries increases over time. This is likely to be the fate
of the United States-Poland Agreement which extends over a period of

22. Articles of Agreement of the International Monetary Fund, opened for
signature Dec. 27, 1945, 60 Stat, 1401, T.I.A.S. No. 1501, 2 U.N.T.S. 39.
23. Cf. W. ScamMELL, INTERNATIONAL MoNETARY Porrcy 53 (2d ed. 1961).
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twenty years. It is less likely to be true in the case of the British settle-
ments because of the tendency, at least recently, for world trade to in-
crease, and because the time horizon of British settlements is a function
of the level of bilateral trade.

The real transfer of goods and services induced by the United
States settlements formula seems, by and large, to be as certain, although
far less direct, as that induced by the British formula. To the extent that
the United States does not lose an advantage at the bargaining table by
specifying precisely the size of annual installments, there seems to be
little reason to prefer the British system of tying the size of annual
installments to the exports of the paying country. To the extent that any
advantage does exist, it probably lies with the latter course in view of
the bargaining power created by the implied promise by the United
Kingdom to maintain a high level of trade with the settling country.

The concessions which the United States offered to obtain the three
settlements exarined, specifically the aid granted Poland and the exemp-
tion from the provisions of the Treasury circular granted Bulgaria and
Rumania, provide an easily tapped supply of foreign exchange with
which these countries can meet their obligations under the agreements:
the wheat shipped Poland released funds which she would otherwise
have needed to spend for imports and the payments to pensioners in
Bulgaria and Rumania, including immigrants to those countries, pro-
vided funds directly. Funds provided by these concessions are in addition
to the funds obtained by the various countries through exports which,
under the British formula, are the only funds from which claims can be
paid. The United States, then, by the granting of a concession, made
the payment of these three settlements easier than they otherwise might
have been.

TABLE I
Proceeds of Withheld Foreign Checks

Balances in Treasury Account 2026048 by Country and Date®4

Bulgaria Poland Rumania
December 31, 1956 $23,233 $963,436 $55,310
December 31, 1958 24,615 751,900 56,728
June 30, 1959 24,932 726,233 58,366
June 30, 1960 25,565 689,164 59,068
December 31, 1960 25,382 683,041 49,404
December 31, 1961 26,772 673,192 35,954
December 31, 1962 27,565 671,599 35,760
December 31, 1963 26,093 669,783 35,014
December 31, 1964 13,897 668,783 35,009
December 31, 1966 6,211 664,139 28,791

24. TUnited States Treasury Department.



ECONOMIC OBSERVATIONS 897

TABLE 1II
United States Government Pensions and Other Transfers
to Eastern Europe (mnillions of dollars)?2s

1955 195627 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966

Transfers2¢ X 18 X 2 X 1 2 2 3 3 4 4

TABLE III
United States Trade with Bulgaria

(millions of dollars)?28

1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966

Exports d - - 1 8 - - - Jd 48 36 31
Imports 4 4 5 7 1.0 8 12 10 12 12 17 21
Balance -3 4 -5 -6 -2 -8 -1z -10 -11 36 19 10
United States Trade with Poland
Exports 31 37 731 1052 747 1428 744 947 1089 1380 354 498
Imports 266 274 300 297 318 381 408 460 431 542 659 738
Balance =235 237 431 755 329 1047 336 437 658 838 -30.5 -24.0
United States Trade with Rumania
Exports 2 S 10 9 18 12 12 7 12 52 64 236
Imports 3 4 5 4 12 14 12 5 8 13 18 41
Balance -1 1 .5 5 6 -2 - 2 4 39 46 195
TABLE IV
United Kingdom Trade with Bulgaria
(millions of dollars)2®
1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965 1966
Exports 35 32 26 15 63 78 53 35 60 78 108 208
Imports 10 24 19 33 44 63 92 94 102 120 151 174
Balance 2.5 8 J -18 19 15 -39 59 42 42 43 34
United Kingdom Trade with Poland
Exports 19.5 288 297 329 464 410 651 923 786 69.5 706 101.6
Imports 823 838 662 729 915 101.0 1033 1078 112.5 134.8 1358 150.3
Balance -62.8 -55.0 -36.5 —40.0 -45.1 —60.0 -38.2 -15.5 -33.9 —65.3 -65.2 -48.7
United Kingdom Trade with Rwmania
Exports 84 70 92 44 66 119 414 256 333 235 271 299
Imports 98 51 28 58 60 111 170 198 208 250 314 425
Balance -14 19 64 -14 6 8 244 58 125 -15 43 -126
25. Survey of Current Business, various issues,
26. X indicates payments less than 500,000 dollars.
27. Payment from Eastern Europe to the United States.
28. International Monetary Fund, Direction of Trade, various issues.

29.

Id.
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TABLE V
United States Aid to Poland
(nillions of dollars)3°

1955 1956 1957 1958 1059 1960 1961 1962 1963 1964 1965 1966
Aidst -5 -6 5 99 66 127 57 61 48 52 6 -10

30. Statistical Abstract of the United States, various years.
31. A minus sign indicates that the net payment (or repayment) is from Poland
to the United States.
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