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TO: Ambassador Baruch
FHOM : James E. Wood

SUBJFCT: FReport (Attacliied) on Portugal’s Intertational
Financial Position

1 snclose herewith a study on Portugal's International
Financial Position walc:o 1 crepared for the Treasurye.
i1t occurred to me that you, and also Mr. Crocker,
might like to glance at it, esgcclally at the tables
in the first section. Afterwards, it should go to

Mr. Dickeraon.

|
You will notice in the covering letter to Mr. uarry D.
White, prepared beforc tac r-port was finisned, that
the results of ianguiries on Portugal's monetary policy
are described as being presented as a final sectlion
of the paper. However, 1 later decided to makac tnls
an earlier section but appropriate change was not
made in the lettar, I believe tnat most of tke tech-
pical errors made in typing, done la ay absence, have
been corrected. The calculations were all zade by
the primitive hand method, 1n the absence of a machine,
but after considerable chec:ing toey loox to be aec-
curate.

The study is not derflnitive, 1o tic sense tuat 1
nave not stated a sp=cific problem and analyzed the
results in a corresponding manner. Nevertreless, 1
think that the descr_ptive mutorial prese:ted -1i1

be most useful to the [reasury anc to other Govern-
ment departments. olnce tue paper WAS written the
Portuguese and British nave concluded a new payments-
trade agreement, detalls of wilcn I will give to Mr.

Digkerson.
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INTERNATIONAL FINANCIAL POSITION 0F PORTUGAL;

with special reference to forelgmn
ssswts, monstary poliey, and alear-
ing and payments arrangemsatis,
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Letter No. 224
Lisbon, October 19, 1945
To: Aarry D. White, Ass't, Seoretary of the

Treasury

From: Tames E. Wood; Finanolal Attache, Americsn
Embassy, Lisbom.

rt ‘s srnational Fina al Poalt

I submit herewith a paper on Portugal's international
finsnoisl position. Some of the material oontained therein
already has been forwarded to the Treasury over the past
year or more.

3 REATE Hebriond of tne “brudy attempt o simmary of
the prineipal forelgn assets held by the Portugueae; these

are followed l_};[ seqtiqua ,whieh dlagpss end clear-
ing a tur:l:- gﬁ y é;ﬁg the
a .

s tter, Al Luso-Spanish
olea ' 1y » thers are presented
the results of Tnqui eriing Portuguess monetary
¢y made of the Bank of Portugal and of the dinister of

..

_ Pecause of the nature of my duties here it has not
Bestt possible to work sontinuously, for satisfactory lengths
of times, oo this study snd itherefors, to glve the subjeet
=== the oareful and th ) attention it deserves,.
over, the polliocy of Secreoy followed by the Portuguese Oov-
sroment has mads 1% 21fficult so obtain sxac: and complete
inforsation, Yor the first reason the study 1s not definit-
ive, W% i provides materials that will be useful in arriving
at cos ons oo Portugal’s finameisl poteatial, the nature
of hi semants with other oountries, and scme views of
Tolal mllﬂl for her monetary poliey.
The data A
e f'*..\ - . o * . - .
1 [l 1] i L ¥ —
LT of the War.® This was naut-d to the Department
of State as an emolosure to the Embassy's "Top Cseret®™ Dis-

to a certain axtem
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It will be noted that the figare 16 billiocn esocudos in
assetsy nbroad agrees alesaly with-the flgure gitam in-Hpist's
, stheched -to Bnbassy's ‘=Top Baqred” Di ES. 28.468
3. 208" o whioh-alsg was for .56e end of -19kk. o MMen Lol
fleure No dezty was 16,29 ,963;000 ~gsoudos wileh ‘inelnded
gu 'atadk ; Torel ga - ourTeReY, slearing seacunts smd umkmows -
ematly ' focl o colbl v . et 5T o 35 TAr olica.

Befowe prosaedlng, 4% -ahould be sod out thet al- ol
we have here sssgmed that e Fortuglese gald Im wni =
valuatsd at 28 esgudos peX Sramae, -Wis s nob neecssdarkly
trua, and foF -that Teaden we ssnmqt De sure of e =xERE" -
quantity af @014 she Portuguese haves - Wy’ 4l sousaian
of this matter is of interesk and a nola ta the table abave
maksa raforenocs to an sxplapation in the dppendix on wvslb-
usticn of gold and the geld eglos - Lo RS a2, - and
e cp=® 7 ToTLus T e b At ALy —a4 TR " I
Dot h . papare z: Wyatt ob that ab- the end af 19EE -
ﬁqu-jbg:th had 320,852,000 grammas of gold.* ™ * He wes
not oertain, howsver, whether 15,477,312 gresmes of gold
held Wy the Saak of For . for-she Foringue te Jowertmmmnd: & 5o
; Inpludeds - AL w8 walue nh 28 ssdos “par graome Shee = |
4 reps ; hmxann.rm suoudos: ia the tabed
o gold. wonld amels of 304,400,000 grammes. By
sdding to thils quantity the 15,477,312 gr-nﬁ;nﬂ the
Portuguese Government, we arrive at oxdigare, i
grummes, which mrm:[ﬂtu the sstimnte made bY iﬂ
whioh 4id we$ wamwer mwwmnmnﬁ
ﬁwu:?ﬁm was ine . ﬂﬂpmﬂ'.'r-ninl - 1
answered. T.n:on 13,000,000.300

e LA520,000500% L2
From 'nurit data at hend' s possible to learn how
mueh gold A ponk. of- Fortugal has bought and sold emd thll

net iner so far tils, YehyGoO Bhivesn J
and September 15, 1945, the Bank of Portugal bought
38,0 os_of gold sad seld 6,508,614h.241 ‘
: )pﬂilﬂ mwr od of _=5--
L2808, N0%. gTammes. ﬁiu_.__ s amoun 3 the @Fgl;r

e ———

on forws o the sury.
stwne balanse: sheedy oftsansBank of Portugal on December 30,
19hh 1apeekerandcliabilitien of 19,450,589863. Bes
Relatoripidp: : nistracdo ds 1944,
80 dfe L8 ’ ;! .
ssd0n1y the total figurs for gold an oreign curreneies and
the perssalageief: sae different olasses O assets were stated
in the repeth salyendyiclited, of the Ministry of Finanos. The
ssondo lﬂrﬂlfl
m'th-' ....... —— — e T PR T e = — R — e — I — e B
Wyatt's summary work sheet on the gold stoocks was
made availabls to Be nis seeretary and it is ineoluded in
the sppsniix. He moved away from Lisbon in the spring of 1945.




of gold held. by the bank at the end of 1944, using Wyatt's-
ﬂg::- of 320,852,000 grammes, it had, on September 15, 1945,
1A the neighborhood of . 52'3‘15 319.563 gremmes, an squivalsat
of 9,866,648,95L7876 or- Hh&gi.i!i.ﬁi. -(This figure would
hl'fh{_ er if the Portuguese Government geld has not been in-
oluded and if total gold stecks were valued at §35 per eumce.)

. The table au the following page shows purshases and sales
of gold by the Bank of Portugal during the first eight and a
half months of 1945, all transactions with sach loeal or
Torsign institution being grouped. A preponderance of the
gold acquired by the.bank was purehased from the Fedearal
Reserve Bank of New Tork; more than half the gold sold by
the Bank of Portugal was moquired by banking institutions
in Furope, and the remainder weat to goldsmiths, banks and
bankers in Portugel. On February 23, 1945, the Benk of
w suspended all sales of gold other than to the gold-

¥

Nocording to Informstion conveyed to me by the Portuguese
Minister of Finance, Joko Pinto do Costa Leite l.'Ln-hrll.nF:
Partugnese gold stocks on August 29, 1945, were Aistributad
geographienlly ar Tollows:
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wha Minieter's flgeres, whieh-he rounded off, appear-
:Earuxﬂu.tily correst when compared with other date avall-
able, 1 hedl.mot,-however haard ‘previocusly of any- Pottughese
gold in London and the existence af this reserys there still
needs confirmation. In 1939 the Bank of Portugal had

15,594,535 ges of gold inm Lopdon but this was moved to
How Feie Tor protestish. The ameunt of geld the Wimleter’

States the Portuguess to have in New York osm, of oourse,

FendlIy be cheoked. )

L

PURCHASES AND SALES OF GOLD BY THE BAYK OF PORTUCAL,
January 1 = September 15, 1945

Purehases Grammes Espuﬁu- | Duliu;ﬁll
Federal - o ' . ' o
Resarye;N.T. 33,685,275.98L 942, 969874468 37,999:9944953
E!!'ﬂ"ﬂ"m-:

Rep. AXgs 1;1‘-‘5‘1331-ﬂ0ﬂ H‘.m.m?ﬂ' 1,297,121.89"

Sveriges® T L i a5 o T LT
_Riksbenk M.M_ _3,620,560,10
Totals BE.HBT,QHJ.EGL 1,ﬂ65.ﬂﬂ1.?53!31 thi.?l?,ﬁ?ﬁ.?a

alas
L T ] T A— :- - " .'- g = s - r 11 -

Enks & Bakrs 929,292.530 29,272, 714469 1,179,637.91

h T oo 2 LELeE T Cpaniaos
e roearis T 89i500,631  64.B70;353838  236R6I3RE)
- I Tan.8, L9L> &0 GO .

'-l'-'_.':r = j:l kL :"Ipﬁ R B '.1":- fa
< Denguel Hat.”, 100 000" e L0 _ 35e’A3a 2
Suisse {5%,6L0.250 L,309,616416 —173,869.89
Toteld 3, 102,027,870 1,455, 7.8.530
Sveriges*
Rilﬂ-ﬂ o £ h“h?“. mi"" ﬂ.?ﬂ |M"' o 1{“}455‘156
hoawn b, Foustiv, LWiLGe &5 e 14 farlae tus pariof ."rnr':

(WSee foot of next page)
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Grammes Escudos Dollars

purenases  38,037,033.804 1,065,001,753431  ¥42,917,676.9%
178891  7,912,k35.21

gran. v buS08,6Lka2h) - 196,357

— Y

- R 20
m_in_;mllim.;xa.m 868,60k, 57440 $15,005,241.73

2 ks ‘of ‘Séptember li,.;-.}:‘?l..!.:-ihi' approximate ‘amodnt of
assets of the Baok of Portugal ia forelgn coyntries or in
teTms af olwims agalnst gaoh ceuAtEies. weIs the fﬂ.'{.dﬂu_:_ _

| ' ' !aggdg s =~ Dollars
9,866,648,947476 $197,608,259,02
§,015,462,795.88. 321,060,775,66

07.548,490.61 3,532,073

_ Gold-Stooks
‘l'u-ﬂlp lerléuhl |
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hased from the Bank of Po 1 bat 1t may be tha the

ow York in order to receive 1t
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Before dizcussing in detail forelgn currency end clear-
{ng balances and clearing and payment agreements, we »1ll
present information recelved from responsible Portuguese
authorities on monetary policles.

MONETARY POLICIES

F 4 Portugal's monetary policlies =re lnid down by the Benk

of Portugal =nd the #inistry of Finance in oclose assoclation
#ith Salazar, who has the final word and who occuples, among
other positions, the post of <inister of Forelgn Affairs.
Certsin privote benkers slso exert influence on monetary
polioy by virtue of belng in elose contaect with Ealezar, the
Minister of Finsnce, and the important offliclals of the Bank
of Portugal.

Because of Sslazar's policy of keeping ~ertsin finsnclal
operations and data secret and because of the reluctence of
high officials to teke any important position without refer=
ence to him, it 1s no simple matter to obtaln informatlon de-
sired., Last summer, I broaohed the subject of making a sur-
vey of Portugal's internationnl fineneciel position end
finsnoisl policies to A. Cabral Pessoa, General Secretzry of
the Benk of Portugel. We indicated, although without en-
thusiasm, that he and Alvaro Pedro de Souze, Vice-Governor
of the bank, would be willing to discuse the subject. On
sesing Pesaca = few days later on another matter he remnriked
that he snd de Souza were prepering a statement for me end
on the next vi=it he presented me with the statement, which
ia inserted below,

Holdine fast to = policy qf secrecy, Pessoa each time has
replied to my request for 2sta on Portugal's balances abroad
and on details of clearing srrangements by saying that he oould:

(1) Refer me only to the published meterial (sueh as
the bank's reports end the general procedures on
operation of olearings cutlined in decree laws);
but thet I

(2) The pofition 1= very simple since most of the gold
and foreignm currency balances are concemntrated in
New York and London.

He has, however, discusaed with me in a gemerel way ocer-
tain policies end clesring arrangements, has always been will-
ing to provide specifioc data where a guestion in wtileh the bank
is interested, suoh as transfer of gold from Argentina

; MYNOTLIYN THL LY (3DN00E4T
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to Portuguese sccount in New York, 1e under discussionm, nnd
perscnally is alweys most cordial.”

T e stsatement preprred DY Pagsos and de Souza on regent
and future policles of the gentral bank 1a heTs reproduced

"BANCO DE PORTUGAL
LIEBOA

1)

2)

1)

2)

3)

[

NOTE
Aitherto our main object was been:

Tn maintein =2tebllity in the gold value of the
Raoudo.

In spite of the great diffioulties prevaliling on
foreign markets, to keep our exochange market work-
able and affiolient, DY imposing the least pozsible
restrictions on all surrent internationsl trans-
actions, as well a3 om suoh other transactions as
atil1l considered sssetial to our national economy.

Our probable future monetary objeot will be:

To maintain the velue of the Esoudo stable with
the value of Zold. =

To assure complete fresdom 1n forelgn exchenge
transmotions, bY limiting the intervention of the
Central Bank, to keep up the stabllity of our ex-
change market, and to preserve order and ethioal
prineiples in gll exohange affeirs.

As to the future credit poliey, intimately bound
up with monetary poliey, and whiech is as yet etill
in its formatlve period, 1t will be based upon the
Esoudo ourrency with stable gold walue, but in-
stead of this Escudo ourrency having @ 100% gold
cover over snd ebove & anall fldueiary issue

it
“will be neocessary to hrve & proportionsl iini-wn

percentage of gold assets (say 50%) with respeet
to the total value of currenoy in aotuel olroul-
ation, plus the total amount of other sight
responsibilities of the Central Bank, the balance
being entirely coversd by foreign exehange and
loans granted exelusively to natiomnal banking

(See footnote on next page)
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{nstitutiona and fully suarsnteed by Portusuese
oavernment Bonds or Commercial Bills.

L) - With these objecte ns the main directives, our
future polioy will be necessarily read justed by
tekcine into mocount the prinoiples esteblished
by internstional monetary sgresments, we well as®
any other Tactoras that might eventually be af-
factine the essemtial nnd vit=l needs of our
nationrl economy.

Lishon, 30th Anril, 1945."

In asddition to the stetement on monatary nollcles
wmde hy taa Bank of Portugal, I h-ve recelived opinions on
the same subject from the Minlster of Finrnce. The Min-
ister, who daring the latter nart of the summer =nd early
fall hes been Tesidine in North Portugal, “=s nnswered
gcertain questions T put to him through » matual friend.
on masstions of poliey, he has informed me that:

*come time ago I presented to Pessos the “Interrogetoriea®
of the Buresu of the #int for the year ending December 31,
1944. He nocepted the “‘ueztionnaire for study snd indlost-
ed_some -Wwillingneas to supply the informatlon raquested.
Nothing hes since been heepd from Fim on this aatter.
Recently, Pessas heas been in Fngland, presumsbly to work

on phases of the mew fnglo-Portuguese repayments =nd trade
=gresment.

It must be umderstood thet proer=stinatiom, nem-perfor-
mgnoe and superficiel performence ere cxsracteristios of
Portugaese institutlions =nd pecple. Theee, together with
the fmet that sll impertent declalons must come from Salagzar,
agoount for the slowness with which things get dcne, 1if they
get dome =%t all. One of the compleints of foreign dlplomats
is that many of the notes sent to the Portuguess Forelpgm
Offlos never are snswered, that officlals in the Forelgn
offiece responsible for certaln subjects are not empowered
to make decisions and in some instances lo not haxe agccess
to f1les covering mmterisl in thelr reapectlve fielda.

U

i AL . L o » .
SIATHDMY TYNOLLYN THL 1LY dENHIUEd2




jf,fffﬁ; (1) Portugal likely w11l net continue to converi

foreign currenciles into 7old, since the country's

currenoy now has adejuate gold beeking,® but will

use such currencles as far =8 posaible to purchase
goods, especislly those badly needed to renew the

sountry's obsolete and Aelapidated caplital equip=-

ment.

(2) It is not antiecipated that foreign currencies ',
will be used for investment in tha o suntries
in whioh they are located, unleas, for examnle,
A new Angla-%nrtuzuusn agreanant narmits invest-
aent in Great Britein of aterling belancea. 50O
far 8 possible, the tendenoy will he to repstriste
capitel in the form of goods paid ror in forelgn
eurrencled for investment in the Portuguess Emplire.

(3) An effort will be made t- maintnrin a balance he-
tween imports esnd exports. As soon =8 1t becomes
possible to purchese supplies and equipment im
quantity Portugal again -111 have an unfavorable
balance of trade, w-ich will be sattled by means
of the foreign currency balances the country has
poquired.

(4) The Government intends to maintain the extarmal
yalue of the esocudo, snd with 1ts lerge gold and
forelgn ocurrency balances abrosd, in s43itlon to
its gold reserves at home, it feels 1t has the
resources to do #=0.

|
(5) There i= no intention of chonging the locstion of
its gold stocks. Those in New York represent the
grester part of the becking for the escudo currendy
and the sight responsibllities of the Bsnk of
Portugsal. '

*0n December 31; 19kk; Portugsl had gold stoocks valued ot
8,523,200,000 esvudos—us against an esoudo ecurrency olreul-

atlon of 7,642, 8. Not a1l the aold 1s used =8 beoking

for the notes. the game date, the legal reserves ( presum-

ably all gold) were 91.3 peroeant of the notes in eiroulation

and 40.2 peresnt of the motes plus sight 11+dilitles, By law,

the minisum reserve . for-slght 1iabilities snd notes iz 30

perosnt. All curreney in -olreulation over 2,200,000,000 ;
ascudos must be backsd 100 péroent by zold. :

e
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(6) Portugal favors =n internaticnal pollaey of
finsncial collaboration to fnollitate liguid-
ation of obligations ereated by the war (here

wg Minlster has in mind the sterling balances),
guarsntee of aredits, stability of exchange
rates (highly placed Portuguese have sxpressad
soncern over po2sibility that the pound will

he devalued and thrt Portugel might suffer loss
in repayment of its sterling balanees), and,

in general, financisl measures which vill
atimulate world trade.

FOREICH CURRENUTRS

on “eptember 15, 1745, the Bank of Portugal had
aredited to 1tself on its booke fourteen forelgn currencies
aggregating as already noted, an equivalent of $321,060,775.66
[see table on following PARE.) .

of theses foreign curremcles, pound sterling balances
conatituted 95..L7 percent of the total end dollar balances
heO8 percent. The remaining O.k5 percent consisted prin-
elpally of Swiss francs and Swedish kEramer. The relative
import-nce of these balances nas changed very little in
three years or more. These foreigm halsnoes onn be olams—
{fied into four groups, to lndloate toe patterns in which
t res types of balances have moved and a fourth group re-
mained statlc:

(1} sterling holdings have inereased almost stead-
i1y from November 1940, whem the paymsnts .
agreement was signed, to the present {at this
writing they ere;in excess of &76,500,000);

(2) balancea such ss those in dollers, Argentine
pesos, Swiss franes, and Swedlah kroner have
fluctuated, as the Bank of Portugal has follow-
ef a poliey of coanverting suech currsnoies lato
gold after they have inoreased to a oesrtaln

nt, which ilnoresses sometimes have result-
j from favorable trede balsuees, and at times
7 froa selling gold to foreign csatral benks fer 3
thelr respective currencles;

(3) ourrencies of the oocupied countries, Norway,
Denmark, Belgium, Holland, Czechodovakia, which,
by decres laws, have remained frozem; and
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(L) ourrencies such as Frenoh franecs, cruzeliros,
lire, pesstes, and reichsmarks (reference here
sonoerning the last thres names ls to acoounts
outeide clearing), balances of whieh hrve flue=-
tuated but whieh for the most part have been
relatively small or negligible.

=

FOREIGN CTURRENCIES HELD BY THE BANK OF PORTUGAL,
September 15, 1945.

Currenc Eﬁﬁ Esoudos® Dollsrs®
B 76,504, 564 4,07 7,650,L55,400800 4£306,311,402.92
L 13,154,341 125,424,971892 13,15k, 341.00
SBwiss F. 5,372,157 5476 30,743,624%832 1,238,912,.88
Argen.Pesos 1,707 6815 10,4L98805 523,05
Swed. Kr. 1,400,002 54913 8,278,211482 333,552,136
Relohsmke 2,259 98852 . 22,255%67 896.86
Lire 1,895 14258 2,379491 95491
French Fr. 467,008 ' §5TLS. 268, 296309 10,811.85
Dan. Kr, 164 - $0.19308**(1940rate) 785889 31.67
Czech Kr. 100 $0.034252 (1939rdte) 85§15 Fab3
Belg.Fr. | 14,511 $0.03376 (1940 -= } 12,156§62 LB9 .89
Florins 6,569 $0.53128 (1940 ") 86,635812 3,491 24
Pesstas - 7,681 $0.913 (191 ") 17,402426 701,28

Cruzeliros 92, 758 iﬁ-iﬂﬁﬂé !afrlailll
B ToTE 8 uli.%gg‘ﬂgifgi' 1311'525 %é? s

* 3] = Eso. 24$815
% = Eso. 1004

** Rest of the retes in this column, exprezsed in dollars, were

taken from the Federel Reserve Bulletin,
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QLEARING BALANCES

In addision to the ourrenocles just desoribed, the Bank
of Portugal earries on 1ts books balances, owed to Portuguess,
that have arisen from bilateral olearing arrangements with
gertain ecuntries. The countries and the present (September 15)
amounts of their indebtedness on elsaring are s8 follows:

Esoudos Dollars
Germany R. Mks. 1,946,846 19,180,326.79 772,932.00 :
Ttaly tte. 53,958,132 67,879,130.06  2,739,433.00
Finlend 7. Mxs.  A92,A18  245,633.76 9,898.60
Greescs 3 2,03%___243,400,00 9,809,02
Total 87,548,490461 $3,532,073.31
;;:::h e :&ﬁ;;htlm not avallable.

*Figare glven orally threugh Portuguese Minister of Tinanoe.

Only the Bpanish olearing remains in operation. Becsuse
of tramsportation difficulties, and political shanges brought
aboat by cecupation and reoccoupatiomn, the agreemeuts with Italy,
Greses “ﬂﬂﬂi_lmﬂﬂlﬂmtu sull of
the “,in slthough 1% fmﬂmd up to May 1945, the astivity

so-German olsaring after the slosing of the Fremeh-

sh froatier in Augnst 1945 resulted frem & small volume
of traffie in eirberne merchandise and a large volume of pay-
ments. The French Nerth Afrioan agreement was terminated last
-?:i“- % o ] 1 -

. Yt ha# oot besn possible to learn to what sxtent the olear-
ing daTislbs represent. real debis owed to the Pertugusse.
soring to the Pertugnese Minister of Finanes,. the Bank of
nﬂ_lmu_lmm-:mmﬂun-miﬂ-
paTty to she agreemsnts oaly a8 an intarmsdiary, Portugnese
mervhants sad sommereial benks whiech took their bills being
the real oclaimants. He also has sald that the glearing debts
are in only nominal since partial payments have besn made
to the ess meTohmmts and banks by forelga oreditors for
goods Ilrtm‘ delivered asbd ia part reprasemt ouly oredits es-
tablished or elesring arrangemsnt in the foreign scumtries
far the purohase of Fortugusss goods never dsliversd. Pesssd




has told me mors than onee that the glearing balances Are
only nominal debts, sinoé Inpayments and outpayments always
are equal. ThHi# 1s reasonable In prineiple, bBut in point of'
faot time-1Agw sPe oreated by such Taotors as extension of
oredlt, tﬂnnuﬁntim requirements, and time necessary.to
£111 orders. Despite what Pessca Has sald, the rump-n ce
Government has pat forward the Luso-German "olearing defiolt
as an officlal olaim against German official assets in

Portugal. . E
rtuguese -] c ainst Oe Officlal Asssts
As lé. orted hiﬂ my pouch letter 217, July 28,
1945, to Harpy D5 Hi!l Pertaguess offieial II.'LI![II n;ninrh'
Cerman offiefel. llrlm i# to more than 91,000,000

escudos, Agiinst thede slains the Portuguese pﬂ-uut offielal

German asseis Ilﬂl‘l z'? ;?u,mn assudos.  The Portuguese,

however, f:ﬂl‘ -187, 500,000 sscudos of

bloocked s 6f sales of German ships
t they ih willing %o consider

to the Po

these funds as urhum German 1f the Allies will sgres
to thel? being déed ng Gerpan offieisl dedts as
determined In_r ﬁ- Wn- n‘mh

:Iﬂ.'éli lﬂnri'ﬂ some of the detalls of

‘!nrtupl' and q-n'l-l and alsc some
of 1its nu r-i.n ‘oountries during
the war. W# 'a "'I.'Eur ln (11 mtl
agreement, Wit H’Elfﬁ;;h wnted ty'a new a

ment sterling ances

and future e two ﬂﬁ:liﬂn.

: ) ____hﬂqﬂt“ g
E"z;g, Emﬁ% Jdéﬂi Hale E;?‘"mg-

nf !.nirull wes about 5900 um. The n.ti

l Aotredn#d q,&:
lrhr nuu \ﬁi nf,',' Im ﬂft‘ﬁtlr h-r; ﬂﬂ‘ud
preemptive 7 ti_‘" ju!" Arﬂ}ﬁr _

hageyrta Casrat® Degpetoh No.23 of AnTil

[Sse footnote On next page)
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The Bank of Portugal will open 8 sank of Portugal
Special Ascount in the Bank of England (Portuguese
banks may slso open speolal aocounts in the Bank of
England), and the Bank of England will open an essudo
acoount in the Bank of Portugal.

All debts (trade and finaneial) between tha Sterling
and Esoudo Areas will be contracted in aterling.

The Bank of Portugal will provide sagudos for pay-
ments owed to peracns in the Sterling Area and to
persons in the Esoudo Area.

L) Amounts in excess of &50,000 in the Bank of Portugal
Spesial Acocount will be transferabls to the Speocial
doney Employed Aceount, whileh will drew {nterest, in

msultiples of 25,000,

5) ‘The Portuguess sterling accounts in the Bank of
England snd the pank of Eangland asoudo sscount in
the Bank of Partugal are guaranteed ¥ gold.

6) The exoess of esgudos im the Bank of Englend apoount
with the Benk of Portugal will be used as an offset
against the Bank of Portugal's Speoial Acoount with

the Bank of England.

7) After the agreement terminates, the Portuguese
sterling balanee will be usable oaly %o pey 1n
sterling sums due from Bacudo Area réesldents, and

ts shall only be made from such balance
whils the latter Irml.nl.. '

g) The agressent will remain in force thres montha
aftar uns sonolusion of hﬂltlﬂiilc On termination
of %he agresmeni the gpeoclal sy Fmployed Account

1s to be transferred to the Speelal Aooount (this
svldently means that when the sgresment axplres,
{mterest no longer will be paid oa the Fortuguese
sterling balanos scommlated under the ‘agremmante).

9) | ﬂ-"lt].i—t of she Fortuguess lmuu assoounts .and

- ng s ToTmerLy
of the British bassy, the sterling ba

snaotamt of AeoTee law Mo.33,045 of September 15, 1943,
which was intended specifically IoT that use. (See enclosure to
gecret” Despateh No.28 of April 20, 1945,p-9-)
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10} The eontreseting parties may from time to time
consult together regarding revision or modifi-
astion of the agresmeut and after the terminetion
of hostilities and before the termination of the
Iriﬂmt shall comsult om the dates and com—
ditions for the settlement of the balanees,

In motes ax between the Portuguese and the.
British on November 1940, - both Covernmants subseribed
to the prineiple nf.ldmuiu thelr exchanges so far os

asible in order to avold the acoumulation of balances

n favor of ome country or the other snd thus %o feeill-
tate trade and payments and development of finaneiel and
ocommerclal exchsnges. It was not, of course, possible to
prevent the sccumulation of balances im Tavor of Portugal,
at least 50 long ss the British had e presmptive-strateglio
tuyiag and investaent frugﬂl in the coumtry and, at the.
gsame time, were not able to supply Portugal with a com-
mensurate volume of goods and services, The view was X~
preassed by the Finaneial Counselor of the Eritish Embassy
early in 1944 that his Government would not loek upom the
rising balance with concera 5o long a# it was not in ex-
aeas of §£70,000,000, whiedh point was not reaehed unill
‘Maren 1945.

S{noe the agreesisnt began to operate, the offieialas of
the Bank of England and the British Treasury have had die-
gussions with officials of the Bank of Portugal. In the .
fall of 1943}, the Portuguess approached the Finenolal
Counseler of the British Embassy is Lisboa to lssmn whether

the British ‘would be willing to dissuss modifieation of .
the agresment-ia certain particulirs (aes Legation*s vable
§299, February 1, 1944, 6100 Polile)e Although the Bedtish
raplied in thae J'ﬂ.mﬂﬂ. noth further, %0 By know-
ledgs, wad dona about ths mattar 2 that tdme.

7'%a Dessmber 19hk, however, Waley, of the Brivish
' , #nd Tarner, of the Bank of England, oame to
1isb%on to discuss extemsion of the agresment and revision

ate detalla nuhlﬂ sonfarences, whioh soock plaes with-

L of, or thres days, ars poé at preseat imown
it uﬁm has been informed by the British that 3
had , amcng other things, (1) sxtensioa of the gold

mettl ' from. she Tlve-year parlod as provided to cne of
fifteen to twenty years, end (2) to remake the agresment

e ——
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betwesn the two Governments rather t-an batwesen the twe
sentral banks. It appears also that the British suggested
1iquidstion of part of the balanee with British exports

to Portugal. 1 Ao not kmow for gertain the manner in whioh
Ae Souza, representing the Bank of Portugal, reaplied to
the proposals, but agcording to one of the directors of
the benk, 1% {s understood that he (de Souza) was inelined
to uuulp; them, When & erms suggested by the British
were placed befoTw BdlazZar, he turned them down, and Shey
therefore never were sresented to the ﬁlrtﬂturn;- of the
Bank of Portugal, in plenery session, Tor conslderation.

After V-E Day the Portnguess, assordiing to rellable
anthority, gnve 2 soneession to the British; Shey informed
the latter thet effeotive that day interest payment on the
Special !nnaI Employed Account was suspended. Judging from
the impliocatlion contained {n paragraph f15 of the agresment,
the balanee in this ascount was to draw {nterest until ter-
minstion of the sgreement three months after the conclusion
of hostilities, et which time the interest-drawing al
Money Employed Account was to be liguidated by tran of
the funds in 1t to the Bank of Portugal Special Aedount.
The Portuguese ®inister of Finenee reputedly ie responsible
for the suggestlion that 4ntersat payments be stopped three
monthe ahead of the termination date of the agreement, end
the Eritl who had conslidered him lnunrrigihlr'rrurlxil.
are Teported to feel véry gratified for his sotion amd for
the savings thet will be realized. ;

August 8th, three the after conolusiom of hostillt-
tes in Kurope,~passed”! thout the BEritlsh and the Portuguese
reaching s repa ts snd trade agreememt. - Tarner, of the
Rank of Englan Fugh Flli=-Rees, = Torelgn Service OfTioer
formerly on in Wadrid, were hesre in August for dlseus-
slon with the Portuguess put they returnsd to England and
no further conversstioms have besn neld here.,* The Minister
of Finanos, at present in North Portugel on vacation, has
stated for my iaformetion that proposals are sbill “under
lt'l.lﬂ.r.!.

Sinew my Letter of Deptember 15, 1945, to Barry Do
additionel inforwetion in
ons on the proposed agreement
but have réseived Taylox's easbles (No. Eﬂg} Eept. 15, 1945,
. correspondende

Y Goderstand What dlscuasions have been sontimaed In London
between Portuguess Eaubasay and British Treasury officlals.




-1?&

Unfortun=tely, certain details given ze by my informant,
a confident of SBalazar and Costa Leite, were sither not cor-
reot or not accurste, and the Ellis-Rees lstter to Taylor
dated Ceptemder 29 rectifies the points in question made

in my report om the terms proposed for the new agreement,

I present agaln the points om the British-Portuguese
discussions ocomtained in letter, and summarize the ad-
1itional information supplied by the Brisish to Taylor.
Sinees the British are not willing to inform the Amerioan
Embassy in Lisben of thelr Progress on the proposed agree-
ment but are willing to communicate the faots %o our Embasasy
in London and %o our officials in Washington, 1% 1s likely
that you are, or will be, better posted than I on what has
been dons.

The points contalned in my letter of September 15th
were: '

1) The British asked that the Portuguese lend them
L25,000,000 to be used to pey for imports from
Portagal. As such goods are deliversd to . Britain
the Portuguese sterling balamce would imoreesse.
but this Inoresse would to some axtent be offset
by deliveries made under an arrangement for re-
pyment of thé prefent balanos (eee below). Te
British woull not make commitment to suarantes
the loan in gold or in a fixed sXochenge rate.

Uy Informant perhaps wea not well sdvissd to

refer to the proposed limit om further acéept—

ance of It!rltn; by the Portuguese as a *loan®,
which Ellis-Eess has termed imscourats. However,

ay informant®s use of ths word probs bly reflescts

his attitude and that of .other Burtupuu officials
who view a fyrther inereaént to-the tmmobdile tars -
1 ~balandes over a pericd of two yesrs in exchange
for Portugusse goods as being, in effect, a loan. :

2) In response td tils :?alﬂ the lurhﬂgmnﬂnr-

od a loan of _ﬂ_,o,gu + With thess provisos: - -
(a) half sHe smount pay for commadities tndtemt-
ﬂhmﬁw:mm whieh 1s sepeo- -
1ally in%erested in reestablishing ia this way an
old market for port wine: (b) the other half to

be available for free purchases,

The 510,000,000 "loan® seems oclearly to be the
limit the Pertuguese wanted placed om their further
agceptance of lt-rl}nf. Ellis-Rees states that
the suggestions in (a) and (b) are not correcs,

My informant was very definite about these pointa;
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ertiaps they were not put forward by the
rtuguess or were offered in a 4ifferent
form.,

3) Repayment of the sterling balances accumulated
during the war, which in September emounted to
more than &76,500,000, could, asm suggested by
the British, be made in the followlng manner:

a fund of k15,000,000 would immediately be es-
tablished whieh the Portuguese would use for
purchase of Britlish goods during the first year
of operatlon of the liquidation agreement; this
would bring the balenes mccrued during the war
down to around 561,500,000, snd this sum would

be repald at the rete of 5,000,000 a yeer. A
olauee would be inmerted in the sgreement to
provide for repayment in gold of eny pertion of
each yesar's sllocation thet wes not used for
Portuguese purcheses. The question of what ocom=-
modities the British could supply immedistely was
taken up, at what length I do not inow, and the
Portuguess tried to commit the British to previd-
ing coal, but the leotter replisd that it was im-
posslble to glve any gusarantee for this commodity.

As Ellis<Rees has stated, the 15,000,000 refer-
red to atove would not be used the first year.
The rempinder would be settled by a speeial
schems for liguidation whioh would involve a gold
settlement after expirstion of a ten-year periocd.

1
Ellis-Reea, through Taylor, provided the additional
information that

1} The Anglo-Portuguese agreement probably would
be patterned om the Anglo-Swedish agrsemsnt.

2) When reached, the agreement 1s not expected
i to set limits on acoceptanee of sterling by
Portugiess or esomudos by British, but ti would
be understood that after balances scoumulated
to a certaln point the entire agresment would
be reviewed.

3) In view of Portuguese cooperation during the
war, Britlsh are inelined to do esverything
they ecan for Portugal.

1_:_--.' s THOMY
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L) Discumalons on # new agrassment between
British and Portuguese were to continue
in London. (The Dugque de Palmels, Portuguese
Ambaseador to London and a director of the
Pank of Portugsl, probably will represent
his eountry in the negotliatiocns. Palmela
returned to Lisbon, presumebly for ecomsul-
tation, on October l.).

§) The agresment will not be published. (Pos-
sibly, and I heve no confirmntiom of this,
beosuse it mey glve or imply certaln gusr-
sntees of the Salazar regime.)

On September 19th the Britlsh and the Fortuguese enter-
ed into a new gontract covering sardines end other psokas of
fish. Made under Aireotion of thc Comblned Food SBoard, the
featurss of interest in the contr=ot are these:

1) An estimated two million cases of sardines at 280
esgudos per oase (of 100 tins, & club of 30mm.)
sad perhaps sm ndditional one million cases, if an
open season 1s deolared during the winter. Thus,
the total price of the sardine pack could be 240
million or k%,L00,000.*

"~

2) The-British will supply all tin plate at L50 escudos

per oase®™ and all wire end naile.

1) Paymemt will be made through Bank of London and
South Ameries, Lisbon.

&) The British will supply alloeations to Western
Europesn eountries, Any of these countries may
deal with the Portuguese direat btat the terms of

separenage-énd- sale would be theose of the cemtrasl,

5) "-i-ﬂ}ﬂifuiiiu ui;,ﬁ-uﬁulu. and eas sardines
s flmmary ¢) are tq be supplied to the United
Btates ‘purchasas (purohases outside the

-upt_nv;ﬂ ‘dwe parhitted for aNohovies.

*In addltion to sardines the contract eells fer ohlnehards,
mackeral, tama, and minor varieties of fish.

** T have beem told that we sre supplylng the tin plate to
the British at L02.50 escudos per case, but this 1s not
eonfirmed.

(TRATAONY TYHOLLYN ML LY 030NA0ULIA
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LUSO-SPANLSH CLEARING

-~ A1} payments under this olearing =re made through ==
essudo seccuns in dhe Bank of Portugel. Offieials of the
latter have ReVer mnads anYy Eritmu, as they have in dis-
cussing the German and Itallan ole~rings, that iapayments

1. TFrom a formsl polnt of
so-8panish glearing may, for a
period, show a debit st one country or the other is a
feature waieh distingeishes it from the olearings Portugal
has had wish other oounkries. !

An idea of ths yvolume of sxohange under this olsaring
gan be obtained from the ;1911-'- quoted by Wyatt ( see TepOTE
already oited). In 1943 inocmings® [entradas) wers
145,924,100 sscudos and "outgolngs® (saidas) were 111,941,041
asoudos. The following year the corresponding figures wers
150,000,000 and 115,000,000 escudos. The {neomings I inter-
pret as amounts aredited to Portugal. According to inform-
ation given verbally tc me by a directer of the Bank of .
Portugsl, the toval glearing volume 1= running st a rate of
shou s lﬁM,uﬂﬂ sacudos pET Year. The clearing rete for
the peseta is 2.29 ssoudos.

The followlng deaoription of the operation of the Luso=
Spanish elearing is based upon notes taken in conversation
with Pessoca about & year ago:

The volume of goods to be sxohanged between Spaln and
portugal sad She © $lon of the goods comprising that
volum® ATS in meetings held every three or four
months between offielals of the two spuntries, - All mer-
shandise exobanged is sub] to export llosnses {ssued in
Portugsl bY the Miniat - of Neonomy snd in Bpaim by the
Ministry of - Coamerce. No peyment is mads through
alearing bWy the oen annf'-ithﬂ-un—tﬂmm:=
doesaments supparting it inelude expart 1leense., The Ministry
of Besnamy AR Portugal relles upoh the Bemk of Powtugsl to

‘give sdvige om the com. | df the '1"‘%“""1"' that the
“mm; 'Him Ay A W .
11 ol S

ommeros as

Payments to exporters ordinarily are made by Portuguese
gommercial banks, whieh disoount the paper presented. Buch

-'ﬂ-l-.q.il.ﬂ- W
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paper will not be discounted, however, unless the bank ia
sertain that the goods represented will be pald for through
clearing. This peasns twst 1t must rirst be sscertained that
an order from Spaln 1s on the way through the exchange osystem
and that the Ministry of Economy will {ssue =o sxport license.
It will not 4b so waless the order haa besn confirmed by
Spain. The Bank of Portugal will re-disoount the paper ob-
tained in this masmer by the commerclal banks, or if the
hes mot discounted his paper, will pay h!.- through
a commercial bank. The Bank of Portugel will not pay am
exporter or advance oredit to cover destined to be
handled through clearing unless the ®™platry of Feonomy has
{apued an export liocense. ¥rom time to time the Spanish
Commerclal Attaoche receives a credit through cle-ring end
danls Alreotly with the Portuguese exporters, but payments
to them are made through the olearing.

As a result of 1ts trans-shipment of coloniel produce
to Spain, Portugal has e fevorable balance im the clearing.
m the other hand, Spain has a fsvorabls balance om extra-
olearing #rnnllntiuna ag a result of charges from rallway
and sea traffie,.and periodically the clearing i» balanced
by npplling—ihi;nlt apounts owed to BSpain from the extre-
clearing transasti egainst i edverss balance in the
olearing. Ch “for rall and sea traffiec make up the
pulk of the yalties repressented by the extre=clearing trans-
sotions, Spenish investment in Portugal, represented
prineipally by imsursace ocompanies, is relatively smell
apd soc also is Portugsese investment in Spain. The volume
of finansial transsotioms between the Two countries (through
offioial chamnels at least] ia pot substential.

If at eny time the

is short of escudes ln ng agcount, RAy DOITOW
from Portugusse.commeroial baanks., According te Pesscs, the
Spaniards oa one or two cccaslons have ssked the Bank of
Portugal, $o.replenish their account in the clearing with

orwd '$o_them from extra-olsaring sources. These
' sably ware made during sn intsrval between
: snish- gnd Fortugue . officials st which the
(8517 neosasary,” brought iato. balaacs by the a
tion Tor the Spanish of their tnruggzi- extra-olearing
suns agajust fheir unfavorable clearing. balance.. :

.
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. _ sxoept Wiers the dediting results from the permiseible

Portugel hae no ¢learing or payments agreemant with
Switzerland, but the two countries operate on the basis
of regulations issued by their respective éentral banks.

A% the present time, the Bank bf Portugal exervises
eontrol over operstions i.l: Ewiss frencs under regulations
issued on August 18, 1944 and Maroch 15, 1945. The earlier
get of direotives to the commercial benks and banking
Hnt;uu. .. = %.z*t they may not buy or sell Swiss franos
unless

1] fThe Bank of Portugal has glven speolal
asuthorizetion;

2) ©Such purohases or seles are for the purpose
of peylng for imports of goods into or em-
ports of goods from the Portuguese Eampire;
ut - '

3) Peoch commercial bank is permitted to buy a
maximum of one million e3scudos or Swiss
franos esagh weak =snd

k) Each bank ocan freely sell, up to the limit
indicated, 1% Swiss frano holdings to the

Bank of Portugal, and oan

5} Carry on arbitrage freely in Swiss francs
and Swedish ordwns in order to meet its
" requirements., {Portuguese banks and im~
gnﬂm have ufed Swiss frenes extensively
or purshase of and payment in Swedish kromer.)
- Bwids Trengq =doounts may freely be oredited but speeial
methorfeation 1% required before they cen be debited -

zmsuﬁ- desgribed sbove In (2) end (3). Esoudo aecounts

- 18 the memes of persons or firms in Switserland are not al-
lowe to move without previous authorisation of the Bank of
Portugel, exvept for the latitude deseribed above in (3);
and except as provided in (2), Benk of Portugsl suthorlzation

¥Zee pouch letters of Jeptember 19, 194k and No. 181 of
Mareh 21, 1945, to Harry D. White.
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Baprtupal "n° fppantlar ve rresgent ander ie
't ine grn 2osuire areudcs o ARY for ortusuese roods,
ne- heneficispies in Dortus-l of ranittraces sent by For
turme=e lmilsrents =nd ot'ers in srgentins, ead covVer ex-
sensaa T Argenti-na tinlometz =nd amarmler of"icirla in
ti=ton and Irdrii.*® These ezcudo aoyaents ere ande L roush
Bamtysiese oo-merelicl tente, &nd oesn erilvelents fre cret-

1tad tn t-e& secount of t-a Nank of Fartug=2l in Luencs Alre=.

ha narmitted under t e -greement, toe D=0k of Partiural
sonverts 1ts -eso balance Iinto sald in wuonos Alpa=z in

srafapencs to seraltting =erumulrtlon ol >=2808 in 1ty .coount.
m.a -cprsanent -lzo sllovs t & Jen of 2ortu-al, rd ite ontion,
to exc--ncae gold in Smenog flres Tor elvalani pentitles

{n sew Yorx., «uch traagfers, tie Jirst of oo le” geourred

Tulv 1342, *ove heen a=ie ualer J.7. Tre~sary lisence.
Irnfeprrias to “0ld =l 1in dew York r~%-er t--n in 1eno=
pipan, tie Bonk of Portusel con=iders teikin- =tens to effoot
a trmsa-Ter -enever toa zold halance In Syenos Alres reuches
ahont 270 kilos. urine t-m Firat six Anat= = of 1.5 tre

e
ey

{fee footnote on next D-ge)




innk of Portugal newired #620,390.23 of Unit=1 ZStates
zold colns (eagles) from thae fienco Centrerl de 1la Republies
Argentin® btut I do not know r"ere Aelivery .-s3 taken.

In anddition % it= scld rocount the Beak of Partusonl
maintrins a small peso seccount, w-len on June &, 1745,
“nd sporoximately 2,000 pasas., Tha healsiece in this 0=
coun®t == hean micn L er; 1In July, 17L3, 1t .r= aore
tina 7,000,000 pesos.

871 Portuxssl endlresa v ert "Pom Apmentine the
lrtter is prid in dollars in Jde. Inrk, The Partuzuese
hank »~ig’ handles t.1z huslaaess i1s Fonegegs, J7tos

fenn. 1f 14 49llnr rocoant 42 ant ra®*eloatly
large %o cover - ilpent 1t horre e igllere from the
“ank of Fortuigrl nad res-va i1 Soll-rs or e~cufou.

LIIS0-GEF (A POTITION

Twe Luso=Carmen cle rin., vile on Y¥-Dny wed o
deficit ~pgrinst the Germimne of 1,9456,8L5 relchesmsrke,
at times during ti:e war s~ ed A bal=znce s-=inzt t-e
Gern~aes of more than 20,970,000 releqsanrkea, On
December 31, 19423, Tor zxsnnle, the Iafizit wna
23,25?,63? reiciamarks; 1t annenr=s froa incomnlete

e

figurea t =t t e =douat owad thra Portiusueso Y the
Farnang Tluctusted Yatwazen v aroaxiza~tely 13 and 23.5
nillién reichsasrks luriaz 1942 =ad an te early
Septambear 1944k. In t-e l=tter a3nth t%s halance “azan
to decre=-a, "md by Uatorer it +d T1len to ~hout
6,970,000 relchemarzz and gontinued =lowly to decline

to the aamount rea=ining u-sattled on VE-Day. Presumnbly
t s Portuguess permitted t e deficit to resch high lavels
tecnuae they 2seune? in tre arrly ftnger of the war thst
Gereimy would win =nd, in the 1 ter stagsesn of t.e .ar,
t¥ey re1t they vers protects® v h=viag Carmen ss~ets
wit=IT te country ler z2ould te tzXen over 1n sst-le-
28MY oI Cermen debte.

¥ denrec-=

¥"4it" e=cudeos Arsvn in L. o, frge-tini=ns 1
F gmatiec pouch,

iated resetas v ig- npe teren to
Reznnneihle Portaruase Oovermment rutroritis rre Tully
evare of thies tp~Tfle, wrig™, in ~ rense, *"av Tocter by
admittedly permitting erenlos to he drerm for t-& purpose,




s1t-oush notb ~11 t.e dabtalls regrriing W8 pnerntlon

of thias clearing 1uVe et hagDme KINOWI, 1+ {3 no:7ible Lo

-ske some comment unon lt. =% +ad in relchsnarks, the

acaount wos gnrriad by tna Dautac.e Yarrec nungecasse in

Berlin and ppernted DY tnis 'natitution 1in gon jimetlion

Lith the Benk of Portugal. Porturiene gontrol of tne

alearins - a8 WASR true of 1ta clerrnnce {tm otner conuntries -

was exerclsed Eawouistt The winistry of Leonody eqd LB

custons, netine jointly it t.e centrrl prn<. T8 Custoas

glerred tne Foods ACTOES frontiers, tne wipniatry of Foonomy

exarcired sunervision over exports ANd jmoorts and { naned
jcenges, nni the a.nk of Portuxel sontrolled poyments end

by virtue of % ts fret .orxed toratner witn the minl=trY

af Feonomy to #OVETrH t-e Tlow o7 onmiodlities.

Tre operationsl arocedare wre =8 follows: an importeT
in Garm-ny desirin- to surghEee sooda in portusnl denorlted
ar establia-ed er+dlt in relchemorcs withh the VerreohnuisskKasse
{n favor of t.e Sartuguese exXporteT. tdvice trnt the eradlt
aexleted wes T .00 rar«eried by L e varrec nungsLasre to the
menk of Portusal, ieh Ia TUTT ~dglped t @ Jortusuese bene-
ficlary tnrt payment t+-rougi clerrine for Foode thst ne

pnight ship o Germany would he ayailable »'ien, after ell
dacuments were in orier, e@soulos .ad heen peid to tn@ Beak

af Portuzal in axe enge foT relohaanrks naeded by t:® Fortu-
saese lmporter =0 any for German goods. <Slnce, vreoreticelly,
outpeyments vo Jomestlc gxporters would not be m=de by the
pank of Portusal unless eacudcs 4md been mads synilanble hy
demestic 1lanorters .-0 'gd received roods from Garm Oy,
{nopeyments end gutpayments raleneed. 0 converantion,

Saasps emphasized on two ar three ~necasions % ~L e geni of
Dortusal vould pevw ecouicd to Tortuguese exsorting to Ger.rny
only when ~gndie from tnnt gountry "rd =rrivea in narueel

and toe lmporter {n tne 1= TeT sountrv ~=d prid escudos

to aover t-e ralom3nars oblifFstlons. FPortumege axno-ters
rers llcted 1n tne a=ier in . “len tt.e relensaaT gredits

care astablis ed ror %hed ~nd -era 4244 in tnat orier -8
aacudos hecerle ayailnsble. & ortuguess ja~o~ters nsc L0 vuy
ralgronarks to 27Y for Lerian #£00CS refore suc': S00d3 gould
he brought into Portugsel. in ~rineciple this jracedure i=

af conventional ty2e, ni 1t waa used in 11 t'e Portuzusse
glearing arrAanreamants w1ta ather countries exoent nnier it#
sgreanant with Spain. ;




g the Tlmires alremdy nresented a-ow, {1t wra not
sa<8ihle to A=intein n helence af jsyments. 3ecauss of
t1e enyy demAands of t“a Germnans for wolfraa, ssrdinesz, -nd
other comnoditiss from Portuszal rnd t-elr owa in pility to
ausly mamufeatured oods in sufficient volume -nd to provride
remired trenssortntion, there wos 2 coatinuerl defiolt
againet the Garasns ‘uring t-e wer ye-ra, To some extent
th= Jermaens ufed Swias renos %0 Jecracre t-oslr defliclt;
saeaifizrlly, sccar:ln~ to Pasgea, L:ey used Swiss fr-ns
to ory for from 17 to 15 nereent 2T the unooapenssted 4Aif-
Faparnas Tizinzs fron olfre= exmaofts, "nd sreszumsably thay
~18g wred rold. &2 areviouzly resorted, [(9ee Tepsartmant's

1174, Aorll 26, 17244, 10:00 2.4.) =nd to coae extont con-
firmed 4+ Pag8oe e ecle~rine ra~ranmt wvas dividad Into
() wolitre= cgommt, a-vuents “or i ere mrarer.aoaed 1n
“wiga freaaa - nd garboae in ooaldr (B} serdines sceount,
cmoengsted by tin »ol-te, 7erlasry, 2 Sruss, ang (o)
orédinesrr cle=ring recount, ' i eyijently included ell
otrer commolltiaem avptcamat axpoat toe arinclipsl ones
nemed under (r] =/ (],
g far rAa L hroyg heen ctlE o lerrm, Yo Germasns Jid

not l=ak azagdar ta ~ Py o fhalr surcenzine or other
agtivitie~. By virtue af tve ~dvrnees a-de det.osen Par-

tu-uegs and Ger-1 acenclias sand flrme feor purcliasasd ol

Geraen rzales the farisng abt-ined mbateati=l ~mounte of
lo241 enrrsncy. Advencas o from 20 to 3] percent werse
zals ga cotreta entrred 1ntc %y 4diniatries of tas fJor=

tuguese Government, FMar axa-nle, “ﬁ“trﬂctﬂ anda by the
Comirsrrinado dn Deﬂamﬂrﬂ"', seetion nf +-e Ohrrs Pudlics

¢ Comunlergones; tot-lled 1n u;},} g-audaa (fea Jdaouents
12de ~yrileblas to ujﬂ?n'bﬂT:“ remcy §1 "rnaslaston), snd

a4 lorzar nartlas of t-oa mpsmemt affigial Sartaommese clelns
s=aineot Cermen n"flel-1 se-ate ~rize "ron te ®oat t00t
Fartiuslesze Coavevrnae~r awipistri~z ed -dv=nce’ TunJdse £2 the
Zerarns for pure--3e of etiamant tar =-ao 1 tter could

not daliver, (Fea Pouer Lettper (217 of Julwr 27, 145,

to wspry D, rolte.]

LT7E0-ITALTAN CLEIFPING

By arrly 1243 Inereé=sinr tr oaort 1iffleinlties end
Ttely'c poor =Zuzsly nositicn “=d sfrestly reduced exo .- age
of zopde bhetween Itzly -nd Zortasal. L2 = resalt, t ere




'T Ii’ff'/‘:{;. |

wns little movement in L€ glearing during t4nt year., Om
taril 8, 1343, the clesring debit sgeinst Italy was 2.2
mil1lion lire =nd bY Septemter 15, ® week =Tter cepitulation,
1t had TA=ohed 67.1 miliion lire. Agtwesn thet dete and
A~r11 194k, the Aebit hrd been reduced to 5L.5 mi11ion lire*
and it has rem=ined virtually ynehanged since that time.

Tc ay kncwledge, RO ateps huve vet naen trken here 1O
rargtivate tals clesring, which eannot he done uyntil Italy
genn agnin =nip goods TO Bortugal.

e clearing, vqien went 1oto affect in JaiunTy, 1937,
sanlled for opeming of »n mecount in the name of the Bonk of
partuzrl ¥ Tstaambl {Tatituto vmrionale per 1 fembl con
1'#sterc), in Rome, and for its operatlon jn eomjunction
with the Bank of Ttely. (Fee photocopy of agwement attach-
mﬂ.&E Pwi= mcocount has Deen Aabited whan lire have besn
aald to Ttallisne who waye axnorted ~aods to oartugel and
gredlited wien Portuzuele anzmodities anve hean sent to
Italy. Of intereat ia 1 ® fat that the egroenent 1A
sermitted canversion into e=zgudos and lire af other cur-
rencles. Also, the - sraezent ~rovides thrl, atenld 1%

not be po3Tible for tre Portuguese ta may in 1lire {™med=-
tetely for goods delivered 1m Partusal, the 1=tter mist
arrange cover by gurchese of lire at 1t w=8 the privilerse
af reconverslon into e=cudos oOr other currency n8 =ooll g
t-e Portuguese orgdlt in the alearing account paTmits.
eybsequent to somolusion of te agreenent, arrengement

was made whereby the equivalent of 50 percent of the value
of the Itsllan goods recelved {n Portugsl each month, uD
to a limit of ome ai1lion e-cudos, was To be p=id to the
Itallan Legation tor 1ts sxpémses.

sines the Armistice, the Italimns hrve beccme further
{ndebted to the Portiquese bY virtue of ertrr-clesring
adyances made DY +he latter. The Itslian Comsulate =t
Lourengo Margues regeived from the Portumess authorities
in 1944 2.5 million escudos, part of wtieh wes u=ed to pay
1iving expenses af crew members of the =2 Gerusslemms and
the Italien Consulate in f2o Vicente de cabo Verde wes ad-

¥WTs reduction i the Tahit retween .esteaber 1743 and April

194l wee cccunted for byi {aportation loto Dartiuizil of about

four million lire of artifiei=1 =lik, sroduced by Sain Viccoae
41 4llano for Fibr= Comereinrl; LOO toousand 1ire for other
sroducte; e neelletion of epound Tive milllon 1ire of creditsa;
and p-ymentz of smmpaxinetely 3.2 milllon lire.




oy

vanesd 1.3 million escudos, used for support of crews of
the ©= Gerarchis, =8 Arcols, and E5 Talgete.

As in their dealings with the Germana, the Portuguese
advanced Tunds to purchese equipment from the Itallians.
ascordine to the Italien Commercisl Attache, the Portusuese
Ministry of War signed, in July 1939, & contraot with
Ansaldo=Fiat for mountaln artillery, and edvanced the com-
pany, through the elearing, 25 nillfﬂn lire on » total pur-
chase price of 51 million 1ire. In May, 1943, Ansaldo-
Tist delivered = part of the order having & value of 27
million lire, approximately the amount of the down peyment.
A year later the Ttaliane delivered to the Portuguese ten
somplete mountain batterles =nd about 46,000 grenades worth
about 2, milllon lire, ¥eanwhile, In 1941, the Portuguese
¥ar Ministry had edvanced 33 millicn ssoudos to the
Italisne, whigh wes partly offset by the mountain batterles
and grenades but which leaves the Portuguese War Ministry
areditor to the extent of gbout nlne million lire against
an squivalent portiem of the clearing deflolt.

LUS0-FINNISH CLEARING -

Agreement upon whieh this clesring was bmased was con-
sluded on April 9, 1941, shortly before the German attaok
on Rus=is, =snd went into effect on Mey l=t of that year.
At that time there was no Finnis: Legation in Lisbon, there
being = mission in Madrid ageradited to both Spein and
Partugal, and the accord was negotisated by one Jalentl, a
representative of the FPinnish Foreign Office. Early in
1941, after conelusion of Pinnish-Soviet hostilities, he
visited Westernm Furopean countriea to sstablish, as a Te-
sult of the new regimes arerted by German victorles, new
arrangements to goveTn Finnish foreign trade and finance.
In Ootober 1941 Finland established a Legation in Lisbon
and from that time forward thie migsion denlt with the
Portuguese om questions arising from operation of the
agreemant. ’

Made between the two Governmenta, the agreament was
operated by the Bank of Portugal 2nd the Suomen Pankki.
The agrsement, copy of whieh is appended, had the follow-
ing principal features: .

-
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1) An esoudo aocount wag sstehlised in the Bank
of Portugal into whlen payments were made for
{mportations from Ffinland and the Suomen Pankki
erested a Finnmark acoount to whioh would be
aredlted the value aof goods regalved Trom
Portugal. Therefore, Portugal would draw on
{ts Finnmark asccount to D&Y for Finnish goods
and Finland would do the same with its esoudo
aogount for Portugzuese sommodities.

2) Payment for all gerch=ndise originating in and
sxchanged between the two ocountries, as well
as goods originsting in countries other tham
those of t'a contractlng snrties but for the
agoount of one or tae gther, wa2@ to De mada
through the clearing. conversion into ezcudos
ar Finnmarks of other gurrencles, in which the
yaluss of merchandise exohanged hetween the two
pontracting countrias ware stated, wes provided
for under the ezgreement. (T-e prineipel products
supplied by portugal %o Finlend ware port and
madeira wines, wheTreas Finland sent Portugal
lumber =nd newsprint.)

3) Ligenses lssued by erd’ of the n-tionsl b=nKkse
to its respective lmoorters and sxportera was
a prior condition for movement of goods =nd,
consequently, for affeoting peoymenis. Payments
to sxporters of e=ch country were to be made DY
taelr respective n=tlonal pank in ehromological
order. )

4) In the event 2 aubstantial balance accrued to

elther contraoting party, repressntatives of

sagh were to meet to arrange terms of settle-
ment.

5) Unless denounced two monthe in =dvance by elther |
aontracting party, the agresment was Lo terain- |
ate December 31, 1941, and thersafter to be re-
newed by taolt agreasment. Sybsequent to that
date the agreement could De abolished upon de-
nouncement thirty days arevious.

tgoording to the former Finnish Charge d'Affaires in
Lisbon, delge voo fncrring, a ceiling of five milllon Finn-
anrks orlginally wae pleoced upon the acoount thet the Bank




af Portugal might agoumulate in the Suomen Pankkl. MTowever,
tn July 1943 the Bank of Portugal hed more than 16,000,000
Pinnmerks in its account. In the nhezence of any flgures

an the Suomen Pankkl's agoudo mecount, I do mot Xnow the
attent to whieh it offset the Finnmerk balsnce of te Bank
of Portugal, but there ls resaon to helieve, =8 = Tesult

~f subsejuent evemt=, thet the Finnmerk balanoe owed to the
Benk of Portugal in July 1943 represented an extension of
sredlt to the Flmns. By July 1944 the Finnmark account had
ween reduced to 5,332,458, where 1% remeined without sppreci-
able chenge until the end of Jaly or first pert of August
1945, when 1t was reduged to L92,41% Finnmeris. Payment
wilen reduced t'e balence 1O t=1{s letter fisure wes ande

by the Filane through Switerlsnd, whieh in recent monins

wes been the source of funds for the Pianis® Leg=tion iIn
Lisbon. (Hotlee was recelved om Septerher 15, 1945, thet
the Flonish Legation here Nas Deen olosed, 1ts affalrs

haing =ssumed by the dedrid mlesion; von norring haa been
transferred to London.)

Tha Luso-Finnish olearing rapreaontad a wertime ex-
pedient, wnd it eppears that 1t w111l nnt be reinsteted.

LUSO-FPRENC:! POSITION

From October 2, 1943 to April 22, 19L45, the Trench
and Portuguess ocrried on trade under t e Luseo=North
Africen Tommerciel Agreesment. A8 provided in the =grae-
nent snd &s = result of sertsin oparntional aifrfioulties
experienced by the two parties - aifficultles waie® dur-
{ng several months before ter‘nation becrme inereasingly
axscerbated - the Frene™ denounoed the mgreement on
dareh 22, to provide for lta terminetion thirty days leter.
desgwalile, no new accoru nme been dism=sed.

Under the Agreement, a clearlng wrs estrblished nnd
an account opened in the Benx of Portugnl in the name of
the Brnk of Algeria. The clerrine helance continuslly
was ln favor of Portugal nnd at the time the agreement
was denounced 1t wes aroun- 20,000,000 escudos. Payment
of that smount wes mede in sterling by the French to the
Partugusse stortly before t-e expirntion of the agreement,
the aterling comorising a portion of a lorn of & 500,000
mads by the Frenc™ to the British enTly in 1744. (Another
portion of that loan, the equivalent of 29,000,000 escudos,
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wa8 uged by the French in Portugasl for the purchase of
gardines.) Liquidation of the clenring debit in sterling
inoreased the holdings of thet currency by the Bank of
portugnl. The French, who want to meke further nurchases
in Portugal, say that the British sre ralaing objectione
to further sterling payments to portugal for Freance, DT8-—
sumably becsuse thée hritisk want tc prevent the Portuguese
sterling balances from begoming much larger.

As » result of 1iquidating the clenring debit =nd of
aslling some more phoaphates to Portueal, the Fremch on
toril 23 had an escudo armdit of 2,565,000 escudos. Sub-
ssquently, thls aredit has been used up with the shipment
of Portuguese goods 1o Harth Africa and the Frengh have
wad to buy escudos to cover furt er purcheses. The
Frengh purchaze the ascudn at two francs to on# saoudo,
w-ioh 18 slightly higaer than the offlicliel rate. At

rasent the officlel buying muotstion Tor the franc is
3569 and the selling rate 13 &4580.

on June & the Sank of Portugsl hed e balance of
1,869,735 French francs. wa Ap not know wist thise account,
whieh recently, st lemst, 148 peen small, 12 used foT Tt
it may be employed to DAY portuguese diplomatio and con=
aular expenses in Frenoa.

The French look forwsrd to negotlisting » new ngrea-
ment with the Portugusse whien, on the French side, would
inelude thelir metro ole as well =a thelr colonies., It i=
not plenned by the renoh, however, Lo take ~ny steps lm-
medistely to negotiate 2n agresment =nd they in =ny event
will walt until = new Anglo-Portuguese financial rocord
{s sonoluded. According to the Fremch any new sgreement
petwesn them esnd the Portuguese vpuld includs A clruse
providing for the reoiprocel opening of credits, as es-
tablished in the Franco-Swiss agreement.
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oL OF SJUIDRY FOTEDS PORD OOICERNIIG PORTUGAL 2 GOID. L P 'T

(1) = THE BANK OF PORTUGAL'S YEARIY AGQUISITIONS OF GOLD (Gramnies) i
) Tn lew York Tn Fortugal
nate and Ottawa grammes and Barne OQpanaies th

31 Dead. : : k q

1539 From B, of E. 15,554,535 Portugal b3,907,323
F.R.B, 1,772,501 Gl.:-:?u,TEE ._;

- 31 Dac.

1940 F.R.B. as sbove 17,367,436 Portugal 216,000

9 .., FP.R.Bs from i

= pich Portugal 66,194, hﬂD i
' _P.R.B. in 1940 _15,068, .

i P ?a,ﬂhﬁ|ﬂﬂ1'

" 31 Dec. )

1941  P.R.B. as sbove 98,030,801 As above 216,000

Pl-‘. 13!- 11" 19'41 15‘ ﬂﬂﬁrgﬂ‘h' me E-H. :- _-59 55“ '{:I-I"E

F.R.B, from From B.I.3. llﬂlf.ﬂuﬂ
: EI Il El hpﬁm*.ﬁﬁ_} l}

Local sales Enﬁ GEG .
— [ J. .u i 15?132?]“2{]

': 31 Dec.
" 1942 F.R.B. a3 above 119, ltl,ﬂhﬂ An above JH,EHE,G?E
F.RB.B, in 1942 26,593,635 Fron B.N.3.

Ottawa from etec. 58, 520,00l
Berne 4,019,609 ‘fﬁ'}'"ﬁ'ﬁﬁ,ﬂ"ﬁ )
Loca) aales ?.ﬁPDIFOD
Ing.;;?n,}gﬁ 4y Dby, 3l Er—l-jpgﬁli'llﬁﬂ' ]

31l Dec.

1943 P.R.B. and As ahove al , 206,876
Qttawa as aebove 149,754,592 Fron B.l.S.
F.R+ B 19113" gj'ﬂ'ﬁhj!—j?a eteo. {nﬂt}

Appentine 1943 3,044,609

Local 3ales T ﬂﬂﬂ 1Cﬁ
I5Z563. 170 . TIENMLOTI. .. 278,837,858

"+ 27 Dec.

154y As above 162,663,779 As above 116, 354,679
F.R.B. 19l JE 749,282 3ales (net)=- (36
R -'l-
: P 2061 Loocal sales 000,000
Lt g 3 1 :"ﬂ; 32!4 pgﬁﬂrh?h
10 Peb.
1945 A= sbove 219,413,061 Aa sbove 105,717,413
F.R.B. 13,296,820
3 Argantine 549,939
Y Sweden 00,6 G
g ey a (L) 339,477,872

(a) Por the purpose of this Note under "Gold stoclk and foreign-currency
balances".I have taken a guantity fimre u; 3_ 1,052, 00 chmuied, A
total thich was arrived at by a slishtiy d1f{erent . iethod but whiteh
1a aprroximatelyr the sanc.

(b} This quantity, at 168 shillings n fine ounce, plves a value of
9,168,146 contos, 1.e. 291,681,400 sterling.

- e

(2) An explanatory note.

This amount (i.e. the 320,752 o000 rroauyies Dr1r'ru¢ to in 3..."3
naote as "{a) GOLD - At the Pederal Teserve 3unkt of o York and in
Fortugal, Derne and Ottawva) couprises the pold transfersed for safe
guatody Irom the Banr of :n;lund in 19 J;KHG and Jrow ortioal in
1940, as "ell as rurchases |leas sales) Jaiade Urt.nvn'the end af
1939 and the end <L 1944 in Tvw Yarl Prow the Yedepral Roscrve Dank
and in Portugal Cron the Rplohebani: and the Jilss IMmtianad dani, ns
well as small quantitles semired from the 3 of InYernational
Jettlements (1941) and from the Apgentine central 3anl:,

i
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