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UEITED NATICNS PALFSTINE COMMYSSION
Merorandvr dnted 17 Merch from the Advance Party
concerning the genersl economie situation in

Pelestine with special reference to Inflationary
Forces. A :

"

The follaﬂng Memorendvez by Mr. Ghoeh was recelved in Advance Party
" Alr Pouch Nusber 2 on 21 March. |
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PALFSTINE COISIISSIOE ADVANCE GROUP
A SURVEY OF THE GENERAL ECONOMIC SITUATIOR IN
- PALESTINE WITH SPECIAL REFERFECE T0 INFLATIONARY
FORCES

(Memorandwm by D. Ghosh)

The price situntion in Palectine today 15 determined by a complexity
of fectors vhose strength cen be only troedly estimated. Externally, the
‘most important forcez have been (2) the import surplns, (b) the military
expenditure, and (¢) the import of Capitel. Importe during the current
finznciel year have floved in et en o.temg;a rate of roughly LP8,000,000
& month,.and the total for the yesr is expected to amount to abowt LP.90,000,000.
Exports have not incressed mmch 20 that the net import surplus of the yeer is
1ikely to be bdetween LP.50 end 1P.60 million. Military expenditure has beecn
 falling for some time end 18 erpected to fall further. No estimate has yet
deen avallable to me, but it mey ewotnt to holf its level of last year.
Imports of capitel end/or draft on the sterling resources of Palertine will
have to be on a lérga' gscale to mest the deficit that will rematin after rilitery
expenditure hes been deducted from the irport surplus. It is likely that a part
of the import surplun hes becn paid out of the sterling assets of the country.
Up to November 1947 both currency in circulstion and the volume of bank dewand
deposits declined appreciably. This wes accompanied by similar falls in the
holding of foreign balances end foreign investmente by the Palestinian benke.

'!ﬁe movement of the Pelestinien price lﬁel, hovever, does not shov the
net deflationary effect of theme factors. The wholerale price index rose from
337-9 in March 1947 to 366.0 in October 1947, though there was a dip in Eovezber
t0 356.5. The cost of living index, hovever, remained fairly steady. The Wege
Committos Index wvhich, I em ¢old, 18 used v:ldel?in adjusting veges of indnstrial
and conmercial workers in Palestine, followed closely the behaviour of the Cost
of Living Index. It would geem, therefore, that the higher wholesals prices
Guring the period vere due to fectors other than monstary supply. One of the
expla.nationa glven 1 that the internationsl prices of meny of the commodities
vhich rigure in the vhiolesale Prices Index moved up during the period. Sore
rice of the wholesele pricez was also made possible by the expension of bank
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eredit vhich importers have rade use of to pay for ieports. According to the

Cwrrency Officer, the volwze of currency in actuwal circulation was probably

engmented by the ieove out of hoarde: The rising prices induced fermers end
others who had built up hoarde out of the war-time high receipts for their
products to dray on them to mest their cwrrent expenditure. Evidently movessnte
into and out of priwvate cwrrency hoarde can take place to eome degree without
affecting the officially recorded volume of currency in circulation. The Wiole-

scle price index hae also been pished up by the rise in price per unit of particular

qmoditiés, e.g. ﬁeat, ¥hich has deen very much in short supply.

Fror sbout the beglnming of lest December the situation changed somevhat.
The emount of currezcy in circuletion incressed in Decezber and January. The
hcregse 1s_ attributed to rielng prices vhich wan cansed, in the main, by higher
transport coste dune to 'the. sprend of distu:’bance over the country, though industrial
produstion, it is seld, wes herdly effected. A large sddition to the owrrency in
eirculation wap made shortly before the 1asus of the Currency Ordinances. At leaet
in one centre, in Tel-Aviv, thers was a big run on ore of the larger banke and all
bevke in the City were cloeed on Monday 23 Februsry. The panic dled down soom

after, but the cazh taken owt does mot eeem to have re'tu_x'ned fron circulation.

Ono explanation is that people in Palestine heve beon for sams tiwe rether

_suspioious of the value of the pound sterling., It 1s aleo probadle that some

people had got zct;nt, in a vague way, of the Currency Ordinances goms tins defore
they wers enacted. The Ordinances, too, created te=porarily & confusion in pudlic
mind. Theee factors are suppoted to have played an irportent part in the recent

' e;tjamuiép of cu'éency in oiroulation, which repressnte, in some measure, & drive

torerds ].iq_uld!ty on the ypart of the pudblic. Some contribution, though not a
na;oﬁ- \ono, ‘to the increase of cwrrency in circulation has been rade by the recent
wpwerd revision of grades in govermment service on the daeis of the Mill's report.
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| In using the wholerale end retail price ".if ¢ 1t i necessary to rezexber
that (a) come of the commndities wkore prices arve included in them have ceased to
be avatlsble today at any price, (b) there has besn an increasing decomtrol by the

Covernmeont 29 that recorded prices reflect more fatthfully current supply and demand

_ conditionn; (o) the links betwesn the Jevish and Arab pavkets have nov alwost com-
pletely broken wp In many ereas. For eome tims past the two markets have been
» behaving differontly; while pirices in the Jewizh rorket have besn on the wpgrade,
thoee 1n the Ared merket hove either kept steedy or moved down slightly. Thie
.~/ has indused the Statistical Depertmsmt recently to discontimue the mrastice of
J contining the indicen of price movement in the two movkets to consbitute a single
index for the whole covntry.
~ Botx indicen are, however, dominated by the rovezemt of food pricesm, which
have ail.otted to thex sixty per cent of the total welght and vaich have risen
pmch more than others. /

_ Infustrisl production, too, has suffered rore and rore since the inorease
of disturbonces in the comniry. The difficulties have deen connested mainly with
the .clearance of rawr materiele from the porte, the transport end safe storage of
materiale end finieghed products end the movement of workers. Up to nov industrial

' activity door mot secm to have been hendioapped by lack of imported ey Eaterial,
except in the cere of tertiles, vhich have been affected by the unwillingnerzs of
Béyyt to export rev cotton to Jews in Palestine. It iz probsble that the ehortege

and wncertainty of enpply of fuol oil has interfmd with the full working of romo

' factories. Industrieliste heve aleo experienced in recent months eome difficulty

in getting dank credit. In the absence of & central bank to which other baunke in
Paléstine can turn for new money, the Palesfinien banks have been odbliged to main.
tain high cash reserveos and conventiorally to 1limit their advances to fifty pe
cent of their deposite. This limdt lem.to hzve been r@& by most baxnks,
which cen pow increase thoir civances only asgainst the influr of fresh funde from
adroad. I em, however, told that the influx of funds into the country hee been
hindered by the formalities thet have to be gome through since Palestine ves pet

onteldo the sterling area. . On the other hand, the desismion of the aiministraticn
to red:aéo the extent of bulk puwrcheses on governvent trading account and pass on
the ir=mzdiate financial responsibility to private parties has increamed the latter's
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nesd for funde. It is probdadble, finally, thet the liquidity position of banks
hax besn somevhat affected by the recent rum for oarh on eors of them. On the
other hand, there har been & ¢erteln contrastion of total dezend for some in-
dustriel goodm, mainly textiles. This is duve, in part, to the incressing cost
of foodstulfs erpecially in the Jewish gsctor of the econory and the levy of
taxes on ite meubers by the Comamnlity to ralee funds for defence purpomss.

The vohs@ of exployment end the total wages DILY have both decreared

. Mat, but the decreane has beon mwath lesz tham ome would think from official

inddcea. A good proportion of the vorkersz throwvm out of praduvstive work have been
re-e=ployel on defance york, inolvding repalr of btrildings and other propexty
dmmnged by dorka. The Jevish part of the econowy would serm to de on a wer bhasis
vith the femiliar festures of full employment, rising prices, ete.

It 1= the opinion of the officlele concerncd with economlc affairs and of
others that the rize of prices bes rnot Dszn eccorpanied by profit inflation ex-
cept in limited tnstuncen, Wegez kheove troedly kopt wp with prices, while prices
of rav mnterisle end coets of transport, etc. have gme up. In xome cesen,
erpasianlly those of ehopkespers, the v&lm of Musiness done has contrzcted &g a
result of disturbences. The total damand for the products of soms indestries,
e.g. the textiles, hae sufferel a declime, Vithin the Jewleh cor=rnity, again,
the Vead Leumt 12 gaid to be exercieing gome check on profitecring.

The roeziriction of cwrrent indusirial prodnction has not, however, according
to the Regletrar of Joint Stock Companies, influcnced the volums of investment
activity in the comntry. Floaking of new companies end extension of old ones are
proceeding as before. Appliocations for patents end trade maorke are on the increase.
In some measure, the wncertaicty rcgai‘ding the fubtvre has stimulated the tendemoy
to invest in lend amd Puildings. Pullding construstion ie procesding as before,

"~ in spite of high conta.

The general conolezion would bs that the Palertinian ecomomy retaine fts
expansionary fectures in epite of dieturbancen, bt inflationary forces are still
fairly under control. ¥hether the situation would chenge in the nenr future would

‘depond wpon (a) mecurity eonditions, (b) on public finance operations, and (o) on

ey and foreign exchenge measures. With further detertioration of security
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conditions, the econmory will disintesvate fuxther end prices will riee in the
Jowish sestor thoush they may remain ghezdy or rise lesz in the more gelf.

‘sufficient end yrimitive Arad ssctor. So far ao the ordinary dudpet of the

Admindetration 1e conmoernel, there har hown a ewrplue of revenus over expenditure.
Butl the agcummlated suwrpluz vould de ercecied by extreordinnry espenditure on

eccowmt of ebolition benefitm. The inflationnry effest of the adolition payrments

world, ho?war,' d.épead. on the extent to whieh they are mode in Palestine itrelf
and on thefir sprecd over_tnzc. The effect wonld be grootly reduced 4f a good
groportion of the non-exprtricte staff is Fesbrarbed by the nev eimintstration
on the terminotion of the Mondateo end Af poymonts to expatriater are made outside
Palestine, and, Finally, if poyzents ere diotriduted over a falr length of tims
by converpion of Iyt sun dnce into amuitier or otherwisms. Similarly, if Cypres
upe;azaes gre st oul of the stowmilated fimde or for the time deing, ovt of roney
dorvowed from the United Elnglom Governmemt, they shiould exerciee no infletionery
effect on the Palestine economy. Sramirng up, the net sddition to inflstionery
p’e;mo exerted by finance optrrtiorz of the present administration wonld de
defined dy the elze of aceizulated revente smvplus plus the smount of fende it
borrowe from the United Einglom to mart its extenordivery exprnditure within

‘Palestine. From eboul the end of the period of the Memdate, the fipencial

opsratione of the prezent Adminletration woxld be srpplesrnted by the irport of
fvnds to oot the expenses of the United Kations Coriamion. m;s would bo &
definitely inflationary fastor. |

The effect of the recent errrensy nosmwros may be, finally, noted. One
of ths faportant methods by vhich inflationsry forces In Pelestine cowld de
checksd would be to allov sn fopor: eurplua to develop and be patd for out of
the rsserves of the Currenoy Board. This ontlet hae been olomed by the recent
meesyrss which blocked Falestine stewling balances, irclvding those of the
Crxroncy Boexd. On the othes hand, exclusion of Palezttne fron the zterling
area would hinder the inflow of funds into this comntry from aterling erea
conntries. The Jevish Agency people hold thet if a lerge import surplus does
dovelop, it kan st ite dleporcl sufficlent forelgn resources to most the emsrgeacy.
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The anti-inflationeyy maastres that will be nesezeary in the period of
United Nautions Cormiesion ;-emmaib:uity would roem to comprime (a) errangement
for adequate imvoxt of food (b) retention of price control, (o) eoms conmtrol or
at least direstion of ezpital investment wniil the mapply of conermzr goods
vithin the coumntry 1s alequete, (3) restriction of import of capitel to emowmte
necessary to provide for cuxvent conswmplion ‘azxd insigtence on forelgn capital
entering the comatry in the form of goods, rav raterisls sxd xachinery, end (o)
release by negotietion vwith the Uritel Einglom of emfficient eterling fxom the
‘ourrency to beild vp en internstional margin that cnn be ured to support s large
{wport mnpluy. Finally, it 48 necdlerss to eny th- grectent conteidution to

anti-infletion voxld be pade by the maintenmnce of adequate mecerity corditions
in the comixy.
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. - Customs ':::-, T Sources 3:3:::?:’ :Gmu Rev
° N Zv. v, £F. v, y
April,  194Y 1,086,4 480,918 338, 1,806,26% - 1,8
Nay, - 1,168, 641, seo.'e% 2,199,428 - 2,1
June, . 1,118,66' 58¢, 1,278 ,2 2,981,018 = - 2,
July, Wy 1,102,682 es7, 508, 2,191,548 - .- | 2,
August, " 1,087,88 646,8¢ e, 2,020,988  ~ 2,
September, " 1,179,88 811,07¢  €01,88¢ 2,392,784 - £,
' © poteber, " 1,160, 665,707 403,658 2,965,289 - 2,1
~ November, “ 1,111,000 - 669, 00( 411,00 2,182, ‘ - 24l
Decembar, " 940,004 £28,00Q 279,000 1,744, L - 1,"
January, 1948 910,000  £46,000  475,00Q 1,956,000{ = | 1,¢
Yﬁtﬂ1 10.5“,694 6.251. 4,7@0.35@ 21.?96,888 . 51”
Zatimates 1947-48 ‘10,800,000 7,503,700 £,411,801 BT,£15,351 144.&30 22,1
bee Actual Revenus and ° -
Expenditure from lst : : 1
April, 1046, to 3ist 9,113,338 6,67:,838| ¢,0¢1,58¢] 20,828,750| 48,808| £0,%
JaRnuary, 1“' s ,
{ Actual Revenne and . B o
- Expenditare 1945-4Y 11,140,880 8.825.665 &,272,398| 25,640,101} 7TE,EBSE! BE,Y
{
A11 fi res are ﬁnal excet those for the last three me
- (a) Incledesx x:p.z,o'ro,ooo.- Incone tax. Q‘ )
(B) Inclivédes £°. £68590,000.- Contﬂbcuon fmsa rea)
{e) Includee @ ;
(1) & §70,000.~ Publie ’ebtoj
(11) &£r.8,070,000. - m:wu&;tow@llmu
(114) &». 4£20,85%.~ Accistence te the 0it
v - (1') EP. 5.090,“0- h*m m“*
¢ {v) £.1,980,000.~ ﬁatntme of Jevisd
(vi) £°. 185,000.- Evecuatior of Eritien
(".‘) f o+ 28 84,000, ~ 8€°=ﬁt’ Eoves.
) (a) 1Includes @.1.&63,&0& Goverament Trading Ao
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UG ALRM,
'm e ~_18th Pebruary, 1948,
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[AT% REVENOR ARD SXPENDITURE OR THE FERT(D 1ST APRIL, 1947, <96
“TO 8187 JANIARY, 19¢5.
E N v & EXPHENDITORE
Total Pl Ordinary Customel
4 5 » Total Teaporers] Extra- _ Total
18 3:3::::7 | iam“ Rofenq. &kgggg?‘:i Bervions ordinary 2§:§8 Bxpenditure
£P- R £ ﬂ’n EP. £Po ﬂP. £P. Lr. £,
of 1,886,267 - - | 1,886,861 1,381, 21,145{ 13,061 3,695 | 1,419,345
2,199,424 - | 2,199, 1,817,188) 39,123 69,724 9,229 | 1,935,882
2,981,014 | - 2,981,0184 1,788,688| 700,622  9z,619) 14,889 | 2,896,368
2,191,644 |- 2,191,549 1,611,486 17,974 62,791 6,893 | 1,699,144
8,020,988 ' - .oso.nsf 1,407,600  36,787| 100,739 30,466 | 1,677,662
2,392,784 © - | 2,392,764  1,627,971) 789,917 £89,114] 3,116 | 2,410,118
2,068,800 o | .aas,ese 8,443,498 18,200 112,088 4,742 | 6,576,535
o] e,1e2,0000 |~ | 2,182,000 1,934,000 20,000 96,000 7,70 | =%,087,000
of 1,744,000 - = | 1,764,000 £,073,000] s41,000] 84,700 6,000 | 2,504,000
od 1,935,000 - | ‘1,088,000 1,708,000 28,000| 93,000 5,000 | 1,838,000
sd £1,796,888| | . - az,maeaa 81,698, 2,013,786 | 813,124) 88,615 | ue,808,304
31 aa.qsgaxém'.jio £3,500 .eax 80,882,085 | 2,069,276 | 2,203,705 | 80,000 | 24,638,065
| /14,082,888 | 1,405,666 | 822,940 | 47,198 | 16,386,082
,:_}1“9.172,919 2,061,707 |1,246,677 | 65,723 |u8,54Y,026

n.ooo.; Ililltmt Of.J.ﬁlh Iucgal I-dmt c.

5,000~ Evacuation of nriunh oxvnna-. -
l.ooo.- eoonrltr lm.. L
s,ooo.-. nevoannt rruung Aooetnt.

0,000, = Ompm&towu Al_lov:aac (Ptms mpplled by Dhepertments).
0y353.~ Assistanae t the eum xmm-tm
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