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The Dlanish Dilcmma Robert W. Becan

Despite her great good fortunc in having comc through the war
almost unseothed, ond in having been the only libercted country in Europc
ablc to cxport morc in 1945 than shc rcecived from abroad, Tenmark's inter-
notional cconomic position throughout 1946 has steudily worscned. The
cows, pigs, and chickens which pey much of Lcnmarl's way in thc world have
produccd somcwhat morc than last yeer, but have not becen eble to prevent
the nounting accumulation of dcbit belances in forcign trade, particularly
with the country which has troditionclly been Lenmark's best markct for
vutter, bacon, and cggs. This hos come 25 & rudc shock to the Dancs, who
hove wotbched o crcdit belanee with Groot Britein, amounting et the cnd of
1945 to the couivelent,of some 40 million dellars, turn into 2 debit balence
of 140 million dollars. Nor has the prospcet of continuing os unwilling
lendcrs boen pleasing to the British, who have now demended thot the Dancs
find o woy to rcduce the debit balance. Negotiations began in London during
Scptomber, were resumed there eerly in November, and ere cxpected soon to
be taken up again in Copenhagen. The length of thesc ncgotiations, and the
long rccesses during which thc Danish dclcgates have returncd to confer with
their Government, indicate the difficulty of finding 2 solution to thc problem.
As might be cxpected, the British urge thet the Danes rcduce their debit
baloace by cxporting greater quantitics of feodstuffs to Great Britedin,where-
as the Dones scek to obtain higher prices for their cxports.

\

Tsscnticlly this problem is the result of the TDanish Government's
cxchange rate policy adonted at the time of liberation. Denmerk is the only
liberated country in Western Zuropc which has not reduced the cxchange value
of her currcncy from the pre-wer ratcs, despitc the fact that cven beforc the
war she wes cncountering difficulties in her forcign trede balance owing to
an intcrnal risc »f prices znd wages, and dcspitc & greater inerecsc of
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internal priccs during the war then occurrcd in her principel merket and
in conpcting countries. The Gemmon occupation authorities, who financcd
themsclves out of the Danish National Benk, paild high prices for Danish
butter, bacon, cnd cggs. At the nominal ratc of cxchange preveiling at
the time of liboration, these prices werc much too high for the British
market. Instead of cevaluing the kronc, however, the Danish Govcrnment
announcced in July 1945 that, until e price agreement was recched with
Great 3ritain, it would gusrcntec the mointencnce of "Cerman' prices for
butter, bacon, aad cggs exported to that country.

Agrcement was reached in August 1945, but did not put an cnd to
the noed for Denish subsidy poyments. Rather, the high sterling valuc of
the krone was formclized, the »rices paid by Britein for Tanish foodstuffs
were lowered by 10 per cent, and it was stipulated thet by the end of 1946
prices paid to Denmerk should be no higher then those paid to the Dominions.
The Lenes agreod to accept lower prices on the assumpbion that imports of
fecdstuffs would bring down their costs of production.

This expcctation hos not been rcelized. The quantity of fecd-
stuffs obtainablc has been disandointing, ond the prices of most imports
have heen higher than was forescen. In conformity with the agrccment, how-
cver, an cffort was mede to lower the nriccs charged the British. Thus, the
averege price per pound of butter cxported to CGrect Britain was reduced from
L3 cents in November 1945 to 34 cents by Junc 1946, which wes only pertly a
scesonal movement. Denish oroducers compleaincd that this price was insuf-
ficicnt to cover costs. In July the Dancs asked for new terms and, after
several wecks of negotiations, thc British agrecd to pay higher priccs
(e.g.s 40 ccnis per pound for hutter) in return for guaranteed delivery of
most of the Lanish cxport surplus of foodstuffs. The higher prices paid by
the 3ritish were still insufficicnt to setisfy the Denish produccrs, and in
August the Donish Covernment incroascd its subsidies. The problem of covering
prodiction costs has now, for the time being, becn met. The Danish producer
roceives about 45 cents per pound for butter which is sold to British house-
wives at 30 ccnts pecr pound, the diffcrence (plus the cost of transoortetion
and merketing) being mede up by the Danish end British Govermments. But
the droblem of covering the cost of Deomerk's imports from Grezt Britain
romeins.,

Thore are two possible solutions, neither of which appears at-
trective to both parties. The British consumer or the British Government
might pey still more for Danish food products. Or Denmerk might find a way
to cxport a greater sharc of hier total production to Great Britain., A third
solution which would be satisfoctory to both pertics——an increesc of oro-
duction-—enncars not to be possible for the present, owing to the difficuity
of chteining cnimal fccdstuffs.

Although the British have resisted further price incrcascs, there
moy well be some conccssions in the new cgreoment when 1t 1is reached. The
British arguc that thcy pey less to the Dominions for butter and bacon than
to Dermark. Thus, under the agreement signed last July, Britain pays 39
cents per pound for Denish butter, compered with 31 cents per pound for
New Zealond butter. But these priccs are f.o.b, the producing countrics,
and the price differential in 3ritein is therefore somevwhat less., Moreover,
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accoriding to some rcports the United Kingdom makes hlock payments to the
Dominions to compensatc thom for low prices chorged on enimel product
cxports to the United Iingdom. Finally, the Dencs claim that the prices
which thcv must pey for imports have risen morc since before the wer than
- have driccs reccived for their cxports. :

Whatever price increascs cre gronted, however, thoy will not be
sufficicnt to bring ebout a balencc in Demmerk's tredc with Britcin, end
this coursc is thercinrc only o purtiel solution. This is rcadily epparcnt
from the trade figurcs:

Toble 1
Denmark's Tradc with Great Britain, Jonuary-Scptember 1946
(In millions of dollars)

Exports
lonth Tmports | . Buttor, o Inp ’{t
ote bacon, ond cggs er | Surpius
Jenuary .10 7 5 2 3
Fcbruary 13 6 3 3 7
Merch 17 5 3 2 12
April 16 g 5 3 8
Loy 19 g 6 2 11
Junc 20 14 10 4 6
July 25 15 12 3 10
sugust 32 10 & 1 22
Scptenber _30 9 6 3 21
181 g2 60 22 9

& furthcr price incrcasc for butter, bacon, ond eggs, of the
magni.tude granted last July by the 3ritish--roughly 20 per cent——would
nove reduced the trede deficit with Britain in Scptember only from 21 to
20 million dollers. Since Demmark's cxport surplus to Britain in nomal
times is her means of fincneing an inmport surplus fron other countrics, it
is cssential thot the velue of cxports to Britcin should not only be brought
up to, but should cxcced, the value of imports.

The 3ritish arc, thereforc, right in insisting that Demmerk must
incrcasc the volume of her cxports and that, greater production being in-
possible for the present, this must be accomplished by cutting dovn doncstic
fo0d consunption. To this proposcl the Dencs object that food rationing
is difficult t> enforce in a faming country. In arguing thus, they ap-
ncar t- ignorc the cffectivencss of a strong price incentive., Actuslly,
the Jancs cannot be uneware thet a larger return in kroncr would spur
deliverics, but thoy erc unwilling to provide this price incentive cither
by daveluction or by increased subsidics.
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Since the conclusion of the July 1946 zgreement with Great .
Britain, the marketing of agricultural produce in Denmark has been in
the hands of the State. Products are delivered to the Government, which
pays a fixed unifomm price to the famer. The Government determines the
volunz to be sold on the domestic market, and exports the remainder. Al-
though prices obtained in the domestic and foreign markets differ (for
cxample, the whelesale price of butter in Demmark is 42 cents per pound,
but the British Govermment pays only 40 cents), the Denish producer re-
ceives the seme amount in kroner whatever the uitimate destination of the
products hc delivers. Theorctically, under this system, it should be
possible for thc Govermment to allot a grcater proportion of deliverics
to the forcign market. In fact, however, they claim that official rations
of foodstuffs alrcady arc at low lcvels, that much is consumcd on thc farms
or sold through unofficial channcls at highcr priccs, and that this drain
on deliverics to the Goverrnment has placed a limit on the amount availablce
for cxport.

The answer to this situation, in the abscnce of a progrem which
would bring dovn costs and prices gencrally in Demmark, is to offer a higher
pricc to farmcrs. This could be accomplishced by increasing subsidics or by
devaeluing the kronc. The effcet this would heve in cxpanding cxports is
indicatcd by the fect that, whercas in the ycars 1936-38 morc than four-
fifths of total butter production was cxported, lcss then two-fifths was
cxported during Jenuary-April 1946. The supply of agricultural goods for
export is elastic at prescnt in Demmark, not becausc production can be in-
creascd, but becausc domestic consumption is on a rclatively high level,

Not cven the doubling of foodstufi cxports to Great Britain,
howevcr, would sufficc to climincte the currcnt trade deficit. Togcther
with modcrete incrcases in sterling prices, the effcet might be to reducc
the monthly deficit in trade with Great Britein by one-third. Clearly,
therefore, attention must also bec focused on Denmerk's imports from Great
Britcin., Eithcr import controls or devaluation of the krone might be uscd
to reduce their volume. '

It is this choice--between develuation and the inereeased use of
export subsidies cnd import contrels--which presents o dilcmma to the Danes.
It ies a choice which is morc rcal for Lemmark than for a number of liberated
countrics which could not hopc immediatcly to better their balance of poy-
mente position by currcncy develuation, If the Danes choose devaluation,
the kronc nrices of 2ll imports will be inercascd, they will run the risk
of irwviting new wege demands from the labor unions, and their foreign in-
debtedness will be megnificd in terms of the quantity of goods which must
be eyported to scrvice and rcpey it. If they choosc increasced export sub-
sidics cnd import controls, they retain the odventage of being able to limit
imports sclcetively, but aggravete their internal financing problems and kecp
in forece a system which has bcen highly unpopulcr with thc Danish fammers.

The likelihood that devaluation will forcc new wege increascs is
.probebly less in Denmerk then in most libercted countries, becouse the
prineipal item in the cost of living--food--is largely produced ot home.
Norwzy, despite having lowercd the dollar wvaluc of her currcncy by 14 per
cent, has succecded remarkebly well in keeping down money wages sincc liber-—
ction, Of the Western Buroocen countrics cngaged in or cngulfed by the war,
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only Dcnmerk has drawn back from cxchange cdevaluation: the pound sterling

end Norwegicn lrone have both been rcduced Dy 14 per cent helow their

hsugust 1939 vwelue in Icnish kroncr, the ietherlonds guilder by 29 pcr cent,

the Belzian frene by 33 per cont, cnd the French frenc by 68 per cent. Only
the Swedish kronz hos apprecizted (by 16 ner cent) in terms of Tenish currency.
Undoubtedly the Swedish cction hes been & celerrent to the Dines, who rec-
ccived from Sweden 7 per cont of their totel imports during the first threc
quartcrs of 1946, but their reletions with Sweden cen hardly be the deciding
Tfeetor,

Thore is, finally, thc possibility thet Denmarl: might sccure
forcign crcdits which would cneblc her to continuc the prcsent trade defi-
cits for o timc.:/ She has aoplicd for & loan of 50 million dollirs from
the Internotional Renk. Her current deficit with a1l countrics, however,
is running at thc rate of 30 million collcrs per month (avcroge for third
quertcr of 1946), so thot it is ¢ifficult to avoid the impression that therc
cxists a discquilibdrium morc scrious then onc which might ¢ overcomc oy
meene of additioncl stop-gap credits.

1/ Trc London Finencial Times (November 6, 1046) has even suggested that
Demmork's existing debit bolance with Great Britain might be reduced
#from the procceds of 2 lozn from the International Benk, for which
Denmerk is alreody understood to hove opplicd", but this can scarcely
ba token os o scrious suggestion.

The Philionine Balance of Payments ond Sconomic Recovery John Exter

Perheos the most importent problam facing thc new Government of
the Philipoincs is the reconstruction of the war-torn economy. The de-
ve'st tion in thc Isloncs has boon cstimcted ot ooproximately onc billion
dollors in pre-war values, or roughly 1.5 billion ot renlecement cost.
For o country whosc total pre-war notioncl income wus cstimated at about
700 nillion dollers the iask of rchuilding scems almost insurmounteble.

The outlook appears morc hopeful, howcver, with respect to the
Philippinc balonce-of-payments position over the next fcw ycars. 4t least
through 194¢ rcccipts promisc to e lorge cnough to permit a volume of im-
norts of os much s 400 or 450 million dollers & ycor. The lotter figure
is thrce timcs the nre-war velue of imports ¢énd 50 per cent greater than
the annuel rate during the first ninc months of 1846, Tven after 194&,
reecipts arc exnected to remain high encugh to support imports very sub-
stantially abowe the pre-wor level. It should, of course, be noted that,
if present dmericun prices arc assumcd to continuc, the valuc oi imports
must oc roughly 60 pcr cent greater thon pre-wer in orcer to represcnt the
samc physiccl cucntity of goods.

The Philippinc balencc of payments is domincted by threc principal
itcms: on thc rcccipts side, cuports cnd Unitced States Goverrnment paymcntss
ond on the payacnts sidc, imports. Cf the cxports, sugar and gold were most
importint beforc the war, cccounting for ebout 55 per cent of the total in
124C.  Suger cxport is not exoccted to begin until 1948 and the recovery
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of gold mining is vory uncertain. Nevertlcless, the velue of cxports is
ranidly epprocching pre-wor levels, primerily beeouse of the high prices
currcntly being peid for copre and chaca.

Unitcd States Government peyuents will be the most important
sourcc of rccecipts over the next two or thrce years. Wer Department and
Jotcyans Acministretion cxpenditures arc cxpected to predeminate at first,
with cxpcnditurcs under the Rchabiiitation Act later on assuming o larger
rolc, «

The War “epartment expenditurcs are due partly to the fact that
bock pay is owed the Army of the Philippincs, which was incorporatcd inte
the Tnited 3tatcs Lrmy in 194) and of which rccognized units continued to
fight throughout the Japenese occuoction, In addition, the War Depertoent
is brilding militery installations in the Islands and still mcintains en
incricon troop cstablishment. Vetcrans .dainistration payments consist of
pensions and death Honefits under Notional Scrvice Tifc Insurcncc »olicics.

Althcugh the totel volume of Jjar Nepartment and Vetcrens Adminis-
tration payncnts is unknown, they will probably be large cnough during the
next two ycars to reisc the total of United States Government pzyments to
norc then 300 nillion dollars a year. This is likcely to be twicc as nuch
a8 the Philiopincs will be chle to carn from crports,

, In addition, the United Statcs Congress in the Rehabiiitation
Actl/has authorized aporooriations for rcconstruction purposcs totaling
525 nillion dollers plus the tronsfer of surplus proverty located in the
islaends having an cstimated fair valuc of 100 million dollers. In passing

the Philiopines which, with Pearl Harbor, werc the principel Amcricen
territorizl posscssions to suffer the dcestructicn of wer.

Although thc Rehabilitation iAct is gencrous, reconstruction thus
far has been slow, Title I »f the hAet, providing for private claims, will
be perticulerly herd to implement. Since the Philippinc War Damege Com-
nission is certein that its 400 millinon doldler authorization is inadeguate
to satisfy all claims, it will be rcluctent to make lurge poynents cven on
a’proved cleims wntil all claims heve heen £iled, wrich will probably be
nore then o ycar hence. The Act permits inmediate and full peynent of
aporoved cleims up to 500 éollars. The offcet »f such a procedure is to
troat the snmaller claimants more fovorcbly then the larger. This has the
¢isadventage of deleying the rebuiliding of the larger enteroriscs upon which
doper.ds therestoration of the prodvctivity o»f the cconomy. ‘

While the Philippines can thus lock forwerd to 2 substantial in-
ward flow of dcilers over the next few ycars, they alst have comparctively
lerge balences alrcady in the bank. At the end of Lucust short-tcm assets
in the United States totaled 466 milliorn dollers, of which alnost 400 wuillicn
dHllers ves officicl. Cf course, unst of the official balances are tied up
s currency reserves and therefore connot be respent by the Shilippine Govern-
ment,  They could be released in whole or in p.rt for further monetiry ex-
pansion either by abencdoning the 100 per cent reserve requirement or by

o e s

1/ See lleviev oi soreign Nevelopments, Aoril 22, 1946, . =7
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o devalustion of the cxchange rate. Presunably nelther of thcse steps
W“uld be underieken lightly. The 100 pur cent rescrve syston is unlikcly
to be chenged unless as & Ovrt of o comprchensive rcorganizetion of the

nonctary systci, which might well include the ostablishacnt of o cdhtrel
bunk. And, cccording tp 2 reeent cxceutive agrecacnt with the United
Stotes concluded under the tcrms of the Philippine Trede Act, the cxchange
wuluc of the peso connot be chonged cxecdt witn the epprowel of the President
of the United Stotes. On the other hond, the currcney reserves arc frecly
aveilable for fincncing tenporary nelance-of-poyments deficits in so far os
such doficits are ccconpanied, ..s thoy tend to be, by discppeorance of
currcney fron circulation.

Although the Philippincs arc in the cextrencly fortuncte position
of heving adecuatc forcign oxchongo asscts which moy bc cxonceted to show &
furtber growth curing o poriod when the ceomony is prostratc, therc rcmains
o alfflcult problca of mobilizing aveiloble ¢ :change to uscs which arc nost

cssenticl to the rehobilitotion end developucent of the cconou

The Philinpincs have ne cochenge controls, no cutics on Amcricon
gonds (which now couprise ebout 95 per cent of total imports), and no systen
nf import cuntes or controls, it the sonc tinc purchasing power is morce
widcly distributed then ever beforc, 52 that the funds in the honds of the
poorer classcs of the population arc rclatively lerge.  Thesc pcople prefor
to improve thelr scole of living rether thon to sove and invest., The result
is that, for o country whosc OTlﬂErj csk should be reeonstructisn, imports
~»f ewmsumntion goods have bein bn'r”mlWy hizh cnd imports of capltel goods
Giscopointingly low, It wcy e czpectod thot in thc futurc, os the most
urgent conswicr wonts arc uutlSLlLdg =8 cepitel goods in the United Statces
beeonc nore cooileblc, ond os clains arc noid by the Wer Dinege Commission,
the prooortion of consumc £t capitel zoods will declinc, Even 89, without
cny controls it is too nuch to cxpect tb“' it vill declinc to thc point
where the country's long-run intcrosts will bust be scrved.

Unfortunately the Govermment is in no position at the present time

to import copital soocs on its own cecount. It inhcrited o tax systea from
the Jomomwealth cre which is totelly incdecuatc to mect pruscnt revenue
roequirerients, Wor cre its prospects Zor irtoerncl borrowing very fovorcble.

The ’hllnbnxnc sublic 1s not cccustomed to investing its savings in govern-
acnt bonds cnd, without o centrzl bonk, the nossibilitics of sale of se-
curitics to the bonking systam cre limited.

The United Stetes left o legacy of leisscz-foire to the Philippine
cermomy. The exchonge standord &“nUtCPy systen with its rcquirement of ¢
100 per cent rcscerve, nostly held in collors, operttces about as automatically
as any systcm could in the moydern world. Currency is still the dominant part
Af the money supply; ond thore is a0 D9s ssibitity of monctery control without
a contral hank., The tex system is cxtremcly Tight in its burden upon entor-
srisc and initiative. There zre fow lcgel restrictions to the cxploltation
3f the noturel resources of the country. £ind, as alrcady mentioned, therce
is comnlete freedom of moverent for nerchandisc and funds between the Philin-
nincs and the United States, or, for thet matter, nost of the rost of the
world.,
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Tt scons clcar that, if the Philippine Government docs nothing
in the prescnt circumstances, the rcconstructim and develosment of the
ccon-ny will be seriously retarded. Forcign cxchangc resources whica wre
. ¢issinated on luxury consumers goods during the next fow ycars can never
s¢ rccanturcd.  The corc of the problem, then, is to nobilize the optimun
cnount of forcisn cxchange and domestic resowrces for rchebilitation witih-
sut 2t the samc timc crcating uncortrollable inflationcry dressurcs.

Thrce drincinel eppronches to the problem arc likely to» be con-
sidered sonner or later:

(1) The first is the imposition of dmport Cﬁﬁtf@ls.l/ Such a
system mi_ht exclude luxury goods altogether and severely curtail the im-
sort of semi-luxuries. Foreign exchenge availahle for the purchase of
capital zoods would be correspondingly increased and could, if desired, be
used over & greatcr number of years. To the extent that the system recduced
the total volume of imports in any period, it would create inflationary
pressures in comestic markets, Hut as long as rcal necessities were allowed
to come in freely, it should be possible to hwold down the basic cost of
living as wcll as wage rates. At the same timc, many pcrsons might e
induccd to invcst their excess purchasing power in government bonds.

(2) Thc seccond approach is & detcrmined drive to increase govern-
ment rceccipts, both through a drastic revision of the tax structurc and a
progrem of intermal borrowing. Tex rates navce alrcady becen inercascc; but
carly indications show that still higher ratcs and acditional sourccs of
tax rovenue will bec nccessary. The prosnccts for successiul intcrnal
borrowing should be morc favorable than cver beforc becousc of the rcle-
tively large moncy suoply end the unavellobility of gzoods.

(3} The third approach, wiich hes alrcady bcen initiatcd by the
Government, -is to providc a mechanism for injccting investment funds into
the zconomy. ILeglslation has been passcd providing for the Rchabilitation
Fincnce Cormoration, o Philippinc R.F.C., the capital of which is to be
derived from thce orofits of scics of surplus property, and from cxcess
monctery rescrves rosulting from the loss cnd destruction of currency in
circulation. The Philippine R.#.C. is designed to provide such Joan capital
to ktusinesses and govermments &s cannot be provided with reasonable risk
by benks and other private lending institutions.

To the extent that the tax and internal borrowing program en-
~issged under (2) above is insufficient to balance the budget, the Gorern-
ment, will be forced either to seek external loans or to create funds by
relexing the present rigid monetary rescrve requircments, President Roxas
has already nroposcd to the United States a five-ycer program of budgctary
loars totaling 400 million dollers. The last imericen Congress authorizcd
the Reconstruction Finance Corporation to lend 75 million dollars to the
Philippincs curing fiscal 1947, and zgrcement on & first installment of
25 million dollers was announced by the R,F.C. on November 26. Whilc
cxternal loons to nect domestic budgetary deficits may be justifiable as

1/ ¥hilc thc Philippinc Trade ict pcrmits cxchenge controls only with the
approval of the President, import controls arc not specifically pro-
hibited.,



-9 - CONFIDENTILL

e last resort, they may have en cffecct of diverting the attention of the
Philiopinc Government from the importent problom of preventing internel
inflation and curteiling unncccessary imports. In particular, the pesos
issucd against the borrowed dollars, when spent by the Government to mcct
its intcrnal budgct necds, could bc respent by the roccipients on imported
luxury goods. To the extent that this hapoens, the foreign cxchange pro-
vided by the loan is dissipated without increosing cithcer the productivity
oi the cconomy or the capecity to repey. ‘

In conclusion, it should »e notcd that proper financial policies
will do no morc than provide o favorable cnvironment for the revival of
production in the economy. To increase rcal output it will be nccessary
to solve such immcdicte problems cs rclieving port congestion in Manila,
breaking bottlenccks in the construction industry, and improving trams-
portation, Thesc end other tasks will tox to the limit the administrative
copacitics of the new Government.

Mexicon Domestic Monctery Policies David L, Grove

The monctary measurcs adopted by the Bonk of Mexico during the
wer cnd the present post-wer period mey be divided into four broad cate-
gories: '

(1) Cuentitative controls over the totel volume of bank
credit, effected oy raising reserve recuirecments
and by establishing portfolio cecilings;

(2) Selective controls of bank crodit, opcroating through
creater vigilance over the destination of credit and
through mcasurcs designed to cncourcge banks to shift
from commcrcial lozns to »nreduction loons;

(3, The selc of gold coin to the public for hoardings

(4) Purchascs cnd scles of securitics, particularly
Covernment scecuritics.

1. Guantitative Controls

A. DRescrve requirements. The Dank of liexico has gradually
reiscd the rescrve requirements cgainst sight and time deposits to 50 per
cent for banks located in the Federal District or in places where the Bank
of lcxico has & branch and to 45 por cent for banks located in places
where the Bonk of licxico doecs not have & brénch. Prior to the serics of
inercoscs which begon in 1942, rescrve reculrcments werc only 15 per cent
for menks in the Mexicon stotes and 20 per cont for bonks in the Federal
District. Rescrve rcguirements czoinst savings deposits have remeined at
10 pcr cent.
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B. Portfolio ccilings. The Bank of Mexico soon came to the
conclusion that the increasc in rescrve rcquirements was failing to
stop the rapid expansion in bank crcdit and thet more credit
measures of control werc needed. In Novembur of 1942, the Benk of Mcx1co
persuacded the banks in the Fedcrel District to agrece to limit their port-
folio to the lovel existing on October 31, 1942. In order that the banlks
might cccomodate approaching scasonal nceds, however, it was agrced that
the limit would not cnter into foree until March 1, 1943, by which date
the banks werce to have reduced thelr portfolios to the level of October
31, 1942

Some of the banks succeeded in evading this restriction by
trensferring funds to banks in the Mexican states to invest, since benks
outside the Federal District werc not subjcct tc the portfolio limit.
The Bonk of Mexico cndcavorcd to halt this cvasion by a further incrcasc
in rescrve requircments. At the ond of 1943, however, the Bank decided
to abandon the system of portfolio ceilings and to replace it by still
anothcer sharp increase in reserve requircments,

In s>itc of thesc drastic increascs in rcserve rcquirements,
bank credit continued to cipand. Accordingly, on May 22, 1944, portfolio
ceilings were cstablished once morc. The banks agreed that cny resources
obtained as a result of increascs in their liabilitics abowve the lovel
existing on May 17, 1944, wouvld bec maintained in the form of deposits
in the Bank of lexico or would be invested in gold, cdollar balonces,
Government bonds, or in credit docuncnts arising from agricultural opcr-
aticns cndorsed by the Boenk of Mcxico. At the same time, thce agrecmont
also stinulated that investments in privete sccuritics would not cxceed
the figurc rcached in Mey, cexcept et the cost of 2 rcduction in the port-
folio of the bank. Thus, thc re-adoption of portfolio ccilings was medc,

o & limited cxtent, to scrve purposecs of sclcctive s well as general
credit control.

In 1945, as a rcsult of increasing pressurc from the banks, the
Bank of Mexico cuthorized the bankss (1) to cxpand their portfolios by
an amount cqual to 10 per cent of the level cxisting on May 22, 1944;
(2) t> invest an ccuivalent amount in privetc securitics; and (3) to in-
vest 10 per coent of their roscrve deposits in Government securities., This
last provision gove the banks an opportunity to carn a return on funds that
would othcrwise have had to be held es idle rescrves. A minimum portfolio
celling of 5 million pcsos was also cstablishcd.

2. Sclective Controls

A. Rediscount rates. Becausc of their lorge cxcess rescrves,
reccurse to central bank crcdit has been unnecessary for most banks. The
rediscount volicy of the Bank of Mexico has been oriented much less toward
restricting the total volumc of bank credit than toward cncouraging pro-
duction lozns. In 1942, the Bank cstablished os ¢ prercquisite to the usc
of its rcdiscount feeilities that a bank hove at least 60 per cent of its
portfolio in the form of production loans. Morcover, thc rediscount rate:
on production loans was reduccd to a par with that applicable to commcr-
cial lozns (i.c., 4-1/2 per coent) and the rate for agricultural lozns was
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later reduced still further to 3 per cont. This preferential rate for
agricvltural loens had little cffect beeause the banks rarcly found it
neeessery Lo borrow from the centrel bank, The National Bunk of Forcign
Trade did, however, borrow substantial amounts from the Bank of Mexico
in ordcr to iinance agricultural opcrations and to facilitetc the impor-
tation of cssential goods os part of the Government's progrem to check
rising prices.

3. Cther sclective mecasurces. In 1943, in order to stimulate
agriculturel locns, the Govermment esteblished and entrusted to the Bank
of lexico & Wational Func to Cuarantec Agricultural Credit Opcrotions.
The Fund containcd 5 million pesos. Its purposc was to absorb part of
any losses which bonks might incur in their egriculturcl loans. The
anount of loans mede with the guarantee of this Fund, however, was very
snall,

.
o
C.

meosure of sclective control wos designed to check the
rise in priccs urban real cstote and to prevent capitalizotion and in-
surcace companics from cncroaching on the operations of the mortgage benks.
This measurc took the form of on cgrecoment on the part of these companics,
in 1944, to limit their nortgage locns to ¢risting levels.

Anothcs
o

[CA TN o

3. 3alc of C¢old Coin to the Public

Onc of the cnti-inflatiencry mecsurcs adopted by the Bank of
Mexico hes been the scle of gold coin to the public for hoarding. The
Benk has reported thot frem 1941 to the end of 1945 a total of 378 miilion
pcsos of gold coln, cguivalent to 7€ nillion dollars, were sold, It is
belizved, howover, thot o considerable part of the gold sold has been
illezally cxported rathcr thon hoorded.

4. Purchascs and Sales of Sccuritics

Thc anti-in{lotioncry measurcs cdonted by the Bank »f Mexico
hove, to o greot cxtent, been nullificd by its purchases of Govermment
sceuritics made ncecssary by the fact thot the licxicin public has proved
unwilling to purchase wore than ¢ linmited cmount of such securities. The
Bonk has been awere of the undesirability of wmonctizing the national debt
but the finencial nceds of the Govermment for its programs of public works,
notionel defensc and economic develooment have preveiled. The Bank of
Mexizo has also cngeged in open-market operctions for purposcs of stebi-
lizing the Governaent bond merket.

in eddition to its purchascs of Govcrmmont sceuritics, the Bonk
has also purchascd bonds which the "finoncicres hove issucd against in-
dustricl and agricultural popor, to help these institutions to develop
long-tcrm industrial credit. In order to provide an incentive to the
finoncicros" to place their bonds with the public, however, thce Bank
cstosiished as o prerequisitc to its purchasc of such sceuritics o return
of onc-fourth per cent above the nominal vicld., It has been reported that
the 3ank has now ccoscd buying the bonds of these institutions.
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5. Concluding Corments

The money supply in Mexico increised from 919 million pesos at
the end of 1939 to 4,184 million ot the end of April 1946, an inercase
of 355 per cent. In spite of the anti-inflationary measures taken by the
Benic of Mexico, nearly half of the increcse in the money supply had its
origin in benk credit expension, both by the Bank of Mexico and by the
other bonks. In the casc of the Benk of Mexico, purchases of Government
securitics pleyed by far the leceding role; in the case of the other banks,
purchases of Government sccuritics were smell cs compoarcd with the ox-
pansion of loans. The increasc in bank credit would uvncdoubtedly have been
still greater, however, had it not been for the mcasurcs cdopted. The
other half of the increasec in the money supply is ettributeble almost
cntirely to the monctization of the large surpluscs in the balance of pay-
menss. A verv smcll part of the increase moy be traced to the purchases
by -~hc banks of domestically produccd silver and gold.

The conscrvative credit policy of the Bank of liexico has been
subjected to consicderablc attack. Opponcnts of the pclicy arguc that
many of the now cntorpriscs crected during the war arc still in the proccss
of construction and neced funds for complction. Iiany other new cnterpriscs
erc just beginning opecrations and badly nced working cepital. The pro-
ponents of these argumcnts asscrt thoet the tight moncy policy of the Bank
of Mexico will strangle enterprises which arc basically sound and desirablc.
It is further steted that the restrictive credit policy hes maintained
interest rates at cxorbitantly high lcvels, On the other hand, it is
clcar that the conscrvative policics of the Bank of lMexico have placed
the boenks in @ highly liquid end rc¢latively strong position which should,
at least in thc long run, havc a highly beneficial effcct on Mexican cco-
nonlc progress.,
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Note on. the Structure of Incdustry in Russia Llexander Gerschenkron

Russian statistics regarding ore-war Five
aisclosed the relation between the eggregate output
and that of consumers! goods. The current (Fourth) Five Year Plan
furnishes this informetion neither for 1945 nor for any of the years
of the plan period 19456-1950. The following tebulation, inadequate and
incomplete a5 1t is, may shed some light on how the structure of Russien
industry contemplated for the last year of the present Plan compares
with that of a pre-war year. Tor the latter, 1937 was chosen as the
last pecacc~time vear when military cxoenditures were still fairly low.
Comdarison is also madc with the structure of industry indicated for
1942 in the origzinal vrojcction of the Third Five Ycar Plan.,

Year Plans regularly
of producers! goods

Cutput of Sclceted Industrial Commoditiesl/

1950 1942 1950
Industry 1937 19423/ 1950§/ as as as
of 1937 of 1937 1of 1942
Producers' Coods:
Pig iron 14.5| 22,0 19.5| 134.5 | 151.7 | 88.6
Steel 17.7 28,0 25,41 143.5 | 158,2 90.7
Rolled stecl 13.0 21.0 17.8| 136.9 | 16L.5 €4.8
Coal 127.3] 230.0f 250.0{ 196.4 | 10,7 | 108.7
il 30.5 54.0 35.4| 116.1 | 177.0 65.6
Electric power 36.4]  75.0 62.4| 226.4 | 206.0 | 109.9
Locomotives 1,561.0(2,090.0({2,200.0| 139.,4 132.2 105.3
Freight cors { two-
axle ccuivaleont) 58.8 90.0! 146.0| 248.3 | 153.1 | 162.2
Metal-cutting machine
tools 36.0 70.0 74.0| 205.6 | 194.4 | 105.7
Merchent timber havled| 111.3) 200.0f 280.0( 251.5 | 180.0 | 140.0
Conzumcrs' Goods:
Cotton ichrics 3,442.014,900,014,656,0] 136.0 | 142.4 95.6
Woolen iabrics 105.0p 175.07 159.0| 151.4 | 166.7 90.9
Snugar 2.4 3.5 2.44 100.0 | 145.8 68.6
Leather footwear 164.2 235.00 240.0] 146.1 | 143.2 | 102.0

1/ T™e units of measurcment arc as follows:

pig iron, stecel, rolled

steel, coal, oll, sugar - millions of metric tons; clectric power -
billions of kilowatt hours; locomotives - units; freight cars and
nachine tools - thousands of units; timber - millions of cubic meters;
wextiles - millions of metcrsy; footwear - wmillions of dairs,

2/ Plen.
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A few tentative conclusions may be based on thesc data:

(1) By 1950 output of a number of specific products of the
firet group (coal, electric nower, freight cars, mctal-cutting machine
tools, &nd merchant timber) is to incrcase much more, in relation to
1837, than the output of any of the four important consumers' goods
listed. On the othcer hand (cxcepting the special case of oil), the
nroposed output of the remaining producers' goods (pig iron, steel,
rolled steel, locomctives) stands in about the same relationshipn to
1937 production as does that of the consumers' goods listed. Small as
this range of commodities is, it indicates that the relative weight of
procucers' goods in Russion industry is scheduled to incrcase in com-
parison with 1937. This will not rcsult exclusivcly from adjustments
- taking placc in the period 1946-1950, for production during the war un-
doubtedly increased the sharc of heavy industry in the aggregate industrial
output. M. Voznesenski, howevcr, in his speech to the Supreme Soviet of
the U.S.S.R., stated that "the rate of growth of output of means of pro-
duction will somewhat exceed the rate of growth of output of consumption
goodis, !

(2) On thc other hand, it will bc noted from the last column
of thc preceding teble that with certain cxceotions the structurc of
output scheduled for 1942 and that now schedulcd for 1950 is not too
different.

In the producers' goods category (again disregarding oil) only
freight car production and merchant timber arc considerably in cxcess of
the levels planned for 1942, Among the consumers' goods, only the sugar
procduction for 1950 is schcdulcd to be far below the projection for 1942.
For the romaining commodities shown the ratio of 1950 to 1942 production
is rather close to 100. In other words, thc 1950 Plan may on the whole
contemplate a rclation between output of producers' and consumers' goods
which is rather similar to that of the Third Five Year Plan. The ratios
for 1937 and 1942 arc as follows:

Tndustrial Production
1937 1942 1937 1942

(In bitlions of (Per cent) (Per cent)
1926/27 Rubles)

Means of production 55,2 112.0 57.8 62.2
Consumers' goods 40.3 68.0 42,2 37.8
100.0 100.0

Thet o considerable inerease in the share of producers' goods
in total industrizl output was planned between 1937 and 1942 is not
surprising. Only a fow months separated adoption of thc Third Five Year
Plan from thc outbreak of World War II. The proposcd structural shift
was doubtless dictated by military considcrations, Much as the Sovict
leaders continue o stress such considerations at present, they secem
reluctant to admit that the structurc of industry proposed for five ycars
afteor the end of the war will bc the samc as that on the eve of the con-
flict,
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It is another question whether this structure will actually
be schieved. The present Five Year Plan has been drawn up at a time
wher. most problems left in the wake of the war are still unsolved.
Successful settlement of these problems might induce the Russians to
charige their goals, and past experience has shown that Soviet economic
plars are sufiiclently flexible to be adapted to changing circumstances.
More imporitant in the short run, however, is the fact that economic re-
corstruction as & whole may be jeoparcized unless more emphasis 1s placed
on the output of consumers' goods. A4ll evidence in recent months points
to the erave offccts which shortages of consumers' goods have had on the
nroductivity of labor. The rccent measures (Decrec of November 9) con-
cerning extension of the function of coopcratives and cncouragement of
add:tional production of consumcrs' goods by thesc organizations may bc
rcgarded as the first serious ceviation from the structure of production
originally proposcd for Russian industry.






