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In this Review For September 9, 1946, Hinshaw and Hinrichs pre-
sented a method of measurement of the degree of bilateralism in trade and
applied it to the trade statistics of 26 countries for the years 1928 and
1935, The present article comments critically on this method and draws
attention to another measurable aspect of trade structure, related to,
though quite distinct from, bilateralism,

The measurement presented by Hinshaw and Hinrichs proceeds along
lines similar to those made familiar by the Leaguc of Nations in its Review
of World Trede, for the years 1934 (p. 70) and 1935 (p. 65). The League of
Nations method consisted in showing total trade of a given country as the
sum of (1) trade balanced bilaterally between that country and its treding
partners (2) the remainder made up by (a) the gencral trade balance (b) the
bilateral trade belanccs compensated multilaterally, i.e, twice the amount
of the bilateral cxport surpluses for the trade of a country with a general
import surplus and vice versa. '

To obtain an index of bilaterslism varying between O and 100 the
bilsterally belanced trade — (1) above — is calculated as a percentage of
total trade (imports plus exports). - This method of measurement was modified
in the Hinshaw-Hinrichs article by relating not the compensated trade to
total trade, but half of the compensated trade to imports only, This pro-
sadure, however, imparts a clear bias to the index. Assuming two countries,
A and B, trading exclusively with each other, A's imports from B being 200,
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and Ats exports to B being 100, the index for country A would be 50 per cent
while the index for B would be 100 per cent{ For the behavior of the index
to be open to commonsense interpretation, it is clearly necessary that it be
symmetrical with respect to the direction of a country's trade balance. The
bias of the Hinshaw-Hinrichs index is strikingly illustrated by its behavior
in the case of the U.S.,S.R. The huge increase indicated in the degree of
bilateralism for Russian trade from 53 per cent in 1928 to 92 per cent in
1935 is due primarily to thc fact that while Soviet trade showed an import
surplus in 1928, it had developed a- oconsiderable export surplus in 1935,

If the unbiascd method is used, i.e. if hilaterally compensated trade is
computed as a percentage of total trade rather than as a percentage of im~
ports alonc, the increase in the degree of bilateralism of Russian trade is
cut down by more than two thirds, '

Within its own frame of reference, the old League of Nations method:
must therefore definitely be preferred to the method used by Hinshaw-Hinrichs,
It is the correct measure of the commonsense concept of bilateralism, The
contention of this article, however, is that even the League of Nations method
stands in need of supplementation lest important developments in the structure
of trade remein concealed, To make this clear, certain aspects of the be-
havior of the League of Nations index may be pointed out.

In the first place, the League index can become simply a measure
of the relative importance of the general trade balance, This is particularly
likely to be the case when there are strong variations of the export or im—
port surplus relative to total trade from onc year to another,

Secondly, important changes may teke place in the way in which a
given total import or export surplus is made up without affecting the value
of thz index, Thus, & given general import swrplus can be the result of a
combination of very large and very small import surpluses or of bilateral
import surpluses which arc all approximately equal (rclative to total trade
transacted bilaterally). But this differcnce in trade structure would not
be reflected by the index since it is affected only by the magnitude of (1)
the general trede belance and (R) the bilaterel balances which are in a
dircction opposite to that of the generel balance. These propertics of the
index arc rosponsible for its "disappointingly" small increase from 1928 to
1935 (disappointing in the light of what might bc expected on the basis of
well-known devclopments of commercial policy and trade structure between
these years)., '

It might be desirable to construct an index which would not be
subject to these properties, This can be done by analyzing an additional
aspect of trade structure, namely, the degree to which a country maintains
the same ratio of imports to exports with all its trading partners, Tor
want of a better temm, this concept will be referred to in subsequent dis-
cussion as the Mproportionalism! of trade,
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The above definition implies 'that complete "proportionalism" of
trade can coexist with a small degree of bilateralism, On the other hand,
complete bilateralism necessarily carries with it complete "pmportionalism.“l-/

.The League of Nations index: of bilateralism and our index of "pro
portionalism" have been calculated for the trade of the countries and years
selectzd by Hinshaw-Hinrichs, on the basis of the same source material ( The
Network of World Trade, League of Nations, 1942)., However, while Hinshaw-
Hinrichs calculated their index only for the intra-trade of the group of

]_./ Calling I and E the total imports ;-and exports of the country whose ‘
iproportionalism" is measured, i) andie its imports and exports with country
K, then complete "proportionalism" would be present if we could write

ik s ek = I s Eor
ik’ekvé-y

Actual imports from K will therefore differ from what they would be under
conditions of complete "proportionalism" by the expression

E B ,

The absolute sun of these departﬁres of a.ctual from Yproportional® imports
for all n trading partners of the country considered, is
SR ik ek
I . Z I ha—lhaallir-—ad

R T %§-95-) .

- I - E
Dividing by total imports I, we obtain, in'the expression
n ik e
=1 I E

an index of the relative discrepancy of actual trade structure from complete
‘Wproportionalism." This index is easily seen to vary between Oand 2, To
make it vary between O and 100 and to make it increase, rather than decrease,
when proportionalism increases, it should be written in the fomm

n i
w0(1-% 2 | F-F 1)

Tt would be easy to derive the same index by starting with the
discrepancy between actual and “proportional! exports, That the index is
symmetrical with respect to imports and exports is elecorly cvident from the
algebraic expression derived,

: The index is simply calculated by computving the percentages held
by imports from and exports to individual countries in total imports and ex-
ports and by then accing the diffcrences between pairs of these perccntages.
It is “dentical with thc Leaguc of Hations index of bilateralism in the
specicl casc of I being cqual to I, since 1t then bccomes

n
100( 1 —I%E;Ei | i - )

\

which is preciscly the algebraic definition of the Leaguc of Nations index.
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countries selected, the indexes of bilateralism and of "proportionalism"
reprocuced in the table on the following page have been computed for the
total trade of each of the countries listed.i/

The most striking result apparent from the table is that, for all
countries taken together, the increase of "proportionalism! from 1928 to
1935 is almost double the increase of bilateralism. While "proportionalismh
increcsed in 20 countries out of 26, bilateralism was on the increase in
only 14 countriesy a bare majority, This means that the strong pressure
toward bilaterzlly compensated tradc which was exerted by many important
trading countries between 1928 and 1935 did not achieve impressive results,
presumebly because of the general upsetting of trade balances during the
depression, The greater increcasc in “proportionalism" shows that countries
succecded to a much morc substantial extent in bringing their bilateral
trade balences in line with the general balance, In how far this may have
been the result of conscious policy or of a change in trade structure not
consciously aimed at, is discussed below,

The countries in which the increase in biloteralism was most
notably cxceeded by the increase in "proportionalism!" arc Germeny, the
United Kingdom, Switzcrland, Spain, Argentina and Australia, Strong advances
of both bilateralism and proportionalism are noted for Denmark, the UsSeS«Re,
Indic, Brazil, ond Canade,2/

Four of the six decreases of the index oftproportionalism" are
accounted for by Far Eastem countrics (British Malaya, China, Japan, and
the Notherlands Indies), For all four countrics the decrcases of bi-
lateralism are even more marked, Upon going back to the source material,
it is scen that this exceptional development is largely due to inter—trade
among these countries having become much morc wmbalanced, In gencral, the
Far-Eastern countries stand out as being most impervious to the tendenciles
toward bilateralism and proportionalism with respect to both movement and
comparative lewvels of the inde:ies,

It should be pointed out once more that the index proposed here
is not advocated as a better, or not cven as an altermative index of bi-
lateralism. Both indexes, the League of Nations index and the one proposed
here, are equally “right® within their own frame of recfercnce, Differences
in construction and bchavior derive from the difference in underlying con-—
cepts, The question to be decided is therefore not which index is better,
but how relevant cach concept is in any given situation or inwvestigation.
The following points cen be made as to the relevencc of the concept of
ftproportionalism" reflected in the index proposed herc,

1/ Thc author is indebted to Mrse L. il, Doebler for help in the calculations,

2/ Whenever the levels of the two indexes are very close in both 1928 and
1935 this can generally be traced to approximate cquality between cxports
and imports of the countries concerned, '
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Indexes of Bilateralism and of "Proportionalism"

Indexes of Indexes of Increase(+) or decrease(-)
Country Bilateralism |"Proportionalism® between 1928 and 1935
1928 | 1935 1028 | 1935 Bilateralism|"Proportionalism!

Dermark 52,6 743 5248 7440 « 21.7 + 21,2
Switzerland 70,7 Mo 74,0 8745 + 4.0 + 13,5 -
Germany hel 78.0 65.7 78,0 + 3.9 * 12,3
India 68.0 82,1 6846 80,4 + 14,1 o+ 11.8
U.S5.S.R. 58.1, 69:.8 60,5 71.3 + 11,7 + 10.8
Sweden 70.6 7.6 70.8 b + 8,0 + 8,6
United Kirgdom 65l 68.0 7047 7765 + 2,6 + 6.8
Spain 66.8 68.9 64.9 71,6 # 2,1 * 6,7
Brazil 658 73.1 66, 7249 « 7.3 + 6.5
Canada 6645 7342 65.6 1.5 + 6,7 + 5.9
Czechoslovakia T7.1 82.0 768 8048 + 4.9 + 40
Argentina 67:3 67.3 AT 7540 0.0 + 3.6
United Stetes 67:9 7,7 70.3 73:6 + 3.9 + 343
Australia 6342 63.0 63.9 67.0 - 0.2 + 3.1
France 719 49 TL7T The2 + 3.0 + 2,5
Poland 71,6 £,8 68,6 7.1 - 1.8 + 2.5
Italy 69.9 68.8 8.1 7945 - 1,1 + 1.4
Egypt | 6545 6842 684.3 6942 + 2.7 + 0.9
Belgium 845 7649 783 7.9 -~ 1.6 + 0,6
Netherlands 70,1 69,9 73.8 7349 - 0.2 + 0,1
Japan 7562 7L.9 73.1 72.1 - 3.3 - 1.0
British Malaya 51,0 47,1 51.2 47.8 - 3.9 - 3k
Austria 7348 73.2 8245 736 - 0.6 - 3.9
Netherlands Indies 65:2  53:2  70.5 63,8 - 12,0 - 6.7
China 75¢2 57,5 80,9 6649 - 17,7 - 14,0
A1l Countries;/ 68 o8 yARA 70,0 749 + 2,6 + 449

1/ Average weighted by country trade totals.
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: (1) To start with a restrictive remark, it may be noted that the
relevance of "proportionalism" is limited to the analysis of trade for
countries whose import or export surplus relative to total trade exceeds,
say, 5 per cent, Whenever imports and exports are very nearly equal,
the concept of “proportionalism" practically merges into that of bilateralism
and does, therefore, not deserve separate treatment,

(2) Many countries realize that they can afford a passive trade
balance since they can count on a surplus from their non-commercial foreign
transactions, Other countries know that they will have to develop a mer—
chandisc export surplus to meet the expected deficit on service a.nd/or
capital account, However, the latter cowuntries may object, for rcasons of
economic security and political independencey to relying too heavily on
their trede with one or & few countries for the financing of this deficit,
The countries which can expect a surplus from service and capital trans—
actions, on the other hend, may believe it possible to obtain on the whole
better terms of trade by some shifting of imports from high import~surplus
to low import~surplus and to export—surplus countries,

If such policies are followed the rcalization of Mproportionalism!
rather than of bilateralism would be the aim of commercial policy, Conscious
attempts of this kind are generally not made on an overall basis (except
that, in 1938, Turkey attompted to bring its imports from and exports to
2ll its trading partners into a 8:10 rclationship), but payments and com-
mercial agreaments often provide for some bilateral export or import surplus
rather than for complete merchandise belance.l/ '

(3) Even though conscious policy may aim at an increasc of bi—
lateralism, & special combination of cirdumstances may thwart these cfforts,
while resulting in an increase of "proportionalism," If, for instance, a
country attempts to reduce its trade deficit by bilateral bargaining, it
will raturally meke a particularly vigorous effort in the case of those
countries with which the import surplus is highest, Ify at the same time,
intemational economic developments causc o general worscning of the country!s
foreign trade position, the combined outcome of these opposing forces may be
a sitvation in which bilaterally compensated trade is not larger and may
even be smaller than before, but where, due to the particular effort brought
to bezr upon the countries with which the deficit was largest, the total 7 -
deficit is more equally distributed among all the country's trading partners,
This is probably the explanation for the near constancy of the degree of
bilateralism and simultaneous substantial increase of Mproportionalism! in
the trade of the United Kingdom, Switzerlandy Spain, and other countries
between 1928 and 1935, '

1/ The dlsparity of the percentages held by a trading partner's imports and
exports in a country!'s total imports and exports is often brought up as

an argument in commercial bargaining; insofar as the objective of commercial
policy is equalization of the percentages rather than of the absolute amount
of imports and exports, “proportionalism® is aimed at,.
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(4) Finally, it can be shown that the index proposed here has
a meaning in temms of a generalized measurement of bilateralism inclusive
of the non-commercial items in the balance of payments,

T arrive at quantitative measurement of the extent of bilateralism
in all intemational economic relations, it would be necessary to ascertain
‘the breckdown of the service and capital tronsactions as between pairs of
countries, Should we arrive at knowledge of this breakdown, the issue of

bilateralism' wvs, "proportionalism!" would no more arisey, since, because of
the equality of total payments and receipts in the balance of payments, the
two indexes would necessarily be cqual (cf, supra p, 3).

In thc absence of precise knowledge of the country breakdown of
non-commercial transactions, there exists an infinite range of possible, .
and more or less plausible, assumptions about it. = One extreme assumption
would be to suppose that the bilateral telances of payments become active
for those countries with which the trade balance is passive and vice versas
the opposite extreme would be to assume that all non-commercial receipts
are concentrated upon countries with which there exists alrecady an export
surplis and all non-commercial payments upon countries with which there
exists an import surplus, A reasonable method, lying between these extremes,
consists in basing the unknown country breakdown of the non-commercial trans—
actions upon the known, and usually dominant, pattern of trade, This can
be done by assuming the share of non-commercizl payments to (receipts from)
countries A,B,Cy etc, in total non-commercial payments (receipts) to be the
same as the share of imports from (cxports to) countries A,BsC, etc, in total
imports (cxports). But this is the very assumption which is cmbodied in the
index of "proportionalism" when we wish to consider it as an approximate
measure of balance-of-payments bilaterelsim,l/ In addition to its contri-~
bution to our knowledge of a new aspect of trade structure, it can there-
fore e regarded as a first step toward the measurcment of bileteralism
within the balancc of payments,

1/ The assunption will generally make the bilateral balances inclusive of
non-commercial transactions smaller than the bilateral trade balances. This
is in accordance with what can be expected because of tied loans, payments
agreements, short—tem capital movements in the wake of trade, etc,

S e e b
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Indiar Prices, Money Supply, and Foreign Trace Arthur B. Hersey

India is an exporter of primary agricultural products and simple
manufz.ctures of jute and cotton. Because agricultural prices throughout
the world have risen far above pre-war levels, it is not surprising that
the general price level in India 1s now 2-1/2 to 3 times that of the first
nalf of 1939. However, the expansion which has occurred in the volume of
Indian currency and deposits is even greater, mainly because of the financing
of heavy illied wer expenditures in India through the Reserve 3ank of India.
Indie s export potential, which was reduced curing the war by the reper-
cussions of a difficult food situation and by trensportation shorteges, con=-
tinues to be subnormal, Mcanwhile, import cemancs are stimulated by, the
high levels ol profits and of liquid ourchesing power within India. Ample
exchange resources to finence imports from sterling arca countries arc pro-
vided, for the time heing, by the large halances of inconvertinle sterling
held 9y the Reserve Bank of India. It 1s ncvertheless possible that India's
total cxports still cxcecd totel imports in -elue. Available statistics for

1946 are much too incomplete to vcrify this judgment, but it appears a reason-

able one in vicw of (1) the high »rices which India is obtaining for its
cxports, (2) thc world shortages of food, textiles, machinery, and other
gooGs Cesired by India, and (3) the import enc cxchange controls thet are
applicd to imports from non-sterling countrics.

1. Prices

The gencral average of Indian prices has risen since 1939 in about
the same proportion as farm product prices in the United States, when allow-
ance is made for altercd exchonge rates between the dollar and the rupce.
This is illustreted by the figurcs in the first two columns of the following
tablcs ‘

Wholcsalc Priccs in India anc the U.S,.
(First half 1339 = 100)

India United Statos Wholesale Prices

\ Gonerzl Expresscd in rupces2/ Ixpressed in dollars
Index l/ Faxm all Famm 411

, Products Products Products Products
1940 120 121 119 104 103
1041 132 147 132 127 114
1942 : 162 159 150 163 129
1943 230 219 ) 157 189 135
1944 243 . 220 156 130 136
1845 246 229 160 197 138
1946 ifar. 256 238 166 205 143
Scpt. 274 275 168 237 162

1/ The "All-India" Index of thc Teonomic Laviscr to the Government of India
(shifted from original besc of weck cnding august 19, 1939 = 100).

2/ 3.L.S. indcxes (shiftcd from original basc of 1926 = 100), adjusted up-
wards by 16 per cent to rcflcct the chenge in dollar cxchange rates
ageinst sterling and the rupec in Septomber 1939.
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Until about April 1942 the risc in Indian wholesale priccs lagged
behind the average incrcasc in United Stotes agriculturcl prices. In fact,
it wes monufoctured goods and non-ogriculturc] motcrigls which led in the
rise in Indic, and until the Japenese begen to move into Southcast Lsia
priccs of foodstuffs cnd other agricultural commoditics were relatively
stable. The f2ll of Rangoon (Burma) in March 1942 cut off India's principal
outside source of ricc. Together with the rapid enlargement of British de-
fense cxpenditures in Incia this development completely transformed the
picture. Shortcges of food cnd other commoditics were intensified by
spceculative withholding of supplics, as well =s by the shortcomings of the
Indian trensportation system when ploced uncder the burden of extroe dcmonds
by the military. Food pricces morc then doubled in the next twelve months
ond the rise in other agricultural priccs wos clmost as stecep. Other prices
also rosc, though not so rapidly. ’

During 1944 and 1945 the gencral lcvel of priccs in India was
fairly steble, os was also the casc with United States prices. Price
cont;ols, institutcd in Indiz in the lattcr part of 1943, wore rcasonably
cffcetive. It cen be said, at lcast, thot the officiel prices for the two
dozen commocitics covercd by the Indian wholesale price index werc pretty
well stabilized. Price controls were backed up by an excess profits tex
end by sales of Govermment of India sccuritics outsidc of the banking system.

)

The apnarent succcss of price controls in India in this period of
continuing monctery inflation would almost certainly have been much less if
world prices for egricultural commocitics hoad continucd to risc as before,
Furthor incrcases in Indian cport priccs would have led to further pricec
incrcascs throughout Incia's predominantly agricultural cconomy. Bc this
as it moy, scrious cfforts to control priccs hod been so long deloayed that
throughout the last two ycars of thc wer the entirc pricc structurce in Incia
was inflated to approximatcly the same degree as the agricultural price
structurc elone in the United 3tatcs.

During 1946 Indien wholesele priccs have agein risen. By Sep-
tember the increasc (over the 1945 average level) was 11 per cent, compored
with 17 per cent in the United Statcs. Cifficial quotations for manufcctured
goods, previously about in line with other prices at aporoximetely 2-1/2
times pre-wor, showed only a small further risc. Priccs of primary com-
moditics, which cominatc the Indian price indcx, averaged in Sceptember morc
than 2-3/4 times s high as beforc the war. Among these, cgricultural
prodicts’were priced at about 3 timcs the prc-war level., Domcstic prices
of major export commoditics averaged 2.9 times pre-war prices.

2. Currency, ccposits, and assets abroad

The growth of thc Indian moncy supply has becen morc than double
the risc in wholesale prices: in larch 1946 the circulation of notes was
seven times as lerge as beforc the wor, while demand deposits of the com-
mercial banks hed grovm nearly sixfold. The aggregate incrcase "in thesc two
componcnts of thc moncy supply was the covivelent of about 4.8 billion cdollars
(at the prescnt cxchinge rete). Little or nonc of this cxpension is to be
ascribed to cxponsion of commercicl benk osscts, cither for finencing govcrn-
ment deficits or in cxtending credit to privete borrowers. 3y for the most



- 10 - ‘CONFIDEM TTAL

importent factors were (1) British war cxpenditures end (2) India's favor-
able balance in other external transactions., The Rescrve Bank of India is
obliged by stetute to scll rupecs in cxchenge for sterling to His Majesty's
Government on ccmand. The bulk of British wer cxpenditurcs in Indie vierc
financed bv such purchases of rupce cichange; total storling payments by
N.M.G. (including rcimburscment to the Government of India for such of its
war cxpenditurcs os, by agrecment, were not applicablc to the defense of
India) azmounted to the cquivelent of 4.9 billion dollars in a 6-1/2 ycar
period from the beginning of the war, Other nct acquisitions of sterling

by the Rescrve Renk of India totalled 1.3 billion dollars, approximately

the cmount of the favorable balance in reported merchandisc trade.l/ The

sum of sterling obtained in these tio ways, 6,2 billion dollars, wes rcduced
by the use of 1.2 »illion dollars to repetriate stcrling debts of the Govern-—
ment of Indiz. There was left a net aceretion in official sterling assets
of 5.0 billion dollars.

It is*cvident that, broadly spealking, thc more than sixfold cx-
pension of the Indien moncy supply originated in payments rcecived for cx-—
ports and comecstic deliveries of goods and services to other nations. In
the following teble this conncction between czpansion in the domcstic money
supply ahd growth of foreign cxchonge resources may be seen by comparing
lines 5 and 13. (Amounts given in the teble in crorcs of rupecs should be
multiplied by 3 to give the epproximete cquivelent in millions of dollars
at the present crchonge rote.)

Other clements of chenge in the structurc of Indian banking asscts
and liebilities, as shown in this table, arc also of intcrest. Commercial
bank loans, on thc onc hand, end time deposits on the othcr, approximetcly
tripled. The banks' sccurity holdings showed an incrcasc of larger pro-
portions, but this c¢lement of cxpansion appcars to have becn fairly com-
oletcly offsct by a substantial incrcasc in Government deposits ot the
Reserve Bank of India. The cventual reduction of thesc Government cash
balances to a more normal 1ei7l will add considerably both to the money
sunply and tc bonk reserves,2/unless net disbursements by the Government
teke the form of or arc offset by & drain of funds for imports and other
external payments.

Sales of Governmment sceuritics to non-banking investors were
aoparantly sizecble during the war. It is cstimated that only about 45
pcr ccnt of the 37 billion doller war-time growth of the Governnent's rupce
public debt found its way into holdings of thc scheculed banks or of the
Rcscrve Renk of India. The fiscal policy of the Government of India thus
mede 2 definitc contribution to control of inflation. Moreover, as alrcady
noted, invcstments by the benking system were offsct by the building up of
Govcrment cash bllances,

1/ Invisible outpayments on official cccount exceeding 1 billion collars
were offset by unusuclly lerge inpayments on a vericty of accounts of
which 1little is knovm.

2/ In lizrch 1946, the rcscrves of "scheduled benks' included 81 crorcs of
rupcces in belances with the Rescrve Bank (of which 40 crores was exccss
to stetutory requircnents) and 36 crores of rupces in cesh,
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Selected Liabilities and Assets of Indian Banking System
(In crores of rupees : Average of Friday figures
= 10 million rupees Fiscal year
= $3,6 in fiscal 1938-39 ' April 1938- March
= 3.0 in iarch 1946) March 1939 1946  Increase
1, Notes in circulationl/ 174 1,217 +1,043
2. Cash held by ‘'scheduled banks'" 6 36 + 30
3. Net note circulationg/ 168 1,181 +1,013
4, Demand liabilities of scheduled banks 124 704 580
5. Total 3. + 4. 292 1,885 41,593
6. Time liabilities of scheduled banks 3/ 103 206 + 193
7. Govt, deposits at Res, Bank of India 15 545 + 530
g, Total 5. + 6. + 7. 410 2,726 +2,316
. 9. Loansé/of scheduled banks 5/ 116 361+ 245
10. Investments of scheduled banks(estimated)_/ 100 600 + 500
11. Rupee earning asscts of Res.Bank of India~= 42 92 + 50
12. Total 9. + 10. + 11. 268 1,053 795
13. Sterling assets of Res. Bank of Indiaé/ 7 1,720 +1, 649
14. Total 12. + 13. 339 2,773 +2,444

Note: 3cheduled bhanks" are those required to hold minimum reserves with the

Reserve Bank.

1/ Excluding one-rupee notes of Government of India. Circulation of notes end
token coins of one-rupee denomination on March 31, 1946, was 166 crores of
rupees. :

2/ Approximate; cash held by banks includes rupee and small coin as well as
Rescrve Bank notes. o

2/ Entircly Central Govermment, except 33 crores in March 1946.

4/ Including advences and bills discounted.

5/ Estimated on basis of data for other dates.

6/ Including Issuc Depertment and Benking Depertment.

Deficit cxpenditures of the Central Government were much smaller than
British expenditures in India. Regular budget expenditure incrcased from 95
crores of rupees in the fiscal ycar 1939-40 to 506 crores in 1945-46 (the latter
figure excluding both 347 crorcs of war cxpenditure recovcrable from the United
lingdom and a small amount of dcfense cxpenditure charged to capitel account).
A1l but 30 per cent of the totel budget cxpenditure over the 7-ycar period wes
met from current revenue., The cumulated budget deficit wes equivalent to about
1.9 billion dollars. In addition, defense expenditures charged to capital ac-
count emounted to 0.5 billion dollars. These two sums plus the retirement of
1.3 billion dollars of sterling debt and the accumulation of 1.5 billion dollers
of cash 3alances are more than sufficient 17 account for thc 3,7 billion dollar
increase in outstanding rupce public debt.

1/ Additional intcrest-bcering obligations (including tax dcposits, government
railway rescrve funds, and other liasbhilities) also increascd; accruals from
these sources togethcr with other capital transactions (including repayments
of advances by provinccs) explain the discrepancy between new borrowings and
apperent requirements,



\

- 12 - CCNFIDEN TTAL

The peak in Reserve Bank holdings of sterling (5,220 million
dollars) was reached in April 1946. 3y October 11 these balances had been
drawn down to the citent of 250 million dollars, a sizeablc anount vhen
viewed o oinst Indic's usuzl halances of trode; invisibles ond intcrnational
capital tronscctions. Presumably both private capltel transactions and an
import surplus vis-a-vis the stcrling arca contributed to the demend for
sterling csscts. The only important change in other Reserve 3ank accounts
accomdanying the decline in sterling balances was o 170 million dollor de-
creess in Centrol Government deposits. HNotes in circulatlon remained closc
to the peak figure,

3. TIoreign tredc .

In the four months October 1945-January 1946 (the latest for which
Indien trade date arc available) czports were ot an annual rate of about 920
million dollers and imports at o ratec of 720 million dollars, the cxport
surplis cmounting therefore to 200 million dollicrs a ycar.l On the as-
sumption that avercge prices for these cxports ond imports werc chout the
some 28 in carlicr months of 13245 (2.2 timcs prc—warg/in the case of cxports
and 1.6 timecs pre-wer for imports), the physical volume of cxports wes only
72 pcr cont of the 1936-3¢ average and thot of imports 83 ner cent of pre-
war. At pre-wor prices these quontities of cxports and imports would have
given o fovorablce holance of trade, but the surplus would hove becen almost
negligible,

3ince Januory the unit valucs of Indian cxports and imports have
undoubtcdly risen. Totel volues of imports have probebly increcsed morc
than thosc of cxports. Imports of foodstuffs have been fairly substential,
Greet Britein is maliing o strong cffort to rectein its morkcts in Indic; its
deliverics of new and uvscd cotton textile mochinery to Indie, for cxample,
are reportecd to be os lerge as deliveries to its own cotton industry., Ex-
ports, on the othcr hond, continue to be aficcted by war-time scorcities,
Groin cxports arc impossible, Acreage for jute has been so sharply re-
stricted os procticelly to eliminate cxports of raw jute, although much of
the production of gunny cloth and bogs in India is available for cxport.
There crc rigorous controls on the cioort of pcenuts, linsced and other oil-
sceds. Txports of row cotton are subject to guote restrictions. The strong
narkct for cotton oicece noods within Indie is & dcterrent to cxport busincss,

Of the mojor items of cxport, tea and possibly textiles arc the only oncs

likely to cxeced pre-woar cuantitics cduring coming months.

Should & decline in the level of faerm product priccs in the United
Statcs occur in 1947 and 1948, its impoct upon India's trade position would
obviously be unfovorable. Such a declince ncy be cxpceted to be trensaitted
to primory commodity morkets throughout the world, Although the physicol
quantity of Indicn cxports in 1947 will probobly bc little influcnced by
price factors, the balance of trade in valuc tecrms might e significantly
altercc.

l/vExports valucd f.o0.b. and including rcexports; imports wvalucd c.i.f.

2/ Thc ore-wor basc used herc is the period Lpril 1932-May 1940, On a
1936-3C bose the indexes would be & little higher., These indexes are
computed by the Govermment of India directly from the trace statistics;
they arc epporently weighted by current roather than basc ycar quentitics
end the indcx of cxport pnriccs is thercforc not wholly comparablc with
indexcs of domcstic prices.
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4. The futurc of Indion domestic prices
A further likcly conscquence of weackness in world prices for

primery vroducts would be dovmwerd pressurc upon the generol price level
within India, This in turn would furtheor unsettlc the alrcady uncertoin
prospccts for industricl and commerciel devclopment in India. In two
cerlicr periods of feliing worlc prices, 1920-21 and 1930-32, Indien
domceitic prices were partly insulated from the foreccs of deflotion by
depreciation of the rupcc's forcign exchenge velue. From Febrvery 1920

to ilerch 1921 the value of the rupce, greatly influenced at that tine by

he price of silver, was cllowed to deprecicte vy 53 per cent agoinst
sterling (from 2 s, 10 d. to 1 s. 4 d.) and by 46 per cent accinst the
¢ollar {from 48 ccnis to 26 ccn}s). In 1931 thc depreciction of sterling,
to wkich thc rupcc was poggcd,l involved eutometicelly a 30 per cent de-
prceiztion of the rupce cgainst the doller, Exchange rate changes of these
moegnitudes werc sufficiently great to cushion very apprcciably the con-
~temperary declincs in Indicn prices. In the abscnce of comperable changes
of tic Indlan cxchoenge rate in 1947 and 1948, mointenance of the prescnt
infloted price level in Indie ssoms very unlikely.

1/ 3ince 1925 the rupcc has boen pegged to sterling at a ratc of 1 s. 6 d.

United 3Statcs Coel for Europe C. R. Herley

Europcen nations shared with the United States a decp concern
over the cdisruptive cffects threatencd by the rocent work-stoppage of
bituminous cnal mincrs which ended with drometic suddenness on December 7.

. During the twelve months ending Scptember 1946, Unitcd States
cxports of cozl amounted to some 41 million long tons, & volumc of ship-
uents oxeceding the pre-wor annual avercge (1936-38) by 250 per cent.
About €€ ocr cent of thesc exports consisted of bituminous ccal; both the
total volune of cxports and the perecentage sharc of bituminous would hove
been still larger but for the substitution of anthrocite for bituminous
nceessitated by the soft coal strike of April and May. The offcct of this
carlier strikc upon cxports in the sceond quartcr of 1946 znd the shorp
expension of shipmonts since thet time mav “c seen in the following teble:

United States Cool Exports by Cuarters
{In thouscnds of long tons)

Nuarter] , fuarterl
‘Evcizzgy Oct.-Dee. |Jen.Mar, April-Juno July-Scpt. iivzrgfey
Bituminous | 2,551 | 7,658 | 8,550 | 5,107 14,009 8,981
Anthracitc 4,09 1,007 904 1,160 1,910 1,245
Totol 2,960 €,665 9,454 6,267 16,519 10,226
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Thilc in the pre-war period over 90 per cent of United States
coal cxports went to Canada, during the twelve months under revicw some
15 nillion long tons, or 38 per cent of totel shipments, were sent to
REurope. The importonce of thesc supplics for certein European countries
can hardly be cxeggerated. Computetions bosed upon confidential deta pre-
parcd by thc Burcopcan Cool Organizationl/indiCth thot during the six-nonth
perioc April through Scptomber imports from the United States constituted
substential percenteges of total cnal imports and supplies for the following
countricss :

Imports of Cocl from the United States
Pburing the Period April-Scptember 1046

- ' R : . Imports from U.3. as percentege

Country Thousends of metric tons| oy ¢y inports|of totcl supply
Frer.ce 2,557 48,0 8.7
Ttely 2,491 €1.2 63.4
Netherlonds §12 46.4 13.9
Belgium 655 V 43.8 5.4
Donrark 473 23.8 23.8
Swedlen 442 23.7 22.3
Norvay . 381 35.6 35.6
Portugal 197 6l.2 36.3
Switzeriond 180 21,4 1.4
Finland 138 29.8 2.8

Although imports from the United Statcs have allevizted the

‘Europcan cool situation, coal shortages continuc to homper Zuropcoen recon-

struction. France, Belgium, ond the Nctherlands, with substanticl comcstic
production, cre foring much better thon the non-producing countrics of
Western Durope. Totel cocl supplies of these countries, from production
and inmports, arc cgual to about 90 per cent of the 1935-38 supply. In
Frence atone, however, has domestic production reached the pre-war level.
Ttaly, Switzeorland, Portugel, and the Scondinaviaen countrics, dependent
almost entirely upon imports, are struggling clong with supnlies 30 to 50

~per cent below pre-war. Since transportotion, public utilities, and food

processing plants reccive preference in the use of available cocl, industry
in gencral cnd privatc consuncrs arc gronted extromely small amounts, In
Nerwey, Sweden, and Finloend, the shortage of coal has resulted in a great
increcasc in the consunption of timber for snacc-hcating and industrial uscs
with the rcsult that cxports of lumber have declined.

It is clecar that, with the landed cost of American coal cpproxi-
mcetely double thet of British or Continental cocl, only the drastic scarcity
of alzcrnative supnlics is responsible for the high consumption of United
States cocl, In the years immediately beforc the war, cexports from the

1/ The Buropcan Coal Organizetion wes formally esteblished in Jenuary 1946
after six months of successful opcration on & provisional basis. The
Organization cllocates available coal supplics from Buropean cnd forel
sourccs among the principal Buropcan consumers othcr than Russia. Momber-
ship includes Belgium, Denmcrk, France, Greece, Luxembourg, Netherlands,
Norway, Poland, Turkcy, the United Xingdom, and the United States; Italy,
Sweden, Portugal, and Finlend are assoclated with the Orgenization and
abide by E.C.C. rccommecndations.
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principal Europcan coel produccrs totalled about 90 million metric tons

(8¢.5 million long tons) per year., Of this amcunt the United Kingdom
supplied over 40 million metric tons, Germeny over 30 million, Filand

about, 10 million, and Holland and Belgium together € miliion tons., Total
Burope, including the United Kingdom, was o nct cxoorter of eo sal, shDWIyinF
substanticl tonnbb(s to Africa, the British Lominions, and even 3Scuth Amcrice.

The vresent situation is very diffcrent. The Tondon ucon0ﬂlst—/
recertly estimated that Buropcan coal production had fallen from o nre-war
level of 435 million tons to a current level of 290 million, British pro-
duction is 40-45 willion tons below pre-war, & situation traceable t~ ro-
cuccd employnent in the mincs, excessive abscntecism, and a decline of over
10 per cent in output per man per shift. Procuetion in western Germeny is
cown 65-70 million tons--to less thon half the pre-war figure. Coal mines
now tnder Polish control are producing about 45 million tons compored with
pre-wor production of 70 million.

Polish cxports, however, ere somewhat above the pre-wor lovel
since Poland now holds Silesian nining »roperties of some 30 million tons
annucl copacity which were formerly owned by Germeny. Exports are now
running 2t an ennual rate in the neighborhood of 20 million tons, of which
about 10 million tons are consigned to Russia, the Russicn zone of Germony,
Rumanio, Yugoslaviz, and Hungory; the ranainder is shinped to other European
countrics, with Sweden receciving o substontiol shore. Exports from western |
Germony zmounted to cbout 1 million tens monthly during the first threc
quertcrs of 1946, but are now becing shorply curtailed as o result of ncor
cxhaustion of the stockpile of 6 nlllion tons held in the Ruhr ot thc be-
gin;ing of the ycar. The Noctherlonds and Belgium ore receiving substontial
net imports ot the prescnt time. British coal cxports to all destinations
(cxclusive of bunker coal) during the first nine months of 1946 were ot on
annuel rate of no morc than 5 million tons, of which only 45 per cent wes
scent to Continentcal Europe.

Substential improvement in the Zuropcan ccal situation will not
occur until production of coal in the 3ritish-controlled ficlds of the
Germen Ruhr is greatly increased. A minor improvement of production in
this arce may rcsult from incroascd imports of foodstuffs and machinery
naede possile by the agrcement of December 2 between the United Xingdom end
the United Stetcs rcgarding cconomic fusion of their respective occujx.tion
zones in Germany. Some 100,000 Germen prisoncrs of war are reported to be
working in the coal mines of Fronece, 3clgium, and the Netherlands. A speeding
up in the repotriction of these and thousends of other German workers (as
required by the Geneva Convention) has recently been urged by Sceretary of
State Byrnes and a gracual influx of cxpericnced nminers to the Ruhr may
perhops be anticipated over the next yeer. Incrcased consumption of conl
within Germany, however, appecars to be in prospect in view of incrcasing
acccgtance of the contention that Zuropcan reeonstruction demands somcwheot
higher production in German basic industry than was originclly contcmplated.
Accordlnaly it is probablc thot for many months the industrial arcas of

-Burope will continue to rcly heavily upon imports of conl from thc United
States,

1/ Cf. Economist, August 31, 1946, p. 349.
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~Russian Platinum Exports Alexander Gerschenkron

According to a recent report Russian platinum has again appeared
on the market, and several thousands of ounces are said to have been sold
within the past few weeks. There is some question as to why the Russians
failed to take advantage of the extremely favorable price situation which
existed last summer and began to export only when prices had already begun
to fall. The explanation given 'in tracde circles here, that Russian pro-
duction was interrupted by the war and is now being slowly restored, checks
well with such evidence zs has been forthcoming from Russia.

In addition, however, the opinion has been expressed that Russian
platiazum may become in the long run a disrupting factor in the platinum
markets. It would seem that there is little ground for such an expectation,
To cxplain this statement, it may be useful to review the vicissitudes of
international platinum markctings since the turn of the century. The pre-
1914 market was cominated by Russia and Colombia, which together produced
about 90 per cent of the totel output. For more than a decade after 1903,
an intcrnational syndicate succceded in maintaining the price of platinum
at a nigh level until it cisintegrated under the impact of World War I.
Production in Russia ccascd complctely during the rcevolution while at
approximatcly the same time South Africa and Caonade became significant
producers. By 1924/25 international control of the market through ello-
cation of salecs cuotas was agein in effect. Soviet Russia seems to heve
cstablished relotions with the syndicate &t an carly datec, although the
precisc nature of these rclations was uncertain., One authorityl?statcs
that Russien sales were probably limited by the certcl, while another
declarcs that Russia hecame a formel member and remcined in the syndicate
2t lcast up to 1927.2

During those ycars Russian procduction was repidly rccovering and
Russia, still producing a lorge sharc of total world output, was dissatisfied
with thce limitations imposed on it by the syndicate. Accordingly in 1927
Russiz scvercd whatever conncction she may have had with the cortel. The
result wes disruption of the cartel and ¢ fall in prices to about one-fifth
of their previous level, In view of this development it is very unlikely
that Russia profited from her action. At any rate, according to a widely
guotcd German source, the cartel was re-cstablished in October 1931 in the
form of thc Consolidated Platinum Compony, Ltd., London. It included
Canadian and South African produccrs and Znglish and Germon distributing
compenics. 4 fow weel:s later the Colombien producers cnd Russiz joincd the
cartel. fuotas assigncd by the cartcl werc as follows: Russia, 50 per coent;
Canadz, 26 per cent; Colombia, © per cont; South Africa, 15 per cent.z/ The
quota for Russia probably corrcspondced roughly to the Russian share in world
procuction of thc mctal. Whatever lossces Russia may have suffcrced through
the carlier disruption of the cartel; her lecading position scems to have
been rceognized in the new group, Howewer, & radical change in the situ-
ation was close ot hand.

1/ &llende, Ieourcnce, Essai d'ctude monogrephique et stotistique sur les
N . A Y
ententes economigues internationcles, Paris, 1936, p. 206.
2/ Stalcey, Zugene, Raw Materials in Peacc and Wer, New York, 1937.-
3/ Wirtschoeftsdicnst (Femburg), Decembder 4, 1931, p. 197.
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about 1934 a turning point occurred in the vlatinum market es
a result of which the commanding position in the industry passed to the
Canadiens. In that year the International Nickel Comdeny began to exploit
the cooner-nickel Frood mine in Ontario where platinum wes obtained as a
by-product. The cost of production wes limited to the expense of refining,
which in the late 'thirtics amounted to ahout 1-1/2 dollars per troy ounce,
while the amcunt of plotinum obtained became & fuhetion of the copper output,

The volume of Csnadian output of plotinum increased from 27,000
troy ounces in 1933 to 139,000 in 1937 and 155,000 ounces in 1939, while

‘Russia's procuction in the latter yoor (possibly including rclated metals)

was c¢stimated at 145,000 ounccs.l/ Their low-cost procuction made the
Canadicns impervious to threats of competition end they were able to domi-
nete and rogulate the merkct with little regerd to foreign producers. In
fect, maintenence of high prices wes contrery to the intcrests of Conadicn
produzers whosc problem was to broaden the demend for plctinum. A con-
sideroble amount of rescerch wes wndertaken which succceded in incrucsing
industricl utilizution of platinum. Yct to make incdustricl usc possible
the pricc could not exceed 30-35 dollers per troy ounce, or about onc-
quartcr oi the level in the mid-'twentics. Then, in the coursc of the
verious finencial penics of the !'thirtics, ¢ tondency developed for platinum
to bc uscd by spceulotors for hoarding, the Intcmotional Nickcl Compeany
interfcred in order to prevent pricc incrcoscs which would have roduced thc
incustricl demond for the mctel.

The result wos Canadicn price loadership in the platinum merket.

The Russians were able to sell certain cmounts of plotinum ot the arice
fixed by Intcrnational Nickel. Fowever, any cttempt to underscll the
ancdlons would hove been futile as long as the Conadien cost of production
amounicd to less than six per cent of the market price. It is therefore
quitc credible, os rcported by German sources, that the Russicns loft the
cartcl. somctime in 1936, The abnormael pricc develooments of rccent months
may indced be influenced by the reeoppcerance of Russisn platinum. In the
long run, however, the basic fact remains that Russic will not bc able to
increasc substantially thce volume of its sales of nlotinum on world markets
through cny type of pricc menipulotion., It is morc profitablc for the
Russicns to follow the Concdicns then to fight thom. For this rcason, it
is unlikcly thot Russic will prove to be o disrupting forcc on thc plotinum
market,

1/ Deutsche 3ergwerks—zcitung (Esscn), Merch 24, 1044.

The Structurc of Russicn Industry: in Addendum Alcxender Gerschenkron

In the "Notc on the Structurc of Industry in RussiaM (cf. the pre-
ceding issue of this Review) the tentative conclusion was rcoched thet the
rclationship hetween output of producers' goods cnd that of consumers' goods
which is contemplated for the lost yecar of the current Five Year Plan (1950)
1s very closc to thet originelly orojected for the last ycar of the Third
Five Yeor Plan (1942), This conclusion wes suggcsted by scrutiny of the
proposicd output for 2o numbCr ‘of kcy commocditics in thesc two groups of
Russicn industry. It may ¢ worthwhilc, on the basis of this conclusion
and accitionel date, to estimate the rclationship cxisting between these
two groups at thc ond of the wer. This in turn will prcsent on

’




J

- 18 - ) CONFIDZLTIAL

oppor-unity for excmining more closcly somc official pronouncemcnts on the
subject, and for corrccting o statement made in the carlier "Note.®

tical structures for Russian incustry in 1942 and

Assuming idoen
table mey be drown ups

1950, the following

1042 Y per cent 1950 Per cont
(In billions of (In billions of ‘
1926/27 Rubles) 1926/27 Rubles)
Producers' zoods 112 62.2 127.5 62.2
Consuricrs' goods _68 37.8 7.5 2/ _37.8
Total 1€0 100.0 205.0 = 100.0

1/ V. ifolntov, "The Third Five Year Plen for the Netional Econcnilc Develonp—
ment of the USSR.% Rcport made to the 1Eth Congress of the C.2.S.U. (B),
March 14 and 17, 1939, in: The Land of Socizlism To-day and Toms wrowv,
HMoscow, 1939,

2/ Pravde, liarch 21, 1946,

In intreducing the Plan in his spcech to the Supreme Soviet, the
Prcsident of the CGosplon, N, A. Voznesenski, scids #®In the sphere of in-
austriel output of foodstuffs and products of mass consumption the Plan
cnviscges oan annual rate of growth of output of 17 per cent so as not only
to restors but te oxcged the pre-wer level,® It may be cssumcd that Voz-
nesenskl haed a simple rather then o compound rate of growth in mind, @s the
former 1s generally rcefcerred to in Russia., From the forcgoing stateoment some
light may be shed on the situation in 1945. An cvercge annuel increesc by
17 pcr cent lcading, as assumed, to an output of consumers' goods of R 77.5
billion in 1950 implics that the output of these goods 1n 1945 amounticd to
R 41.9 billion. m}n the same speech M. Tozncscnski disclosed, clthough some-
what indirectly,l that the total velue of industricl output in 1945 wes
approximately R 127 billion. These figures indicote the following compo-
sition for Russian industry in 1245:

In billions of

1020/27 fubles ~— Ler.cent
Producers' goods £5.1 67.0
Consumcrs' goods _41.9. 33.0
Toted 127.0 100.90

From this tebulotion it appears that between 1945 and 1950 the
outpu®, of consuncrs' goods is to increase by R 35.6 billion; that of pre-
ducers' goods by R 42.4 billion. This implics on average annuzl rote of
growth for 1 roduccrc' goods (on a non-compound basis) of about 10 per cont
a year, &5 2zainst o 17 per cent rate for the growth of output of consuners
goods. 1hc share of the latter in total output would increasec from 33 ner
cent in 1945 to zlmost 38 per cent in 1950.

1/ Cf. Review of Forcisn Levelopments, Octobor 7, 1946, Supplement, p. 47,
footnote. '
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This conclusion is clezarly inconsistent with enother statcment
of Voznescnski, cuoted in the last issuc nf the Review, according to which
the rete of growth of outout of broducers' geods 1s to be somewhat higher
than that for consumers' goods. Vozncscnski's siotcment thot output »f
consumers'! goods will incrcesc by 17 per cont annually connot be rceonciled
with forceasts of ¢ still higher rate of .rowth for produccrs' goods. This
nay be demonstrated by the in]law1ng two rether extreme cxamples, Let us
firss assumc (though this would be guitc inconsistcnt with the date on
pProjected ocutput of individucl p: ~ocucets) that the totol value of consumcrs!
grods output in 1950 is projected to cmount tn only R 55 billion; this
wvulo moke it just ¢ little highor thon the corrcsponding figore for 1940
(R 53.6 ol¢llon), which L. Voznescnski declorcd would be excceded. On the
besis of o 17 per cent annuel increasc in production of consumption goods,
the structurc of industry indiccted for 1945 would be as follows:

i

In billions of

1926/27 Rublcs Pcr cent

Praoducers! gonds 7.3 76.6
Consumcrs' goods _28.7 23.4
Totel 127.0 100.0

While it is not cntircly out of the cucstion thot consumotisn levels were
rcduced to this cxtont, the forogoing Tigurcs imply on average rate of in-
crease of output of produccrs' goods of no more then 11 per cent. On the
nther hand, if we cssume (whlch is olso quite imnlousible) that in 1945 the
shore of consumers' goods in totel industrial output was the samc as in 1937,
thet is 42 per cont, the 1945 output of consumcrs! goods wnuld havc cmounted
to ebout R 53 billion, cnd the indicated 1950 outnput would be R 99 billion;
this would mcan thoet the output of pricucers! goods for 1945 was R 74 billion,
¢nd that for 1950 wouid be R 106 billion, This implics on average annusl
growth-of output of produccrs' goods of lcss than 9 pcr cent.

It is difficult to cscope the conclusion that Vozncsenski in his
statcuent on o somewhot highor rote of growth of produccrs' gnods ectuclly
referred to adsolute growth It ¢oes make sensc to assumc thot the absolute
inercasc in output of produccrs ~ooao between 1945 and 1950 will be some-
what in cxcess of thot of conswacrs goods, s was indieatcd by the calcu-
lotion on »noge 18 where o alffprcntlgl of abcut R7 billion was shown, It
is quite possible that this differenticl may be somewh:t larger. 3ut 25 long
as Voznesenski's 17 per cent of growth for consumers! goods 1s accepted, it
seems impossible to assume a still higher rate of growth of procucers! goods,

&ccordingly, the situation may be summarized as follows: As
pointed out in the WNote! in the preceding issue of the Review, the war left
Russian industry heavily weighted in favor of output of producers' goods,
Tris is confimed by the forogoing estimates. Tt was implicd in that "Note,"
however, that the relative preoponderance of producers' goods industries would
lrcreasc further in the course of the current Five Ycar Plan, This opinion,
which was suggested by Voznescnsl:ii's statoment, secms incorrect. The Plan
apparently provides for an incrcese in the sharc of consumers' zoods in-
custrics in total industrial output. The fact remains, however, that this
inerease would mcen at west a return to the dow sherc of consumers' goods
which was projccted in cxpcctation of the war.
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Economic Union of Yugoslavia and Albania , JJHLF.

The governments of YU*oslévia and /lbania heve announced an agree-
ment for coordinating the economic plans of their countries, abo! 1sn,ng '
custons borders between them, and uwnifying their financial and monetary
arrangenents, The Yugeslav Covermment has prouised Alhania fgenerous
supnort and consideraile assistance in means of productlon,ghd otherwiseil
in order to raise Albania to a lhigher economic levéI. The apreauent was
signed on November 27. : Y

B

This pect presumably is the first step tOW“rd compLetc 3 Litical
ia) w

and ccononic union of Yugoslavie end Alovenia {and posélbly Bulg which
hes beoen exzpected since the esteblishment of communiggic reg 1nes in these
three countrics, The economic imnortance of union between YugOSIQVLQ and
Albanie would be smell, Albania can offcr Yugoslavic very little, apart
from somc oil ficlds develoned by the Italicns in the inter-wor neriod,
Yugoslavia, on thc athcr hand, might bccome & primary source of foodstuffs
for Albcnie, and, at a later date, might supply textiles cnd some capital
cquipnent. as long cs the Yugoslow ecconomy, however, rcmcins in its present
state of cisorganizetion, Yugoslavia will find it very difficult to ship to
her necighbor goods which she desperatcly nceds for her ovm pcople.

The political importance of a complete union would be greacter than
the cconomic, since it would give Yugoclevic o larger degree of control of
the Eastorn shorc of the idriatic and at the same time would exicnd con-
sidersbly her border line with Greeccc. In view of thesc foets, the Yugo-
slev CGovernment would probably be willing to mekc cconomic secrifices, just
as in the intcr-wor period Ithly;for similar rcasons, investcd considerable
sums in Alhocniz, without rcceiving (and presumably without expecting) fi-
nancial rctu“no.

In this connection it should be noted that Yugoslavic recently
imported & number of Germen #specialistsi? who cre supposed to cssist the
government in mopping ond executing e plan of ceconomic reconstruction and
develomwcnt., This move is un astonishing devarture from the »revious Yugo-
slov policy of killing, jciling, or cxiling ol members of hcr own Gomaon
minority, which had been nrominent for about 200 years in devcloping the
country's naturcl resources. It remcins to be seen whether the newcomers
will turn out’ to be cxperts in egriculture, industry, cnd commercc, or in
the techniques of less pecceful pursuvits.






