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SETTLEMENT OF THE INDIAN STERLING BATANCES Arthur B, Hersey -

Recent negotiations in Tondon have resulted in a partial solution
of the troublesome problem of the sterling balances owed by the United
Kingdom to India and Pakistan, No part of the balances is to be written
off now, The ultimate disposition of about a third of this debt, amounting
in total to about £1,160 million ($4.7 billion), has been settled, Approxi-
mately £220 million is to be used immediately to liquidate certain obligations
of India and Pakistan for surplus property and civil service pensions, after
a partial offset by certain war-connected liabilities of the United Kingdom
to India. India has the frec use of £20 million for current transactions in
sterling, 'and certain rights to draw another £80 million by June 1951, if
necessary. Under a separate agreement, Pakistan will obtain similar drawing
rights, although on a smaller scale, (The division of the total halences,
blocked and unhblocked, bectween India and Pakistan has already been settled in
principle, and is described in a later part of this article,) This leaves an
amount of about £750 millionl/for settlement after 1951, India's Finance
Minister Chetty states that about £200 million of the balances owed to India
may be considered as nomal currency reserves. Presumably this means that
India will -be willing to leave that amount virtually blocked in any final
settlement.

1/ If India, during the next three years, does not have a sufficiently un-
favorable sterling balance of payments to enable her to utilize in full her -
drawing rlghts for £160 million, the residual will be closer to £800 million,




-2 - : CONFIDENTIAL

The foregoing brief outline of the settlement omits the crucial
question of dollar releases by the United Kingdom to India and Pakistan,
In this regard the Indians have had to be content with much less than they
wished, During the twelve months to June 1949, releases of unblocked sterling
for conversion into hard currencies will be limited to £15 million ($60 million),
as compared with £10 million during the first half of 1948 and a much larger
amount theoretically available, though not actually used, during the second
half of 1947. However, the Indian Finance Minister has indicated that for
the duration of this agreement Switzerland and Sweden arc no longer to be
treated as hard-currcncy areas, The British have made no commitment on hard
currencies beyond June 1949,

Apart from the question of dollar convertibility, the broad outlines
of the settlement are about what was expected on both sides. It is true that
some Indians have been demanding a full and final settlement immediately, and
that some fears have been expressed in India that the British, backed by the
United States, or using alleged American pressures as an excuse, would insist
on a scaling down of the total amount due to India., It is also true that some
Englishmen have argued that there should be a general revision of the war
settlements between the United Kingdom and India, But the U.K. Govermment
has shown no intention in the past few years of reopening either the matter
of prices at which supplies were sold to the British military in India or the
terms of the Defence Expenditure Plan under which Britain was liable for the
cost of Indian forces operating outside India. On the other hand, Indian
Government officials have frequently indicated their appreciation of the
balance of payments difficulties of the United Kingdom, It is therefore not
surprising that the negotiators were able to agree on a settlement such as
that outlined above,

The agreement announced on July 15 had been preceded by two interim
agreements covering half-yearly periods and by an agreement in March 1948
between India and Pakistan regarding the division of sterling balances between
the two Dominions.

Before August 15, 1947, India was a single country under British
rule and was allowed to draw on its sterling balances either for sterling or
dollar payments, The U,K, Treasury and Bank of England relied on the Reserve
Bank of India not to allow excessive drawings., By the middle of 1947 the
sterling balances of the Reserve Jank of India had fallen to £1,160 million,
from a peak in March 1946 of £1,290 million.

The provisions of the United States-United Kingdom Finaneial Agree-
ment of 1946 requiring convertibility of sterling were due to come into effect
on August 15, and the creation of two indevendent dominions in India was
scheduled for the seme date, It was therefore necessary for the United
Kingdom to arrive at a formal agreement with India under which India would
have the free use of a certain part of its sterling balances, while the rest
would become ingccessible for current transactions of any kind, An agreement
for the second half of 1947 was entered into by the United Kingdom with the
Government of undivided India on August 14, 1947; this became binding on both
of the new Dominions after the partition on the following day. This agreement
set up two accounts for the sterling held by the Reserve Bank of India.
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Account No. 1 was credited, as of June 30, with £65 million, of which £30
million was to be a 'working balance",l/ Current transactions in any currency
were to be freely debited and credited to this account, Account No., 2, con-
taining the remaining £1,095 million, was to be blocked for the duration of
the agreement, except for capital movements between"Indiat (pre-partition)
and other countries of the sterling area., Upon agreement between the Bank of
England and the Reserve Bank of India, the net balance of such movements would
be periodically transferred to or from the unblocked Account No, 1, In this
agreement "India" also committed itself not to restrict (a) the acceptance
of sterling for current transaction payments due to "Indian" residents or
(b) the availability of rupees obtained by sterling area residents through
current transactions. These commitments with respect to sterling imposed on
"India" the obligations which, with respect to all currencies, were deferred
under the Articles of Agreement of the International Monetary Fund until the
expiration of the transational period on March 1, 1952, "India" further
agreed not to restrict the repatriation of investments and savings from
"India" by United Kingdom residents or persons of United Kingdom origin
leaving "India" for home, These parts of the 1947 agreement, defining the

. sense in which India and Pakistan now belong to the sterling area, were ex~
tended to June 30 J1948, and have probably been extended again by the most
recent agmement.é

This agreement of August 14, 1947, was not affected by the modifi-
cations of sterling convertibility introduced by the United Kingdom, with
U.S. approval, on August 20, Mr, Chetty stated, however, at a press conference
on the 22nd, that India would respond to Britain's appeal to minimize its
dollar demands,

By the end of 1947 the Reserwve Bank's sterling balances had fallen
to about £1,135 million, a2 decline of £25 million from June 30. Probably
most of this decrcase was in the No., 1 Account, bringing it down from £65
million to, say, £40-45 million, Dollar requirements arc believed to have
been heavy during this period,

An agreecment for the first half of 1948, in the form of an exchange
of letters3 modifying the original agreement, was signed by India and the
United Kingdom on February 15, 1948, The belance in the No, 1 Account was
carried forward and a fresh net transfer of approximately £14 million was
made from the No, 2 Account..l_*/ The resulting balance of something less than
£60 million as of Jamuary 1 still included a "working balance" of £30 million
and the remainder rcpresented India's minimum drawing rights for a six-month
period, However, net drawings for transactions with hard currcncy areas—-
defined for the purposes of this half year's agrecment as including the

1/ Defined more fully as "a working balance which may be drawn upon from time
to time to mcet any temporary shortage in India's available means of pay-
ment abroad", For the text of the Agreement, see Reserve Bank of India
Bulletin, September 1947. :

2/ The text is not yet available, '

_3/ Published in Indian News Chronicle, New Delhi, March 3, 1948, and summa-
rized, together with the corresponding United Kingdom-Pakistan agreement,
in Reserve Bank of India Bulletin, April 1948, '

4/ Actually £18 million was trensforred to the No. 1 Account and about £4
million of the amount eredited to the new Pakistan Account came from the
No, 1 Account.




-4 - \ CONFIDENTIAL

Western Hemisphere, the Philippines, Japan, Switzerland, Sweden, and the

Belgian and Portuguese monetary areas—were to be limited to only £10 million,
These drawing rights were no longer to be shared with Pakistan. A separate
"Pakistan Account!, still owned by the Reserve Bank of India, was set up,

and to this was credited approximately £20 million, under the terms of this
agreement and of a separate agreement between Pakistan and the United Kingdom.l
Of this amount £10 million was to be treated as a "working balance", Pakistan's
net hard currency drawings for the six months were to he limited to £3.3 million.

The opening of a separate account bearing Pakistan's name probably
made no real change in the way the accounts were operated by the Reserve Bank
of India on behalf of the two Dominions, As early as August 23, 1947, the
Indian Finance Minister had indicated that India and Pakistan would agree on
their respective totals for import licenses. On November 29 he explained to
the Legislative Assembly the import licensing arrangements which had been
agreed to in the Partition Council.2/ The Reserve Bank of India continued to-
buy and sell foreign exchange in Pakistan in 1947 and the first half of 1948,
Originally it had been agreed that Pakistan would take over this function on
April 1, 1948, and would take over the note issue and other central bank
functions on October 1, 1948, As a result of discussions early in 1948 it
was decided, however, that the Reserve Bank of India would continue to perform
both functions until, and only until, June 30, 1948,

The actual shift of ownership of a part of the sterling balances to
Pakistan has had to await the opening of the new "State Bank of Pakistan" on
July 1, 1948, The India-Pakistan negotiations in early 1948,2/in addition to
changing the takeover dates, redefined in a much more satisfactory way than
before the principles which are to detemine Pakistan's share of the sterling
balances.4/ These principles, which are by no means ungenerous to Pakistan,
will work out as follows. When Pakistan national and provincial govermment
balances at the Reserve Bank of India, and also the reserve balences of banks
in Pakistan, are transferred to the State Bank of Pakistan, the Reserve Bank
will pay the State Bank in sterling. After deducting (1) these transfers,
(2) payments to the United Kingdom under the settlement announced on July 15,
and (3) the balance in India's No., 1 Account at the Bank of England, the
remaining sterling assets of the Reserve Bank of India will be divided between
the two central banks in proportion to the outstanding note circulations in
the two Dominions. The amount of the circulation in Pakistan is defined for
this purpose as the amount of PaKistan notes issued by thc Reserve Bank of India

1/ Announced by the Pakistan Ministry of Finance on February 23, 1048, ,

g/ See this Review, May 18, 1948, for an explanation of the composition of
the Partition Council and a discussion of the agreements reached on di-
vision of govermment assets and liabilities,

3/ The results of these negotiations were formalized in an Amendment, dated
March 31, 1948, to the Pakistan Monetary System and Reserve Bank Order of
August 14, 1947,

é/ The earlier arrangement, embodied in the Pakistan Monctary System and Reserve
Bank Order of August 14, 1947, and in the agreement of December 12, 1947,
between India and Pakistan (see this Review, May 18, 1948), contemplated
the early transfer to Pakistan of a certain sharc of the sterling held in
the Issue Department of the Reserve Bank of India and subsequent sales to
Pakistan, for rupees, of additional blocked sterling up to a limit worked
out by a very complicated formula,
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on behalf of Pakistanl/plus India notes returning from circulation in Pakistan
and delivered by the State Bank to the Reserve Bank during the twelve months
ending June 30, 1949,

It may be roughly estimated that Pakistan's eventual share of the
sterling balances held by the Reserwve Bank of India on June 30, 1948, will
be of the order of £140 million, as shown in the following computation, based
on an assumption that the note issue is divided in the proportion of 90:10 :

Reserve Bank deposits of Pakistan Govermment

and provinces (May 28) £ 51 million
Reserve Bank deposits of banks in Pakistan (estimate) 9
Estimated 10 per cent share of residual sterling 80

£140 million

The residual amount of sterling, of which 10 per cent is assumed to go to
Pakistan, is caleculated as follows:

Total sterling of Reserve Bank (May 28) £1,160 million
Deduct: Pakistan deposits at
Reserve Rank £ 60 million
Net payments to United Kingdom 220
India's No. 1 Account - _80 360
Residual to be shared £800 million

Thus Pakistan receives about £140 million, or 15 per cent, and India
about £800 million of the total of about £40 million left to the two Dominions
after the settlement of July 15, These are rough estimates based on incomplete
and preliminary information,

In determining the total of unblocked and blocked sterling which
will continue to stand to the credit of India and Pakistan, the negotiators
took into account the following figures:

Capitalized value of pensions payable to retired
civil servants by the former Central Govern-

ment and by provinces £176 million
Final payment for defense equipment and other
asscts turned over to India and Pakistan 100
276
Less: Final payment by United Kingdom under
Defence Expenditure Plan 55
Net amount due United Kingdom £221 million

1/ This issue began in April and ceased at the end of June.

2/ Financial Times, London, July 16, 1948, Mr. Chetty stated in New Delhi
that the payment for Central Govermment pensions was £147.5 million, to
purchase a tapering annuity starting at £6.3 million and falling to zero
in 60 years., He gave the payment for provincial pensions as £20,.5 million;
this presumably covers only the provinces now part of India.
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At the time the recent negotiations started in Tondon, the India-
Pakistan sterling balances had increased by about £25 million over the year—
end figure of £1,135 million, Since India's No, 1 Account was less than £&0
million at the end of 1947 and is now stated to be £80 million, it is evident
that most of the increase was due to a favorable Indian balance of sterling
payments on current account. To the extent that India found it necessary to
use the dollar drawing rights of £10 million allowed during the first half
of 1948, the sterling surplus must have excecded the incrcase in sterling
assets, This surplus is ascribed partly to the restrictive import policy
introduced in July 1947 and partly to scasonally large shipments of export
products, It is known that India has continucd to have a dollar deficit;
during the first half of 1948, India purchased $44 million (£11 million) of
dollars from the International Monetary Fund or 44 per cent of her total
drawing rights on the Fund for a 12-month period.

Because of the relatively large balance (£80 million) in India's
No. 1 Account, it is unlikely that fresh trensfers from the No. 2 Account
will be needed in the near future, If the meximum transfcrs of £0 million
allowed by the recent agreement arc actually made by June 30, 1951, and if
only the working balancc of £30 million is kept intact, India's drawings on
the Bank of England for current transactions will total £130 million or an
average of £43 million a year, There arec too many imponderables in India's
halance of payments to allow any appraisal of the assistance this agreement
may give India in its programs of rchabilitation and development, It is clear,
however, that the £15 million ceiling on dollar rcleases for 1948-49 is so low
as to force India to seck other sources of dollars, including an cxpansion of
its dollar export sales.

FEDERAL TAX TRENDS IN TATIN AMERICA Dorothy J. Lichens & Ernest C. Olson

Until the late !thirtics, income taxation played a very subordi-~ -
nate role in the aggregate fedsral revenues of the Letin American republics.
Customs duties and related revenues wcre among the most important sources of
government income, Duties were lcvied on cxports as well as on imports but
revenue from the fomer was particulerly unreliable because of its vulnera-
bility to sudden shifts of demand abroad and to crop failures at home, While
proceeds from import duties werc also subject to wide fluctuations; they were
a considerably morc stablc source of rewvenue than taxes on exports, Despite
these uncertainties, customs duties were favored principally because of the
importance of forcign trade to the economics of these countries and the com-
parative ease of collecting customs dutics.

While Letin American tex systems were, and still are, characterized
by a preponderance of indircct taxation, direcct taxes have not been entirely
ignored, In this article thc role in totel revenucs of income taxes and
customs proceeds is oroesented with regard to five Latin American republics:
Argentina, Brazil, Chile, Colombia, and Mexico, Income tax laws have becn in
existence in some of these republics for many years. Neverthcless, except in
Colombia, until thc advent of the recent war these texes were only of minor
importance in the countries under review, This was so not only because tax
rates were low and tax bases narrow but also because evasion was widespread
among those asscssed.
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Under the impetus of the war, exports increased enormously while
imports were sharply reduced. Incomes rose to heights never before experi-
enced in Latin America, The increased yield from export duties, however,
could not offset the sharp decline in receipts from import duties. Govern-—
ments confronted with the paradox of budget deficits growing out of reduced
total customs rcceipts and increased costs in a period of unparalleled pros-
perity turned to alternative sources of revenue, particularly the taxation of
income. As a result, for the five countries studied income tax receipts began
to provide substanticl compensation for the loss of customs revenucs, The
increase in income tax receipts was due not only to higher tax rates, impo-
sition of excess-profits taxes, and precsumably to somewhat improwed collection
techniques, but also to higher prices and increased business activity.

In the following table, income tax receipts and customs revenues
are compared, wherever possible, with total tax receipts, Where this has
not been possible, it has been necessary to make comparisons with total
receipts or ordinary rcvenues. All the percentages found are in varying
degrees influenced by changes in revenues from sources other than customs
receipts and income taxes, This is especially true when customs receipts
and income taxes hawve been related to total revenue rather than tax receipts
alone, Notwithstanding this limitation, the percentage ratios are useful for
comparisons over time although the data are not suited to cross-section com-
parisons for any one yecar,

The data presented below generally reveal for each counbdry a steady
increase both in the totals and in receipts from inecome taxes for the years
reported, Gustoms rewvenues, on the other hand, exhibited some variation,
decliming during the war and increasing thereafter. During the prewar years
customs revenues tended to increase over the 1933 values, reaching a prewar
maximum between 1937 and 1941. A downward trend set in during the early years
of the war but was reversed in Brazil, Chile, and Mexico in 1943, The turning
point was reached by Colombia in 1942 and by Argentina in 1944,

The prewar upward trend in customs receipts appears to have been
largely the result of the growing volume of trade, This development was
arrested as large traditional overseas sourccs of imports disappeared, first
in Europe and later in the United States. The subsequent downward trend was
probably slowed to a considerable extent, if not halted, as a result of in-
creases in prices rather than in quantitices of imports, since the resources
of the principal ovcrscas suppliers were fully occupied with the prosecution
of the war. Morecover, increased receipts from export taxes likewise contri-
buted somewhat to the carly reversal of the downward trend.

Since the end of the war, customs duties have increased in im-
portance, and in all of the countries studied have far exceeded their prewar
levels., This has been primarily owing to thc cnommous war-deferred demand
for imports of every description, for luxuries as well as for badly needed
replacements of worn-out capital cquipment, Steadily rising prices for such
imports have undoubtcedly contributed to this trend.

The importance of customs revenues and income tax receipts in
relation to total rcceipts, total taxes or total ordinary receipts has
changed substantially since prewar years, In 1933 income taxes furnished
only a small percentage of governmment revenues while customs duties provided
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a much larger share, In 1947 in all of the countries under review income
taxes formed a larger percentage of the total than customs revenues, During
the war the percentage share of customs revenues declined, although the
initial and terminal dates differed in the various countries. By 1944-45

the downward trend was arrested, and since the end of the war the percentages
for Brazil, Chile, and Mexico have tended to remain at approximately their
1945 levels, while Argentina and Colombia have experienced upward trends,

Income tax receipts during prewar and early war years provided a
steadily increasing share of federal revenues, Between 1943 and 1945 a
turning point was reached in all five countries studied. luring 1946 there
was a general tendency for the percentage ratios to remain at or decline
slightly from the levels of 1945 but in 1947 the ratios increased over the
1946 level. In Colombia the percentage for 1947 receded slightly from the
1946 level,

, From the foregoing it is apparent that rewvenues from income taxes
have grown in importance in the Latin American republics in recent years and
may very well continue to furnish substantial shares of government revenues,
It is also evident that customs revenues provide smaller shares of total
revenue now than before the war but eppear to be approaching prewar levels,
The absolute magnitudes of such levies have increased substantially. The
greater use of income and excess-profit taxes has introduced a measure of
progressive taxation in otherwise regressive tax systems. In most of the
republics there rcmains to be explored, however, a source of revenue which

has remained virtually untouched, the taxation of land, While urban real
estate is usually taxed, other land is either taxed at insignificant rates or
not at all, Although opposition to such taxes on the part of influential land
owners has heretofore vrevented their assessment, it does not necessarily
follsw that such opposition will be as effecctive in the future as in the past.
The absence of land taxes obstructs full utilization of land through pemitting
large holdings to be held intaet at little cost for speculative purposes, and
it is quite possible that more liberal govermments may turn to such sources

of revenue not only for fiscal purposes but in order to facilitate agricultural
development. It is not unlikely that future govcrmment policy, increasingly
concerned as it is with economic development, may require the taxation of
land, both for fiscal and developmental reasons.
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207.0
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100

16
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100

17

100
32

46

100

14
29
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P
NOTES ON SOVIET GOLD QUTPUT Alexander Gerschengron

Information presented in these notes is based on conversations and
correspondence with one Mr, P,, who, between 1936 and 1942, worked as a
political prisoner in the gold fields on the Kolyma River in Northeastern
Siberia, The period of six years which has elapsed since the man has left
Siberia doubtless detracts somewhat from the value of the information, Some
of the facts may have become blurred in his memory, and he has no knowledge
of developments after 1942. Nevertheless, his data have been found to be
internally consistent, and, in default of other sources of knowledge on
Russian gold, they are believed to shed some light on the subject.

The gold mining along the Kolyma River was, and presumably still is,
carried out by Dal!stroy which is an agency of the Secret Police (NKVD --now,
MVD). All mining proper was performed by prisoners, As a rule, mining was
done on the surface of beds of small creeks flowing into the main river, Only
in exceptional cases shallow mines of about 40-50 feet in depth were built,

No strips were worked unless the gold-bearing sand had a minimum gold content
of 5 grams per cubic meter {one Troy ounce = 31,1035 grams)., The average gold
content, however, was higher, and amounted to about 20 grams per one cubic
meter of sand, The soil remained pemmancntly frozen, and as a result the
opportunities for mechanization were small, Most of the' digging was done by
tools. There was only a limited number of steam shovels, Two American
excavators which were brought to one of the fields in the region proved ill-
suited for the frozen soil and were under-utilized, The winter months were
devoted to gold digging. Gold washing was done during 100 summer days only,
In 1938, an attempt was made to wash gold in the winter months by channeling
steam into the mincs so as to unfreeze the soil and to melt the ice, but the
losses of gold were staggering (about 60 per cent), and the attempt was
abandoned.

Total gold output of the Dal'stroy is said to have dewveloped as

followss
Table I
Values in
Gold Output Millions of Tollars
(In metric tons) (At 35 dollars per oz.)
1936 100 113
1937 140 158
1938 200 . 226
1939 175 196
1940 150 169
1941 100 7 113 ?
1942 50 7 57 %

The increasc in output until 1938 seccms to have been caused by the
steady growth of the labor force. In 1936, there were ahout 40,000 workers
who were engaged in mining throughout the year., The corresponding figure for
1938 was 110,000 workers. It should be noted that the total number of forced
labor in Dalt'stroy was about twice as large. Prisoners who did not work in
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the mines throughout the whole year were engaged in construction, lumbering,
and even agriculture; the latter was conducted in hothouses, During the

short summer season, however, about 90 per cent of all prisoners were occupied
in gold washing. The high output of 1938 was also caused by a change in the
working conditions in the mines, "While in 1937 the working day lasted for
about 9 hours in the winter and 10-12 hours in the summer, it was increased

in 1938 to 12 hours in the winter and 14-16 hours in the summcr., Finally,
output in 1938 was also increased somewhat by the previously mentioned attempt
at winter gold washing, The following decline in output in 1939 is essentially
explained by two factors: (1) In 1939 working hours were reduced to 10 hours
in the winter, and 12-14 hours in the summcr, The extremely high mortality
among prisoners in 1938 is said-to hawve caused the change in working hours;

(2) a considerable portion of the labor force was taken off mining and dis-
patched some 300 miles west of the Kolyma River to construct a new mining camp,
It was, incidentally, this field--the so-called Western Administration of-
Dal!stroy—~that Mr, Wallace visited during his journey to Siberia in 1943.
After the outbreak of the war, about 50 per cent of the labor was sent to

tin mines and road building, (Dal!stroy maintains-a large tin mine about 500
miles west of the mouth of the Kolyma River.) Mr. P. refuses to credit various
previously published reports according to which Soviet gold produetion con-
tinued undiminished throughout the war,

With regard to total Russian goid output the following estimates
were ventured,

Table 11
Total Gold Output of the U.S.3.R, Dal'stroy Gold Output
In metric In millions of dollars as Percentage of
tons ___(at $35 per oz,) Total U,3.S.R. Output
1936 180 203 57
1937 200 225 70
1938 250 280 80
1939 200 225 87
1940 180 203 83
1941 120 135 83

For the years 1936-38 the series on total Soviet gold output as given in the
preceding table may be compared with the date on Russian gold output in the
Federal Reserve Bulletin, The former are consistently higher than the latter.
For 1936 the discrepancy is only 9 per cent., It increases very greatly, how-
ever, for the two following years, and amounts to 22 per cent in 1937 and 53
per cent in 1938, When confronted with these discrepancies, Mr. P. expressed
the opinion that the Federal Reserve data had underestimated the rapid growth
of gold output in the Kolyma region.

It is wvery interesting to note from Tables I and II that the ex-
pansion of output by Dal'!stroy apparently was accompanied by a fall in the
output of gold fields outside the Kolyma region, that is to say in the old
Russian fields on the Lena and the Aldan in Siberia and in the Urals., The
higher cost of production in the latter fields was given as an explanation
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for the contraction of output, In this connection some data may be adduced
on the cost of production in Dal'stroy. The average cost of output for the
whole region developed as follows:

Table III
Cost of Production
(In rubles per 1 gram of fine gold)

Planned Cost ‘Actual Cost

1936 20 20-22
1937 20 20-22
1938 18 25
1939 18 27-28
1940 22 30
1941 22 25

The order of magnitude of the preceding figures scems to be con-
sistent with the general trend of cost of production in the years 1928-35;
cost data on the period just mentioned were previously obtained by this ’
writer from an American engineer who had worked for some time in the Russian
gold fields, The planned reduction of cost in the preceding table between
1937 and 1938 presumably reflects the Soviet expectations in connection with
the lengthening of the working day in 1938 which also was accompanied by a
drastic reduction of money payments to prisoners, If the preceding figures
are correct, these expectations were not fulfilled and the actual cost con-
tinued to rise., The fall in actwal cost from 30 rubles per gram in 1940 to
25 rubles per gram in 1941 is associated with the effect of additioml capital
investment in the mines, but the precise nature of this investment has not..

/“been clearly explained, Possibly the reduction in the cost of production ;
was the result of increasing returns which accompanied the fall in output. x’

o

This writer feels that the cost of production data as given in the
preccding confimm the contention that gold is a relatively high cost industry
in Russia, This may be illustrated in the following fashion, The price of
$35 per ounce corresponds to a price of about $1J25 per gram. Since the
actual cost of production in Dal'stroy in 1938 was 25 rubles per gram, a
rate of 22,2 rubles to the dollar is implied, Computations made a few years
ago revealed that the rate of exchange which was appropriate for converting
from current rubles into dollars the wvaluec of Russian industrial output of
1938 was about 8 rubles to the dollar. In the Russian concept, "industry"
includes output of such major export products as lumber and manganese; it
can be confidently stated that for these products whose output in Russia
enjoys a comparative advantage in world merkets, the appropriate rate of
exchange in 1938 was lower than the awverage rate of & rubles to the dollar
for the industry as a whole, In othicr words, per 100 rubles invested in
producing lumber or manganese the Russians may have been able to obtain
three times as many dollars as compared with 100 rubles inwvested in producing
gold, This differential is very considerable indeed. ZEven if the relative
ease with which gold can be stored, transported, and sold is taken into
account, production of gold in Russia would still seem an economically
irrational enterprise. It also should be remembered that output in fields
other than those of Dal'stroy secms to hawve been subject to even higher cost
of production. It is true that the Russians combine the purpose of gold
mining with that of correction, or rather punishment, but the latter purpose
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still would be achieved if the prisoner labor force were to be engaged in a
more efficient occupation, such as lumbering. This writer tends to believe
that the continued use of large Russian resources in gold production is not
derived from any strict calculus, but is the result of arbitrary decisions
based on a series of vague notions, such as fecar of a repetition of the
disastrous declinc in terms of trade which was experienced in the Great
Depression; and the repeatedly professed belicf that the capitalistic
world economy cannot function except on the basis of gold,

Gold production undoubtedly employs a relatively considerable
portion of Russian resources. In 1937 the actual cost of output in
Dal! stroy was 20-22 rubles per gram., Applying the amount of 20 rubles
per gram to the total 1937 gold output of the U.S,3.R., which has been
estimated for 1937 at 200 tons (cf. Table II), an amount of 4 billion
current rubles is obtained as representing the total cost of gold output
in 1937. On the basis of previously made computations, the net income from
industry in-the same year may be roughly estimated at about 100 billion
1937 rubles, While the figurc of 4 billion rubles is indeed 2 gross figure,
the ratio of value added to total cost is undoubtedly very high in gold
mining. It may be assumed accordingly that gold output accounted in 1937
for about 3-3.5 per cent of the total nct income from industry. This is a
very substantial proportion.

The data on output as given by Mr., P. tend to disprove the variously
expressed beliefs that the current amnual velue of gold output in Russia may
be in the vicinity of $600 million (16-18 million ounces). Such a contention
was recently reiterated in an article of the Jondon Economist (May 29, 1948).
Statements of this sort should be taken with great cauticn., The fact is that
in the mid-thirties further expansion or even maintenance of the thcn cxisting
levels of output, was regarded as an extremely difficult task. American
engineers who at that time worked in the Russian gold fields beliewed that
meintenance of output was premised upon: ' '

(1) better supply of fond to the mines to assure a
sufficiently large labor force;

(2) further increases in mechanization of the mines; and
(3) greater independence in the position of the mine managers.,

It secms thaet in an unbelievably ruthless way the problem was
solved by the transfer of more than-80 per cent of gold output to the
administration of the Secret Police,  The NKVD manager was free from
burecaucratic and political pressures. Through the use of political prisoners
a sufficiently large labor force was assurcd while the food supply to the
mines not only did not increcase, but was allowed to deteriorate. Finally,
the plentiful supply of cheap labor rcndored large-scale plans of mechani-
zation unnecessary. This ruthlcssness apparcently bore fruit, If Mr. P,
is correct, total Russian gold cutput in 1938 was in the vicinity of 8 million
ounces, whereas American engincers in the 'thirties tended to doubt that gold
output would ever pass the 7 wmillion ounce mark. Even so, the fact thet
despite the brutal disregard for human lifc in Dal'stroy the cost of pro-
duction was staggeringly high, in conjunction with rcductionsof output out-
side the Kolyma region, should serve to cmphesize the existing limitations
and to warn against cxaggerated estimates of Soviet gold output,





