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Introduction

This.paper endeayors‘to demonstnete that monetary policy in
Aunderdeveloped oountriee is not rendered impotent by the absence of a
broad end aotive money market, and that monetary policy in these
countries can make a substantial contribution to orderly and well-
belenced economic growth.‘

In fact, economic stability and.deyelopment shonld'be the
principal objectives of central banking, As is explained in the next
section of this paper, howeyer, most central benks in the underdeveloped
oountries were established at a time when the objectives end scope of
central banking were muchlmore modest It is largely a result of the
Greet Depression and the economio dieturbances occasioned by World Wer II
end its aftermath that monetary policy is now primarily and more directly
concerned with the broad task of promoting the optimum utilization of a
country'e economic resouroes. If these brnader respensibilities are tn
be carried out effectively, however, substantlal changes in present
monetary and eredit policies, amd in exlsting banking legislation, will
be necessary in many cases.

It is obvious, of course, that even if these changee are made,
monetary policy by itself eannot produce the fullest measure-of economic
stability end development attainable by a country's cwn efforts. The

final outcome will depend on whether the actions of the government and
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the public add to, or detract from, the best efforts of the central bank, ‘

Nevertheless, monetary poliey can make an important contribution of

its own, 1In order to highlight the nature and extent of this contribu~-
tion, references in this parer to the desirability of complementary
action by the go?ernment are 11m1ted largely to cases in which specific
objectives can be attained only through a Joint effort by the govermment

and the central bank, | '

The objectives of monetary policy

Up to the end of the First World War, the primary obgective
of central banks in the leading 1ndustrial natlons wes generally con-
sidered to be the maintenance of unrestricted convertibility between
the country's currency and gold at a stable rate of exchange, In addi-
tion, central banks were expected to prevent flnancial panies by ecting
es lender of last resort and to provide elasticity to the supply of
bank credit in order that seasonal end other temporary needs for credit
could be met with a minimum of strain on the banking system. In thls
way, central banks were to mitigate some of the disruptive incidental
effects nf the operation of the gold standard mechanism. in times of
wer, when national survival was at stake, oentral banks were to see to ‘
it that the war offor was not impeded bv a lack of funds for the goverm-
ment, | | | | o |

-

Little or no attention, however, was viven to the question of ,
: 1
central bank responsibility for maintaining domestlc economic staebility,

1 See, for example, E. A. Goldenweiser, American Monetary Poliey
New York, 1951), p, 110,




Unemployment of labor and cepital was regarded to be largely a.
~ frictional and transitory problem, and a necessary part of the process
of edjustment required by distortions in the price-cost structure,
The gold standerd theory, which provided the "rules of the game" that
governed central banking,was essentirlly a stutic theory, which ignored
the problem of the business cycle, a8 Professor John H, Williams and
others have pointed out.&/,Changes in the money supply were to be
determined primarily by the balance of payments, rather than by the
level of domestic economic activity, Whenever gold was flowing intn
the country, the central benk was expected to inmcreese the domestic
credit base not only by purchasing gold but also by expamnding its
‘domestic assets, Similarly, when gold was flowing out of the country,
the centrel bank was expected to contract credit, - In this manner, the
influence of gold movements on the domestic-economy was.to be megnified,”
This does not mean thet the central bank was expected to
expand credit to the absolute limit permitted by its reserve requirement
whenever gold flowed into ths country, If it did so, it would not have

the necessary "excess capacity" with which to accommodate seasonal and

other specicl demends for credit of a semporary neture, It would be

l/ Cf, John H, Williems, Internatiors? MoreSrry Ospuaizetion and Policy,
iIn The Lessons of Monetary Experience, edited by A, D. Gayer (New York,
1939, p. 20,

2/' See International Currency Experience, League of Nations, 1944,
Chapter IV, Sec, I,
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uneble to carry out its responsibility as lender of last resort and

would lose practically all its freedom of actlon. Accordingly, it would
be more exact to ssy that central banks were expected to expand credit
by an emount which would be consistent with mainteining sufficient
"excess reserves" to assure freedom of action in special temporary
circumstances,

One other qualification should be added. It was quite com=- '

patible with the "rules of the game" that central banks not expand or
contract their domestic assets if a gold movement geemed likely to be
of brief duration and to be reversed in the near future, In such cases,
central banks could quite properly endeavor to.minimize rather than
megnify the impact of the gold movement on the domestic economy,

With the foregoing qualifications, however, central bank
credit policy wes to be governed more or less automaticaliy by changes
in the country's gold reserves, Adjustments in the central bank's re-
discount rate, supplemented by open-market operations in commercial
peper and in government securities, were believed to be sufficient, prior
to World War I, to implement central bank policy objectives,

In the ninecteen~twenties, the thinking of monetary euthorities .
wes still copditicned by the objectives and irstitutional cheracteristics
of central banking in the pre-war period, and it was generally hoped
that the clessical norms of monetary policy could be restored as a pert
of world ecoromic and firancial recorsiruction, Thls hope was reflected
in the legiclation which established centrel “anks n urdsrdeveloped

areas during the pericd, .
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It is important to note that the establishment of these banks
was not closely associated with any avowed desire or intention to manage
the supply, availebility and cost of credit for purposes of -stabilizing
domestic economio activity or of promoting economic development, As
in the cese of the more advanced countries, it was generally believed
that the unregulated operation of economic forces under laisseg-faire
and the gold standerd would produce the optimum rate and pattern of
economic growth, For this reason, the attention of central banks wes
directed toward the smooth and efficisnt operation of the banking
system in accordance with the principles of the gold standard and of the
commercial loen theory of banking, Little conscicus attention was given
by monetary authorities to the problems of ‘sconomic stability and de-
velopment as such,

The world-wide depression of the nineteen-thirties hit the
underdeveloped econcmies pertiocularly hard, Specializetion in the pro-
duction for export of & narrow range of primery products in which they
had a comperative adventage made these countries very vulnerable to a
decline in foreign demand for their precducts, It has been estimated,
for example, that export earnings represent about a quarter of national
income in most Latin American countries, es compared with less than one-
tenth of neticnal income in the United States,

The shock of the depression led to a re~examination of the
doctrine that observance of the principles of laissez-faire and the

gold standard eutomatically would lead to an optimunm allocation of
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resources and to a rapid rate .of economic growth, There arose a strong .
conviction among underdeveloped countries everywhere that governments
must consciously intervene in economic processes if & country is to
have & well-balanced and expanding economy, and that the long=-run gains
of such intervention would more then compensate for possible short-run
losses in real income, This conviction, which sprouted in the depression
years of the nineteen~thirties, ceme into full form during the war and ’
eerly postwar periods. Government promotion of economic development
now seemed imperative if stendeards of living were to be rsised end
made less vulnerable to depressions in the industrial countries end +to
wartime non-aveilability of imports,

This reorientation in the thinking of underdeveloped countries
nn the general subject of economic development has quite naturally been
eccompenied by similer revisions of their thinking on central banking,
Governments and economists have come to place more and more emphasis
on the responsibility of centrel banks to promote economic stability
and development, Much more sttention is now given to the question of
the implications of the existing exchange rete for the domestic economy
of the country concerned, and chenges in exchange rates are generally .

regarded as being in order whenever they create a fundemental obstacle

to full employment and exchange convertibility,

Relationship between aggregate demand end the supply of money

The greater the extent to which demand for currently produced

goods and existing assets responds to changes in the public's holdings




~ of money, the greater are the potentialities of monetary policy for
preventing both infletions end deflations, thereby facilitating full
and effective utilizetion of a country's resourcss,

There are good reasons for believing that the demand for goods
and other assets.in underdeveloped countries responds much more closely
to changes in the stock of money than it does in the United States. One
of the characteristics of underdeveloped countries is en unwillingness
of the pubiic.tq hold assets in the form of money, This means that
holdings of money are generally kept to the minimum required for trans-
ections and precautionary purposes,

There are several factors contributing to this situetion,

Each of them is of some importanmce in most of the underdeveloped
countries, although the relative importance may very from country to
country,

First, the purchesing power of the currencies of meny of these
countries, not only in terms of domestic goods but also in terms cf im-
ports, has dropped rather sharply over the years, and many people have
firm expectations that the inflationary policies which have contributed
to this decline will oonﬁinue, or ﬁill be resumed, Thase:are important
factors induciﬁg people to hold théir savings in fdrmS‘which will appre~
eiéte in monej velue as tge-éurch;sing‘power of moneyldeciines.

Second, tﬁefbulk of - the populatinn of most of the underdeveloped
countries has such low‘reai incomesvthat any<increasé-in their money in-

'comea is spent almost immediately.



ﬂ8-

Third, for a variety of reasons, wealth held in the form of

real estate, whethar.urﬁan or rural, has more'prestige value in under=-
develoﬁed countries than in the Uhited‘States; The "prestige" element
of holding property rether than cash or secufities cannét be enfirely
divorced from the inflation factor which has already been mentioned,
Nevertheless, the prestige element is of some importence even in

countries such as Guatemals, Cuba ard El Salvador which have had a

history of currency stability for many years,

For thé foregoing reasons, therefore, it seems reasonable to
conclude that given changes in the mohey supply lead to larger changes
in money incomes in the underde%eloped countries than inwcounﬁrieé
like the United Stastes, Because of this éreater "leverage effect",
centrel banking in underdeveloped countries can influence ﬁhé ievel of
prices and money incomes more readily then is the case in the more ad-
vanced countries, in which central bank measures to alter fhe supply
of money mey be largely offset by'changes in the income velocity of

.];/ .
money,

1/ The responsiveness of aggregate demand in underdeveloped countries
%o changes in the money supply also provides the conditions under which
increases in foreign exchange reserves can rapidly be reflected in
domestic price inflation if appropriaste counteraction is not taken by
the monetary euthorities, Such counteraction might, for example,- take
the form of preventing an "eutomatic" expansion of bank credit when
foreign exchange ressrves are increasing as.the result of an upward shift
in foreign demand, Such ection would serve the dual purpose of pre=
venting & sharp rise in domestic prices and money incomes and of per-
mitting the country to retain part of the incresse in exchange earnings
for use in eny subsequent periods of reduced exchange receipts,




The problems of monetary poliey:in periods of depression

. ~-The social consequences of a sharp decline in national income
ere usually less serious in underdeveloped countries than in highly
~industrialized erees. ' The prineipal reason for this is that a much
_»highar proportion of the population is, or cen readily become, largely
self-sufficient. As. & consequence, thers is less dependence on cash
incomes end outlays, There-1s another important charscteristic of
underdeveloped countries whiéh ‘tends to 'shield the bulk of the population
from the full-impact of depressions, This characteristic is related to
- the distribution of chenges in national income among the various
economic classes of the population over the course of the business cycle,
In pericds of falling nationel income, the brunt of the reduction is
borne by the propertied and: mercantile classes, rather than by the
salarded end wege-eerning classes, just as incresses in real income in
periods of prosperity accrue meinly: to profit-receivers, In the export
industries, for example, changes in foreigh demand in many cases are
reflected largely in the value of exports and“in*thé-ﬁrofits of exporters
rether than in the volume 6f expérts and the level of employment,

The fact that it is easier for the bulk of the population to
"ride out" a depression in'the case of &n underdeveloped country than
in a highly industrislized retion does not obviate the need for efforts
to. stabilise incomes, The wide and ‘oftentimes abiupt swihgé‘tn‘national
incone grestly hendicep efforts to achieve a steadily rising standard

of living end & more equitable distribution of income,
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Depressions in the underdeveloped countries are usually the .

result of a contraction of foreign demand for their exports, If such a
country enters a depression with small foreign exchange reserves, as

most of them have vdona in the past, and if it is unable to borrow abroad,
the results of mo.nei;ary end fiscal measures to increase aggregate demand
may lergely take the fofm of higher domestic prices and exchange deprecia-

tlon, with only limited increases in output, There may be some un- ‘

employed lsbor, and abundant supplies of a small number of primary
products, but ﬁhere afe seldom the complementary resources needed to
produce the kinds of consumers goods that are demanded when money in-
comes rise, Siﬁilarij, invéstmént programs, whether undertaken by the
government or by privéfe entefprise, ere limited by the fact that they
usuelly require imported méterials end equipment, In times of depression,
however, current earnings of foreign exchange are likely to be so small,
and the social consequences of any drastic reductions in imports of
essential consumers goods so great, that any significant increase in the
volume of imports of caéit;l goods and raw materials mey be impossible
unless the country hes substantial international reserves or can borrow

abroad, | . .

If a country entering a depression has large foreign exchenge

reserves nr can borrow abroad, the picture is quite different, MNonetary
exd flscel policy can then be effective instruments for supporting the

volume of teotal output and the level of real income, Efforts by the

government to promote investment, in order to help offset the domestic
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effects of the drop in exports, will not be nipped in the bud by a
leck of foreign exchange, In this connection, 1t should be noted that
the activities of foreign and internstional lending institutions,
particularly the Internetional Benk for Reconstruction and Development,
the Export-Import Bank, end the International Monetary Fund, can
‘strengthen the ability of central banks and governments to promote in-
vestment progrems in periods of depression,

Two lessons may be drewn from the foregoing, The first lesson j

is that central banks should meke the accumulatinn of reserves of gold
end foreign exchange one of their mejor objectives in times of prosperity
If this objective is achieved by arti-inflationary monetary and credit
policles, it will also help to moderate the distortions in resource
utiligation which usually characterize the boom phese of the business
cycle,

The industrialized countries now generally recognize that they
have an international responsibility to take measures to counteract
depressions within their own bounderies and to help the underdeveloped
countries, through technical and financial assisteance, to achieve their
espiretions for economic growth, The discharge of this responsibility
will be facilitated considerably if the primary precducing countries,
fcr their part, build up their foreign exchange reserves in periods of
export boom, These countries obviously can not be expected tn accumulate
reserves large enough to teke care of a depression as severe as that of

the nineteen~thirties; however, it would appear feasible for them tc
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accumulate enough reserves to permit them substantially to meintein

ﬁheir imports in perlods of relatively brief recessions in the in-
dustrialized countries, This would promote a greater degree of economic
stebility not only in their own countries but in thé:industrial nations
ag well,

The recommendetion that action be taken by central banks

and governments to accumulate reserves in boom periods does not .
necessarily mean thet the rate of economic development should be checked
at such times nor that projects of high priority should be postponed
untll periods of recession or depression, Most underdeveloped countries
could have a considerable amount of developmentel investment in times

of prosperity--in some cases considerably more than they are heving
presently--and still build up their international reserves, The adoption
nf{ eppropriate counter-cyclical policies during periods in which

foreign exchange earnings are high would be designed merely to limit

the ebsorption of foreign exchange for purposes of additional consump-
tien and non-developmental investment.l/

The second lesson to be drawn from this section is that

central banks must focus their attention on the long-range problems

l/ If, as was suggested in a footnote et the end of the preceding
section, measures are taken by monetary authorities to prevent s multiple
expension of credit at times when foreign exchange reserves begin ac-
curulating, & repid growth in demend for foreign exchenge could be pre-
vented, and the denger of losing reserves during the period of continused
prosperity would be minimized, This type of action would be designed

to limit the growth of aggregate money demand for both foreign and
domestic goods. Within this framework, however, selective credit and -
fiscal measures could be taken to promote an expansion of developmerncal
investment and to prevent any excessive growth of non-developmental in-
vesiment and luxury-type consumption,
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df diﬁersifying‘aﬁd deveiaping’the ec&nomies éf their countries if they
are to become less vulnerable to economic fluctustions and other dis-
tﬁrbaﬁces abreéd. o |

:The-fdréééiﬂg ;ﬁculé not be intérpreted as a recommendation
of autarchy, byt rather as & statement of the need for carefully pre-
pared development programs, More rapid economic development end a
greater degree of economic. stability in the primery-producing countries
need not reduce the volume of world trade, On the contrary, it should
_permit world trade to take place at. higher and more stable levels,

The problem of economic development:

The need for monetary euthorities to focus their attention on
the long-range problems of developing the economies of their countries
hes elready been noted,  If monetaery policy is to contribute to economic
development, however, it must be asble to influence the flow of real
resources into developmental channels, Monetary policy deals with the
supply, availebility and cost of credit, but credit is only & medium
through which monetary poliey endeavors to influence thé utilization
.of physicel resources. - Therefore,-before éntering inte a discussion
of the potentialities and appropriaste direction of~m6netary7policy, it
is essential to study the changes in resource use necessary to achieve
mhre rapid economic growth,

In order to accelerate the rete of development, & country
must inecreese.the volume of developmentel investment, 'There ‘are three
poesible ways by which jesources for additional developmental investment

mey be mbteined;
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(1) by diverting resources that would otherwise be
used for consumptions

(2) by diverting resources that would otherwise
be used for non-developmental investment; and

(3) by obtaining additional resources from abroad,
in the form of loans or direct investment,

A determination of the extent to which current and prospective

levels of consumption cen and should be curbed in order to promote

sconomic developmen_t must depend on the circumstances prevailing in ‘
each country. It ought not to be assumed, hcwevér, that diversions of
resources from consumption are neither advi§able nor possible, An
assumption of this sort usgally overlooks)two facts, First, that in-
come in these countries is distributed very unevenly; consequently, a
reduction in the over-all level of consumption could be accomplished
without infringing on the standard of living of that part of the popula~
tion which lives at or near what is'freéuently termed a "subsistence
level", Second, the assumption overlooks the fact that the level of

per capite real income in most underdeveloéed ecountries will tend to
rise over time, especlally if vigorous efforts are made to aceelerate

the rate of economic development. As per capite real income increases,

consumption could be permitted tq rise less than proportionately,
thereby meking en even larger amount of resources available for develrp~
mental purposes,

The second major area from which resources can be obtained

frr development purposes is that of investment in the kinds of projects

which cater to the oousumption demands of high income groups, The
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- prineipal evidence that this type of investmentléfeseﬁfl§ absorbs a
large volume of physical resources is to be found in the tremendous
volumé of conmstruction of luxury-type residences ;nd cdmmercial build-
uingé thet has teken place in meny of the ﬁnderdeveloped ocuntries in
recent years,

The third way in which resources can be obtained for socially
desireble forms of investment consisté of measures deéigned to encourage
the inflow of ocapital frem abroad, In this connection, it should be
noted thet the sbility of e countryvto attraast foreign equity capital
erd to obtein foreign loans will depend to a consideféﬁle extent on the

.seriousness and success of its efforts to achieve economic stability
and én optimum utilization of its own resources, A country which
shows signs of rapid and well-balanced economic growth is a much better
credit risk and a much more attraotive prospecf for direct investment
then is a 6ountry whose future is clouded bty efratié and 1ll-conceived
economic policies, Accordingly, the acquisition of aﬁditibnal resnurces
from abroad must be regarded as complemeﬂtary to, rather then a sub-
stiﬁute for, the diversion of domestic resources to developmental invest-
ment,

It should be noted from the foregoing that the problem of
accelerating economic growth through a better utilization of domestic
resources has two aspects: & negative aspect, which consists of check-
ing the use of resources for certain purposes, and a positive aspect,

which involves chennelling resources into the desired typés of investme:at
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' Some governmental snd central bénk measures mey be specificelly designed
“only to limit the flow of resources into consumption and non-develop-
mental invéstment} othér measures méy.bé specifically designed to in-
crease the volume of deveiopmental investment but may'in themselves

do nothing directly to force 2 curteilment of resource uce for other

purposes or to obtain additional resources from abroad, An effective

development program‘cbviously requires a skillful combination of both
types of meaéures.

It is clear that monetary pdlicy alone can not bring sbout
the reallocation of resources, or the incresase in total resources,
needed to assure an optimum pattern of economic gfowth. Meny of the
most serious obstacles to economic development are not susceptible
to central bank action, or cen be handled more éffectively by direct
government action, There are two things, ﬁcwever, that monetary policy
can do to promote & better utilization of the resqurces available to
the country, and to increase the prospects of obtaining.additional
resources from ebroed, Morenver, it can underteke to do these two

things regardless of whether monetery policy operates within a framework.

of an over-all development program which includes substantial supporting
action by the government, The first thing that can be done is for the
central bank to take every possible measure within its pcﬁer to prevent
Infletion from continuing to ﬁe, or from becoming, the medium through
which redistributions of income take place, The second thing that

can be done is for the centrel benk to regulate the availability and
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. cost of credit in such a waey as to encoursge certain forms of investment
and to discourage others, The next two sections deal with these twe
subjeots,

Inflation_and economlc development

The a1;3§ed benefits of inflation, It is sometimes asserted

thet inflation leads to a larger amount of private investment then

- would occur under conditions of monetary stebility because income dis-
tribution 1s altered in favor of profit-receivers, at the expense of
wage am sala;y‘earners,and persons living‘on fixed incomes, Persons
whose 1lncome consists largely of profits usually save a higher propor-
tiog of their income than do persons whose income is derived from
other sources, Thus, by erlarging the share of national income going
to profit receivers, a larger volume of savings can be obtained, This,
in conjunction with the. Inoreesed profitability of meny kinds of invest-
ment under oconditions of inflation, leads tn an acceleration of
economic growth, so the argument goes, The following discussion en~
deavorsvto reveal the fallecies of this line of reasoning,

~The sociel and economic costs of inflation, One of the social

costs. of inflation is thet, for every additional unit of savings ob-
tained by altering income distribution in favor of the high-saving

groups, there must be e transfer of more than one unit of income from

low-saving groups, To teke & reasonably realistic example, let us
suppose that the members of the high-saving group of the population

save one-quarter of any increase in their income, and thet the low-saving



groups consume all of their income and save none of 1£. Then, for every ‘
éesired increase of one unit in total savings, foﬁr‘units'of income
must be transferred from the "poor" to the "rich", Of these additional
four units of income, three will be consumed and one will be saved,
Thue, to get one additional unit of. savings end investment, the volume
of consumption of the upper-income groups will have been inereased by
three units, end the consumption. of the lower-income groups will have ‘
been reduced by four units,

Inflatiqu,‘therefore, is truly a process for meking "the rich
richer and the poor poorer", By reducing the standard of liQing of
the wage-earning gnd fixed-income groups of the population, inflation
retards the growth of a large middle class, thereby impeding the de-
velopment of demop;gtic institutions and a politically stable society,
The objections to inflation are not limited to its regressive effects
on income distr;bution, hewever, -

The use of inflation to obtein a larger volumeléf sa%ings
might be justified as a temporary mesesurs, notwithstanding fhe s&cial
costs involved, if it would set in motion a cumulative process of growth
in the countfy's productive capaclty, thereby making possible higher ‘
levels of both consumption and investment in the future, There is 1little
reason for believipg that infletion does this, howerver, By'its very
nature, inflation in underdeveloped areas endouragés the.kinds of in-

vestment thet are least desireble from the standpoint of sound economic
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1/

development,  Becausa of the redistribution of income which inflation
produces, much of the investment is of a kind which caters to the con-
sumption demands of the high income groups, In addition, inflation
encourages investment of a sort which yields high returns in the form
of speculative profits, Finally, inflation provides the conditions
under which a system of social values which does not favor industrial
development can be perpetuated.

It follows from the preceding observations thet the use of
inflation to increcse the ratio of savings to total iucome mey well
result in lower future levels of income, rather than in higher future
levels of savings, as contrasted with a situation in which economic
development is sought within e framework of monetary stability(a/

Because much of the argument ageinst infletion rests on its
undesirable effects on the composition of investment, it is worthwhile

to exemine in some detail the types of distortions in resource use

that infletion produces,

L/' Infletion may, of course, be the result of credit expansion for the
purpose of finsneing the "right" kinds of investment by the government,
end it might be argued that the end justifies the means in this cese,
The influence of inflation on income distribution and resource alloca-
tion within the private sector is the seme, however, regardless of the
reasons for its inception. It follows, therefore, that maximum benefits
can be derived from a government development progrem only if provisions
for its financing are mede within a general framework of monetary
stability, The specific contributions that monetery policy can meke

to this end ere discussed in the last section,

2/’ What the author means by the phrese "monetary stability" is a
‘situation in which expectations of future changes in the general level
of domestic prices ere not & major determinant of investment and con-
sumption decisions, It should be noted that this definition is not in-
compatible with & slowly rising price level or with small fluctuations
in the price level,
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Inflation mekes it extreordinerily profitable to invest in .
additions to inventories, -As leng as a part of the current output
of each period is diverted to an unnecessary additio# to inventories,
the amount of resources immedietely available for‘more productive forms
of investment tends to be reduced, Under conditions of monetary

stebility, additions to inventories are much more likely to be gesred

®

to the working requirements of industry and commerce, rather then to
speculative expectations about price movements; as & result, & more
rapid growth in production and consumption is possible.

Inflation tends to promote investment in real estate not so
much for the purpose of meeting the needs of the poéulation for shelter,
but es e hedge against rising prices, Real estate becomes a kind of
"store of velue" under inflaticnary conditions. The demand for existing
residentisl and commerciel buildings as & hedge against inflation drives
up their price and leads to investment in new construction, As a con-
sequence, an excessive amount of the pational savings flows into
construction of a sort which adds very little to the productive capacity

of the country, This means that fewer resources are a#ailable for more

productive forms of inve§_tment. . | .
Inflation gives rise to & similar phenomenon with respect to

the utilizetion of foreign exchange earnings, Because inflation almost

inevitably leads tn & depreciaticn of the country's exchange rate,

people have en incentive to accumulate foreign exchange aggsets in antio~

ipation of revaluation profitss This meens that resources that could

otherwise be used to finance the foreign exchange requirements of a



development program-are not immediately available, Under conditions
of monetary stability, there would be much less incentive for individuals
and firms to hold savings in this form; they would be more likely tc
hold savings in forms that would meke possible a larger emount of domes~
tic investment,

Infletions which ere fed by domestic oredit expsnsion tend
to impede investment in the export industries because the inf'lationary
process raises exporters' costs but has little or no bereficial effect
on the prices they receive, Although exporters eventually obtain relief
through devaluation in most cases, this is likely to happen only after
& lag--sometimes a considerable lag, The consequences of this are that
forelgn exchange earnings are lower than they would be under conditions
of monetary stebility, and the capacity of the country to import is re-
duced, Moreover, the resources that would otherwise have been invested
in the export industries are probably used to only a very limited extent
to increase the amount of productive investment of other sorts. What
usually happens is that the incomes of importers are augmented, partly
because conditions of imperfect competition enable them to widen their
profit mergins ss demand increases, amnd partly because the volume of
imports is expanded, As a result, resources flow into the types of
consumption and investment favored by importers, Inwestment of this
sart is seldom of a very productive nature, . As a consequence, the
tendency of domestically engendered inflation to redistribute income
from exporters to importers reduces the rate of growth in the real in~-

come of the country as a whole,
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Inflation leads to waste in still another way, Under con-

ditions of monetery stabillty, 1nefficient firms suffer losses, The
losses make them changa their operations so as to utilize their resources
more efficiently, or else they must go out of business and the real re-
Qsources formerly employed by them are put to use by the more .efficient

enterprises. The process is quite different under inflation., Nearly

all firms meke profits, in monetary terms, partly because the accounting

methods which are generally employed do, not provide adequate allowance
for the hlgher costs of replecing 1nventories, plant and equipment,
As & result firms which in real terms are actually making losses on
their investment may eppear to be making & profites a smaller profit
than their more efficieny competitors, but a profit none the less,
A loss has a much mﬁre compelling effect on businessmen to produce more
efficiently or else get out of business than does a smaller=than-
average profit. Accordingly, by failing to penalirze ;ngfficient'firms,
inflation tends to retard the al;ocaﬁion of resources to the most ef-
ficient users,

Inflation also impedes economic development by retarding the
‘growth of financial intermediaries for channeling privete savings into .
investment, Economic development can be more rapld and effective if
there are well-organized finanqial intermediaries to mobilize small

savings for worthwhile investment projects, especially those reguiring

largé amounts of funds, These intermediaries grow most rapidly in

6 climate of monetaery stebility. Under inflation, the public 15 less
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willing to entrust its savings to life insurance companies or to
savings banks, because thesépinstitutions can afford the savers no
protection agaihgt e decline in the real value of their savings, Infle-
tion similerly discourages the growth of a broad and active securities
market, and the development of a habit by the .public of placing part
of its savings in bonds and ‘debentures, buth governmental and private,
Business enterprises heve a greater motivation to raise funds by borrow-
ing from hanks rather than by selling edditional sheros %o the publie,
and this too impedes the growth of securiiiss markets end savings in
the form of security purchases,

Inflation, as was pointed out esrlier, provides certain
groups in the eccnomy with large incomes unaccompanied by eny substantic’
contribution on their part to the volume of goods and services producad.-
Monetery stability, by drying up most of such speculative: profits,
would exsert pressure on members of these groups to seek incomes from

productive employmsnt. In corditions’ of monetary stability, it is the

producer and the enterpreneur--those who cen devise botter and cheaper
ways of producing things--who prosper. As a result, the most capable
and energetlc individuals are 1likely to occupy themselves with
activities which are consistent with rapid snd well-balanced economic
development, On the other hand, it is the shrewd speculator, rather
than the producer, who prospers under inflation, Given freedom of
choice, the onergiss of the most able individuals in almost any society

tend to be channellod into the areas where the rewards are.greatest.
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As a consequence, under inflation, the energies of many of the sblest
individuals are likely to be directed toward better}ways of making
speculative profits rather than to better ways of producing or dis-
tributing useful goods and services,

One of the most important tests of any society is whether
the distribution of netional output among individuals im that soclety
1s epproxinately related, on the whole, to their contributions to what
the society regards as its welfars, If a rapid growth in productivity
end in the gensrel standard of living is regarded as an important
element in the welfere of a society, then the greatest rewards should
gn to those who contribute most to the achievement of this goal, Under
inflatien, however, as we have noted, precisely the opposite is true,
Accordingly, if a society espires to economic development but distrib-
utgs 1its output on a basis inconsistent with the achievement of its
objectives, it mey be considered to be rather irrational and short-
sighted,

In conclusion, a conuideration of the manner in which savings
ere increased and the forms which investment takes under conditions of
inflation does not reveal any retional grounds for assuming that in-
fletion leads to cumulative growth in a country's productive capacity.
Quite the opposite conclusion is supported by &n enalysis of the pro-
diotable effocts of inflation, particularly in areas which lack the
institutional arrangements and the material and social heritage of an

industrial society.



The trensitional problems of stopping en‘inflationary process.,

Where infletion has become chronic, end this is the situetion in a
number ofjthe ﬁnder&eveloped countries, the case against inflation may
be fully acceptéd by the monetary authorities in principle, but they
may be unwilling to take positive action to bring inflation to a halt
because of & fear thet this will cause some unemployment and may even
precipitate a depression, Warnings that this will happen are usually
mede by businessmen and comﬁercial bankers whenever a central bank is
consldering the adoptién of measures to restriet credit. The reasons
for such concern on the part of businessmen and bankers are quite under=-
standable, The profitebility of many business operations, and con-
sequently the "soundness" of many bank loans, depends on & realiszation
of expectations that an infletionary enviromnmsnt will continue., Becausse
the arguments ageinst stopping infletion frequently have a plausible
ring, it is worthwhile to exemine the process of transition from a
situation of inflation to one of monetary stability.

If anti-inflationary measures are vigorously imposed, the
expectatiohs of businessmen that prices will continue to rise will be
broken, As a consequence, those types of privete investment whose
attractiveness depends on continually ascending prices would no longer
be made in so large & volume, As was noted in the preceding section,
there ere three major types of such investments (1) investment in in-
ventories, (2) hoarding of foreign exchange, and (3) investment in

luxury-type construotion, Let us examine the direct effects of
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anti-inflationary ‘r;xéasures on esch of these three ca‘tegories of invest- .
meunt, and ﬁhe conseqﬁénces of these effects,

Wholesalers and retailers who were attempting to capitelize on
inventory profité while prices were rising would no longer find it
profitaﬁle to hold inventories in excess of normal working requirements.
Disinvestment in such irventories would characteristically be accom=-
plished in two ways, First, by a reduction in purchases from producers, q
and secondly by a reduction in prices to consumers,

Duiing the transitional period of pertial inventory liquida-
tion,’the process of adjustment could be expected to develop approxi-
metely as follows, First, the incomes of those who are liquidating
inventories, and the incomes of those who sell goods end services to
them, would be reduced, and this could lead to a decline in employment
in some lines, The amount of unemployment that would be produced cen
be easily exaggerated, however, If the inventories which were being
reduced consisted largely of imported goods, which would be the case
to & great extent in an underdcveloped country, much, and perhaps most,

of the tendency towards unemployment would be "experted", The amount

of domestic unemployment created by the reduction in merchants! in-
venteries would probebly be smell, therefore, and could be vaken care
of by a temporary acceleration of the government's development program
during the time the economy was adjusting to an etmosphere of monstary

stability,




One of the by-products of inventory liquidation would be a
tendency for the foreign exchenge reserves of the central bank to in-
crease, at least during the period of disinvestment in inventories of
imported goods, This would make it possible to increese the importation
of the sort of producers' goods needed for an accelerated government
development program to ease the period of trensition from inflation
to stability,

The second type of private investmen’t which would be affected
by measures to halt inflation would be investment in foreign exchange,
This type of investment would be affected in two ways, First, there
would be less incentive for exporters and others to build up balsances
abroad in the expectation of devaluation profits, Secondly, reduced
evailebility of credit et home would ordinarily force some holders of
foreign balances to repetriate them in order to meet their local cur-
rency requirements, Neither of these two reactions would give rise to
8 problem of resource unemployment, so that a reduction of investment
in foreign exchange would have the sole effect of giving government and
the monetary asuthorities more scope within which to pursue programs
nf economio development and economic stabilizationm,

The third mejor type of investment which would be reduced
if inflation were halted would be construction, especially construction
of the type whose purpose is to satisfy the demands of high income
feceivers. There would thus be a tendency towards unemployment in the

construction industry and in enterprises which produce materials,



- 28 -

eq&ipment and other supplies for builders, This tendency towards ‘.'
unemployment would probably develop gradually, however, and would not
present a serious problem until buildings already under construction
were completed,
To some extent, the specific resources freed by a reduction

in luxury-type construction would be sbsorbed in other activities

without special action by the government or the monetary authorities
to facilitate the transfer. In some cases, for example, the improved
cost-price relationship for producers of export goods might lead tn
somewhat increased demand on their part for the resources released
from construction activities, although the prospects for this sort of
transfer of resources might be very limited in many if not most
countries, A complete reorientation of the rather highly specialized
lebor, plent end equipment that would become available would be neither
ﬁeoessary nor wholly desireble, however, 1In fact, one of the most
desirable consequences of checking inflation would be that some of the
most highly skilled lebor ard some of the most productive equipment in
the economy would become aveilable for diversion to developmental
constructioﬁ projects, The kinds of resources released from luxury-type 1"
construction could be used, with relatively little transitional hardship,
to increase the construction of low-cost housing developments, schools,
hoépitals, roeds, power plants, and so forth,

Consideration of the three forms of investment whose reduction

would be most likely during a peried of transition from inflation tn
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stabilifyfdbes not reveal any alarming difficulties of ad justment,
There would, of course, be vociferous oompléints from that pert of the
business community which would find its profifs and incoﬁéé feduced.
The kind of prefits whieh would be reduced, however, are those which
owe their existence to inflation, Anti-inflationary measures would
prevent some of the rich from getting richer, and would therefore re-
duce the prospective level of their expenditures for_consumption and
investment, By the same token, however, the same measures would prevent
the poor from growing poorer and would even incresse the proépective
level of their consumption. In addition, the‘anti-inflationary measures
would meke it easier for the government to acquire the gdditional real
resources needed for en accelerated program of developmental investmen<,
The end result, therefore, would be higher 1e§els-of con-
sumption By the lower-income groups, a larger volums of developmental
investment by the government (and evenmtually by private enterprise as
well), ard lower levels of "non-essential privete investment and con-
sumptioﬁ. The process of readjustment would involve changgs in the
pattern of aggregate demand and would requipg.some re-allopation of
‘resources, The problem of smoothing this,transition.iano? particularly
formideble, however, and could be handled under a carefully conceived
plan for the employment of some of the more speciaiized resources uhich
would be released froim activities whose profitability depends on &
continuation of inflation end on the redistribution of income which

accompenies inflation,
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Use of specinl measures tc influence the availability ef credit for i"

specific purposes

It was pointed out in the pfeceding section that economic
development is likely to be sounder and more rapid under conditions of
monetary stability than under comditions of infletion, The task of

monetary policy, however, does not end with the achievement and main-

tenance of monetery stability, Given the institutional arrangements .
and the system of social values in most underdeveloped countries, private
lenders and borrowers usually would not have any strong preference for
the kinds of investment most needed in a well-balanced development
program, even under conditions of monetary étability. The rest of this
study discusses some of the reasons why this is so, and the extent to
which special measures designed to influence the availability of credit
for specific purposes might be helpful in overcoming this problem,

One of the characteristics of underdeveloped countries is
the abeence of a diversified capital market to which investors can turn
for financing, Consequently, investors must rely almost exclusively

on bank credit, This enables banks to exercise much greater control

®

over the use of resources for various purposes than in countries which
have a well-developed capital market, Accordingly, the attitudes of
bankers and the legal restrictions which govérn their lending activlties
have an importent influence on the kinds of investment that are actually

mede in underdeveloped sountries,
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In present circumstaences, however, loamns to finance the
types of private investmeﬁt which ere most conducive to economic de-
velopment mey not be obtainable from commerciel banks in any significant
volume, for the following reasonsg

(1) Banks have strict stendards nf liguidity and security,
Most banking legislaticn places rather rigid limitations on the maturity
of loans which commercial banks may make, and on the kinds of security
which they mey accept. These restrictions have their origin partly
1nlthe short-term neture of commercial bank liabilities ard partly in
the types of credit thatiwere most urgently needed in primary-producing
countries during the earliest stages of their economic development.

Historically, the first stage in the economic evolution of
thesé countries Qas the transformation of primitive self-subsistence
economies into market economies based on the exportaticr of primary
products and the importation of finished goods, To a large extent,
long-term caepital was supplied by foreign investors interested in ex-
pending the production, processing and exportation of raw materials
and foodstuffs. Vihat wes needed to keep exports and imports moving
smoothly was short-term capital combined with a knowledge of the
intricacies of financing international trade, Bank credit in the form
nf short-term, "self-liquidating" loans seemed well designed to meet
the needs of business and at the same time to protect the interests eof
depcsitors,

The danking systems ~f the primary-producing countries,

therefore, have been designed;for'the most part to provide working
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capital for comméroe, particularly interneticnal commerce, and not to {
pro#iée long-term cepital for industry or agriculture, The extension
of bank credit for this -latter purpose runs contrary to the canons
of banking tradition and banking legislation in most of these countries,
(2) Banks have specielized in the problems of trade and
commerce for so léng that they quite naturally tend to hesitate to
plunge into new ahd riskier types of business, especially since the (
returns, after due allowance for the risk element, might not appear
to be high, even under conditions of mometery stability,
(3) The principal-depositers and shareholders of the banks,
who are ugsually importers, exporters snd merchents, might object if
they found that the managers of their bank were investing any sub-
stential amount of the bank's resources in loans te¢ finance new in-
dustrieé, except perhaps in ventures underteken by the sharcholders

1/
end lerge depositors themselves,  They might oppose any such

1/ It is interesting to note that in Mexico, according to Sanford A,

Nosk in his book Industrial Revolution in Mexica (Berkeley and Los
Angeles, 1950), the older industries that had become imprrtant prior

to World Wer II heve little trouble in obtaining bank credit, In fact,
some of the old industriel firms are linked to banks by interlocking
directorates, Even where such formal ties do not exist, however, the .
banks regard the older manufacturing enterprises as favored clients, a
position which they share with the large commercial firms (Mosk, p. 25),
The older industries, fer a number of reassons, do not look with

enthusiasm on the growth of the new industries and hence de not endeaver
to influence the banks to extend credit to the new group of industriasl-
ists which sprang up during and after the War., "A principal defect

that the New Group finds in the present credit structure is the re-
luctance of the hanks to meke lnans to industrial concerns, This re-
luctance dnes not hold for the older well-established manufacturing

firms, as we have seen, but the new and smaller firms feel it very
strongly, The difficulty of getting credit from the banks is not ozriy

a bar to plent expansion but it is also a severe handicap in ordinery ‘
industrial operations that require more working capitel than the swners

are sble to supply." (Mosk, pe. 44).
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tendeticy on several grownds, They might fear that .the benk would
~ suffer losses, thereby jeopardizing its ability to pay dividends and
possibly even to meet its obligations to depositors, Even if the
‘profitebility of these operations were not doubted, there might be a
feer that industriel loans would absorb so much of the bank's limited
resources, and tie them up for such long periods, that the bank might
not be able to meet the peak demands for credit by its present customers
Another reason for opposing bank finencing of new ipdustries might be
that the products of these industries would compete with the imported
goods nf the bank's shareholders and large depositers, For these and
" other reasons, therefore, there may be pressure on bank management to
adopt lending policles that harmonize with the investment judgment of
the groups which are presently domirsnt in the business and financial
community, As a result, existing investment patterns tend tn be
sustained. -

For all of the reesons enumersted aebove, banks would probebly
continue to prefer to make short-term, "self-liquidating" loans even
under conditinns nf monetary stability,

It should be recognized, of course, that there can be some
circumvention of the lending policies%of the banks, es a result of the
transferability of funds ffom one purpose to aﬁﬁther. What concerns
‘& borrower is the aveilability of funds from all sources in relation to
his desired expenditures'fnr ell purﬁases, end his abiiity to transfer

funds from one use toe another, The diversified nature of the businese
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'activities of the averege businessman in the‘gnderdaveloped countries, i
the limitéd use of the corporate form of business organization, and
the fact that the ownership of so meny enterpriséé is in the hands of
’one person or family, meke the transferability of funds éspecially
gféét. Nevertheless, the ease with which bank credit can be cbtained
to finaﬁce certein lines of activity, such 88 importing and distribution
tends to facilitate a disproportionate volume of inveétment in such ‘
fields,

In many underdeveloped countries, thé negative attitude of
bankers toward developmental investment is also shared by borrowers,
The prefefence nf privete investors for investment in importing,
merchandising and luxury-type construction is greatly intensified by
inflation and would be less pronounced under conditions‘of monetary
sfability. Nevertheless, even in the absence of inflation, investors
mey show no great amount of interest in undertaking kin&s of investment

which contribute to economic development unless s?;cial inducements
1

are nffered vy governmment or central bank action,

%/’ A very interesting study of the efforts of the Mexican Government o
o promote industry in the years 1830-35 and 1843-46 has been made by .
Henry G, Aubrey in an article entitled "Delibersate Industrialization”,
Sneial Research, June 1949; also reprinted in an Qccasional Paper of
the Institute of World Affeirs, The following sentences have been
pleced together from this study, Mr, Aubrey states that "it is not un-
reasonable to conclude that Mexico'!s hesdstart over all the other Latin
American nations was, to a large extent, due to the priming by the state
during the crucial early pericd", The gnvernment supplemented "entre-
prensurial initlative in several ways; planning the development, pro=
curing the equipment, encouragling formatien of companies to operate it,
and financing & great part of the initial outlays™, The promoction o7
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Measures designed to affect the evailability and cest of
credit for speecific purposes cen help to overcome some of the ceuses
of lnvestor apathy toward developmental investment but cannot overoome
all of them, The following discussion does not endeaver to oaver the
whole renge of social, political and economic ebstacles to a rapid
rate of economic growth, but will dwell primerily on what can be done
thrcggh selectivelored;t measures to provide the optimum financial
environment for such growth,

Central benk action cen contribute to & better utilization
of & country's real resources in two respects, First, it can fecilitate
the transfer to the government of the real resources needed for its
development projects in a way which will result in & minimum ocurteil-
ment of socially desirsble consumption and investment in the private
ecctor of the economy, Second, the central bank cen take action de~
slgned to make credit available to private investors for worthwhile

projects on liberal terms, and to restrict the availebility of credit

fer other purposes,

industrial development by the Mexicen Government was short-lived end
limited (4t ncourred meinly in the periods 1830-35 ard 1843-46) but

the "government's initiative broke through the traditional Spanish syste
of soccial values which did not fawvor industrial development, Speculatio
offered batter short-range opportunities than production; ostentatious
living end the purchase of land brought more sociel prestige, Indus-
trial venture capitel cculd not be borrowed at reasoneble rates" but
funds lent by a special gnvernmexnt development tank (the Banco de Avio)
"added to the private means of the investment-minded minority, provided
the initial stimuius for new enterprises which might otherwise have not
been possible, end set an example for others", Unfortunately, fellowing
1846 there was political unrest and the succeeding governments in the
19th century did not continue with the previous policy of direct suppord
to economic development,
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In the early stages of economic development, the gcvernment
- may heve to lead the way by underteking a large volume of investment
of sorts which are either unsuiteble for, or insufficiently attractive
to, private investors, but which are essential for further economic

growth,

There are two broad ocategories of investment projects which
usually require government investment. The first is investment of a
snrt designed to improve the health and education of the publio and to
essure law and order, This i1s an area thet has long been largely re-
served to governments and requires no further comment, The second
category covers investment projects of a public service nature, such as
the building of new railroads, highways and electric power facilities,
By providing such fecilities where private enterprise is not able or
ready to provide them, privete investment in complementary aectivities
can be encnuraged,

As far as possible, government development progrems should

be financed by taxation, To the extent that recourse to bank credit is

unevoidable, however, the central bank can prevent an upward spiral nf .
prices by restricting or contracting the total volume of credit avail-

eble to.businesses and consumers. The specifis measures adapted to

regulate the amount af privete credit would prebably have to vary from
country to country, depending on the circumstances involved, Among

the measures that might be considered, however, would be an increase in

deposit reserve requirements, portfolio ceilings, and supplementary
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reserve requirements applied against increesses in either deposits or
loans to private borrowers.,

The mere diversion of resources from the privaete sector te
the government would not exhaust the potentialities of selective credit
polleies, Appropriate credit policy would also require thet credit
be mede available om liberal terms for desirable forms of private in-
vestment, and that the use of credit for other purposes be restricted
to the extent necessary to accomplish the desired re-allocation of
resources within the private sector without driving up the price level,
There are a number of measures thet could be taken to influence the
avallability nf bank credit for specific purposes, Among them are the
followings

(1) The present restrictinns on long-term lending by com-
mercial banks could be liberalized, and banks could be pravided with
adequate essurances that the central bank would assist them in meeting
any suddon and unexpected withdrawal of deposits,

(2) Upper limits could be set for the totel emount of credit
each bank could grent for certein specified purposes, These limits
would usually be based on the amount of such credit the bank hed out-
standing as of a given date, By establishing upper limits on loans of
certain types, banks which had made the meximum permissible amount of
such loans would in effect be given the alternative nf holding excess
reserves as their deposits increased or of directing any further expan-

sion of credit along lines favored by the central bank,
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(3) Banks could be permitted to include certain types of .

loans and/or investments as part of their required reserves in order to
'give them an incontive to grant such credit, If such & device were
" not to have inflationary repercussions, however, it would have te be
accompanied by higher reserve requirements, |

(4) Supplementary reserve requirements could be imposed

which would epply to increases in certain classes of assets, A sup— .

plementary reserve mechanism of this sort could be applied iﬁ a very
selective mamier, High reserve requirements could be set for increases
in certain types of credit and low requirements could be fixed for in-
creases in certein other kinds of credit, Banks would tend to find

1t more profiteble to make loans of the types favnred bj lew reserve
requirements and to discriminate against the types ¢f losns subject

to high reserve requirements,

(5) The central bank could make oonditional éuarantees on
the servicing and repayment of certein worthwhile kinds of bank loans,
This would reduce or eliminate the risk to the bank meking the loan,
'depending on whether the gusrantee was complete or partial., Part of
the central bank!s profits could be used to esteblish a reéerve fund .
for this purpose,

(6) Government-owned develogment banks or development in-
stitutions could be utilized to prbvide credit to pri&ate investors
for worthwhile projects for which financing wes not obtaihable from com~

merclal banks or ather sources., The gevernment, rather than the central
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bank, would haye t» establish such institutions,'obviously, but the
central bank could be given authority to determine the general nature
of their credit policies end to lend them funds for purposes consecnant
- with the centrel bank's program of regulating the availability of
credit for specific purposes, N

It should be.stresged that any crgdit qxtended by special
institutions of this sort should not be permitted to‘ra;se the total
volume nf credit above the amount compatible_with monetary stability,
Accordingly, it might be necessary to contract the amount of credit
evailable from commercial .banks, Selective credit measures could be
used to prevent this.adjustment from reducing the flow of c;edit ta
soclally desirable ectivities.

It is not the purpose of this section to analyze.in detail
the relutive potentialities and limitations of the various kinds of
action listed above, or of other possible measures, The purpose is
rather to point out that there are a number of ways in which the avail-
ability of credit for specific purposes can be influenced, The most
eppropriate ones for any individual country will obviously depend on a
number ef oircumstances.

It should be recognired that the use of any. of these measures,
or of eny combinatian o them, might have little visible effect on the
use of real resources in the private sector of the economy over the
very short~run, because of certain non-financial obstacles to private

investment in developmental projects, Moreover, it is to be expected
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thet borrowers would seek to evade restrictions on the use nf credit ‘
for certein purposes by using their own funds for these purposes and
then borrowing more heavyily to finance opsrations not subject to
restriction, In order to compensate for ;uqh diversions of funds,
the restrictione on many types of oredit might have to be very drastic.
Even in the ghort-run, however, appropriate credit policies
would produce certain beneficial results, These who are presently (l
competent and willing to invest in productive enterprises would have
much better opportunities for obtaining‘financing on attractive terms,
Gthers, whose energles are now devoted to maintaining and enlarging
their incomes through asctivities which are not consistent with an
optimum use of the country'!s resources would be given an incentive to
find sources of income which would be more compatible with the objece
tives of economic development,
In the longer-run, a wider range of profiteble opportunities
for complementery investment by privete entrepreneurs can be expected
to appear as government development programs are carried out, Some
of the present non-finencial obstacles to privete investment will tend

to diminish as better trensportation and power facilities beoome avail=- .

able and as the supply of skilled laber increases, As this process
evolves, the availability of credit for private investment in productive
enterprises will become & more end more importent factor in a country!'s

economic development,





