














-6 - CONFIDENTIAL

With this varied and enormous supply of currency in circu-
lation, it is not surprising that the value of the peso declined.
Prices rose rapidly and during the last months of the Japanese
occupation were estimated to be 100 times their pre-war levels.
Although ceiling prices were set as a counter-inflationary measure,
they were relatively ineffective and had to be lifted time after
tima,

At tho end of almost three years of occupation, the
literating forces of Genorel Machrthur bogan to free the citics
of tho Philippine Commonwerlth from thc grip of c¢nomy control. On
Hovembor 18, 1944, the now President, Scrgio Osmena, ordercd all
barks closod end all existing accounts blockod. A debt moritorium
wes ordercd until such time os circumstenccs surrounding «ll debts
cotld bc investigated. MVictory Pesos," ¢ new serics of Philippine
Treasury Cortificates suthorized for circulation on Nevember 18,
wore declared legel tonder at the pro-wer roate of two posos to one
dollar. BEmergency Currcncy Committoss wore csteblishod to investi-
gote, study, end roport on the bona-fide umergency currcncies issuocd
by duly cuthorizod tuthorities. The Exccutive Order outlewed all
Jeponeso currcncy, Philippine Netional Bank nctes, mtes of the Bank
of the Philippine Islonds, New Contral Benk notss (.11 institutions
opurating under Jepenosc domination) and uncuthorized cmorgency cur-
roeneies. In en offort to weed out Troesury Certificatos issucd undor
cuthorization of tho Jepanese, rogistrition of ell outstinding Treosury
Cortificates wos roquired, end thoso issucd aftor Jumery 1942 werc not
nccepted as legal tender. Kodemption of cmergency cnd gucrilla currency
is in progress, but cennot bo complutud until the locel Currency Boards
heve decided which curreney is legal ond which is not. Rodomption of
the outstanding cmergency currcney will be fincnced in pert by thoe
Ph:lippine Govermment cnd in pert by tho United Stetos. The United
Statos Army proposcd to mcke o liborel ostimrto of tho emounts spent
for militery purposes (perheps 60 por cont of the totel) end to pay
thet omount to the Philippinc Govormment for usc in redemption of
gucrillea notcs. The Commonworlth Govermment is oxpoctod to finence
rodemption of tho remainder. Since, under cxisting monctery logis-
1ction, the Govermment's reserves mey not be cdequate for the ro-
denption oporution, somc uncerteinty oxists s to the proccdure which
will be followed. Duc to this uncerteinty cnd subscquent deley, ond
to the expectation that cortain types of omergency notes will not be
redeemed, the velue of the guerille currvney hes deprecicted from
70 to 90 per cont end is not being acccpted for payment in meny ports
of the Islonds. By cuthorizing previncirl trewsurices to rcceivo
gucrille currcency in payment of 1945 tuxcs, the Govermment hopes to
inecrcese the acceptebility ol the notos. Japonosc currency is still
being used in croes wherc Fhilippinc control is incdogquetc.

Prico infletion is in evidence wlmost everywhore. Dameges
rcsul ting from the occupation and liberetion, ecxpenditures of the
im3ricen libercting forcos, widespread black merket ccetivity, and
tronsportation difficultics, togethor with the oxcessive supply of
circulating moncy, huve rosultcd in @ deuelino of the purchesing
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power of the peso, pcgged ot 50 conts, to 7 conts. It is bolicved
thet this situction will be remedicd by incrcesced shipmonts of con-
sumor goods from tho United States, incrcescd domostic production,
rnd domestic roconstruction activities. Consumer goods shinped
from the United Stotes and distributod by the oight Emorgency
Control Administretion Units at coiling priccs have helped to lower
priccs cnd to curteil black merkoet cetivities. Transportation hes
boen slightly improved by delivery of 137 one and & half ton Army
trucks with the rosult thet black markct ratos previously cherged
by truck drivors heave dcercascd considerably. Veriod price lcovols
in the different provinces hove been brought closer to o common
lowel ¢s the rosult of incrceoscd local production and botter trens-
portetion fecilitios.

The cost of houschold nceds in Menila in Junu wero approxi-
mesisly 686 por cent groetor thon before the wer (disrogarding goods
so.d &t pro-war priccs by tho Philippine Civil Affairs Units and the
Bnorgeney Control Administrition storcs). The Emorgency Control
Adninistretion which took the plece of the cight Philippinc Civil
AfPeirs Units wes superscded on fugust 15 by tho Foreign Economic
fdministretion in the distribution of food cnd consumor goods and
ths control of bleck merkct oporutions. This agency cxpocts to ship
60,000 tons of consumer goods per month, twhich will bo of substantiel
cid in tho control of inflction. Becruse of the incroasing cvella-
bility of supplies in the United Stctes, it is hoped thet priveate
oxporters cnd importers will begin to supplement FEA aid by September 1.
Tho Wer Shipping /dministration has provided for about 30,000 tons of
shipping speco to be mads availoble for this purposc. In generul, 1t
appoers thrt the Comnorwealth is well on its wey towerd rcosteblish-
ncnt of its pro-woar economys.
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Russia and an International Trade
Orgenization Al exander Gerschenkron

In the course of the yesr 19l);, the question of a multi-
leseral trade convention end & permanent internstionel orgenizetion
on commorcial policy wus prominsnt in public discussions in this
country. Subsequently, the subject receded into the background. It
is likely, however, that Mr. Clayton's prescnt negotistions in London
will revive gonerel intcrcst in the verious aspects of the problem.],
Not the least important of those refers to the method of incorporcting
Russie, with her poculior foreign tride system, into cn internetionel
trede orgunizution. During lest yoar's discussions, o number of tonta-
tivc solutions wore advencod. However, time hus not stood still in
the intervel. A zono of Russien political supremecy hes beon croeted
in the Eest of Burope, end indicetions arc thet the intornctionel
sconomic rclations of theo countrics situsted in thet part of the world
will not reme.in uneffocted; some perts of the Asictic Continont mey
boore long find thomsolves in o similer situction. The question
ariscs whether thesc developments call for fundumentel reconsideration
of the problem of internationcl commercicl policy with rogerd to Russie;
or whether it is still possible o tuke up tho throad whoro it waos
dropped o ycur ago.

It hos beon regurdod os the genereal purposc of o multilateral
coavention to sceurc & freosly growing volumo of multilatersl inter-
netionel *rede on & non-discriminatory basis. Equality of treding
oprortunity for Russiz could po cehicved (1) by extending to Russiz
th3 most-feavorcd-nution trectment so thet sho would bonefit from such
rciuctions of teriffs ws werc cgreod upon; (2) by proseribing quotes
wnd cxchenge control «s instruments of commercicl policy; eond (3) vy
susplementing (1) and (2) by & vrogrim designed to curb restrictive
cartel practicos in the field of internwtioncl trede. Tho crux of the
probleom is to create safoguerds cgoinst diseriminating procticos on
the part of thoe Russien foreign trode monopoly. It is genorally wgroed
that the most-favorcd-nution treoatment is of little, if any, veluse when
grontod by Russie. For it is not the Hussicn customs tariff's but the
retuel buying end selling by the monopoly that cearries tho dungor of
diseriminction.

Bssontially threec proposals wore considercd in the cerlior
discussionsz

n) Russia would simply cgreo to conduct her trade in
accordence with commorcial reather than political
principlos;

b) In cddition to tho underteking just cited, Russie
would also cgreoo ennuelly to ¢ cortoin minimum
emount of totel imports--the so-called global quote;

1/ New York Timos, hugust 13, 1955,
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¢) Russin would esgrec to ¢ periodicel multilaterel
allocction of hor imports emong the members of
the intornotionsl convention.l/

None of those proposels was fully sutisfactory. The first
propos.l suffors from the fect that it is porfectly compatible with
policics of monopolistic oxploitation in eccordence with commereiel
consideretions. Morcover, if not supplemcnted by other deviecs, it
would place such & high cmphasis on good feith es almost to invite
ovesions.

The idea of tho globel quota obvisusly hes nothing to do
with tho quostion of Russien discriminction emong individual gountrics.
Its mein purpose is to forcc Russia cwey from suterchic prlicies; end
it seems vory doubtful thet such e fundumental chenge in poliecy could
bo pchioved by juridicel stipulections. Finelly, both the first end
sccond proposals ure likely to lead in prectice to bilatorel under-
tokings by Russia to purchasc specified velues over specified periods.
Such ecrrengements might result in o considereble deteriorction of the
nultiletersl pattorn of world trede end as such be at vericnco with
the fundementsl purposes of the convention. The third proposel, indeed,
is consistent with the ides of multilutercl trade, wend additional dovices
could clso bo employed to 1imit the possibilitics of monopolistic ex-
ploitotion on the pert of tho Russicn monopoly. Its weckness, howevsr,
lios in thoe fact thet ¢ multileotersl ellocction of quotas might require
such an inordincte emount of berguining as to prove impossible of
gxocution,.

Nevortheless, thore was a rather widesprecd focling thot the
discussion hed clerifiod the problem cnd that, under favorible general
conditions and given ¢ sufficiont smount of geod will on the pert of
411 concorned, rousonsbly non-discriminetory multiletoral trade with
Russic could be orgunizod on the basis of the elements containod in
thoss proposels. Yot nowhcre in the public discussions of the question
wie tho contingency considorod that o numbor of countrics in tho post-
wrr world might shape their ceonomic policics in coordinction with the

ussicn foreign trade monopoly. In othor words, tho question of a
possible cconomic integration of individual countrics into tho Russian
cconenmy was not touched upon.

It should bo closr thet the mero fact of a&n increcese of
tredo botwoon Russia end Bestern Burope doos not necessarily offect
sur problem. Such an increase of trede is very likely to telko place
oven without eny integreting policics on the pur®t of Russic. The
grount of thet trado in the inter-wer period wes unduly low on ceccount
o political obstecles. Disuppeoirineo of the leathor is bound to in-
orucse the volume of trade under eny circumstences. Moreover, Russia's
industriclizetion hes enhenced the complementery character of the re-
spective economicse. This will becomo more snd more importent es Russie's
roconstruction nowrs complaotion. Finclly, in tho cusc of Rumenic,
Hungery, end Finlend, six yesrs of reparation deliveriss crc likely
to result in permanent structurcl shifts. As reporwtions ond, exports

17 Cfe, Geffs, thC studics of the Comnmittec on Internutional Econonic
T Policy: World Tride und Employmont; Percy W. Bidwell, A Cormercicl
Folicy for the United Netions; Alexander Gorschonkron, Economic

Reletions with tho U.85.S.R.
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of these countries to Russia may remain high while their imports from
Russia may increase.

All this would happen even if the foreign trude of Eastern
Furopean countries were to remein free from state control and Russia
were to refrain from influencing the economic policies of the re-
spective goverrments. However, et leust at present, it seoms thet
the Russiun concept of "friendly govermmonts" in Eastern Buropo
implies such influcnce. This indeed may constitute a now problem p
frem the point of view of & multiletorel trade convention. The
possible forms and techniques of Russiun wscendency ovor the foroign
tride of Bestorn Buropesn countries can, of coursc, bo menifold.

One possible development is crestion in Bestorn Europc of
state trading monopolics constructcd upon the Russicn pattorn. This
in itself would complicato tho problem. Provious discussions of o
mul tiletersl trede convention procccded on the cssumption of Russia's
unique position us & state trading country. In the meontime, there
have boen indicetions that Czochoslovskis wund Yugoslavie comtemplate
csteblishment of goverrment foreign trede monopolics, oand quite
rocontly the Finenco Minister of Poland dluntly aennounced that Polish
foreign trade will be conducted through e stetc monopoly. If the
‘oripgincl ecssumption is to bo rolexed or dropped, the proposils mon-
tioned previously still could bo epplied, but thcir execution would be
ronderod ¢ good desl moro complicatcd, os & result of the larger extent
of supervision nccded cnd of the amount of bergaining involved. This,
of coursec, rcfers not only to stete treding monopolics in Eestorn Europc
but in any othor prospuctive member of the lMultileterzl Trade Convention.
The largor tho spherc of state treding, the more difficult it will be
to errive ot o gonerel fremowork of agreement such as is contemplated
for the convention. This is a quentitative rather than & queclitative
diference. A further problom will bo crested if the new state trading
monopolies underteke to coordincte their buying cnd selling activitiecs
with those of the Russien foreign trudc monopoly. Since rosl commercisl
edventoges might be derived from such a policy, tho "commoreisl princi-
pl3s™ clause does not preclude such coordineting policics. In other
words, the possibility of such arrengcments prime facio strongthons
ths position of those who havo believed thet the 'cleuse" zlone would
be cn insufficieont mothod of regulation. £ multilatoral allocution
of imports of ell countrivs that hevo stuato foreign trade monopoliocs
sems morse importent then it did when Russie «lonc wes supposed to have
o zomprchensive foroign tride monopoly. But it should bo olonr that
ths coordinated policies would, of courso, be reflected in the bargeining
for allocetion of individuecl countries' import quotas. Multilectercl
bergeining mey still restrict the monopolies, but it will be eble to
do so only to a certein dogrec. At tho seme time, whilo a rultileaterel
cllocetion becomes more importent then before, the pructicel difficulty
of roaching en agreoment is very substantislly ineressed. The arcsa of
Russian influenco in Eastern Europe is not yot clecrly defined. Neithor
the ultimetc position of Gormeny nor thot of the Scendinavian countrics
with rogard to Russia can bo foresecn at present. But even if those
regions are excluded, it sheuld bo noted thet bofore the wer more than
e quarter of Burope's populeation (outside Russia) livod in what appecars
now to be thc Russisn zone of influcnce cnd thet this arce accounted
for sbout one-cighth of Europe's total trade. Thus en apprecisble
proportion of world trade is affected.
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Outright state trading monopolies established in countries
in the Russian sphere of influence are perhaps not so desmaging to
the cause of international trade orgenization as other less patent
devices thet mey be used in countries where foreign trade may remein
ostensibly free. Unfortunately, such scenty information &s hcs pene-
troted the "iron curtain” suggests that Russiu may employ economic
instruments in Bestorn Europe which would render ineffective eny of
the proposuls so fer suggestod. It eppewrs not unlikely, for instance,
thnt Russie will be ablo to secure o considerzblc emount of what may
bo called direct investmont in Lestorn Europe. This invesiment policy
probebly will be pcculisr in that strong Russiean perticipation in the
meaagement of the various semi-govermmentel enterpriscs in the countries
concorned is 1ikely to be couplod with e moderate Russian financial con-
tribution to these enterprises, st least until the rcconstruction of
Russia has becn completed, Last Mey, Rumenien pepers roported the con-
clusion of & colleboretion egreement with Russis, providing for mixed
Russo-Rumenien compenice in importunt ficlds of the Rumenien economy.l/
By various meszns, onterprises Iin which tho Russicns perticipate may
ecquire privilegod, if not monopolistic, positions within the respective
industries. From these strotegic positions, the Russiens moy be able
to direct & considereble cmount of foreign trade with third countries
so s to coordinate the ssles and purchuses of thesec cnterprisos with
the policies of the Russien foreign tridc monopoly. This refers to
both trede within the ares cnd trade with third countries. The sub-
stahtive outcome may be tho seme, or noarly the semc, aos in tho caso
of on outright foreign trude monopoly in on Eustern Durcpeen country,
hut the covert mcthod of pounctration would, of course, moke o multi-
leteral clloca*ion of imports impructicable. Prime facie the s.me is
truc of tho "commercicl principles” clwusc ot Toast in the form thet
hes been developed by the reeiproccl trude agroements of tho United
Statcs,

What then could be done in order to deyrivethose policies
of tho sting of discriminstion? The answor thet cun be given ot the
mement is unsatisfactory. The prosent writcr belicves that there is
nc magicel formula to cchicvo this end. The oxlstenco of o Russion
sphore of cconomic influcnce tends to move us furthor wwy from the
general fremework agreoments which wore poculier to the 19th century
treding system. This must be frenkly sdmitted. Does this mouen that
trere is no way of sccuring Russia's cooporation in a multilatersl
convention? Not neccssarily.

One woy would be to scquiescc in the fiction of tho full
economic indepondence of tho countrics in question end recognizo that
the spherc of potential discrimin.tion in conncction with Russia's
foreign trade will be wider then hus beoen proviously cssumed. To the
extent thet new stete trading moncpolies spring up, it would scom
worthwhile to athtempt o multilatorsl elloc:ution of imports cven though
the epplicution of the devies would bo admittedly mory cerduous. Morc-
over, thoe "commercicl principles" cleuse could ond should be incorpo-
rated into the convention. It could then be left to the efforts of

1/ F.C.C. Deily Reoport, My, Merch 25, 1945.
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¢n intornational trode orgenizetion ws o permancnt body to use tha
method of reprosontctions «nd supplomentery ncgotiations in order

te remody concrotc cascs of diseriminction thet may ariso from the
policies of govermocnt trado monopolies cnd such argenizations as

the Russo-Rumenian mixed compenics, roferred to wbove. With rospoct
t> the latter, it might clso be considercd whothor the "cormorcicl
principles” cleuse could mot bo re-phresed so as to apply to tho
nerticipations of the stete treding monopolics in forcign corporetions
¢nd organizetions., On the whole, given good will of the prrtics con-
corned, such o policy mizght not be wn entircly hopeless ontorprise.

It should bo noted, howover, thet s fur cs the direet
trede betwoon Russie and Bestern Europe is concerned, the Russiong
ney bo rclied upon to insist cn o cortein cmount of opun preforcntial
frogtmont., This wos tho osteblished Russian policy with rcspeet to
the Beltic csuntrics and the edjecont countrics in Asia. Tt would
be surprising if tho Russiens worc not to coxpand this policy to all
countrics in the Russian zone of influcnce.

Howover, should the Russian, togother with tho Eastern
Europoen, troede with third counvrics become n source of lerge dis-
eriminetion in world trede, tho conviction might grow that the
intornationel trede orgenization is uneble to cope with tho problem.
Tho point might be recched whors othor countrics, ineluding the
Unitod Stotes, night be driven to form some sort of govermental
orgenization for thuir foroign trede. In fact, the vory threet of
such c development miy maboricliy aid an international trode organi-
zetion in its offorts tc dowl with individual cescs of discrimination
by tho :lroedy oxisting stete troding monopolies.





