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Tt scons clcar that, if the Philippine Government docs nothing
in the prescnt circumstances, the rcconstructim and develosment of the
ccon-ny will be seriously retarded. Forcign cxchangc resources whica wre
. ¢issinated on luxury consumers goods during the next fow ycars can never
s¢ rccanturcd.  The corc of the problem, then, is to nobilize the optimun
cnount of forcisn cxchange and domestic resowrces for rchebilitation witih-
sut 2t the samc timc crcating uncortrollable inflationcry dressurcs.

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

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

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

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

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

1/ ¥hilc thc Philippinc Trade ict pcrmits cxchenge controls only with the
approval of the President, import controls arc not specifically pro-
hibited.,
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e last resort, they may have en cffecct of diverting the attention of the
Philiopinc Government from the importent problom of preventing internel
inflation and curteiling unncccessary imports. In particular, the pesos
issucd against the borrowed dollars, when spent by the Government to mcct
its intcrnal budgct necds, could bc respent by the roccipients on imported
luxury goods. To the extent that this hapoens, the foreign cxchange pro-
vided by the loan is dissipated without increosing cithcer the productivity
oi the cconomy or the capecity to repey. ‘

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

Mexicon Domestic Monctery Policies David L, Grove

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

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

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

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

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

1. Guantitative Controls

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

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

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

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

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

2. Sclective Controls

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

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

.
o
C.

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

Anothcs
o

[CA TN o

3. 3alc of C¢old Coin to the Public

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

4. Purchascs and Sales of Sccuritics

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

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

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

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

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

Year Plans regularly
of producers! goods

Cutput of Sclceted Industrial Commoditiesl/

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

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

pig iron, stecel, rolled

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

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

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

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

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

Tndustrial Production
1937 1942 1937 1942

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

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

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






