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The basic structure of Russia's forcign trade, geared to the country's
industrialization program, required nct imports from Centrel Europe and

the United Stetes; these were compensated by net cxports to Westcrn Europe.
In fact, trade under the first Five Year Plan wes more multilateral then
before World Wer I. The percentage of bilaterelly compensable Russian

trade was 68.3 per cent of the total in 1913; this percentage fcll to

55.7 in 1931, and rose agein to 69 ver cent in 1938, On this level it was
lower than the corresponding percentages of most important trading countries,
While the postwar shift toward Eastern Europc destroyed much of this basic
pattern in Russian trade, the percentagc of bilaterally compenseble trede
was lower in 1946 than in 1938. 1In 1946, if UNRRA deliveries arc excluded,
the bilaterally compensable percentage in Russia's trade amountcd to 65 per
cent. Inclusion of UNRRA deliverics would lower this percentage, by raising
thec net balance, to 55.7 per cent.

The monthly data for 1947 are as yet too fragmentary to vrovide
a comprehensive picture of more recent developments in Russia's postwar
trade. Somc data are available, however, concerning Russia's trade with
Eastern Europe curing the first six months of 1947. Russian imports from
Eastern Europe in the first holf of the current year werc at an annual
rate of $329 million as against $254.8 million in 1946. On thc other hand,
Russia's exports to Eastern Europe were &t an annual rate close to $127
million &s against $208 million in 1946, 3ince world market prices appear
to be widely uscd in the trade between Russia and Ezstcrn European countries,
it is likely thct the volume of imports rose and the volume of exports fell
more than is indicetecd by the figurcs. At any rate, they testify to the
Russian inability or unwillingness to supply the goods even though trade
proceeds within the framework of bileteral agrecmcnts. At the same time,
it appzars that Russia's share has declined, as against 1946, not only in
the total imports of the countries concerned, but also in their total
cxports, Thus Russia in 1946 took 66.6 per cent of Bulgaria's cxports;
in the first six months of 1947 only 37.1 per cent; the corresponding
figures for Hungery zre 31,9 and 13,3, for Czechoslowskia 12.0 and 4.6,
and for Finland 20.1 and 1€.4. This scems to indicate thot most of the
increment in exports of Eastern Europe between 1946 and 1947 went to
countries other than Russia. The fall »f Russia's relative importance in
the imports of the countrics concerned is cven greater. '

The first half of 1947, of course, preceded Russia's rejection
of participation in thc Europcan Recovery Program and the initiation of
what his come to be called the Molotov Flan. Anparcntly in pursuit of the
latter, the Russians have concluded & number of new trade agresments with
Eastern European countries, cmong them the five-vear agrecment with Czecho-
slovakia. This agrcement provides for 194§ deliveries of 400,000 tons of
wheat and corn and 65,000 tons of fertilizers. A two-ycar agrcement has
been concluded with Finland which cnvisages a great increcase in the volume
of Russ>-Finnish trade. Under the terms of a one-year agrecement with
Poland, Russia is to deliver 170,000 tons »f grain., Finally, an agreement
with Yugoslavia involves Russian deliveriecs of cquipment for the metal-
lurgical incustry, as well as for the oil, chemical, and timber industries.
The faect that these agreements were all concluded in considerable haste in
July and August of this year testifies t»n the underlying propagandz purpose
on the part of Russia, but probably detracts from the seriousness of the
agreed stipulations. At any rzte, after the losses which Russia suffered
in 1947 in its relative strength in the trade of the countrics concerned,
it is unlikely thot at best the great cffort of the Molotov Plan will do
more than restore Russia's 1946.o0sitinn in the trade of dastern Eurcpe.
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DISTRIBUTION CF THE "GOLD PO T M.M,

On October 17, the Tripartite Commission for the Restitution of
Monetery Gold announced the distribution of $145 million in gold to certain
of the countries which, during World War II, had been despoiled of monetary
£0ld by Germany, The distribution consisted of $102 million to Belgium;
$40 million to Netherlands; and $2 million to Luxembourg. In addition
there was set aside 429 million for Austria and $4 million for Italy.

Before the above distribution and allocation, the Commission had
at ite disposal $321 million in gold. Of this, $263 million represented
the gcld recovered in Germany in the Merkers salt mine in 1945. The
remairing $58 million was received from Switzerland in settlement for
lootec. gold which Germany had sold to that country. Negotiations have
been rroceeding with other countries for the return of gold stolen by
Germany and sold to them. Sweden has agreed to return $8 million and
Rumania $20 million of such gold.

After the distribution and allocation on October 17, the Com-
mission held $144 million in gold against which there are undetermined
claims by Albania, Czechoslovakia, Greece, Poland, and Yugoslavia. The
fact that these unvalidated claims exist makes it impossible to forecast
how much more may be allocated to the countries whose claims have already
been established. :

Special intercst attaches to this gold now beczuse of the fact
that resources of some Europeam Recovery Program countries will be bolstered
as the distribution proceeds and claims arc finally decided. Gold reserve
estimates currently in use heretoforc have accounted for this gold under
"Germany",

The large payment made to Belgium ($102 million) as well as that
to Luxembourg (%2 million) will go to France since France had already com-
pensatzd these countries in full for their gold (Belgium $223 million,
Luxembourg $5 million), which had bheen deposited with the Bank of France
for sezfekeeping and was taken from that institution to Germany during the
occuvpation, Because a substantial amount is still owing on this account,
Freneh rescerves stand to gain from any further distribution to Belgium and
Luxembourg. The estimates of French necds during the interim period which
have been subtmitted to the Congress, are hascd on the assumption that the
gold already reccived by Fraence from Bel:ium and TLuxembourg will be available
for current expenditures during this period.

The $40 million granted the Netherlands compares with a reported
declinc of 95.9 tons (%108 million) during the German occupation in the
Netherlands Rank rcscrve.

The $29 million set aside for Austria comparcs with our estimate
of $56 million of gold held by the Austrian National Bank when occupied by
Germany in 1938,

Four million dollars was set ebide for Italy, The Italian claim
was much higher since in 1944 the Neo-Fascist Covernrent transferred to
Berlin approximately $80 million out of gold reserves of about $108 million.
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Included in this amount, however, were $510.5 million of Yugoslav gold and
the Altanian reserve of $2.5 million. It is understood that the allocation
of further amounts of gold is under discussion. This allocation of %4
million is in addition to the return to Italian control in September of
this year of the $26 million recovered at Fortezza (Italy) in May 1945.

ECONOMIC AND FINANCIAT, DEVELOPMENTS IN STAM John Exter

Siam is a country of approximately 18 million pecple. There is
relatively little industry; the great majority of the people are employed
in agriculture, mining, and forestry. ILacking industry, 35iam is dependent
upon imports for a wide variety of consumers' goods. It pays for these
goods with four principal exports: rice, teak, rubber, and tin, Of these
four, rice alone ordinarily accounts for between 45 and 65 per cent of
total exports. Before the war the financial policy of the country was
strictly orthodox. The Govermnment's budget was normally in belance. The
monetary systeml/wes a 100 per cent sterling and gold reserve system with
monetary authority vested in the Ministry of Finance. The note circulation
fluctuz.ted automatically with fluctuations in the balance of payments.
There vias no central bank. The banking system was rather primitive and
was dominated by branches of foreign banks, principally British, which were
engaged primarily in financing foreipgn trade, There were only two Siamese
commercial banks, Internationally Siam was a creditor country. Its
external long-term debt amountecd to approximately 5 million pounds sterling.
Its international assets grecatly exceeded this figure. Short-term official
sterling assets alonec equaled approximately £14 million, In addition,
there were official holdings of sterling sccurities of about £2 million,
as well. as gold and dollar holdings totaling more than %40 million.

Wertime Developments

There was 2 marked change in the typical pattern of the Siamcse
economv when Siam entercd World War II. Trade with countries other than
those controlled by Japan was cut off and ot the same time Siam was obliged
to play host to the Japancse mll}tdry. Ry its pact of Alliance with Japan,
Siam apgreed to devalue the baht2 by abcut 35 per cent in April 1942, thus
placing it on a par with the yen, and, in return for yen crcdits with the
Bnk of Japan, to provide practically unlimited supplies of baht for
Japanese military expenditures in Siam. The 3ank of Thailand, now called
the Bank of Siam, was created in 1942 and took over the notc issue function
from the Ministry of Finance. The Benk quickly became the instrument for
greatly expanding the money supply. This expznsion took place in three
principal ways.

First, the Bank sold baht for yen to finance the Japenese military.
From Docember 1941 to September 1945, when the relation with Japan was final-
ly severed, the Bank financed expenditurecs of more then 1.5 Dbillion baht,

l/'The legel currency unit in Siam is the bzht; howcver, the temm "ticalM,
the legal term until 1928, is still in more common usage.

2/ Until the war the baht was pegged at 11 to the pound sterling; its
approximate value in December 1941 was 36 U.S. cents.
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Second, the Benk financed that part of the govermment budget
deficits which could not be financed by sales of securitics to the public
and to the commcrcizl banks. This was done by purchasing non-interest-
bezring govermment bonds to the extent of approximately 300 million baht
betwecr. December 1941 and 3eptember 1945.

Finzlly, the Bunk financed an export surplus in the trade with
Japan cnd its satellite countries. From January 1943 to August 1945, the
only period for which figures are available, this surplus has been cstimated
at morc than 150 million beht. This large surplus was a particularly heavy
burden to Siam during thesc ycurs because several normel sources of imports
were cut off and Japan's cbility to sunnly imports progressively deteriorated.
lMoreover, the initial effect of the devaluation of the baht wes a worsening
of the terms of trade; Siam's import prices went up immedi.tely by the
amount of the devaluwtion, while the prices of its exports rose morc slowly.

It should be noted that both the 3mnk of Siem and the Ministry
of Finence were aware of the danger of accumuleting yen credits with the
Bank of Japan and cxerted every effort to convert the yen to gold. Siam
succeeded with difficulty in having approximatcly $30 million in gold ear-
marked in Japan during the wer ond with still greater difficulty in having
less than $2 million of it transportcd to Slam during the last ycar of the
war. The eurmarked gold remcining in Jupen at the end of the wer included
some thut had bcen earmarked before the war and totaled altogether about
$43 million. It is now the basis for Siuam's claim to a porticn of the
Japanesc gold stock. The 1.5 billion of yen deposits, none of which Sian
succeeded in converting into gold, havc undoubtedly been lost to it forever.

The above opcrations of the Bank of Siam resulted in a more than
sevenfold expansion of thc note circulation by the end of the war. In
addition, there was an clmost fivefold incrcase in commercial bank deposits.
Note circulation cnd demand deposits amounted to about 2.4 billien beht in
Septenber 1945 as cgainst 360 million beht in Uccember 1941, As @ conse-—
quence, the domestic price level rose a2lmost continuously throughout the
wer period. This risc was accentuated by the heavy reduction of imports
and of supplics of consumcrs' goods in gencral. The best available figures
indica=e thot hy the cnd of 1945 the cost of living in Bungkok hzd increased
more than ninc times as comparcd with uccember 1941,

Postwar Situation

With the end of the war Siam had zgain to adjust its ecconomy to
new conditions. With its ycn asscts suddenly wiped out and the success of
its claim to gold carmerked in Japen guestioncble, Siam had to rely for
internitional rescerves upon its domestica®ly held gold plus such assets as
it could rccover in Great Britein and the United States. Great Britain
promptly blocked 3Siamese sterling pending satisfaction of British private
war claims. Siem thercforce entered the postwar period with a money supply
greatly expanded 2s compared with prewer and free rescrves reduced to about
$40 million nf domestically held gold and about $10 million of gold earmarked
in the United States.
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Ever sincc the end of the war the central problem of the Siamcse
cconomy has been thet of restoring normal trade based on a stable exchange
rate with full convertibility. During thc last quarter of 1945, Siam was
virtually cut off from comncrcicl tronsactions with the cutside world.

Then in Januery 1946, the Government cstuhblished an oificiol rate of 15

beht to the dollar, which wes incrcascd in Junc to 10 to the dollar, at
which level it still stands, This appreciction of the baht appears now to
have been ill-conceived, for the Bank of Sicm has not had the international
rescrves to provide convertibility. It 1s guestionable that zven the 15 to 1
rate could heve becn maintzined. A legalized npen market has been allowed

to arise in which the rate hss usually fluctuated around 25 bzht to the
doller ond more raecently at hetween 20 and 22 baht to the dollar. The
Government has attempted to capture the bulk of the foreipn exchange re-
sulting from exports by requiring exportcrs of the four principal commocdities,
rice, teak, rubber, and tin, t- yielc all »r part of their forcign exchange
proceecds to the Bank of Siam, A1l other d»llar proceeds, including those
from exports other thon those just mentioned, flow into the open murket.

This system hes not worked et ell satisfactorily. The disparity
tween the open market and officicl rotes is so preat that heavy pressures
have doveloped from those interestcd in the four principal commoditics. Ex-

porters of thesc commndities hrve won conccssions in the form of larger

and larger pvercenteges of their forcign exchange procecede which they may
legally sell in the open markct. At present these percenteges arc €0 per
cent for rubber,t/and 50 per cent for teak «nd tin. This is tontemount, of
course, te a sclective deprceictinn of the currency for these commodities
and has had the cffect »f considercbly incrcasing the physical volume of
shipments. On the othcr hand, from the point »f view of the Bank of Siam
the increase in its forcign cxchange receipis resulting from the considerably
increascd value of cxports of thesc commnditics, hzs at times heen more than
naffsct by the increase in leakases nf exchenge to the open market. In Junc
nf this ycar thc Bank had only ennugh ~fficicl exchunge to mcet the nceds

nf the G wermment. It had csascd allocating any exchenge &t &1l to private
importers.

The Gorernment hos held the line more effectively on rice. Only
10 per cent ~f the exchange procceds cun be rctained by cxporters, and that
only in sterling. The result has been, however, that the wholc system of
ricc procurcment hes been placed under scvere strain, The pressure on the
rice or>ducing pecasant in particuler has beccn unconscinnable., T appreclate
fully the extent of this pressure some explanatisn of the Siazmese rice
situetion is recuircd.

Under the terms of the ocace trecaty with Great Britain, Siam wes
requircd to provide without charge 211 ~f the accunulated surplus »f rice
then existing in 3iam, subdject to a maxinum T 1-1/2 million tons. The
moral Hasis for this huge indemnity was that 3iam, by siding with Jupan,
hed avaided much 2f the devastation »f war to which mony areas »f S~uth~
castera Asic hod heen subjected. It soon became clcar thot even with the
best of good faith the Siemese Gernment would find it impossible to deliver
such a large quentity ~f rice without charge. TLargely on the insistence of

1/ 75 2er cent if the proceeds cre sterling,
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the United States,l/Grcat Britcin in May of 1946 2-recd to o basic price

of £12-14s. per ton, which was substantizlly below world priccs. Vhen

this price proved still insufficient t» bring f-rth adequate shipments,

it wus reiscd to £24 early this year cnd was finally raised to £31, the
Bumese price,on August 31. Until rcecntly, then, Siam was forced to sell
its rice &t en artificially low orice, which in itseif constituted a hord-
ship for the Sitmese ocasant., 1o make mutters worse, the Government has
for cost-of-living consideratiens held down the comestic price "and, in order
13 nroduce revenue, collected & £4 ner ton export tax., The price which

the Siemese pecsant hes Heen able to get £or his rice has been subjectcd

to “three successive scucezes: first, the export price »f his riee haes becn
much lower then the prices which rise hos “een bringing in world markets;
second, his buht proceceds have been further reduced by ws much as 50 or 60
per cent becwuse rice exparters hove been comnelled to accept 90 to> 100

per cent of their baht procecds at the ~fficial rate of 10 to 1 rather than
at the »~pen murkct rate of 20-25 t~ 1; third, he hus been the victim »f an
internzl procurenznt system »ne ~f whose purposes has been to produce revenuc
for the Govermment.

Under these circumstcnces it is no wonder thet the problem of
gettin: rice out -f Siam has mct with almost insurmounteble difficulties.
A black market has develrped in which rice is sold chiefly tz smugzlers
into Mclaya, Stocks have accumulatced in the cruntry end much more has been
retained for d-mestic consunpticn than would hove heen if the legitimate
export price had been higher. The result is thet for the first nince months
nf 1947 Sicm exported at an ennual rate »f 420,000 tons as compared with
about 1.4 millinn tons befrre the war. The 1947 figure, ~f course, omits
shipments »f smug:led rice, for which there are nn recohrds.

Export zrals and international allocatinns for Siamese rice have
been successively lowered fron 1.5 milli-n tons to 1.2 nillion, to 600,000
(for an 8 months pericd), and finally to 420,000 tons. However, there are
already indications since August 31, when the Siamese price was raised to
the level of the Burmcse price, thot the rote »f shipments has markedly
improved, If the prescent crop is as successful as predicted by cerlier
estimates, thc prospects for Siamesc rice mey prove to have taken a
permancnt turn for the better. The low rice price in the past hos made it
particularly difficult to gct incentive gonds to the pecasant. His purchasing
power hies becen so low that he has been unable to pay the high prices that
nther ;roups in the population have been able to pay for such limited
supplies of goods as have been available. The problem has been accentuated
by the lack.cof import contrrls. Exchange bought in thc open market can be
used by the wealthy clwsscs to purchase all sorts »f luxury and other non-
essential gocds.,

;/ Although Sian declarcd war »n both the United States and Great Britain,
the United States never reccgnized that a stete of war existed and no
Siecrniese-American pewuce trecaty has been necessary. The United States was
able, however, to claim an interest in the British treaty with Siam on
the ground that Siam had been defeated largely as a result of American
effort in thc Far East,
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It was against this economic background that the Govermment of
Premier Luang Dhamrong was overthrown ten days ago in a bloodless coup.
The overall economic strategy of the recent Government was quite evicently
to maintain the present unrealistic officizl exchange rate of the baht and,
by bringing on a more severe deflation than has yet occurred, to force the
open market rate gradually into line. The tactics, however, frequently
obscured the strategy as special interest groups were able to have the
exchange regulations modified to suit their particular needs. As a result,
a disproportinnate share of the burden of the deflation was borne by those
classes, who, like the peasants, were unable to make their wishes effective
in Bangkok. The dissatisfaction with the economic policies of the Govern-
ment was accentuated by a record of public morality which was had even by
Siamese standards. News stories indicate that an overthrow mipght have come
either from the left or from the right. The strong man of the coup, Field
Marshall Luang Pibul Songgram, apparently intends to move to the right. He
has announced publicly that the former Govermment was too far left and that
his cou? was accomplished to forestall a revolution which might have over-
thrown the monarchy and established a republic, Parliament will be appointed
by the King rather than elected. This change in the nature of the popular
representation makes it appear doubtful that the new Government intends to
serve the interests of the people any more cffectively than the »1d,





