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An estimate of the size of the deposits of the two types of organi-
zations just mentioned cannot be made., Deposits of private individusls consist
of depcsits in savings banks and in the Gosbank, The value of the former has
been reported at 12 billion rubles at the end of 1946, and was expected to
increase by the end of the current year to 13,5 billion rubles. The amount
of individuels' deposits with the Gosbank is unknown, but is unlikely to be
very lerge; inasmuch as the practice of such deposits originated rather late
in the war. Both savings deposits and Gosbank deposits of private individuals
cannot be but a small fraction of the total increase in the media of circula-
tion.

Reduction of Government Indebtedness

The compulsory reduction of the government debt is an altogcther
unexpected feature of the reform. The reduction does not extend to the most
recent 1947 loan. Furthemore, the relatively smell 1938 loan (about 14
billion rubles) is given prefcrred treatment in compecrison with thc rest of
the debt. The bulk of the government debt, howcver, including loans floated
as early as the middle 'thirtics and amounting to somc 1€4 billion rubles, is
to be cut by two—thirds of the face walue, At the same time, a compulsory
conversion fixes the rate of interest for the whole amount at 2 per cent.
Since the average interest rate on the public debt was 4 per cent, with very
little dispersion on the individual issues, the measure involves halving of
the interest rate in addition to the elimination of two-thirds of the princi-
pal., Thus a 1,000 ruble bond of original face value will bear only 6,7
rubles intercst a ycar instead of 40 rubles, a reduction by five—-sixths,

The resulting budgetary saving of some 5 billion rubles a year is very small
in comparison to the size of the budget, but is likcly to be sizeable in
comparison to the note circulation left after the currency reform, In-
addition, there will be budgetary savings in amortization of the bonds,

Last February, Zverev, the Minister of Finance, stated that attaimment of
budgetary surpluses was regarded by the Government as a central factor in
anti-inflationary policies. The currency reform may indecd lend significance
to the anti-inflationary policy of budgetary surpluscs.

Abolition oi‘fhiioning and Reform of the Price System

The fact that currency reform has been delayed for almost three
years after VE Day has enhanced the economic difficulties in Russia during
the intervening years. That it has now occurred presumably means that the
Government is now able to provide more consumers' goods than would have been
available in 1945; accordingly, the danger that liquid funds will begin to
reaccumulate on a large scale immediately after the refomm is undoubtedly
much esmaller at the present time. The abolition of rationing is accompanied
by the elimination of the dual commercial store - rationed good store price
system: Singlc prices are established for cach commodity in all govermment
stores., There will still remain, zs was truec before thc wer, free-open—
market prices at which collective farmers may sell their surpluscs, The
level of thosc prices will depend on the dcgree to which the Goverment
satisfies thc consumers' needs through supplies in the govermnment stores.

As fer as the nrice adjustments deerced in the k. tter arc concerned, an
appra‘sal is rether difficult. This much, however, is clear: thc new price
level will be very considcrably below that fomcrly prewvailing in the com-—
mercial stores. Thus prices of textiles and shoes are to be fixed at about
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one—third of the former prices in commercial stores, For prices of rationed
goods, the situation is much less uniform., Prices of bread, cereals, and
beer are to be reduced by 10-12 per cent. A number of prices (those for meat,
fish, sugar, potatoes, wvegetables, tobacco, and alcohol) are to remain un-
changed. But the prices of milk, eggs, tez, and fruit are to be increased .
in comparison to the previous rationed prices, and so are prices of textiles
and shoes.

Appraisal of the Refom

Effect on Incomes. The reform decrec stipulates that money incomes
of wage earners and collective farmers will remain unchanged, FHow will real
incomes be affected? In the official stetement of the Soviet Government and
the Cormunist Party it is claimed thet recl incomes will be increased as the:
new prices arc fixed below thosc previously charged at the commercial stores.
There is no doubt that the real incomes of people who purchased-a large prrt
of their requiremcnts 2t such stores will be favorable affected. If 1t is
true, owever, that only persons in high income brackcts belonged to that
category, and the acverzge wage earner had only occasioncl rccourse to the
commerzizl stores while purchasing the bulk of his rccuirements 2t the rationed
goods stores, then the latter is likely to see his rcel income diminished,
The 10-12 per cent reduction in the price of bread is likely to be more then
offset by the incrcases in the prices of clothing cnd shoes, The latter is
particalarly oncrous at a time when consumers' inventorics of thesc goods
are still depleted,

The abolition of rationing and the restoration of consumers' choice
doubtlzss entails some——partly intangible——gains to all consumcrs. On the
other hand, it may be possible, in the short run, to make & distinction
between the effcct of the currcncy rcfom on real income and its cffect on
the standard of living; the likclihood is that the forced conversion of
currency and savings deposits will reducc the cverage wage carner's abllity
to purchasec durzblc consumers' zoods out of savings, The presumption is that
the establishment of the new pricc level favors only rccipients of high in-
comes znd places additional burdens on the receivers of average and low in-
comes.,

The preceding considerations are based on the essumptions thzt the
Government will be able to satisfy the demand which will be forthcoming at
the new prices. It may, indeed, be expected that as 2 result of a rather
plentiful harvest and the delayed abolition of retioning (which was gencrally
expected at the time of the thirtieth anniversary of the October Rcvolution)
bread will be plentiful throughout the remeinder of the year. But it is a
moot question to what extent consumers will find the stores supplied with
other goods, particulerly with industrizl consumers' gnods.

The Ineidence of thc Monetary Refomm, As suggested in the preceding
secticn, a striking fecturc of the currcncy reform is its ncglect for the
intercsts of the low-incomc groups of the population, The flat diminution
of all currency holdings by 90 pcr cent mesns thzt the 100 rubles worth of
notes held by an unskilled laborer will be diminished in the same proportion
as the 100,000 rubles of a highly paid artist, or a black market spcculator,
or a goldier who returncd from the war and enriched himself by the sale of
lootec goods. Likewise, the mergin of protected savings to be rewalued at
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the rate of one to one is only 3,000. rubles, a sum which amounts to less then
40 per cent of the present average annual wege in Russia, No less important
is the fact that the reveluation ratio for deposits ceases to be progressive
after the first 10,000 rubles and becomes a flat 50 per cent ratio, Those
who are accustomed to associate the idea of social justice with progressive
taxaticn will find reason to criticize the Russian reform on these grounds,

The distribution of savings always has been very uneven in Russia,
Thus, in 1938, 67 per cent of the depositors owned only 5 per cent of the
total value of savings deposite. It is likely that the distribution both
of savings deposits and of the much more important note hoards has become
even more uneven as a result of the war, Furthemore, the probability, if
not actual ccrtainty, is that the vast majority of the notc holdings were
concenfreted in rural rather than in urban arcas. Through open and black
merkets the peasants doubtless were abla during the war to syphon out of the
urban population the bulk of the notes which accrued in the first instance
to urban consumers, While it would bc out of 211 proportion to compare the
presen’ refom to the collectivization policy at the boginning of the Tthirties,
the an—i-peasant anglec of the measure is a wvery importunt espect of the re-
form.l/ To what cxtent political opposition of the persants to the reform:
may be cble to express itsclf is ¢ question thot cannot be considered here,

Currency — Govermment Debt — Savings. Neglecting certain exceptions
mentioned earlier, the three types of assets were reduced by the reform in
the following proportions:

currency 10 : 1
government debt 3s1
savings 2:1

That notes in circulation were treated more severely than the other two assets
is presumably to be explained (1) by their quantitative importance in the
agegregate, and (2) by the theory that speculators and profiteers have pre—
ferred this fomm of liquid assets, It might be noted in passing, however,
that in a country with undevcloped banking habits, mattresses take the place
of bans accounts for many who have no reeson to concezl the origin of their
funds.

The preferred position of savings as against govermment debt is
perhaps morec difficult to understand, Somc explenztions for the diffcrence
in treztment of govermment bonds es zgainst deposits may be suggested: (1)
governnent debt is quantitatively much more importent thon depositss (2) the
govermuent may feel that it will be casicr to apply pressure in order to

l/ According to & list of new prices published in Moscow on December 15,
prices of industrial goods in rurzl wreas zre to be in general about 10
per cent higher than city priccs for the sime commoditics, Whilec a portion
of the diffcrenticl must be cttributed to the cost of carriage, it is
possible thet some additional discriminstion agsinst the peasants is
involwed,
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obtain subscriptions to government bonds ‘than to induce people to carry their
money to the savincs institutions; and (3) reduction in the government debt
has important long-run effects,

Concluding Remarks, It would be difficult to gainsay the rationality
of the reform from the point of view of the economic policies of the Soviet
Governnent, Any planning must be greatly jeopardized by the existence of
huge hoards of liquid funds. In the crisis of October-November 1946, the
Russian Government was given clear warning by the industrial workers that
maintenance of the efficiency of labor depended on an increased supply of
consumers' goods, including semi-durable .goods, The industrial production
progran would be grawely sffected if the ‘increased output of consumers!
goods were channeled to hoarders of cash'rather than to the producers of
goods. In the absence of currency refom additional severe controls would
have been necessary to prevent that outcome, It has been repeatedly said
that elimination of pent~up inflation doés not per se create goods. This,
of course, 1s true with the qualification that reduction of the peasants!'
cash balances may increase their readiness to market products in excess of
those delivered to the Government. However, failure to get rid of surplus
funds is very likely both to impede distribution and to hamper and restrict
production,

It is, therefore, not the Russian reform in itself that inwvites
strictures. Nor need criticism necessarily be directed against the magni-
tude and severity of the operation. But exception can be taken to the
ruthless method of cutting with the same ax the savings of the poor and
the profits of the rich, The Russian reform is in effect an imposition
of a capitel levy distributed with very imperfect rcgard to the income and
wealth of the individuals taxed,

One final remark may be in order, There is every reason to assume
that the currency reform will provide a considerable alleviation of the
monetary situation. For some time, the inflationary pressures may disappear.
It is, however, quite unlikely thet they will remain in abeyance for long.

In a full employment economy in which the retio between investment and con-—
sumption is so greatly distorted in favor of the former, permanent inflation-
ary pressures are virtually inevitable, The nccessity for maintaining labor
incentives is an effective barrier to anti-inflationary policy even for an
omnipotent govermmcnt in a thoroughly planned economy. Moreover, thec very
harshness of thc reform may tend to reduce the propensity to save, Howcver
effective the present blow against pent-up inflation, the reappearance of
current inflation in Russia is likely to be only a question of time,
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CANADA ATTACKS ITS DOLLAR PROBLEM Charles R, Harley

On November 17 the Canadian Finance Minister, Mr, Douglas Abbott,
announced a series of measures designed to restrict the drain on Canada's
resources of gold and United States dollars, and to supnlement these resources
by borrowing in the United States and by increasing Canadian gold production,
'The major elements of the program may be summarized as followss

(1) Import prohibitions have been imiosed on a long list of
semi~-luxury or non-essential goods such as certain food
products, jewelry, radios, refrigerators, washing machines,
and furniture, Automobiles were temporarily placed on the
list of nrohibited imports, but wi'l be shifted to the
"quota" list when detailed regulations have been worked
out,

(2) Import quotas have been estabiished for a wide range of
(a) foodstuffs (fresh and canned), (b) finished textiles,
(c) lcather and leather products, and (d) miscellaneous
gocds including clocks and watches, sporting equipment,
games and toys, and cutlery,

(%) Authority has been given to the I'inister of Finance, acting
on the advice of the I'inister of Reconstruction and Supply,
to introduce restrictions on the importation of "any metals
or manufactures thereof" not included in either of the
schedules referred to above (with the exception of machinery
and equipment for use in agricultural or fishing industries),
Imports of moving picture films may also be restricted under
this authority.

(L) An annual ration of $150 per person has been set for funds
for pleasure travel in a United States dollar area,

(5) The Txport-Import Bank has authorized extension of a {3300
million credit to Canada, In this connection, lir, Abbott
stated that Canada would investigate the possibility of
borrowing from private investors in the United States and
implied that funds so raised would be used to replace
rather than to supplement the TxporteImport Bank commitment,

(6) A program for stimulating Canadian gold production through
subsidies has been prososed by the Government for Parliamentary
action,

No estimate of the net savings to be expected as the result of
restrictions (1) through (L) has been released by the Canadian authorities, -
On the basis of current Canadian trade with this country it appears that
imports from the U,S, in 1947 may be reduced by %250-300 million, assuming
that no significant restrictions are introduced under item (3), If tourist
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expendjtures in the United States are reduced by 25 per cent an estimated
additional saving of around $40 million might be expected., No estimate of
the additional gold production which may result from the proposed subsidy
program can be attempted at this tims,

Before these measures are discussed further, it may be appropriate
to review recent trends in the Canadian balance of international payments
which explain why it has become necessary for Canada to apply severe restrictions
on United States dollar expenditures at a time when Canadian exports are at
record levels, The answer is to be found primarily in the fact that a large
proportion of Canadian exports are being financed by loans and grants to foreign
countries and thus are not giving rise to hard currency receipts which Canada
might apply against its growing adverse balance with the United States, A
rough comparison of Canada's balance of payments position in 19L6 with the
estimated position in 1947 is shovn in the following datar

1946 1947
(miITions of Canadian dollars)

Export talance in current international account

(including sales of non-monetary gold) L58 O~
Less cortributions to UNRRA and credits to

foreign countries - ' 969 610
"cash belance™ on current account =511 =610

The "eash balance" deficit in 1916 was offset to the extent of $250 million
by an inflow of capital and by postwar settlements so that Canadian reserves
of gold and United States dollars declined by only $263 million, 1In 1947,
however, a net outflow of capital has occurred with the result that official
Canadian reserves of gold and United States dollars declined by nearly $750
million in the first 10 L/2 months of the year to a.level of approximately
$500 mil.lion on November 13,

Disappearance of the 31,50 million favorable balance on current
account between 1946 and 1947 is attributable to a substantial increase in
Canada's deficit vis-a-vis the United States, During the first eight months
of the warrent year Canadian net imports of merchandise from the United States
were running at an annual . rate of $900 million, as compared with 44,30 million
during calendar 1946, Rising prices of United States products and the increased
availability of goods for export from this country, together with a high level
of production and incomes in Canada contributed to a sharp rise in Canadian
imports.

In order to apply the import restrictions without delay the Canadian
Governmesnt, by Order in Council of the Governor General, amended the Foreign
Exchangs Control Act to provide that no currency shall be designated as payable
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for the commodities subject to the new restrictions unless specific exchange
control licenses have been secured,L/ The Canadian Parliament doubtless will
be asked to pass new legislation under which the import controls may be
operated since the Foreign Exchange Control Act (passed only a little more than
a year ago) contained language which the layman would interpret as prohibiting
use of the Act for direct trade controls of the type how adopted. The candor
of 1ir, Abbott's remark may be aporeciated: "At the time this Act was passed
the Government did not believe that such power was contained in the Act but we
are now advised by the law officers of the Crown that it provides the legal
basis for such restrictions as are proposed,"

The Canadian import restrictions are non-discriminatory in form,
That they are in fact discriminatory against the United States is freely
admitted; no other type of import restriction would appear reasonable in view
of the character of the current Canadian trade difficulties. The products
placed on the prohibited list are in general those of which the United States
is the primary foreign supplier, The import quota system provides that the
countries of the world shall be divided into two groups and that quota imports
from each group separately may be admitted up to the value of 200 per cent of
The 193]-39 value from that group, (The quota for textiles is LOO per cent of
the 1937-39 value), Since imports from the small group of which the United
States is the major member have recently been greater than the quota limit
while imports from the other group have been substantially below that limit,
quota restrictions will be effective only against the United States and a
few additional countries.z/ Vithin Canada, licenses for quota imports will be
distributed among importers on the basis of their share of the trade in the
particular product during the year ending June 30, 1947,

Before instituting direct trade controls the Canadian Government had
presumably informed the United States Government of the general nature of the
proposed restrietions, On November 17, the U, S. Department of State released
an exchange of notes which reveal full recognition of the increasingly pre-
carious balance of payments position of Canada, The United States note
jndicates that this Government will not invoke certain articles of the 1938
trade apgreement with Canada which prohibit discrimination against imports from
the Uniced States, :

Canadian plans for subsidizing gold production, however, were
apparently not discussed in advance with United States authorities or with
officials of the International Monetary Fund, The original proposal, involving
bonus payments of %7 per ounce of gold output in excess of
production during the twelve montiis ending June 30, 1947, was looked upon
with disfavor by the Fund, On December 11 Mr, Abbott proposed a new and
more involved subsidy formula which the International Monetary Fund has

E/VThe control became effective on November 18 and only goods actually in transit
on that date were automatically exempt,

jg/ Listed with the U.S, as "scheduled countries" are; Cuba, Dominican Republic,
Guatamala, Haiti, Panema, El Salvador, Venezuela, Switzerland, and U,S,S.R,
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found acceptableﬁé/ Through the National Advisory Council, the U,S, Govern~
ment has expressed strong disapproval of any tendency for foreign countries
to rely upon subsidized production of gold as a means of maintaining balance
of payments equilibrium,

In general, however, it appears that the U,S, Government is in
sympathy with Canada's efforts to lessen its balance of payments deficit
with the United States, Quite aside from the obvious fact that some de-
fensive measures had become necessary to curtail the rapid drain on Canadian
gold and U,S, dollar reserves, the United States is interested in the
ability of Canada to continue to finance a substantial portion of its export
surplus with Ruropean countries, Unless the Dominion can restore a surplus
in its cver-all current accounts, Canadian loans or grants to Europe would
result in further declines in gold and U,S, dollar reserves, These declines
could orly be offset by further borrowing from the United States, a prospect
which dces not appeal to the Canadian authorities,

&/‘A more detailed review of the Canadian subsidy proposals and of the Fund's
reaction thereto is contained in the article in this Review, entitled:
"Canaclian Gold Production Subsidy",

CANADIAN GOLD PRODUCTION SUBSIDY Mary Maroney

7hen the Canadian Government announced import restrictions and
other features of its dollar saving program on November 17, there was also
announced a proposed three year arrangement to stimulate gold production by
paying $42 an ounce, instead of the standard price of {35, on that part of
each mine's yearly gold production over and above the amount produced in the
fiscal year ended June 30, 1947, This plan, however, apparently had not been
discussed in advance with United States authorities or with officials of the
International Monetary Fund, and the Fund found the plan objectionable as in-
volving the payment of & premium price for gold in violation of the Fund agree-
ment, 'The Canadian mining industry, which had been protesting its inability
to make ends meet because of the rising level of production costs, also objec-
ted to the plan as not sufficient for its needs,

On December 11, the Canadian Government made a revised offer, in-
volving a more complicated and not so direct subsidy for increased production,
Under this plan, the Government proposes to pay half the production cost above
418 per fine ounce for all gold output in excess of two-thirds of the amount
produced in the fiscal year ended June 30, 1947, The International HMonetary
Fund stanted that this plan was "not inconsistent with" Fund policy, In
Washing:ion, however, the National Advisory Council issued a warning that:

"The United States would view with disfavor any tendency for countries to be-
come dependent on subsidized gold production as a solution to the problem of
arriving at and maintaining equilibrium in their balances of international
paymentis"™,
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The $18 figure announced as the base of the new subsidy is about the
average cost of production of mines in the auriferous quartz industry in 1941,
the yeur of peak output before war controls shut off supplies and manpower, and
gold recovery began to fall, By 1915, production hed fellen to 2,697,000 ounces,
and average production cost had risen to $26,10 an ounce, In the year ended = .
Junei30; 1947, production totaled 2,914,000 fine ounces, or 55 per cent of 1941,
Production costs probably had risen another 15 per cent= i,e,, to around $30 an
ounce,

No indication of the possible results of the new offer is reported as
having teen given officially, There are many high cost mines, as well as a
considerable number of those in the low cost group which could extend production
into higher cost ore,

There is no basis for making any reliable estimate of how much a sub-
sidy might increase gold production, If we were to assume, however, for purposes
of comparing the subsidy plans, a 25 per cent increase in production under both
the original and revised pronosals, the cost of the subsidy would work out about
as indicated below,

Plan of November 17

Amount Value
(Thousand ounces)(MillTon Can,$)

1, Assumed production, year

ending June 30, 198 3,643 127.5
2, Actual production, year

ending June 30, 1947 2,914 102,0
5, Amount on which subsidy paid 729
i, Value of subsidy paid (§7 an oz,) 5,1

Plan of December 11
1, Assumed production

year ending June 30, 198 3,643 127.5
2. Actual production, year :

ending June 30, 1947 2,914 102,0
3, Subsidy base (2/3 of 2) 1,943
L, Amount on which subsidy

will be paid (1 ~ 3) 1,700
5. Value of subsidy (%46 an oz,: i,e,,

1/2 excess of 30 over $18) ' 10,2

The general position of the Monetary Fund was spelled out in a statement
which asserted responsibility for examining the gold policies of member countries
and authority to determine case by case whether subsidy programs proposed by mem=
ber statas were acceptable or not, The statement suggests that the Fund cannot,
in general, prohibit domestic gold subsidy programs unless they "™undermine or
threaten to undermine exchange stability", or unless they take the form of "a
uniform paymsnt per ounce for all or part of the gold produced" which might be
interpre®s¢ =s est>blishment of a buying price for gold above the country's agreod
parity va_uation, Lhe differences between the original and revised Canadian pro-
posals wiil te that: (1) payments under the latter will be to the mines rather
than for the gold; and (2) payments will presumably vary from mine to mine d epexrd~
ing upon the levels of production costs, The practical difference between one
form of subsidy and another may be negligible, ihere the Fund's authority to
prevent domestic gold subsidies appears limited, the United States, as the prin-
cipal buyer of the world's gold production, could doubtless devise effective
measures for nullifying the usefulness of such devices £f this showld begume. necessary






