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Currsncy Problems and Currency Reform in '
Central and Southeastern Europe ' J, Herbert Furth

Currency conditions in Central and Southeastern Europe con-
tinus to deteriorate, The situation is least dangerous in Czechoslo-
vakia, which has suffered less than its neighbors from Nazi occupation
and Russian liberation and which has just completed a drastic currency
exchange after the Belgian model, In Austria, conditions are complicated
by the artificial division of the country into four zones of occupation,
and by lack of cooperation among the occupying powers. The occupation
authorities have finally approved o currency conversion which may help
to put an end to inflation. Greece has been pushed again on the road
to monetﬁyy disaster, as mush by political strife as by economie
factors,~/ Matters are worst of all in those countries that are
occupied by the Red Army alone and wherc the provisions of the armistico
agreements, the requirements of the occupation troops, and perhaps also
the influence of Communist ideology add to th: disequilibrium inherent
in the post-war situs.tion,2 The monetary policies of the more or less
Communist-dominated govermments of these countrics show little evidence
of that cconomic planning which the govermments profess to favor, and
arc notable meinly for the absence of cffeetive anti-inflationary
measures .

1/ Roview of Foreign Dovelopments, October 8, 1945, p, 9.
g/ Review of Forcign Dovelopments, July 8, 1945, p. 1.
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l. Czechoslovakia

Czechoslovakia has repecated a procedure adopted after the
Firse World War in 1919, when the Austro-Hungarian bank notes cirocu-
lating in the territory of the newly established republic were called
in for overstamping and partial blocking, That earlier experiment is
generally conceded to have been a failure sinec it causcd a brief
deflationary reccssion and did not prevent an inflationary expansion
from oaccurring immodiatcly afterwards. The new measure is more radical
than the first one, and goes even further than the Belgian exchange in
that it embraces every kind of curreney, ineluding coins, and in that
the amount converted into cash is limited to 500 Czechoslovak crowns
(Kes) per head. This amount is officinlly equal to 10 dollars, as
against an original limit of L5.60 dollars (later raised to about 11h
dollars) in Belgium, 100 dollars in Yugoslavia, 15 dollars in Austria,
and only 3.79 dollars in the Notherlaﬁds. All bank deposits have beon
blocked, with the exception of specified funds needed for the payment
of wunges and salarics. Blocked balunecs may be used, however, for
paying existing debts by means of transfors from one blocked account
to another, '

The issue of new currency hus been used also to unify the
ourroncics of the former Protectorate, the former German puppet state
of Slovakia, and the former German Sudetenland. Sinee November 1, 1945,
the new crown has been the only legal tender for the entire nation.
The new crown is equal in value to the crowns of both the Protectorate
and Slovakia, although the Slovak crown was valucd at only 0,87 Pro-
tectorate crown before liberation. No provision has been made for the
exchange of rcichsmark curreney, which was logal tender in the Sudenten-
land up to July 31, 1945, nor for the exchange of the military currencies
used in Czechoslovak territories by the Russians and the Wostern Allies.
The withdrawal of the Allied armics from thec republie presumably has
been accompanied by the redemption of outstanding military notes,l

At the time of the first partition of Czechoslovakia
(September 30, 1938), curreney in oirculation amounted to 15,1 billion
crowns, of which 1040 billion circulated in the territory of the later
Protectorate, 1,4 billion in that of the later State of Slovakia, and
the remeinder in the areas anncxed by Germany, Hungary, and Poland,

Of the total, a sum of 8,1 billion was in bank notes, the rest in
various kinds of subsidiary currencics, Immediately before liberation,
note circulation hed increased to 37.7 billion crowns in the Protector-
ate (March 23, 19L5), and 7.6 billion in Slovakia (March 7, 1945).

After liberation, the eirculation in the former Protectorate at first
continued to rise moderately, but later on was sharply reduced, rcaching
29,5 billion crowns on October 15, 1945, This decline, however, was

.

l/ Feview of Foreign Developments, Septembor 2, 195, Pe 5o
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overbalanced by an increase in demand deposits with the central bank
from 14,0 billion on March 23 to L7.6 billion on October 15. No

figures for Slovakia, and no data on the cireculation of subsidiary
currency, have been made available since liberation, It appears

likely that the movement in Slovakia was not very different from that

in the former Protectorate, and that subsidiary currency did not in-
crease at a faster rate than bank notes. Under these assumptions

total circulation at the time of the currency exchange may be estimatcd
at four or five times the amount outstanding in September 1938, Con-
sidering the devaluation of the crown in terms of United States currency,
from 3,&5 cents in September 1938 to 2 cents in Oetober 19L5, and the
rise in world market prices in terms of United States currency by at
least one-third, a ourrency sirculation equal to about 2 or 2-1/2 times
the level of 1938 would probably be adequate under normel conditions,
At present, cash requirements are certainly lower than this for two
reasons., First, because economic activity still is below the pre-war
standard; and secondly, because the country is about to expel its citi-
zens of Sudeten~German and Hungarian descent, which form about one-fifth
of its population and include an even larger part of its economiecally
most active elements, The limitation of cash holdings to 500 crowns

per head should decreasc cireulation at first to about 7 billion orowns,
or less than half of the 1938 figure, an amount which certainly would
be far too low even under present conditions. Experience in other ocoun-
trics indieates, however, that the releoase of blocked currency under
hardship provisions and the flow of newly issued money are likely to
swe..l the circulation figure considerably within a very short time,
Success or failure of the Czechoslovak measure will depend less on the
initial reduction of the circulation than on the control of the current
out:’low and on the expansion of production at a ratc equal to the mone-
tary reflation. '

2, Austria

After o delay of many months,i/ the Allied Council has finally
suthorized the Austrian Govermment to rcestablish the Austrian currency.
Sinze December 21, 1945, the Austrian shilling has been the sole legal
tender, replocing the German reichsmark and the Allied military shilling
at the rate of 1 new shilling = 1 military shilling = 1 reichsmark, All
paper money of 10 reichsmarks or 10 military shillings or more has been
oxcnanged for new notes of the Austrian National Bank while smaller de-
nominations will remain in circulation for the time being. Holders of
old currenoy, except for members of the Allied forces of occupation,
reczived only 150 shillings in cash and had to deposit any excess in
blocked accounts. Bank deposits were, or remained, blocked, with the
excsption of L0 per cent of balonces accrued after May 1945,

l/ Review of Foreign Developments, July 9, 1945, pe 2.
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Prior to the German occupation of March 1938, the Austrian
shilling was worth about 19 United States cents, The new shilling
will. presumably be valued offieially at 10 cents, corresponding to the
official value of the military shilling, The actual purchasing power
of the shilling reportedly has declined to about one-twentieth of its
official value,l/ or about 0,5 cent. The amount of currency in circu-
lation has been estimated at 9,5 billion to 12,5 billion shillings, or
about ten to thirteen times the figure of Merch 1938, It is expected
that; the currency exchange will reduce the sum to about 4,5 billion,
About L5 per cent of the new money will be in the hands of the Allied
(ma:nly Russian) forces of occupation so that some hundred thowusand
Russian soldiers will have about the same purchasing power in the
Austirian market as some seven million natives, The Russian forces
manuaged to accumulate Austrian currency not only by printing a very
large amount of military notes, but clso by dumping into Austria German
currency from other Russian-occupied territories and by seizing the cash
holdings of banks and other enterprises in Viemmna and Lower Austria that
had been taken over by the Germans in 1938, If the Russian authorities
use the currency in the hands of the Russian armed forces for purchasing
conirol of Austrian enterpriscs, they mayv achieve in Austria a high
degrree of eoonomic control,

V It is expected, however, tha¢ the sharp rgduction of the
amount of currency in circulation will at least temporarily put a brake
upon the upward movement of black-market prices, At the end of November,
o single cigaretto was quoted in Vienna at 5 marks (50 cents at the
official rate of exchange), one pound of potatoes at 9 marks, one pound
of Plour at 54 marks, a can of evaporatcd milk at 72 marks, and a pound
of lard at 315 to 360 morks, In that part of the country occupled by
American forces, prices were substantially lower, In Linz, the center
of the American zone, o cigarette wus worth "only" 1-1/2 marks, or 15
cents at the official 'rate of exchange, but even there trading in the
blask market was far more advantaugeous than accepting a paid job at
the officiul wage rate of less than 1 mark per hour. The currency
conversion, by bringing about a drop in black - market prices, may
forze black market traders to look for more productive occupations, and
also compel their customers to enter the lubor market by making it im-
possible for them to draw upon their war-time suvings, The country's
system of production, however, can be reactivated only by restitution
of the machinery and business inventorics taken away by the Russian
and, to a2 lesser oxtent, the French occupation authorities, and by
the resumption of free trade within the country and of imports from
abroad, Thesc problems involve political decisions which are not likely
to be made in the immediate future. The offect of the currency con-
version will therefore be far less bencficial than if that measure had
been taken in conjunction with a complete program of economic rehabili-
tation,

na

1/ B, I, 8. Press Review, October 11, l9b5f Ps 2o
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3, Greece

Note circulation increased from 31 billion drachmas on
June 30, 195, to L8 billion on September 30, and 63 billion on
November 5 (latest date available)s As usual in a period of currency
disintegration, prices rose far more rapidly than the amount of cur-
rency in circulation, The cost of living index (1939 = 100) stood at
1,053 on June 30, 1945, at 1,991 on September 30, and at 2,713 on
QOctober 31; reportedly, the rise continued at an even faster pace in
Novembers Equally signifiecant is the inerease in the price of the
gold sovereign, which has become the actual standard of value in Greece
since the German occupation in 1941. The official parity of the gold
sovereign, established in June 19,5, is 4,000 drachmas, The market
quotation, however, rose from 12,500 drachmas on June 30 to 35,000 on
September 30, 43,000 on October 31, 70,000 on November 10.1/0n the basis
of these quotations, the value of the drachma in terms of United States
currency has dropped to about 6 per cent of the official parity rate of
0.2 cent. Wages continued to lag behind the rise in the cost of living.
In November, the Govermnment granted to its employees an increase in
salary, raising salaries by about 150 per cent over and above the
September level, but at the same time the prices of UNRRA supplies wero
doubled, Government revenues still constitute but a fraction of Govern-
ment expenditurecs. The Govermment recently renewed its pledge to restore
the budget equilibrium, but therc arc no indications that it will be
able to keep its promise any better than on former ocecasions, Increases
in cxcise duties and in taxes upon "war profits” will probably be in-
sufficient to make up for the loss caused by the abandonment of the
Varvaressos system of business taxation,

The new governor of the National Bank of Greece, George
Pesmazoglu, has submitted o number of recommendations, including
measures for restoring the propcnsity to save (revaluation of pre-war
dobss and bank deposits, including the domestic public debt), reorgan~
izing the credit system, readjusting prioccs ond wages so as to permit

both sufficicnt payments to wage-earners and fair profits to producers,
abolishing import duties, and covering the budget deficit by means
other than the continuous expansion of the note circulation. The gov-
ornor states that, if these measures werc taken, cven another devalua-
tioa of the drachma in terms of gold (which would be the third within
little more than a year) to permit the readjustment of domestie prices
to the world price level would be feasiblo without destroying whatover
foith the Greek public still hoas in its curroncy. Al]l these recommenda-
tions are bascd upon reasoning of unexcoptionablec logic, but unfortu-
natzly no concrete proposals for moeting thc necessary expenditures in
o non-inflationary manner are advanced,

1/ By the end of December the price of the gold sovereign reportedly
=  had inercased to 160,000 drachmas.
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lie Rumania

_ In February 1945, the Government attempted to combat infla=-
tion by selling to the public gold pieces ("louis" or "napoleons"
presumably equivalent to the 20 francs pieces of the Latin Monetary
Union) et a price of 15,000 1ei,l/ In October, these gold pieces were
quoted at 260,000 lei, revealing a deprociation of the leu in terms of
golé. by about 9L per cent within eight months. In December, the dollar
was quoted in the black market at about 3/,,000 lei, twice the rate pre-
vailing one month earlier, This price (equal to a value of the lem of
0.003% United States cent) represents a depreciation of the len to about
3/5 of 1'per cent of its pre-war value, Onc reason for this continuing
depreciation lies in the demands of the Russian occupation authorities
which force the Government to borrow 1,5 billion lei por month from

the National Bank on reparation account alonerdy

5« Hungary

© In Hungary the stage of hyper-inflation has already been
reached,B Note circulation increased from L2 billion pengl on
Sephtember. 30 to 107 billion on QOctober 31 and 355 billion on Novem-
ber 30, The rise was due mainly to the necessity of financing Govern-
men’: expenditures, which were covered by tax revenues to only 7 per
cen: in September, and 5 per cent in QOctober, According to the original
budget estimate, expenditures during the last quarter of 1945 would have
amounted to about 37 billion pengd per month; actual expenditures in
November probably werec six times as high. About 60 per cent of all
expenditures was due to the provisions of the armistice agrecment and
the requirements of the Red Army, and thus not under the control of the
Hungarian Government. Price data are fragmentary and fietitious, and
~sales aro increasingly replaced by barter, Batwecn July and November,
wages were inereased 2-1/? times, but prices are reported to have risen
25 times., By the e¢nd of November, the dollar was quoted in the black
marcet at 100,000 pengB, and a "purchasing power parity" rate for the
dollar, computed for the purpose of establishing an offiecial rate for
remittances from the United States, was propesed at 73,000 peng8. The
latter rate, corresponding to a peng8 valuc of about 0,00lh cent,
represented o *cpreciation of the Hungarian currency to about 1/150
of 1 per cent of the pre-wur level.

Meanwhile, the Government has decreed a 75 per cent devalua-
tion of all Hungarian bank notes, excepting notes of 100 peng8 or less
and notes issued by the Soviet authorities, After January 1, 1946,
the notes will become completely invalid unless certain tax stomps are
purchased by the holders and affixcd, Details of this ecurious plan

i o -

B, I. S. Pross Review, November 1, 1945, ps lsa .
_/' Revicw of Foroign Developments, October 22, 1945, p. 10.

%/..Review of Foreign Developments, April 30, 1945, P. 6.
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are not yet available. In any case, it does not seem to have halted
the downward movement of the ourrency since immediately after the in-
troduction of the measure the dollar was quoted at 154,000 stemped
pengl, or about 50 per cent higher than three weeks earlier in unde-
valued and unstamped currency. Moreover, the measure does not affect
the main roots of the trouble, namely, the demands of the occupation
authorities and the disorganization of the fiscal system. A complete
collapse of the monetary system has been .forecast for the immediate
future, and the only question eppears to be whether the Russian
authorities will permit the Government to build a new eurrency on a
more stable basis.

Cancdian - United States War Committeos Wendell E, Thorne

With the exception of the Permanent Joint Board of Defense,
all Canadian-United States war committees are expected to be dissolved
by the end of the calendar year 1945, On August 17, 1940, eleven months
after Canada declared war on Germany, President Roosevelt and Prime
Minister King signed the Ogdensbwyrg Agrecment, whieh brought into being
the Permanent Joint Board on Defense, As a result of the Hyde Park
Declaration of April 1941, which recognized the need for further mea--
sures to coordinate the productive facilitics of both countries if the
utmost aid was to be given to the United Kingdom and the other democra-
cies, the Material Coordinating Committee, the Joint Eeonomie Committees,
ane¢ the Joint War Production Committee were established. The Joint
Standing Committee on Agriculture and the Joint War Aid Committee were
not set up until March and August 1943, respectively.

Permanent Joint Board on Defense - As the name implies, the
board, which was established in August 1940, is expected to continue
on & permancnt basis and during the last gquarter of 1945 it has been
meeting every two months instead of every three months as it did during
the war, The ovser-all plans for the de¢fense of North America were
dravm up by this board and implemented by the two governments. Recom-
mendations of the defense board resulted in the building of the Alaska
Military Roud, the construction of a chain of air fieclds between
Edmonton and Alaska, and construction and other operations in Labredor,
Newf'oundland and Alaska by United States and Canadian civilian and
military forces, The United States and Canada are still cooperating on
joint defense measures against any future attack, particularly across
the Arctic regions. The United States has assigned six observers to
accompony "Exorcise Musk-ox", the Canadian army and air force expedition
which will make a 3100-mile expedition through the Arctic early in 1946
to gather information on possible military operations in that region,
The expedition will be supplied by air, The alr forces expect to obtain
vitel information on Polar operations and the ground foreces will gather
datc on cquipment needed in the Arctic area, American officials are
also supporting the Arctic Institute at MeGill University in Canade,
which is studying problems of existence in the Arctie. There are six
United States members representing air, ground, and navy forces, with




-8 - CONFIDENTIAL

one member from the Department of State and a civilian chairman, There
are five Canadian members representing air force, army, and navy, with
one member from the Department of External Affairs, The Board acts in
a recommending ocapacity only. ’ '

It is understood that the United States and Canada have co-
operated closely in liquidating their joint war-time ventures, particu-
larly the air route between the U, S. and Alaska and the installations
sonnected with it. The highwaey sections linking Alaska and the U. S.
will be taken over by Canada on April 1, 1946, and the telephone lines
on June 1. Canada has paid for every permanent air facility installed
by the United States, and the United States has not requested any bases
on Canndian soil. In view of the mutual econfidence between the twe
countries, it is believed that a comprehensive defense program can be
worked out in any emergency.

Moterial Coordinating Committee .~ Although formal dissolution
of this committee has not been announced, it has ceased operation and is
expected to be dissolved by December %21, 1945. It was set up in May 1941
to plan the over-all raw moterial supply and requirements position of the
two eountries and to iron out distribution problems arising from short

supply .

Joint Economic Committees - Establishment of these committees
way announced June 17, 1941. They were to harmonize economic controls,
priority regulations, shipping problems, questions of tariff, duties
and exchange, and generally to mesh production in both countries for
the most effective prosecution of the war. They were dissolved in
March 19&&, when it was apparent that other agencies had taken over
most of their funotions,

Joint War Production Committes - This committee has actually
gone out of existence although no official dissolution date has been
announced, but members of the committee favor arbitrarily setting
Bccember 1, 195, as the date, This committee was first set up as the
" Joint Defense Production Committee" by President Roosevelt and Prime
Minister King in November 1941 pursuant to an carlier recommendation
of the Joint Economic Committees, The objestive of the committee was
to integrate and speed up munitions production in both countries. It
was successful in redueing duplication, inereasing the exchange of
technical information, closing short-term gaps and in rationalizing
production to toke advantage of the best facilities available in both
ccuntries. There were ten technical sub-committees which did the basie
ground work for thc committee, These expert bodies covered aireraft,
artillery, artillery ammunition, conservation, chemicals and explosives,
small arms and small arms ammunition, naval shipbuilding, merchang ship-
building, signal corps equipment, and tank automotive,
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Joint Standing Committee on Agriculture - This committee hes
not been aotive since October 1943 when full membership on the Combined
Food Board was extended to Canada,. Most of the functions of the com-
mittee were absorbed at that time by the Food Board. The committee was
originally set up in March 1943 to keep in constant review agricultural
end food production and distribution in the light of war and civilian
needs at home and in liberated areas.

Joint War Aid Committee - Since the purpose of this committee
was to study problems arising out of the operations of the United
Staes Lend-Lease and the Canadian Mutual Aid programs, its operations
may be said to have ended with the termination of these programs early
in September 1945, Its formation was announced by President Roosevelt
and Primc Minister King during the Quebec Conference in August 1943,

The Devaluation of the French Franc Hans J, Dernburg

Tn the final week of 1945 the French Government adopted a
seriss of far-reaching financial measures. By a decision of the French
Cabinet the franc was devalued, effective December 26, from about 50
francs to about 119 francs to the dollar.}/ The decision was approved
by the National Constituent Assembly on Deecember 26, when it voted
506 to Ll to give the Government suthority to revalue the gold stock
of the Bank of France on the basis of the new gold content of the franc.
In the same scssion the Assembly unanimously ratified the Bretton Woods
plan and accepted the French-American eesonomic agreement under which
the Export-Import Bank will grant France a credit of 550 million dollars,

Nevaluation of the franc has been cxpected for a long time.
There was & widospread conscnsus that the rate of 50 frames to the
dollar on which France had insisted since February 194% greatly over-
valued the frane, In the earliest post-liberation period there were
sound roasons for & high rate for the franc, Such a rate curtailed
the purchasing power of Allied soldiers and thus minimized the impact
of Allied troop spending, France was able to acquire dollars and

1/ The exact dollar rates of the Bank of France were L9.5% francs

~  for buying and 49,72 for selling; they arc now 118,90 francs for
buying and 119,30 for sclling, While the former rates were 2lso
gonerally applied to the French Colonies, the new rates are appli-.
cabls only to the Colonies in North Africa, in the West Indies and
Freneh Guiana, For the remaining colonics (which werc divided
into two groups) the newly established rates differ from those
for Metropolitan France,
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pounds sterling at a favorable exchange rate in payment for the net
amcunt of franc currency disbursed to Ameriean and British troops.
Moreover, during this period,!France was mainly interested in imports
end had few products to export, The relatively high rate could be
defended as a temporary expedient from the point of view of French
national interest,

In the course of time, however, the disadvantages of an ab-
normally high rate began to outweigh the advantages. American soldiers
complained bitterly to their Congressmen, indicating that they were
being unfairly treated in converting their dollars into francs at the
prevailing rate, To silence these protests the French Government de-
cided early in August to pay every American soldier a monthly subsidy
of B50 francs, equivalent to 17 dollars, Foreign trade considerations
became increasingly important; as France tried to resume exports she
found herself seriously handicapped by the exchange rate at prevailing
prices, In mid-April 'therefore,vlagislation was passed paving the
way for the granting of export subsidies, a device whieh is in direct
conflict with the trade liberalization program of the United States
and with the spirit of the Bretton Woods plans. However, the stimula-
tion to French exports afforded by this program seems to have been
moderate as indicated by the development of Anglo-French trade since
conclusion of the Financial Agreement in March l9h5, Trade between
the two countriecs has been eriticized by the British as "one-way
traffic" with France importing heavily from Britain (possibly more than
60 million pounds sterling) while exporting only = trifle,

As a result, devaluation will be welecomed by both the United
States and Britain, It should foster the exchange of goods by s timu-
lating French exports and by making subsidization unnecessary, It will
foster good will, inasmuch as it increasss considerably the purchasing
powsr of Allied soldiers stationed in France. The devaluation of the
frane combined with French adherence to the Internmational Fund and Bank,
shoald also create a more favorable atmosphere for the coming loan
negotiations with the United States, France, which has already re-
ceived an Export-Import Bank loan of $550 million, expects to borrow
very much larger sums, Unofficial French estimates of the expected
new loans vary between 2 and % billion dollars,.

Whether the degree of devaluation will prove adequate will
depend on the future development of rclative price and wage levels in
France and abroad; partiecular importance will be attached to the move-
ment of price levels in the United Stutes and the United Kingdom. For
the time being, one may try only to determine whether the starting
poiat has been chosen wisely, But even that mcets considerable diffi-
culties becausc of the rather rapid rise of the French price level and
the complicated structure of French prices. The wholesale priee index
(1938-1939 = 100) which in 194l averaged 252, stood in January 1945 at
259, in March at 269, in April at 318, and in May at 366 (latest available



- 11 - CONFIDENTIAL

figure, published in November). On the basis of these data and the
corresponding American wholesale index number, one might estimate a
purchasing power rate for May of about 10, francs to the dollar, In
the meantime, the French price level has continued to rise and the pur-
chasing power rate based on the official wholesale index numbers mey
be in the neighborhood of the new zxchange rate of about 119 francs,

Retail prices are very much higher than wholesule prices,
especially when black market prices are taken into account. On the
black market in October a pound of butter cost about $L.50 to $5.00}/
(lcgal price was $1,70); meat cost $3.50 to $5.00 a pound (1ega1 price
from 80 cents to $1,00); sugar cost $2.00 & pound and more, 10 times
the official price, Coffec sold in the black market for 4+8.00 to
%10 400 & pound and tea for 25.,00. To meet general publie discontent
the: French Government announced in September a program to stabilize
the prices of cssential foods (wheat, meat, milk, butter, and sugar)
by paying subsidics to producers. The subsidies, amounting to 22 bil~
lion francs, would stimulate production and encouragc producers to
sell their goods to consumers at the prevailing legal prices. It will
have been noted that the Fronch price structurs is extremely compli-
gatied. Price comparisons with other countrics arc thorefore bound to
be inconclusive,

Before the devalumation was carricd out, cstimates of the
future value of the franc ranged between 80 and 150 francs to the dol-
lar, but rates as low as 200 and 300 francs to the dellar were suggested.
Black market rates for American bank notes were quoted at 137 francs
in Septembor (latest available figuro} /

There is some indication that the rate of 119 francs to the
dollar is the rosult of a compromise; on at least two occasions the
Fronch governmont scems to have placed a somewhat lower value on the
franc, If the subsidy of 850 francs (Q17) which the PFrench Government
has been paying Amcrican soldiers since August is related to the 15
per cent of the overscas pay of ‘55 which soldiers were reported to
have uctually spent, the adjustment in soldier's pay appears to have
besn based on a rate of 154 franes to the dollar, A somewhat lower
rote may be computcd from other data. Ina report by an official
Franch war damage commission presented in July 1945, a ratio of 3.4
present francs to 1 frane of 1929 was used, If this ratio is applied
to a somewhat corrected pre-wur rate,g/ one arrives at 13l francs to
the dollar?

1/ All these prices converted into dollars at the rate of 50 francs

T to the dollar,

g/' Assuming that before the war the franc was undervalued by as much
as 10 per cent, the pre-war rate of 1j3.80 hos been converted to

39,2,
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It is quite likely that in determining the rate a certain
margin was left for priee developments abroad and at home, Price
rises abroad would in the long run justify a somewhat smaller devalua-
tion and so would possible prioce declines at home, There is the pos-
sibility, if not the likelihood, that in the early postwar period
price and wage levels in the United States and the United Kingdom will
rise above their wartime levels, Prieces in Franece, on the other hand,
may decline or at least cease to rise as a result of inereased pro-
duction and imports. Industrial activity is as yet only one-third of
the pre-war level, while agrieultural production is perhaps nearer
twoethirds, Conditions in both fields are improving slowly,.

Currency Problems in the Netherlands Indies J,H,.,F.

The present unrest in the Netherlands Indies has aggravated
the currency problem which even without that complication had been
sufficicntly diffioult. Before the Japancse occupation, ourrency in
circulation amounted to about 600 million guilders, ahd included about
370 million guilders in notes of the Javasche Bank, 200 million in
coins, and the romainder in Treusury notes, issued in 1941-42 in order
to replace hoardsd silver coins, The Japaness left the existing our-
rency in circulation and added an vstimated 2,500 million guilders of
their own occupation paper money, While liberation was in progress,
the Netherlands Indies Government announced that it would recognize the
validity of all pre-war money, but would not redcem any Japanese-issued
currency excecpt in cascs of individual hardship. This poliey conformed
to the position taken by the Allies in the Philippines and in Malaya
and Burma., It has proved impossible, howevur, to put this program into
execution, First of all, it appeared that ths Japanese had paid their
supporters in pre-war currency, and the less "reliuble" parts of the
pcpulation in their own paper money. Full redemption of the former
and repudiation of the latter would thereforc have amounted to a pre-
mium for collaborationists and u fine for loyalists, Seeondly, the
slow page ot which the Allies regained actual control of the Indies
made it impossible to introduce new currcney in sufficient amounts to
meet the nceds of the population, with the rcsult that the Japancse-
issued monsy remained virtually the only one in existence and was used
even by the Allied authoritivs. Thirdly, the Indonesian nationalists
refused to accept the owrreney notes which the Government had printed
dvring the war -- an attitude widely supported by the population which
~has always distrusted paper money and has seen its distrust apparently
justified by the paper inflation under Japancse rule, The result is
ttat pre-war currency and Japaneso-issued money still are ciroulating
side by side, with the Japansse paper guilder valued at about @ .0l pre-
wor guilders
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At this valuation, the entire amount of Japanese-issued money
would be the eguivalent of only ‘100 million pre-war guilders. Part of
the pre-war money, especially silver coins, has certainly disappeared
during the occupation, and thus the total circulation probably does not
sutstantially exceed the pre-war amount. In spite of this, it appears
that prices have risen-seriously and that owners of goods prefer barter
to sales., This tendency is caused by the political situation which
makes the economic prospects of the country and the future fate of its
currency more uncertain than ever, and which delays the rehabilitation
of produdtion oand transportation. The dislocation of the economy under
Jaronese rule has reduced. the supply of most consumers' goods far below
the pre-war amount by decreasing domestic output and virtually stopping
all imports. The technological conditions of the Indies zconomy, how-
ever, will permit the resumption of full production within a very short
tire after the rostoration of order, In this respect, the simpler
agricultural pattern of the Indies is very different from the intrieats
industrial system of liberated Europe, wherc the period of transition
frcem war to peace will be longer and hardar, When the supply of goods
again reaches its pre-war level, the currency problem will probably
lose its threatening aspects, How soon this will happen, will depend
primarily on the wisdom with which the Allies deal with the current
unreste,






