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Incuswrnal Meetingzs of the FPund ond Sexdr in Sovannoi Alice Bourneuf

The first mectings of the Boards of Governors of the Fund and
Bsnk beginning on March 8 in Savanncl, Geovsia, will he concerned lLargely
with orgonizational ond procedural matters including the cdoption of hy-
laws, the ndmission of countries to membership, and the election of Kx—
ccutive Dircctors. In gencral the purposc of the mecetings is to toke
whatever steps are necessary to enable the Fund and Bank to start opera-
ting as soon as possible.

The by-laws will comstitute o more or less pernanent set of
working rulcs for the Fund and Bank, One of the principel guestione to
be covered in the by-lows will presumably bhe the powers to be deleguted
to the Executive Dircetors by the Bonrds of Governors., The Articles of
Agrcoment of both the Fund ond dnnk provide that all of the powers of the
ipct tutions are vested in the respoctive Loards of Governors but that the
Roards may delegate all ercept cortain spucinl powers te the Executive
Ditectors. It cecms very likely that the Nonrds of Governors wiill dele-
gate 2ll possible powers to the Executive Directors. The Boards of Gov-
ernors, being made up of one Governor appointed by eoach country, are too
largs to be concerncd with the mejority of problems which will be Tocing
the Jund and Benk, Furthermore, the Doarls cof Governcrs presumably will
meet at irregular intervals and perheps not more than once = yonr, On
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the obher hand, there will be twelve Executive Directors of each insti-

tution who will be in continuous session at the main offices of the Fund
and Benk and these Executive Directors are elected or appointed in such

a way a8 to represcunt all of the members of the two institutions.

Another gquestion reloting to the functions of the Executive Di-
reetors which may be discussed in connccticn with the by-laws ie the
question of whet exactly is meant by "in continucus socssion.” Although
it has been gererslly assumed that the intention of this phrase wus to
> the Fxccubive Directors full-time officers, differences of interpre-
tation have arizen, The British, and representatives of some other
uropean countrics, believe the Fuund chould operate os automntically as
possible. They regord the drewing privileges of member countries os
rights which should not be interfercd with oxcept in very speeicl ecir-
cumstences. The Americons, on the other hend, believe the Fund should
only be used for cortain purpeses and that the manngement of the Tund
has o definite responsibility for analysing the use mude of the Fund by
ereh mermber country ond for refusing access te the Pund in casocs where
the proposcd use would not be in ccecordunce with the purposcs of the Fund.

o Deitish view of the way in which the Fund should operate leads thom to
: position thot the Exccutive Directors representing the individual
nemhers of the Fund need not bo full-time officers. Since the Fund's opera-
as would be moro or loss cubomatic, the Managing Dircctor could easily

responsible for current coneratione ond the Exccutive Directors could
mect monthly, for ezample, to take up unusucl problems. The American
position, ¢n thoe other hand, argucs in favor of full-time Fxecutive Di-
rectors since the concept is that ench time o member wislhes to draw on
the Fand the Iwecutive Dircetors may wish to consiler the reguoest ond to
deeias whethier or not it slould be groated., The issuc of full-tine verisus
part-time Fxecutive Dircetors may not be discussed at length in the actual
meetings at Savannal, The question may be lelt o be workoed out by the
Txcoeutive Uircetors or on unwritten understanding moy be reached. However,
the viowe with respect to full-time versus part-time Fxceutive Dircetors
will certainly underlie any dceisions roeached s te the salaories ol the
Tvocutive Dircctors and the solary to be paid the Managing Director off the
Fund, Thege salaries must be determined by the Boaurd of Goverucrs unler
the terms of the Articles of Agrecment and will presumably be detormined
at the Savonnel mocting,

nax

Another question which must be decided in Samvannah is the loca-
tion of thec main offices of the Fund and Ponk, Now York and Washington
seem to be two possibilities. It is probable thnat New York will be favored
by the forcign representatives on the ground that it will eliminate undue
influence by the United States Govermmeni on the menegement of the Fund
and Fank. From the point of view of the United States, location of the
mein orfices in Washington might be proferable since under the terms of
the Frettorn Woods Aprerments Act the American Hxccutive Dircetors are to
be advised by tho National Advisery Council, «ll the members of which are
in Washington. Although it may be argucd that the main office of the
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International Bank should be in New York because o the close relations
which must exist between the Bank and the New York securities market, a
branch offics in New York could perhaps serve this purpose, The opera-
tions of the International Fund could presumebly be dirscted as easily
from Washington as from New York.

A mejor question which is likely to come up at the Savannah
necting relates to tne admission orf members to the Fund and Bank, In the
first place the instruments deposited by those govermments which signed
the Fund and Bank Agrcements before December 31 will presumebly boe anelysed
with o view to Jdetermining whether the individual govermments have in fact
gaken all the steps necessary to ensble therm to fulfill their obligations
under the Agrecments, It is probable that one or two of the countrics
which signed the Agreemcnts before December 31 will be judged ineligible
as original wmembers becsuse ell of the necessary steos have not yob been
taken,

Another question to be decided will be the terms on which gov-
ornmerts ropresented ot Brotton Woods which ¢id not become original mem-
bere will be admitted, It is understocd thet the United Stotes delegates
will favor a resolution nermitting such netions to join on the same terms
28 uriginal members and it 1s oxpuctod that a nusber of governments will
sign the Tund and Donk Agreements while the Savannah mectings ars being
eld, It is very doubtful that uny governmente other thon those repre-
sentci. ot Bretton Weods will be admitted to mewbership at the first meeting.
Applicetions from such governments will pyssumably be referred to the Ex-
ceutive Dircetors for thoeir comsileration end recomiendaticns os to the
cize of their quotas, ctec. In the specisl case of Denmark the Articles
of Agrcement zlrcady provide that Demnark will be entitlod to sign the
Apreencnts 2s scon as the Fund snd Bouk have agreod on the appropriate

o~
subscrinticns, It is probuoble that the subsceriptions of Donmark will be
Aetoerriined at the Savonnoh meetings.

The final business to come up 2t the Suvannah meeting will prob-
ubly boe the election of the Executive Dircetors by the Governors of those
countries not entitled to appoint lxecutive Directers, After the eloecticn
o thno Exccutive Directors it will be possivle for the Fund and Bank to
begin operations and for the Exccutive Dircctors to take thwe first impor-
tant steps of sclecting the Monaging Director of the Fund and the Prosident
of the Bank, The Governors may IeCommen’ the Izxccutive Directors be-
gin their scssions beforc o cerdain dote and 1t is cven conceivable that
the Hcecutive Directors will hold their firet mcetings immoediately after
the close of the moctings of tuc Boards of Covernors., Thieg will be possi-
ble only if all the sppointed cnd ¢locted Frecutive Divecbors are available
in this country. The five countrics with the largest guotas, which are
entitled to apncint Executive Directors, h not all announced their
appoiatments asz yotb,

L

Taere is onc interesting problem which will arise if Russis and
some of the other countrics represented at SBretton Woods join the Fund and
Bank after the close of the Savannah meetings., In the first place, if
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Russin does not join during the Savannoh meetings, India will be the gov-
ermment with the fifth largest guotc and therefore will be entitied to
nppoint an Executive Director for both institutions. The other four
appointed IExccutive Directors will be named by the United States, the
United Kingdom, France and China., If Russia should join the Fund after
tihe close of the Savannah meetings, the Articles ol Agreement seem to
give rer the immcdicte right to appoint an Fxecutive Director and India's
appointed Director would have to retire. According to the Articles of
Agreencnt, Turthermore, no clection of the other scven Executive Directors
would toake place for two years so that Indie, or any governments joining
«Tter the close of the Savannal mectings, would not be nble to participate
in the election of Fxecutive Directors until the two years hod elapsed. It
ig always possible, of course, that the dgroements will be omended to pro-
ride for some roprasentation or to provide for holding a spoceial "l“ction.
Xuch will probably de pgnd on the identity of the countrics whieh do join
aftor the close of the Suvannah meetings and on how scon they joiu.

Txpirction of the Fronco-British Financial Acsrecment Hans J. Dernburg

The Fronco-Britisin Financial Agrecment of Morch 27, 1945H, ex-
pired on February 28, and negotintions with respect to trade between the
two cecuntrizs have been under way since December of last yoar. It is ex-
pected. that future trade between the two countrics will be on o cnsh basis
or 7ill be privately finonced., If ony new inter-governmental credits are
extenCed, they will undoubtedly be on a far more modest scnle,

The agreemont hos given Fraonce considerablc assistance during

the first very difficult yoar of reconstruction but it has been disappoint-
ng from the British point of view., It was probably forcscen that Frauce
would import more from Eritcin thon it would export to that country, bub
the degree to which that happened surpasscd expoctations. Trade between
the franc arca and the storling aren assuned zlmost the charsctor of one-
way traffic in the direction of Fraonce, leoving Britnin with o considerable
claim agninst that country, part of which will remain even after the gold
settloment provided for in the agreement hne takoen place.

The original agrecment provided reciprocal governmental credits
of 100 million pounds sterling aond of 20 billion francs (at the then pre-
vailing rote of 200 francs to the pound sterling). However, of the 100
nillion pounds sterling credit of Britail: vo Fronce, only 60 million poiunds
were 112de available for imports fﬁcm Dritain, while the romoinder of 40
rillion pounds was to be tronsterred to o so-cnlled "B" account to be used,
togethcer with other French fuads, ior tho setblement of certain British
clnims which had originated during the wor. The funds potentially available
undier the agrecment Jor British imports fron Frunce thus exceedod tho funds
made o aLlib] for Frouch imports from Britoain by 40 million pounds sterling.
This arrangement wns probably chosen in the expectation that -- in partial
poyment of imports ~- the French Government would be able to ligquidate
private French balances in Londcn up to 40 million pounds sterlinge, the
amouns by which French balances in Britain were estimated to oxecod British
bolances in Fronce,
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The agreement provided that if France ghould be a net debtor at
the end of the agrecment the balance should be settled in gold to an amount
equal to one-third of the gross total of the payments from the franc area
t0 the sterling areca during the year ending February 28, 1946, 1/ The re-
naining deficit is to be paid out of any unused funds 1n the "B" account;
i¥ . this should beo insufficient the balance is to be carried forward on con-
ditions to be agreed upon between the two governments .2

Ir drafting the agreement, it was probably intended that in
practice the whole debit balance should be scttled in gold. It may have
been aotumed that total French imports, including those paid for out of
private balances, would not cxcoed French oxports by much more than 30
million pounds sterlimg, cquivalent to about one-third of the maximum
credit of 100 million., It would have bheen in line with this exzpectaticn
if -- in 2ddition to paying 40 million for certein war debts -- the French
uad inmportsd goods to the value of 4E to 90 million pounds sterling and ex-
ported goods valued at 30 to 60 million pounis, paying for the dirference
to the mnount of 40 million pounds sterling in privete balances snd of 15
to 3C million pounds steriing in gold.

By Octobor 1945 it was closr thut the expoctations underlying
the spreemcnt would not be fulfilled. Frenen lumports for recoustruction
of the countyy were heavy while Freuch exports logged far behind, both be-
cocuse French prOWULLLVU cnpacity was slow to expand and because the franc
was oyervelued. In addition, the Frocch had not succecded in mobilizing
their private balances. As o result, the credit available for imports had
been sxhausted. The contingency of an oxbeusticon of the credit wus fore-
seci in the agrecment which provided tint if the credit of 100 million
pounds (or tac correspending credit in terms of Frencl: franes) should prove
ipsufficient, the two governments woeuld consult togotler with o view to in-
creasing tle credit lines in order that thoere mignt nlways be sufficicnt
funds, In order not to bring exports to France to an abrupt standstill and
not t3 hold up French recovery, the Eritish fecided -- in spite of the
previous cxpericnces -- to raisc the overnll credit by 50 millicn pounds
sterling to 150 million pounas.

It is bolicved that at the terminction of the agreement on Feb-
ruary 28, 1946, the French had oxhousted the entirc credit of 150 millicn
pounds, llO million pounds for imports from Britain and 40 million from
the "RBY nccount for tue scttloment of war claims. The Britisly, on the
other hond, are believed to have used up frune bulances for imports from
¥rance to u cmount equivelent to no more thon 25 million pounds. The
net debit balance to be settled by France would thue amount to 125 million
pounds, 0f this balance, on ¢stiacted 36 millicn pounds, equivalent to

1/ Izcluding payments made cut of tho "B" account,
o/ A similor settlement wns provided should Britain be o net debtor at
the cnd of the agrcement.
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one-third of 110 million pounds,i/ will lhiave to be settled in gold and it
is believed that snother 10 million pounds will be available from "B"
account, leaving Britain with an unsettled claim against Frauce of almost
80 million pounds.

As 2 rosult, the present negotiutions will have to deal with the
probiem of how this balance can be settled and furtliermore how future trade
petween the two countries may be developed on a mutually satisfactory basis.
It is not likely that the British will be willing to fund the unsettled
boelanes into a long-term credit, and they will provably request its ligui-
dotion through the use of private halances and gold, A prercquisite for
such liguicdation waos accomplished by the rocent decrce of Februcry 14, by
witicli the Trench Government regquisitioned all foreign currency asscts held
by individucls and corporations, Ag for as fubture tride is concernel, the
zeneral outlook has hecome somewhat more Tavorcble since the devaluation
of the frence on December 26, 1945, but even so one may expect future trade
te e brsed primorily on cash poyments or private rinancinz. Tie abandon-
ment of the financincl agreemont would be in line with tine spirit, if not
reguirzed by the letber, of the Bretton Woods Agrecments and the Anglo-
American loan ogreesuent,

;/ According to unconfirmed revorts, France hos already transterred 40
million pounds in gold to the United Kingzdom. If this figure is cor-
rect, it would imply that imporits from Britain renched 120 million
pounds, of which 10 million pounds must have boen privately financed.

Comments on German Monetary Condition§i/ Paul Hermberg

At the moment, I think special attenticn should be given to the
money and banking situation in Germany. The policy of noninterference is
no loager bearable. Something has to be done with regard to German money
if ths economy is not to become completely puaralyzed.

A zop exists between regular earnings and the official market
price of retioned soods on the one side znd hearded money and black market
prices on the other side. Tiis gap must ve bridged. People do not need
to work very long to earn suificicnt moncy to buy the official rations, but
it do2s not pay to work herder bocause it is impossible by regular work to
eorn an amceunt which counts on the black market. On the Berlin black mar-
ket oae carton of cigarcttes or thres-quartzrs of a pound of butter wceuld
be eqaivalent to the regulsr ennual carnings of a worker and couscguently
ne ons ig interested in raising earnings. Pecple de not work for money but
to zeb higher ration points -- ration cord number ¢ne 1s the dream of every
Berlincr.

l/ Elitor's note: These comments were abstracted from a lettoer reccived
from Dr. Hermberg who is at present on loan to a United Stntes Govern-
ment Department for work in Germany,
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Dusinegsmen may intend to repair their plants to be ready for
business if the money situation is streightened out but they are not now
interested in rs-opening or extending production., No one likes to exchange
valuable stocks of raw materizls or merchandise for questionable money.
Theoretically, two possibilities exist to bridge the gap mentioned earlier:
(1) incrcase official prices and wages ten to twenty times; or (2) decrease
the amount of woney to 1/10 or 1/20 its present circulation., Rveryone
grl*s thot o reduction in the circulution would be the easier way. 1In

act, the guostion of cash money is closely connected with the question
of uank devosite, monetary cluims, Reich debt, private debts, mortgoges,
capital lovy, ete.

O

Iveryone seems to be convinced that agreement on nll these
questions can not be arronged between all tis parties involved within a
rensonable time,  Consegquently, the guestion regarding the cbundance of
cnsh money may hove to be solved in an isclated way. In the American
Zone, political partics ond German administrative authoritics {LAnder-
regicrunzen) Ssem in foct to concentrate on the question oI how to cut
down the amount of cash money. In the Russion Zone and in Berlin, however,
a radiesl solution or all phases of the financial question is more fnvored
by the political prrties. Nevertheless, I bolieve thot no cbjeetions would
Ye roised in the Russian Zone to o preliminory solution of the isclated
question of cnshi money.

Twe dirffercnt ways for cutting down cash money hove been pro-
poscd, In both cases, the perk would be exchunged for new money, The first
proposal, however, would exchange 1 new reichsmurk for 10 or 20 old reichs-
marks while the second would call for on even exchange, one new rcichsmark
tor eoch old one, but in the second case cnly = suell amount -- say 200
reichemarks -- would be exchanged fur casi: aud the rest would be blocked in
= special asccount. The first propesal certainly would have to be combined
with the blocking of surplus money. The usucl objection to the first pro-
possl is that it would be unrensonably hard on holders of cash as compared
with those hmviug bank deposits. On the other hand, & simultaneous reduc-
tion of bank deposits would inevitably roisce the question of hwedieh and
private debtu, ete., Under the second propo»al, the par exchange would not
represent a permancnt solution until the future of the blocked accounts
hod been settled., The German people probably weuld prefer the cxchange
at por.

In the American Zone, barking life has again developed surpris-
ingly; deposits ore made nnd new credits cre granted. DBank earnings are
good bocause no intcrest is paid on deposits but interest is charged for
lozns., No one ngks abcut the problematical value of all assete, The
Mortgnge banks arc in o somewhut more difficult position since they have
to pay interest on the mortgage bonds (Pfanibriefe) bhut do nct get any
interest on mertgages gronted to bombed objects. Nevertheless, the
mortgage banks are also wery active,
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Centrol Bankine in kumania J. Herbert Furth

Yer the first time since the Russian coccupation of the Balkans,
detailod statements of the banks of issue of Rumania cnd Bulgaria have be-
come availsble, These statements present sufficient similarities to justify
their compariscn with cach other as well as with prewar conditions., The
Tigures below refer to thu end of the year 1939 and to the latest data
availsble for 1945, which means December 22 for Rumania and November 30
for Bulgaria.

Balance Shects of Rumanian znd Bulgarian Notional Banks
1939 and 1945

Rumenian Naticnal Bank Bulgarian National Bank

(Millions of lei) (Millinus of leva)

1939 1945 1939 1945

Gold 20,768 50,403 2,006 2,562
Foreign exchange 2,271 25,560 1,786 24,191
Government debt 7,820 1,183,418 4,259 32,240
Other bills & advances 29,559 ab4,501 1,870 8,278
Qther assets 13,910 22,794 609 8,845
Total 74,298 1,546,506 10,530 76,116

Liobilities

Note circulation 48 800 1,210,042 4,245 44,682
Demend deposits 10,366 260,882 3,364 26,149
Other liebilities 13,540 83,001 1,225 3,577
Capital & reserves 1,392 2,491 1,696 1,708
Total 74,598 1,546,506 10,530 76,116

Both countries have experienced « considerable expansion in their
note circulation althougi the expansion has been far greater in Rumonia
than in Bulgoria. The Bulgarian figure for 1945, however understaves the
actual cireculoetion since it excludes notes which during the war circulated
in the parts of Yusoslaovia mud Greece occupied by Bulgaria and which are
now held by the central banke of those countries, =znd also omits nbout 24
billion leva of Tressury bills which are belng used 78 money substitutes.
On the othier hand, the risc in demand deposits in the Bulgarisn statement
is probably = possing phenomenon since the hulk of deposits reprosents re-
celpts from the recent Liberty Loan which vielded 27 billion leva, These
receipts are ropidly being spent so thint in o short time the corresponding
emeounts Will stow up as pnrt of the note circulation roather than of deposits,
Combining the incrensce in note circulstion snd demond deposits, and cor-
recting the Bulpgerian figures for the issue of Treasury bills, the rise in
meney and money substitutes from 1939 to 1945 ray be ﬂcmputo” at ahout
2,400 per cent in Rumania, znd sbout 1,100 per cent in Bulga
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The gold holdings of both banks went up during the war., In the
case of Rumenia, the difference is overstated because of a revaluation of
the Bunk's gold reserves in 1940, which accounts for an inerease oi about
12 billion lei. In vphysieal terms, the gold holdings of the Rumanian bank
rose 2y about 50 per cent, these of the Bulgarian bank by about 28 per
cent., It is believed that a large part of those increases resulted from
the ~cquisiticn of zold from Germany, but in the cage of Rumania the hold-
ings were ulso steadily streungthened by the yield of the country's consider-
able ¢old wmines., The market value of the gold holﬂings is substentially
rr(1t>r than the figures shown in the balunce sheet, Gold 1s officially

alued ot 211.1 lei per gram in Rumenia, and 92 leva per gram in Bulgaria.
Thcse voluations would correspond to 2 leu exchange rate of 0,53 United
States cent, ond a lev exchange rate Jf 1.22 cents, Actunlly, on the basis
oi the L]HJI~uOlL”r cross rates (sce this RLVL w for February 11, 1940,
p. 7), the leu is worth only between 0.02 ond 0.004 cont, snd the lev
hetweon 0,2 und 0.04 cent, and the market value of gold is proportionately
vven aigher than that of United States currsncy, The market value of the
gold noldings is therefore prebably about 100 times higher thun the offi-
cial wralue in terms of lei, and about 30 timce higher in terms of leva.
Thie menns, that on the basis of the market voluation, the gold reserves
wsuld be about s high os nll bark lisbilities in Dulgaric, ond 2bout
three tiwes as high o5 all bank liabilitics in Rumania, lven o mﬂ"erﬂta
revaluction of the gold holdings would thus reduce the governmont debts
to both centrsl banks to peace-time proportions and restore normal rela-
tions between reserves ond liabilities. '

In contrast to the gold holdings, most other asset items are of
doubtful value. Forelsgn exchenge holdings consist in both Rumanic and
Bulgaria of clenring claoims against Germeny. Morsover, the bulk of "other®
assets in Pulgoria represents o "clearing clzim" against Ruseia, In
Rumania such o claim does not exist. Available informeotion suggests that,
if merchandisce deliveries from Rumnniz to Russia on reparctions account
are excluded, the trade botween the two countrics results in an import
surplas for Rumanisz. On the other hand, thoe bulk of the Runanian Govern-
ment dchbt represents financing of the crmistice provisions including
reparations; thig-item alone accounts for advances of the Benk to the
Goverament of 815,5 billion lel or about 70 per cent of the entire Govern-
nent debt, The remnining increase is due to financing the Rumznien war
effort. Other advances -- most cf them to other government-Jdominated
credit institutions -- play o minor role in both countrice in spite of the
necessity of financing reconstruction and reconversion with the aid of
central bank credit.

In summing up, it becomes apparent that the inflationary danger

is far greator in Rumania than in Bulsaris, This is largely the result

of thsz difference in the Russian attitude townrd the respective countries.

1 bhioazl both countries are formally ex-cnemies and are at present ruled
by Communist-dominated administrations, the Russions treat Bulgaria almost
as ¢n 2lly, and Rumenic as conquered territory. This resulte partly from
troditions of longs stonding, portly from the very different roles played by
the countries in the war against Russia, and partly from the fact thzat the
01l wezlls znd heavy industries of Rumenia oftfer far better opportunitics
for rathless exploitation than do the resources of agricultural Bulgoria.
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Exchange Stabilization and Currency Conversions in China John BExter

The ubsndonment of the official Chinese exchange rate of 20
Chinese National dollars (CN§) for one American doller is an importunt
milestone on the road to monetary stubilizution in China. New exchenge
regulations, which becume effective Merch Ly, explicitly sbolished the
officisl rats of exchonge, thus putting Chinz on a flexible paper stundard.
On Merch 5, the Shenghei benks ennounced the new rate of 2,020 to 1, which
is within the range of bluck market rutes quoted in Shanghai during the
pest month.

The 20 to 1 rete, which had been officiel since 1941, head long
been divorcsd from rewlity oven when modified by official supplements which
brought the sffective rute first to 4O to 1 end later to as much &s 500 to
1 for favored clesscs of buyers. Meanwhile, on the black merket during
the past few months tho rete fluctuated betwooen cbout 750 to 1 znd more
than 3,000 to 1. It dropped rapidly after eerly Jenuery, when it appesrcd
to be stebilizing ot -bout 1,500 to 1, cnd in late February was quoted in.
Shanghai at 2,700 to 1. Part of thc drop may be cxplained by the gencral
rise in commodity pricus which took place et the time of the Chincse New
Year in cerly February whon thore wes & gonercl scttlemsnt of debts and a
rush ¢f commodity buying compereble to our Christmas.

The wido fluctuctions in the Chinuse price level indicate cleerly
that there cen be no setisfactory extornul stubilizetion until China hes
achieved internel stubilizution. Ono of tho most importent obstacles to

“intorrel stebilizotion is the multiplicity of currcncies in circuleation.
Aftor o bricf discussion of the present exchange rete reguletions, tho

mein tody of this article will be devoted therofore to some of tho problems
which Chine feccs in achicving intcernsl stebilization, perticulerly curroncy
unificuation.

Exchango Stebilizetion

Tho official 20 to 1 rate hus beon such an unreclistic one that
official exchange tronssctions have becun negligible. Instead, oven reputeble
businoss men wnd govermnments bought and sold frecly cnd oponly on the black
merket., Until Chinsse ports wore opeoned to trade by the collapseo of Japan,
the problem wes not too sericus beceuse the blockede hed soevered precti-
celly 11 of China's privute tradc rclutions with the outside world. The
trading thet wrs dono was limited primarily to that betwoeen the free and
tho occupicd rogions. Sinco the vnd of the wer, however, the situstion
hes grown more and more intolersblo, espocislly since China sbandened many
of its import restrictions lest fall. In ewrly Jenuary, after foreign banks
reopencd their brunches in Shenghai, it eppourcd thet trade might be mede
possible by the practice of remitting dollears (for cxemple) from the foreign
bank o the branch in Shanghai. The Shanghei payee could then withdraw the
dollars and sell them on the open market. Since theore was an emple supply
»f dollers in Shenghai, the procedurc could easily be roversed. However,
tho Chinesc goveornment prohibited the impert cnd export of currencios by
forcign brench banks, so that traders romeined as thwarted es before.
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The new exchengo regulations osteblish e system of exchenge
control under the administration of the Central Bank of Chine, Dealings
will be restrictod to banks "uppointed" by the Centrel Bank, and certain
other liconsod deslers. It is cloar that the appointed bonks, in order
to pravent speculation and arbitrego, ure expected to cet in unison in
mnouincing wny particulur oxchange rete, but thet ot the sume time the
rite is subjoet to chunge from dey to day. The Contral Bank itself will
ordinarily refrain from desling in exchunge, but it will "intervene in
the finencial merket when it is dcemed necesswry to check fluctustions of
rates." It is roported thet tho Govermment has provisionally allotted the
sun of US $500 million for this purpose. If true, the cmount scems more
then adequate considering the restrictions which have boen placed on imports.

Imports have been divided intc three cctegories: necessities,
which cen be imported frecly; somi-necessities, such as motor vehiclos,

2il products, woolens, and tobacco, which cun be imported only undor license;
end luxuries, the import of which is forbidden. As for outpayments other
than for imports, they mey be mede for logitimate personcl rcquirements or
sther "legitimate purposes wuthorized by the Contrzl Benk." Capital exports
and the import or export of foreign currencics erc prohibited.

The Centrsel Bank of China sct o rate of CN$2,020 to US$1 on
tologruphic trensfers from New York, while the loczl benks bought et
CN%1,300. These quotations valuc the CN dollar lower then had baen
gonerally expocted, but they indicete the intention of the Central Bank
ts kocp the rete o reslistie onc. If the new system is succossful, the
black merkot in oxchunge should soon ceess to exist wnd the Central Bank
should be eble to bring all forelgn oxchinge gssets within its contrel.

The now systen sppours to be wn excellont transitional wrrenge-
ment. It would be impossible under presont circumstonces to set an cofficlel
exchange rute which might be anywhore neur the egquilibrium rote. China's
exports have been negligible and her imports heve thus far been finenced
primerily by UNRRA and lend-lease. Internal prices have fluctuated wildly
since the end of the war. The open market rate in American dollars hes
hed litrle significance because it has been affected by the unususl demand
of those who seek them as o hedge ggainst infletion. The normel demends
of importers und exporters have been almost totully &absent.

The present control scheme scems designed to pormit the rete to
scek its own levael ©s normel trade rolations erc grudunlly resumed. It
will be possible for the Centrsl Bank to operate for the most pert behind
the scenes, permitting the going rate to chenge only for good recson ruther
than because of speculation. If she so cheooses, China should in time be
able to rslax tho rostrictions on imports wnd reosteblish the meneged puper
stencard which had been so well started before the wur.

Mecanwhile, the success of the cxchange stebilizetion program will
doperd ws much upon thu measures thet erc taken within China to helt the
rise in prices snd unify the currency as upon rigid cxchange control measures
or zr. adequatc stebilizetion fund. For that resson, it is worthwhile to
cxamine some of Chine's internal monotary problems, particularly that of
currcency unification.
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Currcncy Unification

Now that the Marshall mission to Chine hes considerebly improved
the prospects of China's politicsl unification, the possibility of economic
unification and stebilizwtion Locomes much more real.

The currency tangle in Chine is probebly more complex then thet
cxisting enywhere elso in the world. It is first of «ll & result of tho
politicel split in former "Freo China" itself betwoen the Chiang Koi-shek
regime cnd the Communists. It is further compliceted by China's recovery
of formerly occupied territories which hud beon held by the Japansse in
two prineipal forms: puppet regimes (Central Chine, North Chine, Manchukuo,
Inner Mongolia); and as en integral pert of the Jupanese HEmpire (Formosa).
Since such jurisdiction hud a separcte currency, the problem of wclding
them together is «n imposing one.

The table below lists tho principal currencies now circuleting
in Chine &end furnishes & rough guide to the discussion which follows:

Principal
Currency Jurisdiction Currency Issuing Agent
Chineso National Former "Freo Chine,” controlled  Contral-Benk.ef China
dollar or yuan by Nationel Govormmont
(cyg)
Communist doller Communi st-controlloed srcas Verious provincial and
or yuan (Com$) district banks
Mongo’.ian yen Irner Mongolis Mengchiang Bank
(Central Benk of
Inner Mongolia)
Centrnl Reserve Central Chine (Nanking puppet Centrel Reserve Bank
Bank dollar government)

or yuan (CRB$)

Federal Reserve North China Fedorel Ressrve Bank
Beank dollear or

yuan (FRB$)

Manchua yen Menchukuo Centrel Bank of Manchu

Formosan yen Formosa Bank of Taiwan

Chinese Notionul Dollear

The official monetary unit of China is the Chinese nationel dollar
or yuen, for which the Central Bank of China has beon the sole bank of issue
sincc 1942. Other notos, howover, continue to circulcte, pearticulerly those
issued by other govcrmnmoent banks prior to 1942, In addition, thore are
custons geld units which, before the wer, ¢s their nume implivs, had o fixed
gold contont, equal in fact to that of the United States doller, and wore
uscd primerily for the payment of customs duties. During tho war-time
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infletion, the customs gold unit has depreciated along with the CN dollar
and hes been maintained at a ratio of one CGU to CN§20 (which since 1941
has been the officicl rate of the US dollar) except when the market hes
indicebed & minor preference for the customs gold unit.

During the war, the note issue of the CN dollar expanded at a
very rapid rate, &s & result of budget deficits. This currency expension
contributed to an even more repid advance in prices. The volums of notes
outstunding increased from CN}. 1,407,000,000 in June 1937 to CN$
805,923,000,000 in October 1945 (an index of 57,300 on the basis of June
1037 = 100) and wes sccompunied by & rise in the reteil price index in
Chunglking from 100 in June 1937 to 203,000 in September 1945. Since
September, prices hcve rison still further and reached new highs &t the
time of the Chinese New Yesr in eerly February.

It is not possiblo in the present article to wnilyze the in-
flction in Chine, but it should be pointed out that evoidence of inflation
wes virtuelly impossible for the Chinese Govormment, cngagod as it wes in
o struggle for survival, deprivod of a large share of its torritory (in-
cluding most of its industrics), operating in un oconomy which provided =
vory smell excess above consumption neods, and lacking the modern weapons
of sdequete tuxation, & largo bond merket, price controls, and rationing.
In genoral, infletion in Frec China was even more severe thun in occupied
China or Manchuria. In fact, inflation in the Japanese-controlled areas
scemed to grow worse as the authority of Tokyo diminished. Thus, one could
expoch to find higher and higher prices «s he went from Jepan proper to
Formosa, to Xoresa, to Manchuria, to North Chine, end finally to Central China.

It is unfortunate from the point of view of its political prestige
that “ho National Govermment must now roplace the currencies of the Communist
and formerly Jepsnese-controlled areas with a currency whose purchesing power
has, with one exception, declincd more than the currency it replaces,

Communist Dollar

The Communists, though they have muintained the formelity of
allogiance to the National Govermment, heve nevortheless troeted their
ceonony &s though it wero un independent stutc. They strictly regulated
their trude with both Nationwl tnd occupied China. Tho Communist yuen wes
issued by several provincial cnd district banks scattercd throughout the
Communist territories. In general, its issue was better controlled than
that of the CN dollaer, very largely because the Communists were able to
collect a larger percentage of their revenues and meke a larger share of
their expenditures in kind,

Although the political settlement between the Communists end the
Kuominteng has been pretty clesrly outlined, therv hus been no indication
of the nuture of the economic settloment. At lust report, thoe Communist
yuan, which had :pprecisted in torms of CN dollars through 194l end 1945,
wes quoted at 5 to 1. It is likely thut en cexchenge of currcncies will be
cerricd out ws soon ws tho politicel settloment his procecded fur encugh.
The problem of determining an cquitable redemption rete will bo difficult,
but the berguining power of the Communists is strong snough to insurc a
consideribly morce fuvoreble conversion retce for the Communist currancy
than has beon granted the puppet notss.,
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Hongolian Yen (Inner Mongolia)

Ty

The puppet "Federal Autonomous Govermment of Mongolia" wes
esteblished by the Japanese in 1937. Through its central bunk, the
Meng~-chiang Bank, it issued & Mongoliun yen whose official per was one
Jepencse yen. The issue was last reported at 124 million in 19L2. Its
rotirement is not likely to be much of a problem.

Centrel Reserve Bank Dollar (Central China und Csnton ares)

Tho puppet "National Govermment of Chine" in Nenking established
tho Central Bank of China as its bank of issue in 1941. In the early yecers
of the wer, tho volume of notes was raasonahly well controlled end prices
in the Yengtze Valley region rosec less rapidly than in Free Chine. In
1945, howcver, &s the handwriting on the Japanese well became apparent,
the nmumber of CRE notes in ecirculation increascd rapidly. By the end of
the wer, there wore probably from 3,000-5,000 billion in circuletion and
priccs in CRB currency rose higher then ocnywhere else in China. The in-
fletion was cccontusted by widesprend counterfeiting as the quality of the
officiel notes duteriorated tnd by the rumor, which muy well have becn
fostered by tho Nationsl Govermment, thut the CRB notos would be repudieted
s.ltogother, The CRB - CN§ exchenge ruto therefore dropped rapidly in
Septamber of 1945 when many people roguarded the CRB notes as worthless.

In Octeober, however, the Nuticnal Govermment decided to redecm the CRB
currcney &t the rete of 200 to 1. Redemption wes begun on November 1 in
cmounts which had to be limited by the shortege of CN currency, and is now
zlmosi comploted.

Federel Resorve Bank Dollar (North China)

The puppoet govermment in Peiping, culled the "North China
Politicsel Council," saot up as its benk of issuc the Federal Rescrve Bank
of China es long ago as 1938. The Japancso consistently pursued a feirly
conservative monctary policy end, until ths lest few rmonths of the wer,
were «ble to keop prices rether well controlled. By August 1945, however,
tho FRB note circuletion had inercascd to 132,600 million, os compired with
1,746 million in Murch 1943, Docspite the fuet thut price inercasss hud not
gone 5o fur s in Free China, the Netionel Govermment docided to retire the
FRB notes at a rete of 5 FRB to 1 CN§, « considoreble overveluwtion of CN
currency in terms of purchesing power. Tho rotirement of FRB currency has
been in process since Junucry 1 and is scheduled for completion by April 30,
acfter which FRB notes will ccasce to be legal tender.

lManchu Yen (Munchukuo)

The Menchurian currcency situction has been perticulerly chootic.
Although the note issue »f the Central Bank of Menchu at the end of August
1945 wes only Munchu Yen 8,157,000,000 (o rether rousonsble increcse of
500 por cont since December 1941), the Russian occupttion hes brought with
it ths issue of & milit.ry ruble which circulates at par with the Meanchu yen
end oxchinges st u L, to 1 roete with the domestic ruble. In addition,
Jepcnase yen continue ta circulate, os woll as CN currency brought in by
the Chincse occupying troops. Tho multiplieity of currencies plus the
genernl disorder which his accompenied the collapse of Jupan snd the Russien
oceupation has driven prices up since the end of the wer. BEven so, tho in-
fletisn is less sovore then in the rest of China.
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In an cttempt to insulete tho Menchurian cconomy from the rest
of Chine during thc trensition poriod and to preserve as much of the com-
perativoly sound moncstary situation os possible, the Chinese govermment hus
edopted quite a diffcorent policy from that edopted in Central end North Chins.
It hus docided to roplace the Menchou yen with an issuo of speecisl serip
which will be legal teonder only in Manchurie; the cxchsnge will be at a l
to 1 rote. For the time being there is no legal exchungs rute betweon the
serip and the CN dollar, although remittances may be made et & rate of
CN $13% t2 1 doller in Manchurian scrip.

The effect of tho issuo of specitcl scrip will be to protect
Monchuria aguinst an outflow of commodities which might result from a
currvnoy cxchenge thut overvaluoed the CN doller. Even with the present
precautions, goods sre being smugglod out of Manchurie, apparently peid
for with gold, the price of which hes skyrocketed in Menchuria.

When Chinu is oble t> assert her authority in Munchurie and
after the price level within Chino proper is stabilized, the problem of
retiring the scrip im favor of CN curroncy will erise. Successful rein-
tegrution of the Menchurien with the Chincse economy will depend on the
cdoption of an equiteble conversion rote.

Formosan Yen (Formosa)

Formosa, having been & purt of the Japanese Empire since 1895,
hes used the Joponese yen us its domostic currency. Its yon notes, how-
ever, wore issued by the Benk of Teiwan rather than the Bank of Japean.

Inflation in Formosa has boon centrolled sven more successfully
then in Menchuria. The noto issuc inereesed from Y 75 million in June 1937
to Y 1,10 million in December 19)Y, and Y 1,600 million in August 19L45. The
Chinoso Govermment hes adoptod the seme policy in Formosa as in Menchuria.
The yon is being converted at e 1 to 1 rate into = special scrip which agein
is logal tender only in Formose. As in Menchuria tho presumption is that the
conversion into CN currency will oweit more stable conditions in China.

The general strategy of the Chinesc Govermment in its struggle
for cconomic stebilization is now becoming apparent.

By April 30, when FRB notes cense to be legal tender, the unifi-
cetion of the currcncy will have becn schieved with threc notable exceptions
--the Communist creas, Manchurla, end Formosa. For politicel rowusons et
loast the first two of these ure likely to bs treated fairly when the time
comes to incorporatc them occonomicelly with the rest of Chine--the Communists
boesuso they will hove the strongth to bargain for fuir treatment, and
Mencharie because the Chinose Goverment is enxious to win the loyalty of
the Manchurien people.

Meanwhile, by overvaluing tho CN dollar in terms of CRB end FRB
curreacy, the Government has penalized the peonle of Central and North China
for tac bonefit of those in formor Free China. Theroe is cvidence thet these
conversions are cxorting & considereble dofletionary influence upon rrices.,
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In November and December at any rate, }he spiral »f rising costs and prices
soeris to have been definitely slowed.l

There is also some indiceticon that the Govermment will try to
reduce the budgotary deficit. Although the new budget of CN $L);,000 billion
is the largest budgot in tho country's history, the rise in prices means
thot it will not nocessarily represent a larger percentage of the country's
real iacome than in the pest. lMoanwhile, tax revenues are likely to increase
with tho rcecovery of old texos, such as the maritime customs, and the im-
position of now. Present ostimeates, which sre not likely to be very reliable,
are that the deficit will be only 25 per cent of total sxpondituros. Un-
fortunatoly, military expenditures, comprising about half the budget, promise
ts romain high in the immediate future.

Among the reasons given for adoption of the new exchango regu=-
lations is the desire of China to implement its meambership in the Inter-
national Monetory Fund and the International Bank for Reconstruction and
Dovel coment. The Govermment undoubtedly hopes that if China cen cchieve
internal stabilization it muy soon bs able to adopt en officisl exchange
rate waich could be comnunicoted to the Pund as the suggested initiel par
rate. Finally, China is evidently trying to stabilize its exchenge rate
in o»rder to improve its chances of gotting internationel loans.

1/ Tho Govermment might have givon the Centrel and Northern Chinese more

T favorable treatment by granting e better rate end froeging somc per-
contage in blocked accrunts. If c~nsidered at all, this schame was
pradably rejected as being administratively impossible under the
cirzumstances.

Now Purity of Netherlands Indies Guilder J.JH.F,

The Notherlands Bank has reostsblished, as of March 1, 1946, the
pre-war rclationship botween the Netherlands guilder and the Netherlands
Indies guilder, under which the¢ two currencies wore virtually at per with
cach osher. The relatisn had becn upset in the fell of 19l when the
Netherlands guilder wes peggod to the pound sterling at the rate of 10.65
guilders per pound while the Indies guildoer romeined peggod at the old rate
of 7.60 guilders per pound. Thec Indies guilder thus becamo worth 1.0
Netherlands guilders. The new buying und selling rates set by the Nother-
lande 3ank for the Indies guilder aro 99.75 and 100.25 guilders, respectively.
Official excheange rates betwsen the Indies guilder and othor currencies have
not yot been adjusted, but it is hardly possible for such a change to be
long ds3leyed if comnlete confusion is o be avoided. The practical effect
of the new measure will be felt meinly in the accounting procedures of
Nethorlands enterpriscs which in the period between the German invesion of
the Netherlands end the Jupanese invasion of the Indies (April 1940 - February
1942) aad moved their heedquarters to the Indies end kept their bocks in
Indies rether then Netherlands guilders. Actual commercial cond financisl
rclations betwsen the Netherlands and the Indies have rcmaincd insignificant
since liberution, and the final fate of the Indies currency will no doubt
be decided by other factors than the rate set by tho Netherlands Bank,





