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Executive Board Minutes
Meeting 329 - 6/18/48

1. Minutes

The minutes of Mieeting 324 were agreed as revised.
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2. Exchange Situation - China

The Executive Board considered the exchange situation in China and a
procedure for dealing with chances in Chinals exchange rates (executive Board
Document iNo. 278; Staff i7emorandmI iTo. 247).

Exchan-e Position. ilr. Koo outlined some of the ;problems confronting China.
He pointed out that m'odernization of the Chinese society and economy was a
long-term )roblem.. Even in a peaceful vorld, the transition mi,.ht take several
decades. Much progress had been achieved by 1937. iiot:ever, in that year China
was invaded and eight bitter years of war fo..lo,,ed.. At the end, inflation w.as
ramz:.ant; poverty and misery wrere prevalent.

The inflation would have been brought under control had the Chinese Co~m
munists agreed to join in the w:ork of rehabilitation and reconstruction. In-
stead, they revolted. low, after two years of the revolt and in the eleventh
year of inflation, China's economic distress wras greater than ever before.
There was a constant flight of ca'oital abroad, a good portion of it through
Hong 'one. Despite the friendly co-operation of the Hong Kong authorities,
the flow wtas hard to stop. In the field of trade, hoarding and smu.;ling were
substantial. Internal trade was dislocated, and external 'trade continued
in deficit. ',ages of industrial workers and the salaries of public and pri-
vate emp:loyees had. been tied to the cost-of-living. Heavy military exiend.i-
tures added to the severity of the inflation; at the sa!me timne, the economic
distress hindered completion of the mlititary campain.

Oinions as to solutions differed widely. However, well-informed Chinese
generally agreed that, because the causes ,ere both internal and e:xternal, the
solution Would have to combine both self-exertion by China's government and
people and friendly assistance fromn outside sources. The recent aid from the
U. S. was of immense value to the economy. Even so, the amount of aid, in the
Chinese estimation, wlas still inadequate. 30Both the Governrent and peop)le
were, however, conscious of the urgent need for self-hel: to ipLlelenint the
outside aid.

HIr. Koo concluded that China recognized she was not at present in a position
to draw on the Fund. She did. welcome the Fund's constructive advice and looked
forward to the not-too-distant date when she could enter into full financial
collaboration.

There was a discussion. Others agreed t.at during the neriod of civil
strife, budget deficits and massive inflation, no exchange system could be
expected to succeed fully. They believed the new system of certificates
might allow some improvement; but to expect it to solve tile difficulties was
unrealistic.

Procedure. The point was made that in China's circumstances rapid changes
in the exchange rate set by the Zxchange Stabilization board might be neces-
sary from time to time. 1Ph.ile the certificate system :!ould take u,? the day-to-
day fluctuations, some changes in the Board's rate ,would be needed since some
imports and invisible transactions went at that rate. Similarly, some
changes in the exchanEe structure might be necessary. The belief was that in
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2. Exchanre Situation - China (Cont'd)

those circumstances China should be asked to inform the Fund in advance of
changes where possible, or in ary case at the earliest possible time.. lile
the Fun'd .ight e.press opinions, it could obviously not be expected to pass on
the sulbstance of those changes. Hr. Koo, in a separate memorandum to the
i.anacging Director (Executive Board Document No.. 278) outlining the necessity
for the adoption of a nore simple formula.

'after discussion the decision was:

The Fund has been informed of China's adoption of an exchange
certificate system operating as follows:

(a) Exporters, on selling exchange at the Exchange
Equalization Fund rate, will receive an exchange surrender
certificate equal to 100 per cent of the exchange sold,

(b) Importers must buy certificates equal to the value
of their import licenses in order to buy exchange at the
Equalization Fund rate. Importers of rice, wheat, flour,
cotton, and fertilizer will not require certificates.

(c) The Central Bane of C,.ina, on instruction from the
SEua.ization Fund Com.;itte-e, wil.. operate in the certificate
market, buying and selling in order to control the price of
certificates.

(d) The official rate of 12,000 yuan per U.S. dollar will
be abolished. In the future, the Exchange Equalization Fund
rate will apply to transactions to -lhich the official rate
appl lied.

The Fund is aware of the unusual difficulties which confront the monetary
and e:cihange authorities of China. In the circ-u.mstances the ulnl. :.ill
interpose no objection to the exchange certificate system. At the same
time the Fund recognizes that because of the unusual circumstances,
China may not be able to inform the Fund well in advance of chanlges in
tile exchange rate for the yuan and the exchanL:;e structure; similarly
the Duand ordinarily will not be in a -position to pmass xuon the substance
of the chlange. Accordinly, the folloing procedure is agreed to
replace the usual -rocedure of consultation in such cases: The Fund
understands that China recognizes the res-onsibility of notifying the
Fund of contemplated chanees in exchane rates and the exchange structure
sufficiently in advance of such action to -ive the Fund an opportunity
to e.xress its views if it so desires. Until new arrangements are made
between China and the Fund, any such notification will be given to the
7ianaging Director, and so far as possible lie wrill reply at once on behalf
of the Fund. If the ihanaging Director prefers to raise the matter with
the Executive Board, he w~ill not reply immediately but will endeavor to
obtain the most rapid possible action by the Executive Board.
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3. L.ultinle Currency Practice - Chile

The Executive Board considered certain modifications which Chile had sug-
gested in the wording of its agreement with the Fund re'gardiTn exchange prac-
tices (M-leeting 291, Item 2; Staff liemorandui m i o. 208, Supplement 2). The
recom;:lendations which the staff had made were approved and the decision was:

The Fund notes the communication of Chile indicating concurrence
with all but t'wo passages of the revised agreement between Chile and
the Fund (ieeting 291, Item 2). The following position should be
corilunicated to Chile on the two changes proposed:

(a) The Fund is prepared to accept the m.odification pro-
posed by Chile in the last sentence of Paragraph (1) of the
second SHZLiEAS clause, with the deletion of the word "now"
since its reference is not clear. The sentence would then
read: "The Chilean Government trill attempt to reach suffi-
cient dormestic stability before the end of 1948, to be able
to establish for the transactions whicd are effected at the
free market rate through the co!mmercial banks a definite rate
which can be maintained."

(b) The Fund is prepared to acceot the second proposed
modification in Paragraph (2) of the same clause so that the
passage would read: "The Chilean Government will try to
eliminate gradually the mixing ¥sten durinn the current
year ..." provided that this ?art of the agreement W:ould be
interpreted in accord with the following language from the
Ministers' letter to the Banco Central de Chile: ftSuch a
be-i.nning of the sentence together with the rest of it and
wTith tile final sentence of tlhe same aragracph, will .. lre it
clear that during the year 1949 this system may be applied only
to the most eli-;ible cases as shall have the rap. roval of the
Fund." Chile should confirm such an understanding to the Fund.

Alternatively the Fund would accent eli!nin.ation of the
entire sentence so that the Parag-ramh (2) would read as follows:

The establishment of the so-called mixing system
whereby part of the proceeds of non-basic e-:zorts are
bought by the 2ronetary authorities at the rate of 31 pesos
to the dollar and -part will be sold through tihe cor.Imercial
banks at the new rate. The percentage of proceeds which
would be bought at the official rate would vary with each
product according to its conmpetitive position. The mix.ing
system -.ill not be continued beyond 1948 for any pearticular
export or eoorts without thle Fund's approval..



Executive Board Minutes
- 5 - Meeting 329 - 6/18/48

4, Gold Certificate Systems - Colombia and Peru

The Executive Board reviewed a staff study on the gold certificate systems
in Colombia and Peru (Staff I-er.orandum iTo. 246). IMr. Paranagua said he be-
lieved the problems which confronted the gold producing industries in those
countries l:i.,ght justify the Fund in advancing more positive proposals than
those suggested. For instance, he believed some measures like the cost-of-
production comr.ensations Canada and Australia had advanced might wrell be sug-
gested to help overcome the problems of declining gold production.

In reply ~ir. Overby said he understood the Fund had gone along with so-
called cost-of-production subsidies only with great reluctance and in the
light of the oarticular circumstances. In general he was opposed to subsi-
dies just as he opposed certificate plans. He noted that in the U.S. gold
production had declined to roughly half the 1936-38 level; yet the Government
did not )ropose any assistance measures. H-Ie believed the Fund should discuss
steips which wrould eliminate the use of certificates in the countries concerned.
However, he would be willing as the staff lhad suggested, not to press for such
discussions immediately but wait until talks began on the broad range of ex-
change problems. It was emphasized that in both cases the need for the cer-
tificates did not arise from any action by the Fund but from the large degree
of inflation the members had suffered without compensating changes in the par
values. Iir. 'lartinez-Ostos said lhe believed that in countries such as
Colombia and Peru, where free markets already existed, the gold certificate
systerls offered the only method for easing gold production really consistent
with the gold policy advised by the Fund. The problem of gold certificates,
he believed, could not be separated from the problem of the membersl main-
tenance of multiple currency practices during the transitional period; for
that reason, the Fund should take ulp the matter ;when the time came to discuss
with those countries the eventual removal of multiple currency practices.

iNotice was taken that a mission would leave soon for Colombia and could
take up the certificate question along with other problems. The same would
be done in the case of Peru when consultations were agreed to.

The decision was;

The Fund has considered the gold certificate systems which have
been adopted by Colombia and Peru, Under such systems domestic gold
producers delivering gold to the central banks receive transferable
certificates; these certificates may be sold for an amount of local
currency which -ill give a premium above the price corresponding to
$35 per fine ounce of gold at the official parity. Such systems have
thus resulted in new effective rates of exchange for the currencies
concerned.

The gold certificate devices are deemed to be relatively minor
elements in the exchange systems concerned, and probably little
would be gained by requiring their separate abandonment at this time.
The systems are rather to be regarded as part of the general problem
w-Jith which the members must deal. Therefore, instead of requesting
the meembers to eliminate the gold certificate systems in isolation,
the whole exchange problem, including this practice, wrill be considered
as a whole. Continuing consultation on the matter between the mei.bers
and the Fund is deemed desirable.
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5. Staff Personnel - Arrangements for Assinments Abroad

The Executive Board discussed proposed administrative and financial
arrangements which Wq.ould aptsly to staff mlemtbers Riho were assigned abroad
for temporary periods (Executive Board Document iTo. 279). Various cuestions
were raised.

The decision was:

The Committee on Personnel Policies is as!;ed to consider and
report on the proposals for administrative a.Gnd financial arrange-
ments £or staff members temporarily assigned abroad (Executive Board
DocuIient io. 279). At the same tine the Committee may wish to
consider any related matters, but should not on that account delay
its report on the proposed arrangements.
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6. Applications for liem;lbers!lip - Albania, Liberia, Pakistan and Siam

The applications for mlee -bershiip for Albania, iiberia, Pa?,.istaln and Siam
were pvlaced before the Executive oBcard3 (Executive Board DccuriLents iros. 280,
281, 222, and 283). In accordLance w ith RTle D-1 the Chairman established
one wieek as a reasonable time for disclssi.on and prelinminary investtialtionl
by the Executive Board.
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7. Exchanme Situation - Iceland

As agreed at iceting 285 (Item 4), the -:ecutive Board again took up the
problem of Iceland's exchange position. Nio e was taken of the report pre-
pared by the staff member who had visited Iceland (Staff :iemorandum iTo. 245).
The staff said the data available seemed to show that, even with her high
efficiency as a producer, Iceland was nearing the point where she would have
to decide whether her exchange position could continue to justify the present
level of incomes and imports.

Mir. de Selliers said he had transmitted copies of the report to the
Icelandic authorities, but had not yet received information from Iceland in
reply. lie noted that important deflatiolnary steps had been taken recently.
lie had also been informed that the authorities believed a favorable herring
catch in the next three months would have a decisive effect. A request had
been made that consideration be held over until September w'hen the catch
swould be in and exchange officials would be in ~Washington. In the meantime,
there would be no change in Icelandls status regarding use of the Fund.

Further consideration was postponed on that basis.


