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. . 1 . .
commodity prices.~ Both of these developments are new symptoms of a «rowing
lack of confidence in the National Government's power to deal with its
politico-military and economic problems,

Number of Times by Which Index Incressed
Index as of...-  Apr "46 Oct 746 Bpy T&7 £OT '8
Oct., '47 - to.0ct '46 to Apy '47 to Oct 47  to Oct '47
{1svy '37. = GNE) _(1/2 year) (1/2 yeusr) (1/2 yesr) (L yosrs)

Official US$ ratei/ +.16,400

1.7 X 3.6 x 4.5 = 27

Black Market US$ rate .24.000 2.0 3.5 5.3 37
" " gold price 37,000 1.4 3.2 6.1 28
Wholesale price indexes

Chungking 28,000 1.2 2.4 5.7 16

Shanghsi:

Foods 57,000 2.1 2.5 4,1 22

Agr. Export prod. Y 33,000 1.7 3.4 3.9 22

Metals 95,000 2.0 4.9 4,9 48

Fue..s 156,000 1.3 3,0 5.2 20

Genoral index? 60,500 2.1 2.7 1.2 23

Canton 46,000 n.a. n.d. 3.7 n.a,

Nose: Wholesele price indexes used are monthly averages except Oct. 1947
for which daily indexes of Oct. 11 are used. Black market dollar and gold
rates are monthly averages of Thursday or Friday rates.

Fyem Aug. 18, 1947, "official opszn market" rate,

b/ Three commodities only: +tung oil, hides, bristles.

¢/ Includes =lso building materials (rise similar to food) and textiles
(present level like foods as compared with prewar, but pattern of recent in-
creases resembles that for fusls).

il

This acceleration of the Chinese inflation will force the Govern-
ment to put money into circulation in larger denominstionsg than i4 has hitherto
used. After long hewitation CN$S5,000 and CN$LO,000 notes?/ were first intro-
duced in Jonuary 1947. Fears thau such official recognition of the extent to
which the inflation had already gone would bring on new zmd more rapid price
rises wire confirmed by the violent movement im the first half of February.
Since commodity prices in Octcber were 10 times os high as at the beginning
of 1947, and are now much higher, the emission of CN$50,000 and CN$1LCC:, 000
notes is overdue, Rumors that CN$50,000 notes would scon be introduced neve
been heard in recent weeks,

Excessive delay in shifting to larger denominations, either for
lack of preparation or as a matter of financial policy, will croate serious
problems in the transportation of money. Delay in cupplying an adequate guan-
tity of notes to military disbursing officers may have direct military conse-
quences, and it may react n1ls0 on the ecomomic situstion in port cities., In

i/ Figures for the note issuc are not published but it is generally believad
that the rate of increase has been comparable with the trend of rise in com-
modity prices.

2/ Thess were actually denominated as 250 and 500 Customs Gold Units,respective-
ly. The Customs Gold Unit is an obsolete accounting unit, now taken 235 equiv-
alent to CN$R0.
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November there werec reports that a stringency of cash at inland collection
points was hampering the trading and transportation of food and export commodi-
ties which would otherwise be moving to Shanghai snd other port cities. If,

in order to avoid such problems as these the Government should ever find it
necessary to hastily print inferior currency (poor plates, lack of serial num-
bers, ctc.) or to overprint lower denomination stocks on hand, the unfavorable
effects of putting luarger denominations into circulation probably would be
magnified.

There is little prospect of any slowing down of the rate of infla-
tion. The inventory position for meny raw materials in Shunghai appears to be
tighter now than a2 year age, but the Gevermment's import contrels, as hos been
mentioned, are increasingly rgstrictive. Difficulties are being encountered
in meintzining en adgyuate fldw of coal from North China mines to Shanghni.
Factors such as these will keep the speculative markets in ferment. There is
ne proepect of military cutlays tapering off nor, therefore, is there ony like-
lihood of an approich to a balanced bucget. The underlying causes of inflation
remein the same,

A new danger is disruption of Shanghei industry through lack of
materiels, should the Government find it necessary to cut down still further
on impcrts as its deollar reserves approach cxhaustion, This additional impetus
to accelerated inflation may, however, be obwiatéd by a credit from the United
States of the magnitude tentatively suggested by Secretary Marshall on November
12. But it is questionable whethor such economic assistance s this can restore
a degree of confidence in the Chinese currency sufficient to bring any slowing
dewn of the rates of inflation,

ARGENTINE POLICIES ON INTERNATIONAL CAPITAL MOVEMENTS David L. Grove and
Harry A. Gillis

During the war years, Argentina was preoccupied with the inflation-
ary effects of the large inflow of foreign capital which the country was ex-
periencing. This concern 1lsd to the adoption of measures in 1943 to restrict
the entry of foreign funds except for purposes of investment in industry or
agriculture. By mid-1947, however, Argentina hid become much meore concerned
about its dwindling international reserves than about the inflationary impact
of incoming exchange. As a consequence, a new policy has been adopted which
removes most restrictions on capital entry and endeavors to attract foreign
funds by holding out certain guarantees with respect to the remittonce of pro-
fits earned on fereign capital invested in Argentina,

Capital Inflow During the War

The chief impact of the war on the Argentine economy was to produce
a highly favcerable bualance of payments for ,u country which had hereto been
plaguec by exchange shortages, From 1940 te 1943, exports increased by 42
rer cent while imports dropped by 37 per cent. The inflationary impact of the
menetiznation of balance of trade surpluses in this period was intensifizd by

1/ In 1940, Argentine exports exceeded imports by about 13 per cent.
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a large-scale capitel inflow, much of which represented European capital seeking
refuge from the war.

The Argentine Government and the Centresl Bank adopted a number of
anti-inflationary measures designed to moderate the domestic effects of the
balance of payments situation., In the field of fiscal policy, income tax rates
were raised, new levies were placed on excess profits and on sales of luxuries,
budgetary expenditures were lowered and such expenditures as werc not covered by
ordinzry budget revenues were financed primarily by seles of bonds to the public
rather than by resorting to bank credit. Price contrel was adopted to the extent
c¢f placing ceilings on the prices of key commodities., By moral suasion, the
Central Bank prevailed on the commercial banks to reduce the veolume of new loans
and to build up their cash reserves. The publie, for its part, retired a portion
of its indebtedness and accumulated l-rge idle balances, That the combin~tion
of these measures was fairly effective is demonstrated by the fact that the cost
of living rose only slightly.

All of the measures described up to this point refer to attempts to
cushion the effect on the domestic economy of the rapid growth in the Centr=zl
Bank's internationzl reserves, rather than to check the growth. It would have
been inconceivable to the Argentine authorities to combat inflation by cutting
the volume of their principal exports. The Argentine econumy has =2lways been
geared to the expurtation of agricultural products and the shift of factors of
production from agriculture to other activities would have been 2 slow snd pain-
ful process, Moreover, the inflated value of exports during this period, coupled
with the non-availability of imports, was primarily responsible for the accumu-
lation of large fereign exchange reserves which, it was hoped, would make poss-. .-
ible substantisl fulfillment of Argentina's cherished dresm of industrializa-
tion and financial independence.

There was cne element in the Argentine bolance of payments, however,
which the authorities felt could and should be controlled; namely, the lerge
amount of refugee capital which was pouring into the country. Argentina welcomed
such capital whenever it was directed toward investment in industry or agricul-
ture, but viewed with some alarm the inward streom of funds seeking investment
in securities or real estate. There was concern thaot such funds were merely
seeking a temporary resting place and would dep'rt once the war was over, In
the meantime, they would not have contributcd to Argentine capital form-tion
but would have served merely to inflate the price of securities and real estate,
thereby blowing up a bubble which would burst as soon as the canital prepared
to depzrt., :

Introduction.of Capital .Import Controls

On April 12, 1943, & gdscree was issued the purpose of which was
declared to be to establish a system of contrel to check the inflow of "specu-
lative" capital while at the same time facilitating the entrance of foreign
capitel seeking permnnent investment in industry end zsgriculture. Thke Central
Bank was given the responsibility for administering the system and for giving
substance to the general principles set forth in the abouve-mentioned decree,
This substance was provided by the Bank's circular No. 333 of May 12, 1943,
entitled "Regulations Covering Movements of Funds Abrcad and Operations for
the Account of Perscns Dumiciled or Resident Abroad”.

The circular provided thit 211 inward remittances of funds from
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abroad involving amounts greater than one thousand pesos (approximately US$250)
would thenceforth require prior approval, which could be obtained only upon
submission of a sworn declaration describing in detail the purposes for which
the funds were to be employed. In all cases where remittances did not rep-
resent capital transfers, any institution officially licensed to deal in
foreign exchange might grant the necessary authorization. Only the Central
Bank, however, might grant authorization in instm ces involving capital
transfers, Thus, the entry of all foreign capital was subjccted to the scru-
tiny o the Central Bank which permitted such entry only upon demonstration
that there would be a contribution to real cepital formation and that the
funds would not be used for purely speculative purposes,

The new regulations were followed by a marked reduction in the
inward flow of foreign capital. For the period January through April of
1943, prior to the adoption of restrictions, capital imports had amounted to
73 million pesos (equivelent to an annual rate of 219 million). From lizy to
Deccmber, after the introduction of controls, ‘only 80 million pesos entecred
(cquivelent to an annual ratc of 120 million). During the following year,
1944, capital imports were comparatively small,emounting to only & million
pesos. ‘

. It is difficult to judge the cxtent to which this rcduction can

be attributed to the mcasures adopted. For one thing, the difficulties of
transferring capitel from Europe had alrcady becomz aelmost insurmountable

by the carly part of 1943 and consequently, even without Argentine restrictions
on cntry, the volume of inward remittances would undoubtedly have declined
sharply. What is likely is that the controls did not rcducc the volume of v
copital imports significently but rather had some cffect on the character of
the investment of funds entering the country,

If the capital accounts arc tcken in their entirety, it is ob-
scrved that from 1943 onward Argentina passed from o situ.tion of lorge nct
capital imports to onec of moderate nét capital cxports.l The trznsition
camc at the end of the first four months of 1943, zlthough for that year &8s a
whole there was & small nct inflow of cipital. The rcverssl of = net inwerd
movemernt of capital to = net outward movement was due only in part to the
decline in incoming remittances; an acceleration of capitel exports occurred
between April and December of 1943 =nd ulthough capital exports declined
somewhzt in 1945, they nevcrtheless remained ot o high level, During this
periocd, Argentins placed few obstucles in the path of capital exports, funds
for which could be purchased in the frec exchange market without limit,

Despite the deficit on capitsl aceount in 1944 and 1945,
Argentina's international reserves continued to incrcase as 2 result of o
tremendous export surplus.

Postwar Developments and Restrictions on Capital Outflows

Since the close of World War II, Argentina has embarked upon a
broad economic program which has placed a severe strain on its international
reserves, The proposed purchase of the British rai lways and the importation
of machinery and materials needed for the industrizl ization program of the
Five-Year Plan will draw heavily upon Argentina's foreign financial resources,
In order to check outflows of exchange not considered essential to the ful-
fillment of the official economic program, importation of an increasing
number of items has been suspended or subjsocted to limited guotas,

1/ For the years 1940 to 1943, inclusive, Argentina tmd net capital imports
of 79, 325, 235 and 29 million pcsos, respectively, and for the ycars
1944 and 1945 had net capitel cxports of 43 and 112 million pPESo0Ss.,
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In order to expand the receipt of foreign exchange, a government-owned trade
monopoly called the Instituto Argentino de Promocion del Intercambio was
established in the latter part of 1946, This action was followed in July 1947
by a revocation of all previous regulations restricting the free entry of
foreign capital and by the promulgation of limitations on the export of
capital, both Argentine and foreign. The new policy with respect to capital
movements is contained in the Central Bank Circular No. 788 of July 8, 1947.
The Circular provides that capital may freely enter Argentina, the only -
requisi.te being a sworn declaration of entrancc on the appropriate fomms.

In cascs where the incoming capital is to be invested, the sworn declaration
must include a statement of the country of residence of the investor, the
proposcd type of investment and its duration, On the basis of this informa-
tion, the Central Bank will issuec a "Certificate of Origin of Capital™ which
will ensure the remittance of earnings and prinecipal according to an estab-
lished schedule, Despite the general removal of restrictions on incoming capi-
tal, the entry of capitel from countrics with which Argentina has cleering
agreements (Belgium, France, Spain and Switzerland) and of capital to be
invested for & period of more than six yesrs still requires prior authoriza-
tion by the Central Bank,

The remittance of service payments on foreign capital will be
pemitted in accordance with the schedule presented below,

: Interest or Dividend
Nature of Investment Duration not Excceding: &
(per cent per annum)

Short-term
Various Investmcnts Up to 12 months 5
Medium-tem 12/
Fixed investments in Up to 2 years 7
industry or agri- “won 3 8
cultaire LI AR 9
now o5 n 10
noa g n 12
Long—-tzrm Ovwer 6 years Subject to contractual
egreement with Central

Bank ¢/

g/ Profits exceeding these. percentages are considcred as Argentine capital and
their remittance abroad is subject to the same requirements as cre remit-
tances of Argentine capital, :

I_J_/ Application for reinvestment of mcdium=term capital may be made before the
original specified duration of the investment hes expired, provided that
at least two years hecve clapsed,

9/ Such contracts must contain a clause permitting participation of Argentine
capital,

It will be observed that the longer the period of inwestment, the
higher the rate of profit which may be remitted., Although the rate pattern
for long-term investments has not “een announced, and will probably vary from
case to case, thc prcsumption is that it will be at lecst zs large as that of
six-ycar investments (i.e., 12 per cent). This would bec in kceping with Argentimte
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policy of encouraging foreign capital to invest in long-run undertakings,
rather than seek uick profits and then depart.

Upen the termination of the specified period of investment, the
exact cmount of foreign canital registered upon entry may be transferred abroad.
The trensfer of capital gains or accumulated profits will not enjoy the guaran-
tee provided under the schedule presented gbove. Such bclences may, of course,
be retsined by the vwner but will be tresmted as "Argentine" capital. The remit-
tance of fureign capital already invested in Argentina prior to the issuing of
Circular 788 may be effected only upon proof by the owner thet the investment
is really foreign and not domestic.

Exports of "Argentine" capital may be made only on the authorization
of the Central Bank, after recommendetion by the Mixed Capital Imstitute for
Securities Investment (Instituto Mixto de Inversiones Mobilarios) that such
transfer would be in the mational interest, and especiclly in the interest of
the dcnestic securities market.

Conclusions

Insufficient time has elapsed tu permit any evaluation of the
effects of the recent regulations governing Argentine capital movements. Never-
theless, the purpuses of the regulations oppear quite clear. First, through
the ofer of specific guarantees on the remittance of principal and earnings,
an attempt is being made to encourage the entry of foreign carital, particuler-
1y for invegtment in long-term projects. Secondly, an effort is being made to
prevent "exploitation" by foreign capital through the setting of ceilings on
the amount of profit which may be transferred abrouad. Thirdly, pressure will
be placed on fereign investors to permit Argentine participation in all long-
term projects,

The new measures may possibly attract some foreign capital for long-
term iavestment because the puaranteed rate of remittance of profits on such
investments will probably not be less than 12 per cent which, in conjunction
with giarantees on the remittance of Hrincipal, should normally be gquite satis-
factory to most investors. The gunranteed rates for transfer of earnings on
short and medium-term investments, on the other hand, may not be ccnsicdered
sufficiently high t-» attract pctential investors, despite the assurance of
being able to trensfer the principal at the end of the specified period.

The position of foreipgn-owned banks and firms already established
in Argentina is likely to be rather uncomfortable as a result of the new
measures. First of all, they must go through the administrative difficulties
of effectively proving their foreign stetus. Secondly, their bargaining power
in the negotiation of contracts with the Central Bank will be impaired by the
fact th-t their funds are clready in the country. Foreign-owned importing
and exporting firms will be particularly hard hit, judging by one of the
statements in a Central Bank press release which declared that the net profits
from all foreign trade transactions, regardless of the urigin of the cupital
of the firm engoged in the operation, would be ounsidered as earnings on
Argentine capital 2nd their transfer abroad would be governed accordingly.

Existing foreign cwners of shorte znd medium-term investments
are eshecially likely to discover thot the new rates applicable to the remit-
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tance ¢f profits on their investments are less thun what they hove habitually
earned and transferred abroad in the past.

The new policy may well force an accumulation in Argentina of
substartial sums of foreign-owned prcfits. The dissatisfaction of maay of
the existing foreign investers in Argentina and the increasing encrocchment
of the Government upon private enterprise, particularly throu.h the Trade
Promotion Institute may well discourage new foreign investment to an extent
which connot be offset substantially by the limited guarantees recently estab-
lished.






