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‘These tourists, having bought lire in the free market at a most favorable
te {approximately 50 Swiss centimes for 100 lire) bought up fine foods and
‘wines, leather and textile goods, other luxuries, and even watches, with no
-resulting increase in the foreign exchange resources of the Italian exchange
cortrol suthoritics. This practice has grown to such proportions that the
3wiss Cisaring Office called the Swiss public's attention to the faet tha
the rules and regulations concerning imports of Italian merchandise were st
in-effect. According to these regulations, payment for any goods purchas
Italy, as well as payment of import dubies on such goods, must be cffected .
through the Swiss National Bank, The only exception to this rule epplies to
items purchased for strictly personal usc of thc fourist and amounting to not
more than 100 Swiss franes per person.

The French avthorities, in contrast to the Italian Govermment, have
made an effort to combat these prectices through which tourism from Switzer-
land has foeilitated illegal capital cxport. By a regulation of October 15,
1946, they establisicd o minimm amount of 500 French frencs per day which
cach Swiss tourist will be required to purchosc from an zuthorized foreign
exchenge dealer ot the preveiling official rate (3.605 Swiss francs per 100
French franes).

China's Attempted "Export Subsidy! 4. B. Hersey

The long-expected third attempt o adiust the official foreign ex-
change value of the yuan (Chinese National dollar) to rising commodity nrices:
in Shanghail was announced February 5. The readjustment tock the unexpected
form of an fexport subsidy.! Three days later, & reminder from the Shanghei
United States Consulate General of the existence of legislation for counter-—
vailing import dutics in this country set ofl a new flight from the currency
into goods.

I It vies cnnounced last Wednescay tiet the official rate of ClNy3,350

i to US$1l would be kept, but that exporters would reccive & Msubsidy" equal to

i 9 100 per cent of the offieial Chinesc Nation:l Zollar equivalent of the foreign
. exchange that they {elivered to the banks. Foreign exchange for imports would
: contimie to be sold by the Mappointed banks! at the existing official rate,

] but on most import goods a 50 per cent ad valorem surcharge would be collected,
The items exempt from this surcharge, and therefore te be imported at an un-
changed rate, included licensed capital goeds, rice, wheat and flour, coal and
i coke, raw cotton, fertilizers and crude ammoniwn sulfate.

. It is possible to view this scheme, which is essentially a muliiple
exchange rate system, in two ¢iffcrent lights. It might e described either
os a subsidization of cxports or as a sunsicization of imports, depending on
which rote is talen os the standarc. Formelly, since the officizl rate re-

. ‘ moined unchenzed, the arrongement was an cxport suhsidy. actually, the ncw
offcetive rote for cxports wos closer to the rocont everage open market rate

for United 3totes collar notes thon was the oiliciol rate. 3oth the offigial
rote cad the export rote may have overvalued tho yuan, but the overvaluztion
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by the offiecicl rote wos much the greater. Taking the new ezport rate @s
the standord, one micht soy Lhut ticse imports which wore to noy e 50 per

cent surcharge! would really bo rocciving o 25 per cent subsidy and tﬂut_/
Usurcharge-{rec’ imperts wonld »e zetting a 50 per cent subsidy.

3inece, however, the errcngeacnt cs ennounced was logally on

sussicy, it wes .ncumbent on the United 3totes Consul Generel in Shanzhai L
issue "for the informetion end guidance® of shinpers o notice, based on pro-
visions of the United Stztes Tariff Act of 1930 cnd on customs regulations,
tf the following effcct: MAny duticble goods imdorted into the United Stetes

n wrich any form of subsidy is granted in the country of origin are liadle to
on additionzl duty coucl to the full omount of such bounty." This announcenent
we.s internreted in Shonghai cs Qestroying cll possibilities of an expansion
o3 Chinese exports for the present, oven though it is true thet tung oil,
certain hides and furs, ond various other exoort commodities enter the United
States duty-freec. The Chinesc Govermnment has so far given no public in !
of its next move. Undoubtedly some further cction will be necessary, since.
the open morket exchonge rote for United Stetcs dollar notes had risen by
Saturday ot lceest tcmoor rily to 11,000-to-L. from about €,000-to-l earlicr in
the week and 6,500 or 7,000~to-1 durlno Jenuary. Loeal mcrchuﬂts were reported
to be morking up their stocks of 1mporucd goo(s by 20 to 30 per cent even be-
fore the consu“;r snnouncement wos mede, whilc other reports have spoken of ¢
coubling ot some commodity prices. (m ifonday buyers were offering GN@lA,SOO
for United 3tates dollar notes but found no takers.

The following table rccepitulates the course of cxchmnge ra and
commodity prices in Shonghai in 1946. (1) An officiel rate of CH%2, 020 to
7551 was put into cifcet on llarch 4, «/Lo, 2long, with import and exchinge.
control reguletions thet were later tightencd considerebly, especiclly in
Hovember. On August 16 the officicl roate wos cnanged to CN&3,350 to USH1.

(2) The cpen merket for United 3tates dollor notes wies at first an ofiiciall
recognized market. After it woes decreed on October 5 thet guotetions should
not 4cpart by morc thon 5 per cent from the ofiicicl rate, this norkct boeome
lack? sut it hos continmued to function as a merket in which traders con
cxpress their cxpeetotions of ultimate devclopments in the of ficicl merked.

The slack merket coals only in doller motes. it plays little or no role in
finaneing cxternal irace. (3) There is a well-cstoblished gold merket, in
which the govcrnment hes intervened actively with sales of jold obtained
meinly from port of the procceds of the 500 million dollar Y"financiel =id®
gion te Chino by the Jnitwd Stotes in 1942. Guotations in the gold market
heve econsistently shown o greeter deperturc Zrom pority witn the United State
coller (ot the »ificiol rete) than hove quotatdons in the open mar': et for
curroncy.  (4) shonzrol comaodity prices hove riscn the mogt ou 211. With the
3,350-to-1 officicl c¢ollar~yucn ratic, which is cpproximatcly 1,000 times the
pro-vier ritio, and with wholcszle prices in the United Staetes near Ly 75 per
cent higher then in 1935-39, o price index in Chinc of chout 1,750 (bascg on
oro-wer priccs = 1 rother thon 100) ot the cond of 1846 would n.ve roprescnbed
some kind of cn oporoximation to o #purchosing power pority.t The cctual index
of wnolesale orices, 6,100 in tho lost wee: of Lecember, wos 2-1/2 tines

ag high s this. Even in hugust--thot is, just before and citer the aungust 19
ro- sluction--the incex cveraged 4,300, 4t the 2,020-te-1 cxelunge raie and
with United Stotes wiiolesals prices 60 per cont above pre-wor, a tpority’ level
for Chincsc wiolescle nrices in the first helf of sugust would have buen cvout
550.
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Exchenge Retos and Prices in Shanghai
{Monthly cverages)

Zxchange Rotes Gold Price 2/ Wholesale
0fficial  Morket In U35 In CNO2 Price Index
(G5 per USB) T (1st half
: | 1937=1)
Jenvery 2/ 1,459 - 86 928
Februory 3/ 2,071 - 141 1,756
March 2,020 2,022 72.00 156 2,560
April 2,020 2,190 4/  70.60 155 2,582
liay 2,020 2,330 £1.20 176 3,807
June 2,020 2,590 87.50 190 3,724
July 2,020 2,520 89.30 194, 4y 072
Avgust 1-18 2,020 2,570 89.20 194 45061

iugust 19-31 3,350 3,390 59.70 215 4y 515
September 3,350 3,550 59.40 214 5,092
October 3,350 4Ly 240 5/ 62,00 223 5,363
Hovember 2,350 4,550 71,10 256 5,317
December 3,350 5,920 £7.70 316 5,700

1/ Converted at oificicl exchange rate; U.3. dollars per fine troy ounce.

2/ In thouscnds of CWY per shih liong (1.0€3 troy o0z.) .992 fine.

2/ No cffective officicl rate. Nomincl exchenge rate vies CNG20 to US$L,
with speeicl rotes for certoin tronscetions.

4/ April 15-27 only,

5/ Wicek of September 30-Ccotober 5 omitted.

Note: The monthly averages for the market rate for U.S. dollar notes from
4pril to Leconber and the vcecember cverages for gold and commodity
prices arc cvercges of weel's falling meinly in the given month.

There are, of coursc, wide diffcrences between the indexes for differ-
ent commoditics, The food component of the senerzl index hoas been closc to
the generel cverage. Coal and ".crosenc, buiiding noterizls, and metals prices
have been higher, relotive to pre-wor. Toxbilc priccs end prices of three
orimery cxport comac<ities (tung oil, hides, ance bristles) heve “eon lower,
but cven theso greuns averaged 2,300 cnd 1,700 times pre-war in August and
3,700 and 3,000 timcs pre-war abt the end of 1946.

There is no -eographicel uniformmity of price levels within China.
The general level of commodity prices is much nigher in Shanghei then at many
points in the interior. The Chungking wholescle price indcx, perhevs an ex—
treme example, wes only 1600 :n August cnd 2700 ot the end of the year. For
procucts of the hinterland, including wxport goocs, the high prices ruling in
Shanghai r<fleet high transportation costs, cmong other things., 1In the case
of import goods, rcrionel price level ciffcrenticls plus transportation costs
scrercly 1imit shipmonts to the interior. With on exchenge rete thet mekes
imports low in cost, 3henghai during much of 1946 has been an attroctive merket
for importcrs who could obtein foreign exchonge from the Central Ronk. But
such strength as this market posscsses is based on oxpectations of further
curreney depreciction rather then on economic cetivity in the processing and
distributimn of gonds.






