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. Introduction

 The great thinkers' and founders of scienmtific soclalism, Karl -

Marx and Friedrich Engels, wrote as early as 1850 that when the Euro- . -
pean reactionaries finally reach the Great Wall of China who knows but
wvhat théy will f£ind the inscription: "Republic of China, -Liberty,
equality, fraternity,”.. (K. Marx and F. Engels, Works, Vol..VILL,: ..
p 211) This scientific prophecy has come completely true. . Th2 grest .
Chinese people, as the result of a long end heroic struggle under the
leadership of thelr Commnist Party, have won a victory of world-wide
significance. . The domination by landowners, compradors and bureau-
crats, Americans, English and other lmperialists has fallen into
cblivion. The Cilnese pecple have become the sole and goverelgn
master of their country, s B L e

The character of the Chinese revolution, and the characteristics
and peculiarities of its development, arising from the specific Chinese
situation, caused the peculiarities of the origin and development of
the people's money of China (jen min pi).. The people’s money was first
issued by the Worker-Peasant Bank at the beginning of the thirtles.
The notes carried portraits of the leaders of the world proletariat,
K. Marx and V. I. Lenin, and ‘the slogan, "Workers of the world, unitel"
The new money helped in expanding and gtrengthening the worker-peasant
regions end in conducting the Chinese people’s revolution against the
Kuomintang and foreign imperialists; it played an active role in.
strengthening the econory of the liberated reglons. o

During the Chinese pecple's loug siruggle against the Japanese
invaders and the Chiang Kai-shek cligue, the liberated reglons were .
territorially separate and consequently the circulation of money in
the different liberated regions was also territorially .separate. Such
"independence" in the circulation of money in each libereted reglon
was unavoidable under the existing conditions; it made it possible to -
adapt the circulation of money to the nabure of the protracted war and
partisan tactics. But, despite the "Independence" of the money of the
different regions, the people's money already had a single social-
economic nature. The circulstion ¢f people's money expanded as terris
tory was liberated, At preseit the people's yuan has become the sole
currency in the territory of %ne Pecple's Republic of China. _

Our “economic literature has seldom discussed the circulation of
money in China. The Russlan tranelation of The Circvlation of Meney
in the People'!s Repnblic of China by Tseng Ling and Hap lei fills this
gap to g certain degree, <The book familiurizes the Soviet reader with .
the monetary system in Pecple's China and with the measures implemented
by the Commnist Pariy and the People’s Government to.introduce the -
people's money into circulation, to force the Kuominteng money cut of
circulation, and to unify the circulation of money. in the country.,

' The work evamines the process’ of eliminating inflation end of
strengthening and stabilizing the circulation of money. . The authors
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also analyze the role of the people’s yuan in the rehabilitation of
the: national economy end in ‘the” Pulfilluent of the First Five-Year
Plan (up 19’ 1956). Considerable attention is given to the system of

“planning and reguléting the gircuiation of . money in the People's Re-;

public of ‘Chine, Of: undoubted “frtéprest to the oviet -veader. s the
descniption of" the spec,ific peculiarities in, the’development of the

icirculetion df money in. the" ‘Peoplets Republic ‘of China:which arise

+from peculigrities +in the devélopment. of the Chiinesd’ revolution, in?f .
ﬁthe Chinese ecchomy;. and in its retional. fraditionss oo ao

The" Chinese people, under - the. leadership of their. Communist
Perty, during a period of time so short: as to be unprecedent(d in-
history, have achieved Aruly ‘grandiose.succenses “in the. field oi~ ‘
the circulatioiof: money .ag well-as in other fiélds -of, economic con- '

- strugtion, Through the efforts of the Chilnese people, within the

7l ..gpace: of two or three: . years a uniform monetary'system has beetr
-created 1in tHis huge country where semi-fevdal relations; in combina-

“iihtdon with domination by foréign imperialists still: recently prevailed,
- where; the’ circulation of money had - not-been ‘unified for. centu*ies,
’.dnd where ‘several dogens of différent currencies wetre: in‘c _

‘. Nowy as, comrades ‘Tseng Ling and Hen Lei show, "the sole currendy in-

'ﬁﬂaneople‘s China ‘18 -the . jen min-pi,"

' u;l_ation .

.. The, creation of a .8ingle: monetary syetem was nade possible -
Pirst by ‘the’ hnprecedented ‘political. unity of the" people, uniteéd under

a powerful ‘centralized governmenton ‘principles. of democratic” central-‘ ‘

"7 ism, apd second; ‘by.a single ‘netionsl economys - On-the. other hand,
© - the, single monetary.: system promoted, during its" formation process,

L

the rehabilitation and development’ of: an. all-national economy and the

e .political consolidation of the governmento o o
e During-theivery firdt years of: exigtence of the People'a Repub-v"
e e of China, when:the. country’s ‘economic. ‘condition waes.poor as the
- result. of the heavyrburden inherited fram the Kuomintang regime and
" “the necesaity of ‘continuing. the war, and the socialist. gector still ‘
~ ‘comprised a emall'proportion Of the- netional economy, commodity prices o

and. theé circulation of money Weve. stabilized. 'Afterwards, és the na~ -

+; 41onal economy”: ‘developed,’ ag” ‘socialist. elements in-the. economy in-

creased, as the deficit. in the state. budget. v completely. eliminated,’_f

~and as . issuing currency to cover this: deficit'was discontinhed, the

N §circu1ation of money. steadily ‘improved, ... "

At present the. peOple's yuan . is: suceessfully fulfilling all’

:1’;=the functions dnherent 17 mcney’ under. conditions of.a socialist econ-

: Oy o- It serves a8 a general measure . oﬂ-i,‘uts Bfssocial. labor for

-tsthe production ‘of: goods, and 'is: used by he~peop1e’s government in

u-ﬁ‘;the .esteblishiment and regulation of. Pricesivin Flamming Troduction L
<o oand commo&ity turpover, 1in strengthening ‘econoinie: a¢couptab11ity, as
'a_control ‘ver the measuré¢ of labor.and copsumption, and to distribute

.and redistribute the - national incomehin the 'interests of development_

of the natiohal economy. and a:steady. ingrease in the atendard of
living of the Chinese people.‘»wzgefi o PR




“In the sphere of circulation, the people's yuan promotes in
every way the expansion of commodity turnover and theé development of
commodity turnover between town and country; this strengthens the -
economic- ties between them and strengthens the union of workers and
peasants, the basis of the dictatorship of theé proletariat, Utl-
lizing the objectively existing economic law of the circulstion of
money, the people's government provides, in a planned way, agreement -
between the amount of money in circulation and turnover:requirements,
and creates the conditions for stability of the peop_eﬁs yuan and fOu
increaging its purchésing power. :

In the sphere of payment relablonships, thP peop”eﬁs rien
gerves as apn important meens of coatrol over the econdmic p.:.narcial
activity of socialist enterprises, promoting the atiracting of free
funds into People’s Bank chennels end organization of a system for
gettllng accounus in tne national eCJnomy of the People’s Repub¢ic of

hina .

As a result of stabilization of the circulation of money and
expansion of ‘the sphere of commodity-money relationships; the function
of the people’s yuan as a medium for saving and accumilation has de~
veloped rapidly. The People's Bank has atiracted large sums saved by
the workers into i%s channels to be used to supply credit for the na-
tional economy. ihe importance of the yuan in foreign settlements is
also increasingo

The people's yuan played a gezat role in the development of eco-
nomic relatwonships besween the various regions of the country. 014 -
China, as the result of dominaticon by foreign imperialists with their
policy of "divide and conquer,” was economically and politically Gis-
united fior a lodg time, In essence it did not even have a single na-
tional market., The Chinese people, under the leadership of the Com--
munist Party, ‘quickly turned China into a united end powerful govern- .
ment, Immediately after the formation of the Peoplels Republic of

China economic ‘ties began to develop betwéeir all regions of the coun-

try. The peoplefs yuan, as the sole ciwrency of China, became an in-
strument for realizing thcse ties, ;o; creating a singl° national
economy.

functions of the people’s mouey at v*“ious suages of the construction
of the People's Republic of China., -
In the liberated regions, and elzc during the fir8u period o*

formation of the People’s Republic of Chinz, these. fanciions were meaiw’

fested partially rather’ aan couplesely due to the rather considerable
use of barter at -thet time, “As-the npasional econowy wes restored and

the economy and comnod? ?y-modey rcAPtionsn ips <1eve"opec1.9 the funcuions

of the people’s money expanded,

The transition perisd in the Peop*e's Rep“bl oP China, as in
other socialist countries, is chiracterized by the presence of soclal-
ist and capitalist sectors in the economy, ' The government, on the
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basis of the known; ob,jecti'srely existing econom*c 1aws ;- even dz.ring
the first stage of cons+ruction of- People's China, deliberane#y used

the people's money in'all of its:functions in the interests of con—’~;'¢3”‘

solidating and developing the socialist sector of the. ecenomya At -
the same time, coneidering the laws of the transition period under
actual conditions in China, the government, in the interests of de-
veloping the economy of the country as a whole, successfully uui- A

lized the people’s money to expand the productlon and sale of goods - T

by enterprises belonging t6 the national bourgeoisie, State enter-lv“f‘7
prises, in corcluding cortracts for the production and-del ivery of -

goods with enterprises belonging 4o the national bourgeoisie, gave e

them credit in the form:of adwvances of money (in most cases through
Pecple's Bark credits). These contracts fixed the price of the de- i~
livered goods in comsider ation of actual ‘production inputs and Soete
established profit norms. = This primary form of state capitalism,
promoting the growth of the national econo V5 in the final analysis
developed in the interests of socialism. : .
Furthermore, the people's money also served the. capitalist

gector of the economy in this period, making possible the utilization S

of the money in two ways, -
The natiozal bourgeoisie, while on.the e;de of the Chi aese :

working class in its struggle against imperialism and the reactionanyﬁfff’

Kuomintang, nevertheless clung -to its narrow. clase interests. “Many .

bourgeois elemenis opposed the resurictions. implemented against them,f-""'

using the people's yuan for this. ~"The struggle between. the restric- ¢
tions and the opposition to them,' paid’ Comraede Liu Shao-ch'i,” “"hag
been the basic form of class’ struggle wvithin our countfy in: recent
years; it shows the basic clasa contradiction in the country, 1.e.,
the contradiction between the worker: clasg ‘and the bourgeoisieo RS
(Liu Shao-ch'i, Political Report. by the Central Committee -of “fhé Com- .-
minist Party of China to-thé VIII All-China Party Congress,: Materials
of the VIII All-China . Congress of the Communis'b Party of China 3 Gos-., -
politizdat, 1956, p 19) '

Not only did the Chinese bourgeoisie use the' yuan to exploit
the workers; to obtain very great profits they tried to inflate mar-
ket prices, avoided paying taxes, and ‘tried to avoid government: con-.:
trol in various ways. All this had a bad effect on the circulation .
of money and on the condition of state’ finances. This Btruggle by

the bourgeoisie, especially stroﬂg in the spring of 1950 and in 1952, f,f s

is examined in detail by the ‘authors.-

The Chinese people, under the 1eadership of tha' Communist Party,l_”=:7f; 
beat off the attacks of the hourgeoisie, -ehsuring the further success-_f:'“’\
ful development of th: econdny of the People!s Republic’ of .China, egpe- "

cially of its socialist sector, the strengthening: o; the circulation
of money, and the stabilizaticn of prices. =

Chinats experience in the field of the circulation of money,
as in other fields of economic comstruction, is a clear demonstration
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of the advantages of socialism. This experience also teaches that a
knowledge and a conscientious use of the. objective laws of the circu-
lation of money on the basis of Marxist-Leninist theory, with the
necessary consideration taken of the specific peculiarities of each
socialist country, will guarantee the successful ‘congtruction of a
planned socialist monetary system. ' : :

The book concludes with a study of the processes of the circu-
lation of money in China in about the middle of 1956, Three years o
have passed since then, and during thls short period great changes of .
international importance have occurrsd in People'’s China. - ,

In 1956 the soclalist reorganization was complete on the whole
in the People’s Republic of China in industry and in agaiculture. As
a result, the capitalist form of ownership of the means of production
wese replaced by socialist forms of ownership. In 1957 the First Five- .
Year Plan was successfully completed and the primary basis for 80~
clalist industrializatlon was created in the country.

Gross output in industry and agriculiure in 1957 was 68 percent
greater than in 1952, TIn 1957 industry (including cobtage industry)
accounted for 56.5 percent of the total gross industrial and egricul-
tural output as compared with 41,5 percenmt in 1952; output of producer
goods was 52,2 percent and 39,7 percent, respectively.

On the basis of the growth in production, commodity tarnover
increased congilderably. The total volume of comsumer goods (in Pived
prices) entering the trade nebwerk increased by 55 percent during the
Five-Year Plan, A single socialist market was created in the countrg,
supplenented by the market, organized under state control, for the .
sale of agricultural products and various goods of local production
by pezsants, under an established procedvre, Retall prices on goods
remained stable, -

In connection with the stccessful fulfillment of the First
Five-Year FPlan, state budget revenues (exc luding balances carried
over) were 75 percent greater in 1957 than in 1952; moreover, revenues
of state, cooperative and state-private enterprises comprised 95 per-
cent of total budget revenues in‘1957 as compared with 10.1l percent
in 1952, During the First Five-Yeur Plan period as e whole, state
budget revemies exceeded expenditures by 153 million yuan.

Gigantic successes were achieved in 1958, the filrst year of
the Second Five-Year Plan. Grous industrial and agricultursal output
increased by 65 percent during the yeer, Wholesale and retail com-
modity turnover incressed; and the “workers?! standerd of living rose,
All this ensured a further consolidation of the counitry's finances,

The rapid economic developmeat and the stable c0ndition of
state finances predetermined the stable condition of the circulation
of money. Money was issued Guring the First Five-Year Plan as a whole
and in 1958 in a planned menner in agreement with the growth in com-
modity turnover and in the population®s revenues and expenditures.
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Only in 1956, wﬁen the development of econdm*c const*uctionf”
cially’ extensive and the country suffered from & natiral dlsastpr,
did the state budget obtain 8;9 mil;ion yuan from the People’s ‘Bank'
as a témporary credit from depoﬁits. “{Ko Chih-td," ‘Some” Quéstions_qf
Financisl Work in the Peopld s Republie of China, fFinansy §S5R, ™ -7
No. 3, 1958, p 68) But this did not have s negative effect ‘on the
circulation of qoney. .Du_ing the first half of 1956 only the usua.l
seasonal withdraval of uoriey from’ circulation was” ncted and” t*“al ,
money was &t the ‘levél of the secdnd Half of | 1955," During thé second
half ‘8 1956, in conngctict with the deason for procuvement of agri= f'fj
cultyral products and rew ma%eflalsg ) planned 1Suman. ‘was Lﬁﬂrlcted *
and total money “in’ czrcvlaﬁ on’ ab'the end of tb° year was +369O OO0,000 .
yuan greater. 4han &t the end of 1955, " . ' e

‘However, a8 “the result of mesyres implempnped +o-devel: oD com-‘j f
mod*ty turnOVer, ingrease budgeu re aes_and ‘gave pnldha expauuitﬁre -
of state funds in acedrince with' the’ Parﬁy“s appeal. exerting évn"yﬁfj
effort, strivin aheé.dq 6 build SOCfaI“sm accOV&ind to +h~ princ-p
of mdre, faster, better and ‘chesner,” the tempirary aifficulties were
quickly’ overcdmeo, ‘In 1957 the gtate” bﬁdget returned’the tempora*lly o
borroved funds’ t0" the People fy’ Bank, and "in 1958 buﬁgct rovenues  onte
agaln exéeed budg res eﬂpenditurasi by ﬁhe ‘emount of” 900 million yuan, "

In 1957 the Pnople 8 Bank withdrew 1,100; OOOQOOO yu&n’*rom circulation,
. Commodities? d*“eCued by’ the‘qtatw“ 150 turnover in & planned
wey &nd at stabla prices are the chlef fouhdation for & otable c*rcu-f“”“
1ation of mcdey inthe Pgople?s aepublic of ‘Chinas - “' ’

‘Chiha's credit sydtem, primarily. the Peoplets Bank, plays an’ O
important role i the pPlasned regulation of ‘the’ ‘Girculation of moneyo'q )
The credit s;stem accumu*ates free funds ncc only of SUate coopera- AR
tive and joln+t enterprises and organﬂaatﬁuns, but ‘alse of’ uhe popula-' 1;
tion. Total deposits by the population drawn into the crediu system,““’i
amounted to 3.9 billion yuan at the énd of 1957, dn “increase of 350
percent over 1952, 'The work of “the credit’ SyStem “to gttract tempo- " -
rarily free meney is’an important factor in the further strengthening”"i
of the circulation of money in the Pe ople?s'Repuinc of China,

Now the- great Chinese peoplé, under “the' leadership of the' Com-i if
minist Party, ‘are succesaful_y struggling to fulfill ’c?hcs Second Five- -
Year Flan for the ge avelopment; - of bhe nat;onal economy, for .the victory"”
of socialismo The peop*e*s Juan plav . :%:) bet‘o»:ceq én important part
in this" struggle, end 1§ wruly. aefv¢ng uh~ cause ‘of ‘gocialism ss 1t Y
did during the period described in de»wil in tne bdck by comrades msnn o
Ling and Han Lei._u e , e e T e




Prefzce
L CLAREC

At present the jen min pi (the peop 2%s money) is the sole
currency of Peop*e g China. Therefore, a study of the circulatlon
of money in “he People’s Republic of China must begin w*th a s»udy of
the origin of the Jjen min pi, the peoplets yuan, '

From the very moment of their issuance the jen min Pi were’
callzd upon to fulfill an important end esponsible task -- %o create
& stable,  independent monetary eyziem ensuring the conhit ons naces-
sary for devsloping production and commodity tLrnover &u& +‘0‘" gup-
porting the fromt in every poseible way. .

When the Jjen min Dl wsre Ifirst isauedg their ephere of clrcu-

lation was the rezions wiich had experienced elght years of anti-
Japenese end two years of peop’e‘s libcraticn waxro The wounds in-
flicted by war on these regions were very serious: - production was

low; the peasants; eupnoriing the peoplets ]1be"ation war in every
possible way, could give little asgistance to the development of com-
modity turnover since the commodity economy in the cowntryside was
undeveloped, the markebt was siagnant, and credlt relations in'the
counuryside had fallen Into decay. A% tae same time, zs the resuls
of many years of war, the exocansion o& ‘barter, and the deprecismion
of ths old money, the custom of computing pricas inchiu mi ze had
becons rovhad in the cvunzryeid The psasants Look money re‘vCuanuky
and very lijtle mozey cirvenleted in the countryside. In some reglons
silver yuan were g%ill incirculziion. lack of falth in paper cur-
rency was common. A decisive change had to be made, Thls was a
great and very complicated tesk. -

4 the time vhen the jen min pi were Lspued locael currency was
inc rculatlon in each libersted regioao The liberated reglonz occu=
pled a vast territory; their economy {mai1ly due to the great cosus
of conducting the war) was unstoble, and price levels differed in
different regions and also within one regiva. For this reason the
value of money in the different libeveted regions was not the same,
meking convertibility aifficult,; In sdcition, %the rate of exchange
of a given region's mouey in respect to the money in circulation in
the Kuomintang regions was different over different bordﬁrs. Urnder
these complicated comditione it was DHCGSSdr5 to gradually turn the
jen min pi into & single currency for the liberated reglons without
causing shocks in the market and  sherp flu-bﬂa ions in commodity
prices,

At the moment wh n the people’s yuan went into circulation the
Kuomintang notes, "£a ''had already depreciated cad sastrophically,
and the "gold yuan” (a,eo Kuomintang monay ), although they had been
issued not long before;, bad depreciated even WOre o, The “silver yuan,"
issued by the Chiang Kai-ah k clique in regions of XKwengchou and Sze-
chwan provinces, the last of its strongholds; were qu*ckly overtaken
by the same fateo “As the result of the sharp deprec*at_an o* vaper
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currency in the territory of the regions selzed by the Kuomintang,
there was a continuous and sharp Increase in prices so that this
money stopped fulfilling one of its chief functions, i.e., serving
as a measure of values - L R R AL

“

In the recently liberated regiqng”tbe'Peéplg?ébeVernﬁenffhad »f'f:
to take urgent measures to eliminate the burdensome inheritance from.. .. .

the Chiang Kai-shek'cligue, .- It was necespary to replace the fictis

tious notes with new people!s money, to stabilize prices, and to bring ..

order into the market situation, ALl this bhad to credte normal condi-. .
tions for the rapid restoration of production end trade, stop the .
squendering of the national wealth, end gradually normalize: economic - - -
1ife in the liberated regionse. ‘ , e
oter the veople's yuan wen’ into circulation in the newly .
liberated cities, gold, silver, and Avericap and Hodgkong dellars . - .
continued to circulate,- Widespread speculation in theze. caused great
harm to the normal development of the country’s economy. - Moreovery. . ..
it was impossiblé to allow foreign currency to circulete within the
territory of an’ independent goverament with an independent. economy..
During the first period after the peopleis yuan went:into cir-
culation the war wes euill going on. Active asgistance to the fromb
was needed to achicve victory, In the pewly liberated regions it wes
necessiry to put the peoplefs money into circulation; eliminate the
chanc in the sphere of the circulation of money, conduct & stubborn ‘
gtruggle aghingt speculetlon, regnlete commedity rescurces; and gtabi-
lize the market. - - S
 Prices continved to rise throughout the couniry for almost a .
whole year after the people’s yuan were izgued, Thls tas caused; on. . ..
the cne hand, by the perniclous consequences of the Chiang Kai-shek
regime, and, on the obher hand, by financing the war to achieve com-

plete victory over the enemy. . Moreover, the procesd of pubting the

people’s yuan into circulation cceurred vhile various economic struc-. .
tures under the guldance of the state sector of the economy cxisted — .
in our country's national economy. The pregence of capitalist and .
smell-scale commodity economies Introduced elements of spontanelty. -
In addition; during the pariod of. recorstructing the netional economy .
the level of planning the activity of a great number of state enter- .
prises was still low,. -All this causad g numver of peculiarities-in .
the procéss of putting the people's yuan into circuletion and created .
sericus difficulties in planning the circilation of moneys It'was .
necessary, proceding.on the basis of the specific situation, to con-
tinually improve the work-of regulating the circulaticn of money, to ,
gradually overcome all difficulties, and to place the circulatiom of -
money at the service of production and commodity turnover, -

‘ The facts show that the jen min pl have suécesg'fully fulfilled
their historical mission, An, independent, unified wonetary system was
created in People’s Chine, and it has gradually acquired.mote and more
of a planned nature, S .
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The planning of the circulation of money can only be done on
the basis of & soclalist economy, under the conditions of the opera-
tion of the basic economic law of socialism and the law of planned,
proportional- development of the national economy. .-

At present the economy of Peoplets China is characterlzed by
comprehensive socialist comstruction and socialist transformation,
and by a steady development of the national economy,

In agreement with this, the planning of the circulation of
money 1s being improved rapidly, as an importani component of planning
the whole npational econony.

_ This book exemines the experience and successges of the Chilnese
‘pecple in the fisld of creehing an independent, unified monetsry sys-
tem and of planning the circulation of money. -



o hapter'1t T

The”Ciféﬁléinﬁ“bf’ﬂﬁpéy'&ﬁs%:Bgforgjand'Duiihgfthé‘ﬁiiﬁt,?efi@ﬁ}““if
Gt the Forustion of tne Peoplé’s Repuhlle of China

. The Graduel Withdréval From Ctroulation of Notes' Issded
SRSy the Different Liberated Reglons hoc st T

“* ‘0 ‘1 Deceitber 1G48 the Peoplets Bank of Ching in’Shik-chia-
chuang; the politicel end economic center of the libérsted réglon - -
of Norih China, started %0 issus jen min pi.  The short Fericd between
the begimming of the issuance of ihe people’s money and the proclaws-
tion of the People's Republic of China was a period of brilliant vic-
tories in the national revolution, end a perlod of struggle by the
Chinese people for the creation of an iréependent and uniform monetary
systen,

On the eve of the proclamztion of the Pedplels Republic of
China the natiomal liberation war was, on the whole, victorlously
ended and most of the regions of the cowatry had been llberated.

After vichory in the revolution the country waz faced with the
folloiwing tasks in the field of ecoromics: immediate confiscation of
the means of production formerly belonging €0 bureaucratic capital,
Por which it wes necessary to compute exactly the plants, mines, en-
terprises and banks belonging to them; the rapid restoration of pro-
duction; the discontinuance of all speculation; gtrenglthening of the
market in every way; and organization of commodity turnover belween
cities and the countryslde,

There was an especially pernicious irheritance from the Chieng
Kai-shek clique in the field of the circulation of money. It was
characterized by s catastrophic depreciletion of the "fa pi" and the
so-called "gold yuan," and by a swifi growth in prices which rose
several times during the course of a day., Prices were computed in
gold and silver vwhich ciprculated in the market and turned into an
important object of speculabive machlnations.

Mhe rumerous small privete banks and exchange offices which
appeared in this period were concerned wednly with currency specula-
tion., The rate of inierest on lozns on the market reached 100-200
percent amually, private induetrial and itrading enterprises 1l-
legally accumlated goods for speculation, the level of production
fell from dey to day, and the market wes in a stagnant condition.

The harm done %o the countiy by the Kuomintang regime, which
had plundered the naticnal property for more than 20 years of its
criminal rule; wes great., During a short period of time alone,
194k7-10L48, prices rose more than 26,000 times., The direct harm to
the Chinese pecple caused by monetary inflation alonme was over 15
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billion silver yuan., It is not possible to deternmine the total
losses borne by the national economy as a resuli of infletion.. - .
There were immediate tacks ahead of the peoplefs. governments
created in the different regions: <o regulate the. circulation of o
money, to restore prod¢ctlon, and to norrmelize the life of:the popu-
lation. The necessary Premise for fulfilling these importent tasks
ves the creation of a single; unified monedary system and *he gta- .
billzation of the c;rculation of monwyo L . o

At thé begimning of the an’ -Japanese war, the LTgbbh Army, -
penetratlng to the rear of the enemy, orgunized the masses for the
strugzle and developri purt-san warfere, creating numzrous beses far
opposmtlon in the rear of the encuy. - In esaence there were nd eco~ .
nomic relatlons between the different bases of oppositvion; they were
compelled to depend on their own efforis for everyithing and 40 con-
duct the war indenandenumfe ‘Under these conditions the people’s
government in the different bases of opposition had to issus .local
currency as the only legal medium of payment within the given reglon,
and had to stop ‘the eney currency from penetrating its territory.

The currencies lssued In the different buses of ovpesition were
not mutually convertible, At the time of victory in the anti-Japanese
war the fochwing uypes of money were in circulation -in these terri-
tories: A ,

Name of the Mency ' Regions Where the Mbnaj Ci ~LJsued

Notes of the Shensi-Kahsu»Ningsia= The Shansi-KansuéNingsia'Liberaﬁed
F*ontler Region Bexn k- o Reg*oa* - .

Notes of the Northwest Peasant Baﬂk The Shanui-Suiyuan Iabe:au;d Rﬂglon

Notes of the Southern Hopeh Bank The Shaasi-Houeh—ShantungsHonan
- berated Reg;on

Notes of the Sqansi-Chahar-Hoveh Tae bhans*ucaunar preh L*be:ated .
Frontier Region Bank ' Region :

Notes of the Pei-hai B_ank . Mhe s:nan'tun« Libéra-:;ea Reglon -
Notes of the Central China Bank  The Central China lenrated Region

Notes of the Scuthern Benk . The Kwanguuna (TLJ*-chiang)
’ ‘ ' S Idbe%ated Reg*on :

* later notes issued bj uhis reg;ons' mrading Company also '
clrculated here. . S _



. After the capitulation of Japanesé "iﬁ;r_g'érvifé‘]_.;l.sm-,jfbheA4meitceﬁgz;y-
Chisng Kai-shek clique, :"accepting" the capitulation 3 Seized many of .
our country's strategle-clties and comminications (With'the exception

of the region of Kelgan city) and unleashed the aiti-péoplé.clvil war,.

The differént libérated regions. (formerly bages of- épposition) were . ..
blockaded. These rékions were compelled £0 retain their-independent. .
curvencies to prevent the influx of "fa pi" and "gold’ yuen," to save
the people’s wealth from being plundered, to “£11¥ the veguirenants of .
the front, and to achieve victory over the Chieng Kail-shek cllque. -
During this period of civil war, in addition to -the -dbove-=Listed local
currencies issued during the anti-Japanese war, new indepéndent cur=
renciss were lssued in the regions recently liberated by tne Peoplels,
Liberation Army: in the Northeast Liberatéd Region, Northeast Bank .

notes; in the Port Arthur and Dalluyy Réglon, Kwangtung Bank notes; .

in the Hopeh-Jehol-Liaoning Liberated Region, 'Ch'ang-chfeng Benk noies;
and in the Centrzl Plain Liberated Reglon, ‘Chung<chou ‘Peasent Bank .-

nO’beS“‘-q . N U PV W E Sk R E § o :v' v
.. The Peoplets Libevation Army, led by the” Chinése. Commuist Party

-gnd wermly supported by the Chinese people, changed from. defense to

attack and soon decisively ran the Chiang Kai-ghek-clithets :military

end politicsl forces from-the Chirese mainland.® At this timte the dif-
ferent liberated regloans graduaslly became united s as’@-resulp of which
- econozic ties began to be restored end to develop and a tendency toward

unification of the’ nicnetary system was noted. .

.- .. In Northeast Chlna issuence of notes by the Ch'dang~ch?sng and
Kiengtung vanks was ‘stopped and, instead.of the parallel circulation
of various noies, Northeast Baui notes bécame the basic unit.of -money;
- these gradually pushed the notes of the Chlang-ch%eng and Keangtung
banks out of circulatica, ' .- . o . -

.- . .In North China, where notes of the Shansi-Chaher~Hopeh Frontier
Region Bank and’of the Southern Hopeh Bank were in circulation, issu-
ance of the first was @iscortinued and Southern Hopeh Bank notes be-

. came the basic unit of money. In East China regions, issuance of
notes by the Central China'Bank was discontinued and only Pei-hal Bank
notes remained in circulaticn. In Northwest China, where:three types
of notes were in circuliation, issuance of notes by the Shensi-Kansu-

Ningsia Frontier Bank and thz“Trading Coupany was discontinued, leaving
-the Northwest Pemsent Bank notes in clrculation ds the sole” unit. of
money. In the Central Plain Liberated Region, as the result of uni-
ficaticn of different circulation media, ‘Ching~chou’ Peasant Bank notes
became the sole currédncys: ::i: NP '

In the Winter ¢f 1948; when conditions were created »for the
victorious conclusion of the Pooplets Liberation War, it became neces-
sary to further unify the country's monetary system. With this pur-
pose, on 1 December 1948, the People’s Bark of China vwas’ established
on the basis of the North China Bank, the Pei-hai Bankj and-the North-
west Peasant Bank, This bank, as already noted, began %o issue Jjen
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min pi, and the local no*es issuved in the dlfferent liberated regions
were gradually withérewn from circulation. At fi irst, notes of ‘the
Southern Hopsh Bank and of the Shansi-Chahar -Hopeh Frontier Region
Bank were withdrawn in Neérth China; notes of the Pel-hel Bank and the -
Central China Bank in East China; and notes of the Northwest Pcasanb
Bank, the Shen81-Kansu-Nings_a Frontier Region Baﬂk, and tbe ading
CchanJ in Northwest China.

During this unification procees, on 15 March 19&9 the C ung-~
chou Pcasant Bank was converted indo a reglonal division of the :
Peopie's Bank of Chinac. The people’s yuan, Jen min pi, bagzn %o
circulate in Central China and in the cewiral Iiberated reziong.

By 15 June 1950 the noles iczued by the Southern Banmk, which had been
circuleting in the Kvanghing-Kiangsi-Fmen Frontler Roglon and the
Fukien—Kwangtunc-than Frontier Region, had been completely withirawn
from clrculation, - o S

On 1 April 1951 the Shate Adwinlstretive Council of the Central
Peoplets Gcwernm_“ﬁ published a. decree (u the exchaﬁac ¢f th2 local
notes circulatiuv in the Northezst 28 in Inaer Mongelia; on 1 Noven-
ber 1951 it published & decres on the issuance in S*wk lang of currency
with irscrlptions in Wigure By this time the exchauge of notes (silver
yuan isaued by the Sinkisng Province Bankt) was almost completed,

The basic work of unifying the local currencies In the different
liherated regions was corpleted by L October 1949, After the proclams-
"~ tioe of the People’s Republic of Chinm, only problems releted malnly
t0 the need for considering peculiarities of a local character remsined
vnsolved. For example, the exchangs of notes cirenldeting in the Na:'h-
east dragged out until the beginning of Janvary 1951, maioly becaus
during the preceding period, when the war was 8still going on in Cntna
proper, and the Noxtheaat was alrealy complet e1y liberated, the latier
was permitted to retain an independent monevary system uemDOEerAJn
This wags intended to ensure a rapid conversion to peaceful construc-
tion and to restorad production in the aim of supporting the libera-
tion war throughout the country.

The retention of notes, silver yuan, in Sinkiang was based on
& consideration of political and economic conditions in the national
minority regions. For this same reasoun, silver dollars end Tibetan
bank notes still cirveculate in Tibeb sloig with the peoplels yuen.

Ag far as Wa;wang occupied by *the Chiang Kal-shek clique and
American imperialism, s concerned, the Calnese on thils 1sland are
consinuing to experience the full burden of inflation,

The money issued in the liberated “ec‘ons was pean e®s money.
Therefore, it wes necessary 4o implemsnt messures so Shat the follow-
ing principles would be cvserved during cha process ¢f unifying *the
circulation of money.

a., Establishment of a correct exchange rate., Since the liver-
ated regions developed unfer different economic conditions and under
different military circumstances, the unite of money in the different
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liberated regions represented different valves. et the time when the -
circulation of money was unified. This is why it was first necessary, - .
during the unification process, to settle the question of establishing: .
the correct rates at which'some local currencies would: be exchanged. - .
for others, so that the holders of the notes would not undergo losses.
Price levels in the respective regions were used as a basis for deter-

mining the exchange rates, Basing the rates on market prices enabled . -
8 holder of Money A and a holder of Money B to retain, during the ex-
change, the purchasing power of the money they had on hand, and guaran- -
teed that one of the units of money would nct fall in value when being =
exchanged for ancthers . . - e e
The city of Tientsin was the first large city liberated 'in China
proper, .At that time 1t belonged to the territory of the North China- *-
Liberated Region. - However, since the part of the People®s Liberation .-
Army which liberated it wes operating in variocus regious, notes of the
Southern Hopeh Bexk, of the Shansi-Chahar-Hopeh Frontier Region Bank,
of the Northeast Bank, snd of the Chiang-chleng Bank were circulating
in Tientsir along with the Jjen min pi. But nevertheless, the baslc
unit of money was the peoplefs yuane. On 18 Apzil 1949 the Tlentsin
Division of the People's Bank of China published the following fixed .
exchange rates established by the People's Government. of North Chinas

-:  -w;F§r'i’yuah_in>Jen min;pilaxh
Yuan of thgfsthﬁeiﬁigbﬁéh Bank | __‘ftjijﬁdjff_‘ 200
Yﬁaniof the Shﬁﬁsiféhéﬁ;reﬁopéh Frohtiér'Régibn B&@kfyiff_”’iwf *lydob
Yuan, Oflthe\ ‘Ng:tlf't;hw;sﬁj'P’éaéaﬁ't_ Eahk C o | - 2,000
xmnwtmraéaéék ”,= vl‘f ;; ;y¥TmQ

Yuan,¢f;the3Trading Cbmﬁanj of{the ShensihKhnauFNiﬁgsia' ST
Frontier ngidn‘ “ S B o 2,000
Yuan.ofﬁthe’Northeaét Bénk‘bi D ;2:5;@1,¢ f:f:. 200

Yuen of the Jehol Province Bamk = < S 1,000
Yuan of the)Shansi-chahaféﬁopeh”Ftbﬁtier Region Bark,
. issued for circulation in the Hopeh-Jehol-Liaoning B

. Fromtier Région . .. 0T e T ¥ 5,000
Yup of the Central China Bemk =~ © ~~ :=. .o ... 7100
Yuan of the Chung-chou Peasant Bank 3
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: These official exchange rates were the same9 on the whole, as
the rates which formed spontapecusly on 4he market; the reason for
establishing them at this level was the desire to protect the holdere ;
of the money in the liberated regions from e?change "losses.. T

b. Stabilization of the exchange rate, mixed circulation of
money, - When the unification of two adjoining. regions into administra-
tive units began, during this orgenizational period the task was to
establish the correct exchange rate, stabllize it, and allow the
temporary parallel circulation of the two different units of currency
of the different regions in a fixed retio. This was a necessary transi-
tion stage in the process of comsolidating the formerly indspendent re-
gions with their independent units of currency. The parallel circula-
tion of the two units of currency was to promote the restoration and
development of economic ties between the two reglons, iso! lated in the
rast, and to prevent price fluctuations on the markast,

..Since the clrculetion of money was directly connected with the ‘
different aspects of the people’s economic life, forbidding the clrcu-
lation of any given unit of currency and exchanging it for pew money
to which the populstion was not accustomed would have been an extremely
serious matter. Excessive haste could have had & negative influence on
the circulation of commodities and meney for a certain pericd of time.
That is why it was decided to permit the temporary parallel circulation’
of two different units of money which formerly circu;ated in two ad-
joining regions. In dolng this it was assumed that after stabilizing
the market end creeting the necessary commodify reserves, when the o
preparation for exchanging the money was completed and the population
was already relatively accustomed to both types of money, one could
be withdrawn from circulation and replaced by the other. o

The permission for a very short period of time of mixed circu=-
1ation of money at a fixed legal ratio during the periocd of exchanging
the notes of the different liberated regioms for people'’s yuan, was
of a somevhat different nature,  This was done for convenience in ex~ .
change and for creating favorable conditions for the circulation of =
money, and also beceuse of certain temporary circumstances, For exam-
ple, during the struggle for the liberation of Pelping (until October
1049 Peking was called Peiping) and Tientsin, for convenience in sup~
Plying the Northeast Army, decrees of tae Military Control Committees
of Peiping and Tientsin permitted the temporary circulation of notes
of the Northeast Bank and of the Chlang-ch’eng Bank in these cities.
When these special circumstances were no longer operatzve the People's
Government ‘of North China, on 15 April 1949, announced the termination
of the circulation of these notes in Peiping and Tientsin and their
circulation was limited to-the Northeast, An exchange point was
created on the border of the two regions in Shang-hai-kuan, where
these currencies were exchanged at the official rate and through
which money transfers from one region to another were handled; this
was to promote the development of trade relations between them,

s



¢¢ Opligatory exchange (puchase ), et ‘the fixad excharige
of all the local’ notes belng withdrawn from circulatio X
ing the money iszued {n the- ‘different liberated regioqs,
rates were establiahed, at which the People‘s G0vernmen* Xchang .
(purchased) @ll notes: circulating in: the' ‘11berated regﬂ,cms., The
periods’ for ‘the’ exchange’were limited " for purely organizat*onal
reasons end 80 that the people would: help the governmén finish'thie
work in the ‘shortest possible time. However, this’ did“_ meay’
the excharge" ‘Btopped after the ‘esteblished periodo Even
piration of the exchange period holﬁers of notes in’ the
gions’ could come to'*he bank end exch&nge “the ‘money at
rate, In addition, the same exrnanﬂe rates were used for aln 4 D
of the population since &1l the popu,a+1on of theé liLerauea regions.jﬁ];]ff
had given meterial support to the reveluilonary. ‘efports Qltedng the
anti-Japanese war and during the third civil PevolutioAry W rOW”_;J“ c
‘dy ,Ensurnng Btab*l*bJ’Of market p*zces, During,nhejpronese e
of unifying the cir.ulation of money’ i+ WES necessarjnto ensure sta- . ..,
bility of ‘market’ prices, Along With the observance o this &p**ncipne o
in trade, until ‘the ‘active codrdination of the act tayity of the trade =
ovganizations, _measureq ‘were implemented for the gnaa exChbnge of T
money, in particn -unroagh creating. spec*al exchang» oints. Buu R
the basit T thod wa witbdrawal of money from circula*i_n through
state enterprises and "orga vhirations end cooperatives during their s .
daily activtty. Money which wasg taken in and was subJe tjto exchange
end withdréwal was not Eiven out ggain, but was given to the baik; in
this vay it wes’ gradually removed Frém circulations .
The Péople's: Government considered it thenr dut‘ ’exchange at
a just rate not only money 1ispued during +he anti- J@"neee wer and the‘
civil revolu+jonavy war, but: also monsy, promissory notes and bonds’ s~ . . .
sued earlier by the revolunionary bases during the yeriodﬁof the’ agrar-j'.:ﬁ
ian revolution, ' , : L
During the agrerian revolution (after the deff Cof the revolu- o
tionary forces in 1927) and wp to the begimning of the anti-Jhpanese '
war, the’ banks of theé different people 8 revolutionary ‘banes issued = .
money for'the different’ revolutionary centers of ‘Red ~controlled regions
of Kiangsi and Fukien provincess ‘After the Workers-Pbasante Red Army
left thesé Fegioms), the Chieng Khi-Shék ‘¢ligue’ ‘categorically forbid . -
the circulation of 'the: money iasued by the benks  of the people‘s reVo- »
lutionary bases, and did not: permnt the' popvlation to keep this” moaey., -
In some places; ‘for exéiiple’ in Yy-shan Counny, Kiangdl Province, execu-
tion was”the' penalty for keeping: this moneys™ How=ver, ‘despite bans.
end persectitions, the population ‘kept it by any ‘method possible,” Ace
cording to existing ‘eatimates, Inm part ol “the regions of Kiangsi. Prov-f;
ince alone,"the population had bank\notes 1ssued &uring the period of
the egrarian’ revolution amounting to OVEr “mlllion yuan in'units of
money of that period) ’ o




The fact that a lax rge part of the pomulation carefully kept
this money for a long %ime elognently demonstrates what limltless
faith the Chinese Comminist Perty end the: Workers Deasanms Red Acmy
enjoyed amcng the mesges of people.

- For these reasons, a decree of the fmnance Economics Comnﬁtmee
of the State Administrative Council of the Central People’s ‘Governmant
ordered the local divisions of the People's Bank to exchange the money
issued by the different revoiutionary bases during the agrarizn zrevo-
lution in Kiangei end Fakien provinces. .In doing this the exchange.
rate wes not fixed directly in "elrtion ©o Jjen min pi, btut threough
“the silver yuan, &% a rave of 12 yuun of fhe monw; w@*nv exchanged
per Qilver yuan, with payment in jeo min pis This Tetio agread with
the actusl value of the noney being exchangad, e

e
e

The Rapid Withdrawal'of,Kuominﬁanv_Money From Circulation

During the last years of its rule, the chiaﬁv Kdl*Sth cl*oue
-iszued huge amouyts -of paper money 0 fin nce thv_antx-yeople War.e
After the failure of the “fa pi," as we already saw, puper nohes
called "gold yuan' werce issued and also very.quickly deprecilated com-
vietely. In thelr last strongholds in soushwestera end southern China,
the Chiang Xal-ghek clicue qcscmpa:aito issue the so-called gilver
Cyuan" and thus com%inue to plundar vhe paonle,

During the whkole period of the third civil wevolubion, In the
regions occupied by the Ch nlang Kai-shek clique the manecmfy system
was in a completely aiswvyued condition and prices were ricing swilftly,
Chzoz was noted in the circulation of movey in all the re cions liber=

ated by the People!s Liberation Army, and to bring order the People’s
Government had to immediately and decisively withiraw all the worth-
less Kuomintang money from circulation. Rewuin;nv this money in cir-
culation for a more or less extended period would have meant, shifting
part of the burden of infliation caused by the rule of the Chlang Kal-
shek clique to the shouldcrs of Zhe: popuLat&on in the liberated regiocms,

At the same timej; the mercenary Chalang Kal -shek clique could, even in
the fulure, rssoit to even gurealter lasvance o" paper money and thus
appropriate the people’s wealth in the liberated reglcas.

During this period part of the ”07U19u$uﬂ3 hamporarily lecated
in come regions under the power of the Kuomintang regim»A underwent
“the cruelist dap~1v@u4oasq expgrienc:nc the whole burd»n o unchecked
inflation, ,

A mos?b EPO“uqu oas” ahzad of the PeOple‘s‘Ce ernme t in the
territory of a newly liberated reglon wes the imeediate banning of
circulation of Kuomintang money and the rapid introluction of a
single peoplevs currency, This was to promote the creatvion of a new=
democratic order, the re5uoratfon of n“oductlon, add stabilization of
the merket, . I -
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During tha+ pnrgod mainly the fc11owdﬁg mnﬁhodn were ussd
“-Forbidding .the circu4a+*on of the oid mane; end- exchanging '

it fox peop;e‘s yuan at a fixed rate,, Th~ People*s Govevnmenu an-‘~A
nounced that “the only legal money of a _given regio wag ‘the’ jén min.ph-
and &1l money receipts and. payments of state organizat;ons and’ eﬂuer-
prises and private persoms; entries Ain account bocks, “and monetary
documents mist be-handled:- only in people‘s yuans A% “the same “Gime 1%
ennounced. that all Kaomintang money was. ‘revoped, " In’ ‘the'interasts: of
the pesple the revoked money was. exchanged. at a rmbs computed in coa= -
giderstion of.the ratio between. pr*cea for bagic’ goéds in the terri~
tory still occupled. by the en=m; and in the libe““tad reg;oh“; 0
doing this the exchange rate [ “_”"ﬂm*ntuag money wae ustally f*xﬂa-a ?
8 somewhat lower rate vhen the actual &atlo of the Indicated pricesy .
and the rete was g“&aually decreased. en the FKuoomintang reglm
crashed, faith in the Chiang Kail-shek money was comﬁle*ely gonz ani
the population of the liberated reglons ref:sed to use it. Under
these conditions, 1ts immediate withdrewad from circulation &rnd the
issuance of peodplets yuan were nat only necessary, but a‘so fv”Ly
feaszible measures. . -

be Limitatlon ouu*he excaange pevlgasg',mne e“vaance period,
a8 a rule, was’ meds very ohort . the. meximum period was not more than .
~10-15 days. - At ‘the same Time tne excaange of Kaom*ﬂtaug money for
goods ‘prodused’ on- veryibory - cccupiel. by ‘he enﬂmy was" enoouragnie
With this in mind there was a uembdiarj relaxat ion in the rPSUrlctiQn
agalnsc'%he Imporeation of g0udg from. enemy reg"ons rigJu up “o the: -,
cemplete xepeal of. impoxrt taxes, - In. squeevinﬂ the RKuom 1tang noney
from ¢irculation it wes intended thaet thiz be done ma*n+y Through Lhe
efforts of the peopie themselves, . Thu“ ] why ‘the exchange rate Was. .
graduzlly lowered, why the eXﬂha“ge yorjo was' Timited and why re
gtrictions against import of goods from ‘egf“ns‘cbcupied by “the ennmf
were relaxed: The exchange. of WONEY condu cted by the Pedplets” Govern-
ment was only. an additional measure, . Lt goss Wluhﬂuu saving that -
different methods:were used under dlfferent conditions, Thds, in: the
initial-pericd of the: civll war. uﬂleauhgu by the Ch:ang Kat-shek
clique; when our- forces - yieided. o the enemy, we s+ill frequently
needed Kuomintang money-in. largc.amounts 06 purchade ecessary gocds
in enemy reglons and c*L*esa, Under. hese coniltichq thg exchange of
Kuomintang money had the purpose of mobi]mz*ng i ‘fuuv nands ‘of
the People's Governmenit.. In dolng Tals Tup rate, ‘ the ex-
chenge périond ;. end:other. organivatioaal meas res were ﬂetermlned in:d
agreement with this purpose. At the énd of f the civil’ fevolution’ com=~
ple e sqaeezing o* the KhOmiﬂ ang maney &rom.circu-a*ion was counted
Tois PUSRN

In Peking and TLents in amounzs up 0 500 gold yuans ' were ex=
"changed-for WOrKers emnlojcos, students and pﬁo*.peoy“e at a p“ef-
‘erential rates  Thus, on. ae Janue“y 19#9 the usual exchange “rate wes
established at 8 "gold yuan" per yuan in jen min pi, end the prefer-
ential rate was 3 "gold yuan" per yuan in jen min pli. On 26 Januery
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the ustial rate was reduced to 10 "gold yuan," while the preferential
rate remained the seme’as before. A shorter exchange pericd was
established with the preferential rate. .In Tientsin this period vas
set at 10 days, and each person could exchenge money. ohly once upon
presentation of a certificate given by the appropriate establishament,
Such & method of exchange was in the interests of the basic moss of
the population and served as a .clear indication of the democratic

‘policy of the People's Government and its People!s Bank, -

‘Hovever, many difficulties arose when using the preferéntial
rate. During the first period the organizational sidz of the work
was far from perfect due to lack of experience end personnel, It
was guite complicated %o determine the social affilistion of a given
person in a shord time, With the great difference between the ordi-
nary and the preferential exchange rates, there wzs a danger of many
abuses which could hinder the repid squeczing of Keomintang money out

‘of circulation, Therefore, when other regious were liberated these

methods had to be discontinued. : ; : _ .
After the Peoplets Liberation Army liberated the soubhszrn re-

‘glons of China and the wemnants of the Chilang Xai-shek troops fled 4o

Taiwan, the question of the Kuominteng money in the newly liberated
regicns was again diffevent, S o
The Chiang Kail-sliek cligue, sheltering in Taliway, was nov able
to continue the unresirained issusnce of paper money, and there was
no place for the Kiouwilntang money in the hands of the population to

" be squeezed to. During this pariod the People's Goverument was faced

with the task of bringing order into %he circulation of money in the
liberated reglons by exchanging Kuomintang money at an established
rate, This required the expenditure of certain funds., This could
have crested the impresaion that the Peonle's Government was saguming
responsibility for the Chlang Kai-shek paper money.  However, the
People!s Government undertook: this step ©o lessen the people's 4iffi-
culties although it bad the formal right to simply anpul the Kuomin-
tang money. Moreover, the exchange of the money promoted the rapid
creation of a single monetary system with a single unit of money, the
people's yuan, e L

Thus, in these two different periods the People’s Government

had two different approaches iLoward tha Kuomintang money.

 During the period of .liberation of Tientsin, in January 1949,
the basic course was 0 squeeze the "gold yian" out of circulation.
The Tientsin Military-Control Committee declared that all notes is-

sued by the Chiarg Kal-shek government wes illegal and their use was

' forbidden in trading circles, However, ©o lesgen the difficuliles for

the city population, tamporery circulabion of this money was permitted
with observance of the following rules:  persons having over 100, 000
"eold yuan" were permitted to register these sums at the custom house

" or the trading-industrisl administration and to take them into eneny

territory to purchase goods there.. Pexsons'having less than 100,000
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"gold yuan" could go to ﬁne central eychange po_nus of” the Eientsin
Division of phe Peonle*e Bank of China ‘with'an annllca;ion”fo;_ 'm-‘,,
missioh Yo export this’ ‘money into enemy réglons for 'chhasin“ gouds |
there. If the holder of the "gold yuan" was not eble to condt
an opefation ‘himdelf he could ‘be given permission to™ change whe o
money for peopléts Yuen at’ the exchange points of tl , . Bar
of China at the established rate, The basic aim of° such
the squeezing of "gold yuan® ‘cut of “the miberated reglo
occupied by the Chilang. Kei-ghek cligques ' , ,

At “the end of ey 19h9, after the liberabion o#.s 3
situation” changed radmcally, Thé Kuominteng reglug wasj',j‘w‘iv Jea Tl
ple*ely‘crushedg_alm%ocgh 1% the few regiong of Southwesters | ’
Southern Chlna tempora*mlv occvniee by thn_Caiarg Kai .

"silver yvan " gere still being isgusd,  Bub’ Jioﬂrationfof th¢
gions was only a question of a ?ﬁw Q&JSa There vag’ aif
to squeeze the Toole yuaa out b By this time the ismuance of

"gold yuan" increased from 200 m*l’ion to 67,900, OO0,000 foeok yuej“_
less than a yearoﬂ The real nurchasing power of ’gold vuan" fo<resp ct .

'1such:{i:”

to gold fell sharply and’ comprised only one. ten m*llionth o '1ts pur— S

chasing power at the +ime of issuance,“i,ea, achaLTy *h. "g d yuan
were worth less than the paper on which they were prinueu. R
" To solve the peop]°'s ﬂiff1CumLies, and to eliminate the f.f

hinﬁrance %0 the nost r&Pmd ovgenizaf*on of a unified m netary system,__ff

a8 policy wasg ad@butu for the Lrgen universal, pnreswr,cted exchange o
of "gold yuan' at a s{ngle rate, ' .

The * depreciated gold yvaﬁ” were exchanged for pnOple's yuan ‘
by establlshmenes of the People‘s Bank of China and by numerous ex-. -
change points at e rate of 100,000 "gold yuan" per people’s yuar,
The exchange was completei in 7 days.. In all, gbout 35, OOQ,OOO QO0,000,mQ

"gold yuan" were. exchangﬂd, 53 percenu of the_total amount 1ssuede ) j;w

Thanks to this ‘the Peopme‘s Government could publls_ 3 Cecree ..
on conducting all payments and settlements in people's yuan, and a o
single monetary syﬁtem WES. createdo ,"'

‘on 2-July 1949, ‘hot dong before the’ ‘declaration 6f the People's o
Republic of China, the Chiang Kai-shek cligue began %o iseue,"silver A
yuan" in Canton,  The Peoplels Goverhment stated then that this: at-. ,
tempt was the dea th agony of the. Kuommotang Tegitie,, and that. the
"gilver yuan? was paper ‘money | o 0o valaee“ The’ govarnment called on o
the people of the sgions, tempo*ari y ooowp*n ) k: ﬁuomjntang T _<.,7
troops to declare a popular boicott of tie ilver yuane” o

Tt was~ officially, announced that’ atter the’ *iberatiom Of the
occupied regions the’ "gilver
cxchanged for: peopme‘s yeano] Thie eppeq ,of the People’s Governmonugg
was warmly Supporﬁed by, the pODulatmon 14" the reglons waiting for S
1iberation, * The “silver yuan" quickly fa+l d. and afte‘Athe KuOmin- “; oo
tang troops’ were run frOm the main; d“the yuan were oon removed
from circulation, - s

. yuan" " ywould be revoked and’ VOula rot, be;ii_t,_




’III ; |
Prohibitlng the Circulation of Foreign Currency and Concentrating
. Currency Control:and Operations With Foreign Currency :
: - in the People's Bank -

One of the pernicious consequences ‘of the 1ong rule by the KAO-
mintang clique was the floocding of. our country with foreign~ currency.

In the large and medium-sized citles meinly Americen dollars:circu-
lated, and in Southern’ China a large number of Hong Kong: .Gollars clr-
culatad, Due. to the steady depreciation of the Kuomintang moaey, tne
Amerlcan and Hong Kong dollars had actually replaced the :"gold- sraan™
in circulation in many Chinese citles. These dollars were bought and
sold freely on the market, and prices were computed in'dollars. AT
the same time such foreign benks as the "Hong Kong-Shasghai: Baﬁ&ine
Corporation” and the "Chartered Bank of India, Australia end'China,"
had the exclusive right.of issulng bank notes for cur country’s terrie
tory, which was one of the indlcations of the semi-colonial pnature of
old China's economy, The Chinese people underwznt losses when-the
capitalist countries! currencies depreciated; and the imperialists
were able, by issulng panbr notes, to plunder material values worth
great amounts and belonging to the Chinese people, ' .

But the most pernicious fact was that, bhaving obtained the ex-
clusive right of issue, the imperialists had concentrated control over
the circulation of money in Chinn dn thelr hands. The ' awakened Chinese -
people, filled with national pride, could not ellow this in eny case.

Such a situation was not compatible with the independent monetary sys=- =~ '

tem of new China., Therefore, it was necessary to forbid the circula-~
tion of forelgn currency in each liberated region, and-to dzprive
foreign banks of the right to issue currency and of their monopoly of

hendling foreign currency operations., This was a matter directly touch- T

ing on the sovereign right of our "governments, :The gdvernmEﬂt's actions
in whic respect were decisive and inflexible, RIS
It should be kept in mind that lnasmuch as the fore ign currency
in the hanis of the population represented debts of the imperialists
who expropriated the wealth of the Chinese people, the task was-to use
these debts in every poss.cbln wey to achieve the return of material
values o necessary to the Peoplets Government.  The wealth lost by
the Chinese people during the epoch of the semi-colopial. regime had
t0 be returned to the new, independent Chilna for the needs of state
construction and for: increasxng the peopla‘s maﬁerial and cuitural
standard of living. S o
With these aims thﬂ ldcal pnopl ’s governmeﬂbs ‘of the liberated
regions conducted the following measures: = -
a. Prohibition of the circulation and’ the buying and selllng
of foreign currency.. Persons who had foreign currency cculd exchange
it only at the People's Bank. Private persons were forbidden to own
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foreign currency, but it was to be retained ia the People!s Bank and
used in accordgnce with the rules of: currency control,fieeo, accord-:%ﬁ'
ing to appropriate decisionso T Al :

b. The establishment of a rational rate or exchange for foreign
currency. JImmediately after the liberation of cities in which foreign
currency. was in circulatien, the Pecple's. Bank announced-the rate for
its exchange,
of that time, .
and in otle: gthere was no limitationo L y :

Since the Chinese people had undergone cruel plundering for a’

“In gor€ cases the pericd for the exchang was

the official rate usually wes the senme as;the.market ratef“**

long period through vnrestrained Inflation unleash-d durdng: tie‘rulew-f~a.i

of the Kuomintang regim-; the, pouulation preferred to- keep thedr :
savings’ in the form OF. foreign currency in-many .cases . Theref ore,
holders of the currency were. glven: the right to eychang it even:)
after the expiration of the establish 3. exchange perdol gy s

W

" After the ¢completicn. of the work of prohibiting ‘the circu- ol

lation of foreign currency and exchanging it, conducting -all Lforelgn”

currency’ operations in accordance with. the established rules of cur- ;,-“*-

YRR

rency control.;uw

The rules of.currency control published bv the peopie!s govern-: o

ments in the different regions pravided +that all holders: of foreign
currency. (Chinese gcitizepe .as. well as - foreign residents) msgt , within
a determined perioda exchange this currency in the: People’s Bank of
China or in its a*enb establishmenusg or register. it-es;a deposit -

against an appropriate receipte -Persons coming into:China. on business'f‘-*:

or as tourists ‘had. to. exchange their ‘foreign currency.and. blills of. -
exchange for pcople‘s .yuan at border. establishments: of the People’s
Bank of China or. make a. deposit in: the currencys i i v

Thus,, ell foreign currency in the country up- to the publication_i

of the rules ‘for eurrency. control and imported after their publication}f }

had to be eichanged or. dePOSitedo
Private transactions in foreign currency and computation of

prices in foreign currency were forbilddens: iix it oo

“In order. to attract deposits in. foreign- currency it was neces- i

sary to. establish an apnropriate-policy¢ The period.of the deposit
in foreign currency could be.extendeds. . Upon demand, -the deposit was

paid in jen min pi,. usually at the existing. rated Poyment:.could also i

be made in foreign cuxrency . with‘special decisionsa (b was permitted . -

to export foreign currency formerly deposited An. the: bankrwhen leaving ot

ﬁmcmmnyywm Girpeostonnl w0low

Al1 this made it possible for the government to concentrate thexfafiﬂ

scattered foreign currency . in.lts. hands and- thus form a- certain re-:f
serve of foreign currency for importing needed goodes , oo Dl :
The restoration and. development: of: foreign trade: relations wi"h

different’ countries on . ‘the. princinie -of sovereignty.and mutual ad~ .

vantage becene. one of the principles of our. country’s fareign’ policy.
In order t6 expand foreign trade and favorably develop other non-trade
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items of the payments balence, the Pecple's Bank begen to implement
strict control over operations in foreign currency. -All-interna-
tional settlements, whetber or not they ifavolved cash, began %o be .
conducted only through the People's Bank, its agent baLks, or. banks
controlled by it, :

The rules of currency control had the purpose of innreﬂsing
receipts in foreign currency end saving non-currency resources. in
every possible way. Reserves of foreign currency were called 1 upon
t0 play an active role ia the socisliist industrialization of the
country and to promote the implementation of an inaep=na>nt economic
and currency pollcy by our gﬁvernmeLte ; : S

i

Fo”biddlng the C“rculaJion of Gold and Silver, F“lvate trade
in Gold and Silver, and Compubation cf Prices in Go.d and S*lv:r

During the first period of formation of: the Peoﬁle's R*nublic
of China, gold and silver continued to circulate within the uge terri-

tory of the newly libe Jed regions and prices continu 12d %0 be- comuuted_ ’

in geld and silver, This was one of The basic factors in the Jdack of
organlzation in the C¢rcvlau10ﬂ of money. Therefore, the Central
Pecrlels Govermment had %o bang order into this matier also.

Before the formstion of the Jﬁcple‘s Republic of China the
pecple had wvexry 1ittle falth in tae Kuomintang paper noLves, The mer=-
cenary Chiang Kai-shﬂk clique sold the sovereign righits of the govexar
ment in exchange for "assistance” from American imperielism in the
amount of several millions of liang of gold, At one Ulme %hey at-
tempted to strengthen faith in the sharply deprecieting paper money
by organizing free buying and selling of gold by the Central Bank at
a price declared by the bank. Although this method promoted some re-
duction in the circulztion of paper momay, under the conditions of
the very cruel infletion unleashed by the robten Kuomintang regime
it actually opened the way for further enrichment of ‘the four famllies
of China, These represanua sves of bureavcratic capital speculated .
extensively in gold; gold became a basic factor 1n the 5ncrea8e in
prices, Under the conditiozg of the rapid depreciation of the raper
money, the population was compelled to compute prices in gold and
silver and also 1o use ‘them as m2dfa of cicoulabion in order to. ,
realize normal trade in goods, Gold and silver yuan actually becane
the basic types of money. ‘During the first period afiter the libera-
tion the computa+1oa of prices in gold and silver; circulation of
these metals, and spiculation in ‘hem- occurred eve“ywhere.

There were two categories of people buying end selling gold,
The first included part of the workers, employees, stucents and others
of the ordinary population who were trylng to prevent 4@5°es from Ge~
preciation of the money, and to maintain the purchasing power of their
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savings for satisfying thelr most vitdl- needs Thnre were many people S
in this category ‘but’ the amount of gold bought and sold by each inai-- w
vidual was very smalle s

The second category included professional speculators.\ mhyr """""
were not many, ‘but’ they resold a great amount of gold with &~ rather -
considerable effect on the. economy.:: Some of tHem ccncealed thedr: R
speculative machinatibns ‘behind :officlal positibns in banks, bank of-**; B
fices, and 1ndustria1 ‘and trade, enterprisés,’ In the pursu;t R
personal gaiw th¢y shnmelesely disturbed the countny’s cirpulgtﬂon of -
money, There were even malicious- counterrevolntionary eleeans anotg:
them who inténtionally undermined the circulation SFf money.

The chief holdezs of silver and silver yuan in the newly llber-
ated regions were landlords who alzo had a cerbain amount of gold.
Frightened by ‘the war and the pollticel sifuation they. paved; gold. Bnd
silver, calculating that sooner or lauer +hey could acqlire gpeculsd sive:
profit from these savings .. e : .

In the lazge &and’ mndium-sized c1n?ms of the newly liberated xe< '~
gions there were many jewelry shops which supplied vaTuable‘gold and *“;f”"m
silver articles to the “epresentatives of the formcr militery: oligarchy, o
the comprador bcurgeois .y the . landlords &nd the canitalnsts vho were: ¥
living iniextr avagant luxury. Thgse Jewelry shops also apecula ed in
gold and silver 'on a’ laras scale, obtaining great profitso S

Mining of~ gold and silver in: the’ country was, at that time. &D
a state of complcie col_apse exceph for the older lmberated reglons
where it had beef restored ‘and was developing, .

What measures did the People's GQVernment have to take in thia
serious situation? ”fﬂ . AN '

At thet time same persons were in favor of developing . gold and='

silver merket so that the People's Jank would buy and sell these- valu~ fi“’” S

able metals under free market conditicus” to stabilize the. marnet.-
Others considered that the govennmen+ ghould buy up. the gold in the -

hands of the populstion at a high price,, Ifa free market. in:gold: and “;:ﬂftitfié

silver had been &l owed £0 exist this wovld- have led to the further
development of speculation in valuable mstals aJthough ina 1egitimate
manner . Speculabion would . have become even more v101ento- Many ins
dustrialists and- traders wound have stopped- thein normal p“oduction '
and commercial activities ‘and switchod. to~speculation in gold and::

silver, which world have becomu the actual end basic nedia of: circu-'~~f }j”i’-“”f

lation on the marktun_’j
The jen min pi monetary ayatem woula have been undenmined and

it would have been extreme 1y Gifficuls to protect the ' cieruation of-.
money in our countiy from the influence: of‘imper4aliso gcvernmentSO
This would have harmed cur s'bsequcn+ polisy, directsd toward the
creation of an independent monetary aysuem, ahd the. Cn*nese people o
would have continued to expenﬂence all tb consequences of; chaoe in ';“’ B
the circulation of moneyo e SRR UL e e
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At that time the government was st11l conducting the. l*beratton
wer and was in a serious financial situation, sad the circulatiou of .
money end prices were not yet stabilized. Lnerefo*e, if the gcvern-
ment had started to buy up gold end silver at high prices, this wovha
have unavoidably caused tie issuence of a large amount <of monay ‘
causing an even greater growth in prices. Since the chief holders
of gold and silver were ¢and;ovds and capitalists, they alcde would
gain from this mezsure, ' Having obtalred large profitsy:they would
havye speculated eyen more violent1J, considerabl ly aggravating the f
msrket chaos, The whole burden of the conseguences of the buying vp
of gold and silver wouid have fallen on the messes of working nhonw‘o

It 1s .quite clear that tne government ‘could nok uvee efther o
these methods, ~The only posaible thing wes to ceaduct tha f0¢“owing
measures

8., Strich prohio*tion of sne\u_atzon in goxd and - SiL¥erc e .
declaration that privete irade in gold and si Aver ) “he mompu satlon of
prices in gold aand simrerg ana the clrculstion of these metals were
illegala Use of very strict measures agelush p“ofess4onal sphcu1a~j
tors in gold and silver and other persons undermining the. circulatioa
of money, and the elimination ‘of this speculation throuzh the joint
efforts of shtate establishments and the people, For example; in
Shanghei some. tens of thousands of workers, employces and students
took part in the movement against speculatioca in gold and silver.
The campaign was coaduéted very acilvely end gave good results,

be To protect the interests of the worketrs who had small
amoants of goid and silver, purchuse of these metals from them at a
just price, During the pericd when the circulation of money was nob
yet stabilized the People's Bank received deposits in terms of ma-
terial values, i.e0, in'units of commditiles, This was %o guarantee
the purchasing power of the money deposited end in this way. discourﬁga
the depositors from conducting transactions with gold and silver. =

ce. Publication of rules exactly. defining the sphere of activity
of the jewelry stores and shops; prohibition of trade in unprocessed =
gold and silver. Supplylng of raw material for the producilon of
jewelry through the Pecple®s Bank, The esteblishment of strict gov-
ernment regulation and 90c¢a’ ‘control over transactions in gold and
silver very soon reduced and than completely stopned speculative ac-
tivity by the jewelsy sicres and shops. At the same tlme, as the re~
sult of the defea’: of imperialism, feudalism and buresucratic capli al,
the trade in major valuab¢es decreased comsiderably, and in lerge and
medium-sized cities the jewelry gtores and shops which flourished in
0ld China closed,  Uader the new cond‘*ioas many "jewelxry- stores and
shops changed the nature of Their aciivity. As’ the income of the work-
ers, employees and pessants gradually increased end their standard. of
living increased, their demuud for articles made from valuable metals
increased, In comsideration of this circumstarnce, the People's . Gov-'
ernment opened staue Jewelry stores in the 1arge and ‘medium-sized a

,_..‘
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cities, where gold articles were manufactured in a Pl nned‘waj and ac~ .
cording to esfablished gt anﬂards.v In small cities -and in the couatry’]:f
some jewelry shops’ were pérnrbted to produﬂe and sell smlver ar+iclea o
under ‘gtate controlo, . ' .
Tl Permitting the population to hold gold and 31lver unaer tha -
condltion thit: they wovld be, bought and s0l1d only through *he Penple”s -
Benk. Private tr*de in valuable meta 1ls wes prohibited, ™ shnuld bve'
noted that durzng the inicial period of construction-el the ‘new g0vern-fh
ment, when the counbry was in a serious Zinancial pibuationy’ nLe do~,;:u;
mestic market was unsmabng, & “he. chief owners of falugble metals
wewe landlotds end cap_talists, ‘the government ¢id ‘nivt hurry £ auJ
p cld and silver but pmﬂmitted +hem %0 be held and oSnly “Lox: A -
epecuWat4ve trade in valuz zble mgta-sc Therefore, the price 2t whicn
the Peopls's ‘Bark bought go‘d at thal time wes seb at a roiaﬁ*ve1ﬁ ‘
low level, Thils was intended to proma ;e the setitling Of ze amo%na
of gold and 8ilvir temnorgriﬁy in the hanis of the lané *Ofds and capl-
talists. This ‘dld not harm the capitaelints and, wader the ‘specific.’
condlt*ons, such 4 policy wed advantageovs for She: gowamﬂmeﬁt since 1t
@id not require exp enﬂxtures for tlie purchase of gold’ ‘and S¢lver, whhrh
remained in the connt*y and co'¢d nok . be put inuo enecn wtive circula-
tion, it TR LT .
The government ehnwnd ﬂancern ;or tne wor&e 3 and emp¢0vees who o
had only small amoxnts ot go1d end gilver. If they needed +o sell
here valugbles; PeﬁplEfs Bark esafvlabhmenta, upon’ certification from
their trade snﬂon, purcnaeed ﬁh ir go;d and sﬁx‘er at p“GEQ*ea,laly
higher pricess = FAENRIRIS
The- po*icy in the co*ntrjside vas suoo to~*eave”+he sil"er
temporarily in the haﬁéa ‘of the lendiowdsy so that the official nur- o
chrae price there was also ‘85t at a-low level. .And from the pees sants, |

who had recéived gold and s:lve* duriﬂ" ‘the moveme nt forteducing - . B

rentals, the government“bOugnﬁ p gon aad silver at s§e~1a43 prefer-

entia 1 pricesy ;
"Iater, when” sta+e budget revenuas and expenditures WE”e balenced | .

and the circulation of money waq shebilized, the Peoplets- -Bank eatab-; ,f;:

_conformity with the- internat*onal

lished pricés on gold anf
19 period it bought up latge ‘amounts

and domestilc situauhono

of valueble 1;ta¢s from ;hé wcpu J_qgos's¢npe the sumuer of 1950 the SRR

gold price set by the’ Peopléls Bemk of China has n:)i bean 1esg .,hm‘_:

the pr;ce o the navla capita 1iat mexketie ol S
“Implementation of a policy ©o en'ourage minlng of valuable

metals, Differen.. wmchésa prices wersa _“ae:l depending on the gold.

mining conditions, +he b-ﬁc age Of, pure, gold content, &nd “the degr

of mechanization of Kt mining proe ceEes, . Under cerialn: conaluions,,,_

e higher price was pald for goﬁd ore thaa Mor loosa gold pA 4l order toﬁ,f,

etimulate minlngs S o
Batisfaction by the sba e o? normal reqniremenns “for’ goJa“"

ens otiver for industrial abd medicel purposess: Sale by the’Pecple’s o

Bapk of gold' and ‘siliver to be ded es rew materials for industrial
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s
and medicel purposes was permitted in accérdance with orders ﬁncluded

in the plan. A: principle of economy,was f£ollowed in respect B0 con-‘“-”v*7"

sumer demand for ‘gold articles and ornaments., But in d01ng this, the

customs of the vetional minorivies end -demsnds: from famzlies of Chi-: _ f:f;

nese emigrants were conaideredo. o
g. FPresentation of e special certificate g;?ing the r*ght to

transport. gold and: silver acrogs the bordet; and &lso within:the coun- S

try, with.the purpose of ‘coibating contraband and specuﬁationa . o
h. Concentratlion in the .Pecple's Badk of ‘all’ operations re- -

lating to trade.in gola and silverq buying up gold and eilver from
the population, and gran*ing cf permiseion for apiairing gola and: _
silver as raw materisls for. ¢ndas rial and médical’ purnoses, -OUbli-
gatory delivery or retention in the, Pz cple’s Bank of goad and silver
in the hands of state organizat*onso

‘ All the decrees controlliug oﬂerafions in poid and silver ‘
which were published by the pecple 8 govermments of the ulfferent re-

glons were bused on the above listed: principles; which were.later: ex- SR

pressed specifically-in Arttcle 39 of the Général Progvamary SASE SN

The Peoplets: Government‘s decisive.policy; & supported by the
broad messes of people; ‘ended speculation in gold and silver and pro-
moted their withdrewal from circulation and an end to the computation
of prices in gold and silver,

The gold and silver formerly scattered in the hands of the popu~
lation was conceusrated in the Pzoupie’s Bank and began tn be used as
an important curreacy reserve. The mining of gold and silver was en~
couraged and normal requireuments for these metals were metd.

It should be said, however, thal despite the effectiveness of
the measures implewented; further efforts directed toward Increasing
the mining of goid and silver, econcmizirg in the consumption of gold
and silver, and realizing strict control over trawsactions in vaiuable
metals were necessarye.

During the period from December 1948 to September 1949, i.e.,
up to the formation of the Central People's Government, prices on
gold and silver and the genmeral market situation for these metals
differed in the different liberated regicons. Therefore, there were
some differences in the decrecs published by the people's governments
of the different reglons and the milltary-coabtrol committees in large
cities on the annulment of the Xuomintang paper money; the prohibition
of the circulation of foreign currency, gold and silver; trade in
these; and coumputation of prices in them.

But they were based on the above basic principles. Thus our
government's policy toward gold and sllver was uniform throughout the
whole country.

As the result of centralizing the issue of currency, withdrawing

the Kuomintang money from circulation, discontinuing the circulation
of foreign currency, gold and silver and the computation of prices in
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these media, and prohibiting free trade in gold and silver, an inde-
pendent monetary system with a single currency, tbe peop le's yuang
was gradually created.

This was a great V1ctory bv the People's Governmnnt on the
financial front in the struggle against ‘imperialism, . feuda.lism and
bureaucratic capital; a victory creating the necessary- prerequ;sites,
for planning the circulatlon of money on the basis of organized com-
modlty circulation, -

A short periocd, less than 8 year, was a’ period of fvndamental
transformation for our zociety. Using the W ds of Mar y, 20 years
were concentrated in one day. :

‘It was necessary 0.s0lve the m .1lt;uude oP very mpo*tfnt rob-
lems facing our governmeas with great boldnsss and knowledge ‘

The Pache show Taet the’Ch*nbs paople; under the leaaﬁwshﬁn ’ 3

of their Commwnist Party, ere in a p0n~3i0n to co let9 this historical
mission brilliantly. ,
The work which hes begun coula no. be comvlp ed within the short

period of time which has been indicated, It will require constant at-
tantlon during the whole perioa of soc1alist construcvion in our coun-
try., : : '

- 28 -




f‘from “the platform 10 Tiien 'J«men Squ“.e, Chairmen Meo Teestu
.. hounced t 9 the world, in the- name of all the. Ch*nmae p=OD¢P the -forima.-

f;tran91tlon from capitalism-to sogiali

Chapt

Thé Circuist: Moaey Dur ng thp Periou
of Reconstr¢cting the, Nauional Bcoﬁomy

Pevu1iarities in the Dewelopmant of the National Econug; T
During the First Stage. of Cons"“uct on of the Wew Go;e nmant
'0n 1 Octaser” 1949, tbhe cspiial of the new China, Peking, ©
g en-

tion of ‘the People's Republic of Ching. . Now £2s 'tige of oppression
and slavery was _n~*he paﬂt Lor The Ch_nuse pecp“e aﬂd wsuld nca ra-
'Lurﬁo X .' o 4’,“ R ‘.,._.,,
o After th wie to:y OP th= Great OctgberiSo cla l*st RQVO*LuiOﬂ in
Russia and the arnihilajion o Eit erdsm, the vichory of the' Chinee
evol: tion Was the greaﬁnct eve higjqry}fQ?f&;l' ogres&;ve man-
. "“'_.'.,

._'_kind, N T

“In an econtnic end L aancial redgccu ouv couﬁtry waa, dn th¢s
per*aﬂ at - gréat historical turning poﬁnt.f_Iﬁ“ﬂas chavacterized by
the ”trans”ormat ion, on & stateswiam scale, of a eami-colonial, semi-
*eaua1 ‘economy tato an ﬂ&epnhduqc\m Lional-«em0crat*c econony, and

by & chungs froin brckwariness £ rrogress, £rom POOr o betier lving

conditions.” (A renort by Chlen Vnng-ya ab th~ ‘BacHud mesting of the

‘Pirst session ‘of the Natiosal Commitiee oi the Peop;=°s Political Con-

suld at e Councdl-pr Chinay’ 15, June A93~q. On %he cow “'y‘° euonommv :
iuuation, on tha ¥egulating of .indusyxy and, t*ade, and’ on- regilating
taxation,” in-the collection "Economic successes OF the Peop:efs Re-

" public of China 1949-1953;" 4rsuslated f“om the Cnineq,, *zdntel'stvo
. inostrannoy literatiwy;: 195k, p 65)

A new periog began dn; our- counm“yin history +he per;od ‘of
d(ﬂ\l Lo ",
The long internscizme wars:of the m Jary cliq1es, ‘the March

o the Noxth, -the agracdlan rmvowuolan¢ oy the d¥arm ovh anti-Japeneee
_ﬁiwar and thi rd civil wevolution .Qur inﬁ:m9?7»1949 se“*cu=ly dedaged our
" country*s natioval econony, . Alvhough pr sdughion wae narh¢ally re-
“"stored in inulviaua' oiden libe reted . "ﬁgauas? ad i some: of them,
:for cxamp*e, in he Northeash, - 4t had even. Pegun' o expan ~thidughout

the country’ as &’ whole produceion wag: lawer than ‘befbre- bhe anti-

Japanese wai. ' Agrdeuiivral cutout in 1949 a8 onAy abcuff75 per cent

of the prewar level., The situation in Iadustry was even worse,  Taking

Mfthe production .of the mogt important ﬁVpos of 1ndua*r*al products
‘\during the ‘record prewar your. &s- 100, in l9h9 Pig ivom ou*put had
“fallen to° 1039, ageel to ¢5b8, coal to hhos, and cottOn yarn and fao-
" riz t0 72.5+ Thé value of -the output by modern 1nausirj in 1949 com-

prised only 17 percent of the valug: cf toual gross ounnu% by the na-
tional economy.
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Economic ties and trade relations beiween city and country and
between the different regions were also seriously disrupted.

Despite the fact that in the libereted regions production was
being actively restored, means of commnicetion were being steadily
developed, commodity turnover between cliies and country was belog
expanded, assistance was being given to the destitute population,
and a definite economic upsurge was being achieved, the conditlion
of the national economy of the country es a whole was extremely
gerious, o ‘ S T

In respect to the circulation of money during the initial
period of existeance of Pecple’s China, 1t must be noted thet although
the basis for an independent unified monetary sysiem had been -created,
devastation in the economy and in Tinances caused by the long rule of y
the Chiang Kal-shek clique, and the iiberation war extending over a .
huge part of the countrytls territory und not yet fully ended during
the first period afber the formation of the People’s Republic of China
and requiring great amcunts of funds, all naturally compelled the
issuance of money on a considersble scale. Under these conditions,
during the first period after formation of the Peopleis Republic of
China prices continued to rise, and the market was not yot stabllized,
This hindered the restoratlion and development of production. -

Tt should alco be kept in mind that in 1049 a great patural
disuster occurred jn the country -- flooding. It was especlally
catzstrophic in northern Anhwel and Xlangsu provinces, aud in Shan-
tung, Hopeh and Pila-yuan provinces. A total of 121,56C,000
(z o -- 1/35 hectare) of land and 40 million peasents suffered from
the natural disaster to some degree, Seven million peasants were Ia
especially severe need of assistance. The government ellocated
1,532,000,000 chin (L chia =-- 500 grams) of grain for agsistance to
destitute peasants. All this could not but aggravate the financial
and economic situation of the young government. _ :

It is also necessary %0 point out certain favorable conditions
for the development of our economy created during that periocd. After -
the declaration of the Peoplets Republic of China, all plants; wines,
railroads and banks belongirg formerly to bureaucratic capital became
the property of the pecple’s-democratic government, This became the
foundation for the formation of ths stabe sector of the economy, 80~
cialist in nature. The number of nationslized enterprises was rela-
tively small, but these were modern enterprises with & high degree of
production concentratlion. In this way the muterial basis for soclal-
ist construction and the eocialist trensformation in our country's.
national economy was 1ald down, S : : :

According to the Agresment on Friendship, Alliance and Mubual
Assistance concluded with the Soviet Union, we coteined credit from
the USSR, under especially preferential conditions with a low interest
rate, amounting to 300 million American dollars; this was of great as-
sistance to us in restoring the national economy. ’ '
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Even in, l9ho a _movement for lend, reform had begun in the dif-»

ferent liberated regionsa Chairman Mao Tse-turg. A his- repovu B
the third Plenum of the Central Committee of the Chinése” Comminist’
Party on'6 June 1950, "To achieve & major breakthrough zn ‘the coun- f""“
try's financial and economic situstion;" stated apropes: ‘of “this that
"in all the older liberated regions (with a population of approxi-

mately 160 million) egrarian reforms had already been comblecedy pub -~
lic crder had been restored, economic comstruction had begun o pro-
cedd normally; the 1ifs of ‘moSt’of the workers'had' improveds ‘gad tne
employment . among the workers end Intelligentsia had been elininated
(42 +heé No"theas‘:.) Or almost’ e'!imin:.tsd (in North Chiga and Shentung)e
The Nort heastq where plaazed cqnog’c conabruction had aiready. ‘begun,
shouid be especialily polfnied ous:”  (0illection "Zeonomic: suc essas
of the People’s Republic of China 79‘“-aq,°3",pzks)_'" :

" In Noréhezsi China th° raconstruction of tha bvnomy p*rg edsed

at combarauiVer h;nh‘*a juuAS was bacouse tnis regfon was, more
industrially dechabed and was liberated ahesd of many obher +erri

toried. In 1949, “35 pevcent of the totel vulua of iniustrial and ag-

ricultiral’ output in the coan““y was pfoduced in No“uheast China, and
in ;950, h3 pércenuo o 1950 produc 103 of staxr,*nd"us ¥ in- he
Northeast was 95 ‘percent greater than in 1°h9, and agriculturaA pro~
duction was J? P avcent h“bhera Privat indhqtry {rade also de=
veloped in the moruheasuv ‘In ‘Shen-yrng - (Makden)," fo& ‘exemple, the
punber of ind aatv;.k end emnriﬁes ‘“CfUdBEQ by 22 pﬁrreut duzring 19&9
and the pumber of workeérs and euﬂ'syecs increesed by 18 percews - -
The repid- recons rucu*on and deve lopment of - indasﬁrial and - aGIiCJ1~ K

tural production in Northeast China‘was a powerful support to the ECTRR

construckion oP p;oduct:on *n the ccunfrv a6 a mhgleo “All of these
were favorabl- .acﬁo*se )

However, dar*ng ‘thew pe eriod “the agra**an qaestio% was not yet 3
eet+]ed, ‘the riff-rdff of bandit bands and ‘gples were not “yet e]imis*ﬁ_u
rated in the extensive, recently 1ﬂbe*atpd territories. ‘The problem ;
of reconstructing industry and tradeg .connected ‘with the develcpment
of the state sector of the econogy, with stabilization of” “hecur="

rency, and’ elimination of the cOﬂt““a*cLiong of a capita‘ist economy L

in new Chﬂna, was’ not yelt rau*cna,lv sulweda Utienployment caused
gericus difﬁr-ulties 3 puo..r‘ot" “res” no-o'm.uly no*'maln.zed. ' .Lhe o
natlonal economyg having uxie ergone co&s;éerable dis*“pu"on during the'
war, rieeded rapid reconstruction; Ia- .‘,uat*oa we &1d not ‘yet
have, on the' whole, tha conditlcns for re' ing planned °conomic
const ruction. '

Chairmen Mao Tse -tung’ saxd.f "”o achleve & wajor breakturouoh,;":f
thres conditions ane aECcHesa 'yg nemelys L) comp letion of the agrarian = .

reforms, 2) regulstion of the sitvetlon in industry and trade, 3) & “
sharp redac*ion in expenditures fox mainuaxnzng the state appay atus,
Considerable ‘time’ is required for rea*izing th se {h rag cond¢bions, L
apprnximately three “years, and: perhaps even a° 13 n3e mo"ec (Collec-"
tion "Ecopomlé siccesses of the Peopléts Republic ‘of China 1949-1953,"
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pp 16-17) Comrade Mao Tse-tung called on all Commnlsts and all the
people to fight energetically for ‘the establishment of these condi-
tions. .This appeal determined the general line of our work during the
period of reconstructing the national economy. S

II
The Fight to Eliminate Inflation and Stabilize the Circulation of Money

During the first pericd after the creation of the Pacplets Re~=
pablic of China the influence of & lung period of laflation, inherited .
from old China, still contiried to be felt, all the more slnce tae
budget deficit was partially met by lssuing money, Therefors; prices =
continued to rise. Taking the level of wholesale prices in the coun=-
try’s biggest cily, Shanghai; in Septenber 1949 a3 100, in Marci 1350
the price index hazd incressed to 831, leec, Guring half a yeaxr it grew
more than 8 times. Such a situation bed an exbremely unfavoreble ef=- "
fect on the circulation of money and the country's netional economys -

The lack of price stability hindered the norral development of
the functions of money; the sphere of the circuletion of money narrowed.
Money almost never veached the country, and direct bartsr wes prac-
ticed rather widely there, -According to data from an invesbtigation
conducted by the Shantung Division of the People's Bank of China in
the spring of 1950, there were mainly three forus of trade in the
county center of Wfal-ans 1: direct barter, 2, acccrcing %o prices
based on the value of wheat or cora (l.e., the payment in monéy was
made in amounts equivalent to the market prices of wheat or cornh &b
the given time), 3, in money. The last form of trade occurred mainly
betwesn state and cooperative organizations on the one hand, and rela-
tively large private trades enverprises on the other hend.: Each of the
first two tyves of trade accounted for approximately L0 percent of the
total town merket commodity. turnover, and trede in money accounted for.
about 20 percent. - : e

Tn the rural markets of T!ai-zn County, direct barier was even
more developed and here also the vaiue of coods was computed in terms
of grain products. - in sebting out to make purcheses in the market the
peasant usually carried ou his back a sack ¢f grain weighing 3-5 chin,"
but even some tens or hunireds of chin. School children exchanged eggs
for pencils and peper. Wnen the circus vwoupe appeared et the market
in the summer, the price of a ticket was First set at. 500 yuan.(cld,
pre-reform money) but the auvdiznce was very small, This was not be-
cause the peesants were nob ioterested in the circus, but because they
had no money, After, et the peasuats® proposal, the price was seh at
2 eggs, the audlence lucreased shaxplyo '

In the cities, to cnsure a stable sitanderd of living for the
workers and employees under the conditioms of rising prices, the govera-
ment computed wages on the basis of the price of millet or rice, and
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later on a "commodity unit" was taken as a measure; this included a
certain. selection of-vi ally rieceszary. gaods.ﬂ For thicse same roasons
the People's Bank- introduced. a. system of . "equivalent aeposits," credits"
of materials. guaranteeing.the aeposits. A11 these phanamena ‘indicate
the se”ious limitataon of the anct ons of rhe peoplc‘s money; the Jen“;”
min Pi. { i B
A certain amOan o ,monay flcwing au qhat par*od into the coun-wt
try 4n .the form. of budget.apprqpriat one or, for odmm ait by purchases
very quickly returned to the cilty egain.’ queJ Q*“é, ﬁ%ing in small
and medium-sized cﬂties saeadi’y £lswed tanrd the b*b
the basic mass ot the. money was concentrated in +’. ]
the large citiles, T’.; 8paer? of ’cm, circal i
limiteb e .. ‘ - 5
e . greeu amounts of monev Wh;.m nt in ch4rcu¢afjon ad weges
in the c¢t1°s ani as budget expeniituves aad szat plrchases partimllv -
returned. to the People’s Zank th“ouga the svﬂge traae network and | bae
financial systema chmv:r._tne amovat. ‘07 gtate funds P&ld out ‘con-
siderably exceeded the amouns which returnsd to the’ Peoplels Ba;&«,
Moreover, money. from the .countxy flowed into circuld !ono_ ‘As @' re- "
suls, . the amownt of money in cireulation 1a° the ‘¢itiee ose sharply.
Undex the condibions ‘of the grcwtn in prices the popula*lon tried to
rid themselves oF cash as soon as posdible and ‘the veloclity of the 3
circulation .of money was very nigho Arcordiag 0 data’of the Cenmtrel =
Division of the. aeovla’s ‘Bank-In Au-chiing, in Feb*aagy ¢970 money’
circul ating'¢n thle reglo“ ammwn~ed to apn*JAiﬂPtely 800 altiion vuun,
and the volumz of nerket turnover in. uasn reached 19 bi Yion yuens ‘1‘
Consequently,- durinv “the moanh ‘the mon:y changei hands 1705 timesj
ioea, -an-average 0%, an° in. less th.n Lo’ mavsa ;n lavge b{ les the
velocity of . 01‘cum4uion was. even greauero‘. Lo
The rate of. ,nte“esL on loaus was very hi;h in tha‘ L%ies. Onj,jj
the prlvate market. in Shanghai The. aae o c“ediL was’ usually ovev ;_‘;
40. percent a zne:muh,g and sometimes as high &5 200 percenta _ P
.- Such.a situation hindered the rapid recomstruction of the na- o
tional ‘economy. The. sha*e of the siate and coonera+ive sectors was = "
then still swall,- To recunstruct the national ecunomy it was, extremelyf;
impor ant to deve¢on Prliaue‘m»uuﬁt?y and trade.11 +he,”"gnt direct;onjf
end to ectivate the activity of the azmell p.aiace‘gaf
Neanwhile, the fre: da velonmenu of trade was. imposswble wi*hour_r
a stable currency,. The extensive Dractice of be r+;'ﬂpompl&ca ed the -~
qevelopment of. tha. rural economy even. HmOres The profi itable exchange
of grain.end industrisl raw materials’ £or needed producer 2rd covsumer
goods. entailed. gregt . dl ,"i~“1ties for uhe peasantss This had a nega= "
tive effect on. supvlying the. cit;es with food and industrlal 1~aw ma-'
terisals and also on the sale .of 1ﬂqu5+c%s‘ producte, |
The high rate. of interesi or loans of ‘the’ market, “the’ weak de-b'
elopuent. of, bank creaiting, and +he high speculative profits of pri- -
vaua traders grea 1y hindered the re Lrn of prlvate industry and trade;“
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to normal and created serious difficulities for cottage production.

The unstable prices promoted .the development of speculative opera-. .

tions by private traders. %he “inanciel overations of the cepltalist

sector concealed, to a considerable degree, the speculative traisac-

tions of the capitalist industrial enterprises. ' .
Many privete bauks and vanking offlces accumilsted commodity -

stocks themselves for the purpose of speculation. Private plont owners

freguently discontinued production end gwitched over to speculsiion’

in goods. All this led to the fact that a fictitious sbundence of

goods was formed on the city market, and a great volume of comnodity
turnover was composed mainly of vesale among brader-speculators, The
circulation of bank checks was widespread; the veloclty of trraover
of privaete deposiis was hlgh, and the muber of promissory notes not
backed by commodivy “ransactions was very high. These phenomeng re=
flected the specaulatlve nature of trade. o S
Tn respech 40 wages, although the slate enbterprises &ad organlza-.
tions computed them in commodiiy units, they were ptill paid in moNsy.
However short the period that the money was ip the hands of the workers
end employees, and no matier how promptly the People’s Bank organized
“equivelent savings deposits,” the workers and empioyses unavoidably
incurred lodses dce to ine growth in prices. At the same tine; on pay-
day they hurried to comvert thelr money inmeddstely lato weal walues,
acquiring gocds for walch they had no insedlate need or even no need
at all., Not only Clé this ceuse Their families to undergd depriva-
tions; it sleo caused scebtering sud waste of state commodity reserves
end Increased tension in supplying the market with goods. BRI
The unfavorable situation in the sphere of the civenlation of
money also hindered the strengbhening Of the budget systen and the in-
creasing of economic accountabllity In state enterprises and nagatively
affected production and commodlby turnover in the state sector of the
economy and the development of credft operations by the People’s Bank,
Halting inflation and strengchening the circulatlion OF money were
immediate tasks in this period., Tae=pre was a question as t¢ hether the
recently established people's goverauznt could accomplish these ime~
portant tasks., The imporialists were firmly convinced that the peorle's
government would not be abie to resolve these tasks. . , :
The bhombardment of Shanghed by “he Auerican-Chiang Kai-shek.
clique in February 1960 complicated the siltuation further. . But no.
difficulties could frighter us. Led by Ulae Chinese Commaist Party,
ths democratic dictatorship of “he pewple reveaied thelr great vital
force., OCross indusirlal and ggricultural output in 1950 increased
by 21.8 percent over 19:9, including an increase of more than 40 per-
cent in output of molvrn indusiry, aud &n Increase or approximately
i8 percent in output of subsidiary agricuilture. The rapid growth in
industrial ard sgricultuwal production created a wellable material
bese for halting infletion ead for stabilizlng the circulation cf
mocey, and balancing the budget and discontinuing the issuance of
money to cover the budget deficit previded a real basis Lor this.
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The Central-Peoplels -Government from.the very beginning.gave:
speclal attention to:the guestion: of; halting: 1nflat1un\and actively ..
preparing the conditicons for - ssabillz¢ng eurrency and-prices.  The: - .
prerequisites for this were. created. firet of ell as. the resuﬁt LHF tha
rapid restioratlon: of:agricultural. and indusurial-production, trang=. .
portation: end communicetions; the regulation of state reveuues apd ... -
the reduction.of expeﬂdibure the organization of the: actxvlty'o;;j,:;,n_
stete trade and:.of the: People g Bank; the, shatterang blow againet . ., . .
gpeculaetion; and t i@ e8! ablishmenu of stm‘ct control. overn: anedtich, Lo
and foireign tradws C it g :

With the purpase of elﬂmina@ivc inflationarv nhEﬂomﬂna ﬁd the
growth in prices, %he Siate Aduiaistretive Caunvil on 3 Marc 950 o
passed tha Decrze on the Cemivaiization of Finenc Jai~Economic Worke".
This decree stated that es the resuls of 12 years of wex. and,":fWanJun
the life of +4he- people had becowuz.extremaly difficuli.. . I‘c VGE Deces =
sery to exert eveiy effort to halt the moretary. anlaTLOQa~’SﬁV1n5“ -
in budget expenditures and reguleticn .of pudges revenves; centralized
manzgenient of state buldget revenues: and ex] 1d*,uxesy and othnm ap=~ . ..
vropriate measureas: are-keys to thig. Lhe decres. OVided for the. Im- .
p‘emencdtion of “the followlng. measures 1o acpomulisn the tasks=

14 Centralizasion of financiel work on & county y-wide s»ale,
balanc;ng budget roveries and expenditures. . For this it was - Pirsn;
necessary o ‘centralize chate reverves and expendit tures, especially
revaauess Beceipia from obli gatory food deliveriles -of grain (wi*h P
the exception of edditional local receipts), and tex receiphs %exncp,,;,;t
permitted receipis of local: taxes) were suhlact. +0»cancraliénd regh- ..
lation and use by the.Minisiry of Finences.  To.save on exp°nmbturmss Gy
sirict dsterminavion-and reguletion of eAaenditures bJ wizitary and
administrative a@mindstralkions, the iy urﬂau:ulon of an-economy rﬂglae,
and a .fight against squandering and bribeny were prov’ded for, - Cen~ .
tralized ‘accounting of physical. agsets 1n the country’s warshouses. in .
the aims of uniform regulation, ravional se, Gecreaslng state ex- . .. .
penditures and- redacing orders. placed abroad« -Regulating aud. BtIEugth-:r;
ening work in the collection of taxce.. Balancing the. state, budget-and.
e1¢m1nat1ng'such phenome_lr asg- th. 1bsuance o¢ money o0 cover budget
deficitg,a .1~

2 Cen*ra]i7anion 0f: eua+e aﬂa on-e. country-wide scale, and
also of reséurces of materials. - C°;:1 relized menagiuient: of the dlss-. .
tribution of matérlals and determination, oi: “he -sphere. oP activ;ty of -
the state trade ovganizat¢ons in the:different regions, -This was ©o -
ensure the regulation of suppiy- and desand in: the countrv, the bring- .
ing of order:into forelgn jGrade, .the. p*anned ‘sale OFf goods, 2ad a flsw
of money back to the treasury. Thue necessity for stzict cbservation . ;n“
of credit discipline by -eccaomic "enterprises, the barring of payments
indebtedness by trade organlzetions. . State urace MENEY resources | o
throughout the country were subject. to regulation. by the Central Minis-. ..
try of:Trade. :All military organizaetions.and stace .eateblishments. were .
forbidden to engage in trading activity. ‘ "

. R
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3. Centralized regulation cf the circulation of money.
Peoplefs Bank establishments became the main organs for regulating the
circulation of money in the country. All the cash of militery and ad-
ministrative establishments and public enterprises, with the ex-ephion
of the amounts necessaxry for current payments, had to go to People's
Bank establishments. It was forbidden to give credit to private per-
sons and to place money in private banking enterprises. Violators
were subject to punishment, The Pecple's Bank was to organize addi-
tional divisione to fulfill the fusction of treasurles. =

In order to guaraniee funds necessary for expenditures by mili--
tary and administrative organs and state enterprices and for capital
1pvestments against Gepraciletion, short-term, no-interest depoaits;
and for certain purcposes; low-interest deposits in terms of commod ity
units, were provided for, ‘ K ' ‘

Centralized comtrol over remittances in forelgn currency wes
entrusted to the People’s Bank, : :

During the 12-yeer period of war (from the beginning of the
anti-Japanese war to 19%9), control in the finencial and economic field
wag guided by a centralized policy but was carried out in a decentral-
ized menner, Because of our country!s huge territory, many regions of
which were recently liberated, there were some difficulties in the cen-
tralization of financial and economic control, especially for the local
Pinancial commitiees, However, the decree of the State Administrative
Courcil stated +uat "the proporiicy and conssquences of these difficul-
ties will be incomparadly less than those of the difficulties which
could arise if management of fluancial and econcmic work in the coun-
try continued to be decentralized, if the disorder lu the field of
prices and the cireuletion of money coantimied to exlst. Therefore,
it is necespary, persistently followling the principle of the paris
being subject to the whnle, and the local level subject to the center,
to undergo some comparatlvely small difficulties in order to avoid
greater ones.” - ("Comstitution and Basic Legislative Acts of the
People’s Republic of China," translation from the Chinese, Izdatell'stvo
inostrannoy literatury, 1955, P 186) : I -

At the same time the Ceniral Committee of the Chinese Commnilst
Perty issued an announcement, "On the Providing of Centrallzatlon in
Financial and Economic Work," which called upon perty committees at
all levels to support in every possible way +the meazures. provided for
by the State Administrative Couwncilis decres, end upon all Party mem-
bers to show an example by cbserving the laws, The appeal by the
party and government wag warmly supported by all the people and by
all the party and administrative personnel and was persistently car-
ried out. _ : o
The draft state budget for 1950, although compiled in Decem-
ber 1949, still in wartims, already provided for the allocation of
funds for capital investments in economic construction amounting to
23,9 percent of total budget expenditures through savings in current

56 -




expendituresq According to approximations, budget revenues during that
period covered only 81 3 percent of expendituresy leav1ng a de 4cit o*
18.7 percen re s I
The State Administ:ative Council issued a di"ective o’ 6 Decem-ff*
ber 19h9 on the: issué-of the first People‘s Victory Loane The loan -V
was 'issied to cover the budget deficit, but - its. issue ,és'made possle"
ble by the! victery: won throughout the country.; The” Loan was compuned '
in ‘coimmodity "units: {fen); . each such Ln*t included 6 chin of rice (in o
the north; milléet); 15.chin of flour,. L chtih of cobtoh. cloth, and
16 chin ‘of:coale -The.prices on these. goods were. compcfcd accoriing
to everage wholesale prices in. six of the 1argest ciuies - qninphai,’
Twenusin, ‘Hankow; Silan, Centon and. Chungktng -~ and’ were pioiished by -

the mein cffice of %he Peuple s Bank . every 10 daYLo _The interest rate ©-
on the loan wag seb at 5 percent a yeer~; ,ayne:t of uhﬁ faco faluz of ¢

the bond and of the interest began a year after isiie ‘62 the 1can- the ™

wholé 1dan was: to be pald off during the’ course of Tive yearso Such a o

procedure protected the interests of the bond holders on the ¢de kend,

and on-the other.hand channeled free public funds Jjud 1cioqsxy and -
helped solve the temporary financial difPicuLti~so Svch a method of
computation combined state and. priva+e int ereets during q period ‘when -
money did not-haye 8! St@b&e purchasing power. That is why this meas-
ure was supported. by the masses of tne people and vaac“ip ion to tne”"

loan exceed ithe. planned ‘figure, . - S

In-addition Go.that part of *he state budgem de:ic1t which wa
covered by the issue:.of the loai; there was stiTl e .d# icit of approxié;
mately 12 percent which had-to be covered by inc“easing pwoducﬁion,~~~~?b
saving on-expendlitures and seeking out adcxcional financial resourcesu ¥
Otherwise The deficit would have. unavo*dahly had to be covored again
by further issuance -of morey, creating. great difficulties in hql ing
inflation and stabillizing prices,

v The implementation of land reform in a8 great part of~+he older
liberated regions, the movement for +the. reduction of rent which had
begun ‘in the msjority of the newly Jiberaued reglons, the ‘restoration
of egricultural production, and, fiaaii o, Khe werm support shown the F‘
Peodplets Government by the.peasant masses. all led to the fact that
del'iveries of ‘grain to the slate p*‘oceeoeé rather sacceseful,y. :

The work- of regulating tax. colléchion in cities was quickly: set
into ‘motion; employees af state estabiishmeﬂts perszdtently struggled
to improve the work and the magoritv guccessfully realized a regime of
saving'in regard toexpenditure of maseriais and wage fundse State
enterprises began te¢ show;a profit. . -

0 In" 1950 industrial, and agricul*ural output and the turnover 01
commod ity and physical agseis. improveu considerably over l9+9q As e’
result, budget revenues- and exvenditures in 1950 were' balanced on the
whole and: a base was creased for etrengthen_ng the financial system ‘and
halting inflation,: and- for ensuring g,rea’cer conformity between 'bhe cir-

‘culation of money and. the volume of commodity turoover. A
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The centralized system of supply &and distribution of rmsources _
developed greatly. The Ministry of Trade began to realize centralized.
administration of state trade, regulating supply and demand for basic
commodities on.a countryn'widn gscale in a concentrated and sys% hematic
mampner, and promoting the development of foreign trade, Within an ex-
ceptlonally short period of time over 4,000 wholesale and ‘retzll trade
centers were established throughout the countyry; one of the chief
taske of the wholesale organizations was to attract surplus money from
circulation and stabilize wholesale prices., The retall stores were $0
ensure supplying of the population with such’ importans goods as grain,
coal, cloth, fat, sels and kerosene., Along with the development of
supply and sales cooperabives, Durchace snd shipment of these goods
was conducted on & wide scale. ¥rom Junuary o July 1950 alone, a
great smount of grain was shipped and 75 percent of alu cottom'cloth L
produced in the country was bought up. :

Thanks to the pol1cy implemented by the state in the f*e¢d of
price formation, the state could sbart . to gtabilime markeu prices by
using the great masses of commodities concentrated in ghate trade.

Thus the creation of an orgenized market was begun

An important task of the People's Bank 1a this n°“1oﬂ was to
"gttract deposits, establish cash offices, and to distribute monetary
resources flexibly." Specifically, this consishpd of the following.

1l: Realizelion of control over casho, With the purp03° of ace-
cuzilating all money subject Ho consentration and using it in a cea-~
tralized manaer in the ﬁnueras,s of fulf;l];ng the state national eczo-.
nomic plen, and of successfully halting inflation and stzbillzing the
circulation of money for promoting the restoratlion of production, oa
7 April 1950 the State Administrative Councll published the "Decree
on Control over Cash of State Establishments,” the main contens of
which wag as follows: o

a., state enterprises and establishments, militery un;u 8, and
cooperative organlzat{ons were compelled to pay all cash (with the ex- _
ception of the eshablished cash balanze) into uhe People’s Bank, which - = -
became the country's cash center; - -

Yo all settlements between state ent erpr4ses and establishments
end military units (excluding swall retail sales) had to be handled by
clearing operations through the People®s Bank. Cash could only be .
uged for: wage paymentkp ag lCUuthel purchases, anu small paymenus
in clties;

ce the People!s Bank of China was- instructed to gradually work
out an over-all plan for receipte and expanditures of cash, and also
to organize the compiletion of similar plans by state enterprises end
establishments, military units and coopcrevives so that cash turnover
would conform with the plan established in advance.

The chief purpose of control over money turnover was the ach1eve~
ment of uniform management and centralized regulation by the People's
Bank of cash at the disposal of the state but dispersed among different
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enterprises, establishmnn ts, military ovganinatious ‘and’ coopevatives. -
This played &n mpo"tanu role in the matter of haiting dnflativn, end’
balancing receipts and " pavmonts ‘of cagh, ucwevery the ;mportanbe of
these measures was not limited 0 these points, TheJ ‘éreated ke base
for the planned regulation of the' circulation of monny and 1g1d.the .
foundation for building*a ‘docialist credit system 4in our ‘dountry. - :
" The decree on obligatory deposit of cash in the- Peoplefs Bank
by state’ entorprisee and organizations, cooperatives, and mili wry
units created & permanpnt and - suab'e source of creuit regources, The "~
establishment of relstious which were sociglist in natare betwesn the
Paople’s Bank and these organiuauions and establishmemts prezoted the
fuxthe* developmﬂnh o? the Paople’s Bunk 8 soclalist activitye. -

‘With the prypose of ‘euncentrating cash in it cash offlces, the’:
Peoplets’ Bar k‘9 Jointly with the depﬁr%ments which hwndlwl ‘setblemants
in cash on a large scale worked out'special rules fox contrel over-
cash, Thus, on 1l March 3950 the People's Bank end the-Central Minis-
try of Trade iseued the "”emoorcrv ‘Ruleeg for CﬁﬂtYOI over the Cash of
the Central Ministry of Trade," on the basis of which Mtrade cash ofs
ficna" were .creehed et *the'. People’s Bank" establfsamepts.' ‘The country
trade. enterpr*ses dail; deposited their cash recsipts in these cash -
offices and could auh ‘epend them without permission from the Central -
Pu§mstry of mraaco Trade encerprises‘ ‘receipts and- payments were con- f
ducugd 1n adreemen* w1£h nlanu establishﬂd for them bv the Minastry of

aU-\. s . :
Under the c04dimloas wheh €he plann*ng of commod; Ly ﬁurmover ey
was still ‘only beginning, and when trade en“orprises had not yet'bek
come completely economically accountable and were just beginuing to
transfer from subordingtion to local o”gaﬁs to svbordinitlun Jo a
singL» center, such a pirocedure was nzcegsary and turned out %o be"
quite effectlveo It promoned centralivatﬂon of ‘the trade’ nevwork and
the concentrated’ use of commodity stocks, and wes of great use in-the -
matter of control over cash'and’ ‘regulatidn of the’ ‘circulstion of moneys”
2a- DevelonJent in every poss.;o1 ‘way .of work o etitract de-
posits by the population. Under the conditicns of inflabion Wthh
prevailed during ‘the fnrsu period, the peop-e, fearing further de-" -~
precvatioﬁ of ‘the’ moneyg trﬁed to’ snand their money immadiately for
physical aseetsy Such & sltuation naturelly increased the tension -
in the commodity mufkega"Tner@“ore" along with the aciive regulation
of commodity resources in state traue, it was necesgery to fight against
the enurenched p0¢n+ of view that ccmmod*tics ‘were ‘more iwportant than
moneyn This was’ uhe nurpose 01 the work to attract depos1ts by the  <'
population. . ¢
-, The People’s Co«ewnmeqt was’ au;e that state revehues and ex =
periditures would be ’balancndy that inflation would be ‘halted, and that
prices would be stabi ized, ‘But it could not immediately ‘convince the -
populationAqf this, In copsideration of the mood of the masses; during
the period of struggle for stabllization of the currency and for the '
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regtoration and development of the basic functions of money, the
peoplels government gometimes used such methods as the deposite in
commodity units and gueranteed depesits put into practice by the
People!s Bank. For these deposits, If prices rose, payments were
made at the higher rate in terms of commodity wnits. If prices fell
the whole amount of the deposit was pald, i.e., it was not reduced.

n this way the interests of the people were fully insured; this was
to conclusively disperse their fear of possible losses due to rising
or failing prices. In addition, the bank interest rate on deposiis,
2 percent a month, atiracted deposits from private industrialists and
traders extensively. , _ ’ R '

The development, in every possible way, of monsy remltsances
within the country end the reduction of the commission rate for re-
umittances caused a growth in paymenss turnover based on moveaen®s of
physicel assets between port citles, and at the same time favored the
concentration of funds in the People’s Bank,

3, The creation of treasury cagh offices. For the purpose of
achieving the fastest possidle centralization of slate revenuzs and
expenditures and reguletion of the circulation of money, the People®s
Bank, within a shor% period, created a network of county bark estab-
lishments to Fulfill the funchtions of treasury cash offices, Durlng
two and one half months alone, from the middie of March to the end of
Moy 1950; county hank establishients were opened in 13657 counties and
were given primarily the functions of state lreasury offices and trade
cash cffices, This was ©0 promose centralization of work relating to
fiscal execution.of the state budge’ and to assist in the distribution
of state trads funds throughout the country.

To creste more favorable conditions in the matter of free trans-
fer of funds to the center on the accounts of the Ministry of Finances,
Ministry of Trade, and also of governmsat organizations and enterprises,
the bank developed, in every possible way, transfer operations, forming,
at the same time, stocks of money for issuing at its branches,

. With strict observation of the principle of centralized issue

in a single state bank, the creation of stocks of money for issuing in
cities ensured control over the issuience of money into circulation.
These stocks could only be used with permission from the Peoplets Bamnk
of China, with strict ocbservehion cf the rules of issue. _

When local egheblislments of the People’s Bank conducted money
transfers, the sender bank simultancously deposited the amount of the
trersfer in cash in the local stock of money for issuing; and the »
payer bank, on the bueis of a letier of edvice concerning tae transfer,
was issued the amcunt cff the transfer Jfrom the local stock of money
for issuing and this wse pald to the reclpient of +the funds, Conduci=-
ing of transfers without observing this ruls was a violation of issue
discipline, Such a system ensured flexible distribution of funas
under the conditions of centralized ilssue aund played a positive roje.

£
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All these messures provided the People's Bank with extensive
possibilm*ies in uhe o*ganizauion of cash money \uraover and t4c f"*- R
ther concentration ‘of Tesources, SR

In April 1950 the situation in the country changeﬁ funnam=n alay.,us»
The increase in prices’ and’ dack ‘of a+abilitv in currency whiclk -had -
prevailed for _several years were replaced by the opposite tnndancieso SRS
Taking prices in MarCh 1050 as 100, in Octobev 1950 the pricn index
was about 93 '

As the result of eLabilizing uhe ‘¢ircu ion cf monev3 money
began gnadualAy to fulfill its Funchions which Hsd béen dish turbad bv
the inflation.” The ‘sphere of the c-rcula'i,ion of ‘wongyyiwhich had mere. oo
rowved durlng ‘the dnfiation pordod; b2gan o wid n, and the ve&ocimy of v
circulation Tell ©o 2 'normal level. - : s - o RIS

The °tabillfatton ‘of the c*rcul**ion of BoRSY had 8 pocimave ef-
fect on ‘the whole economic life of the COLﬂtch' J=ci*3ﬂally, uﬂlE
cons;sted of the” Ioljcwlub."

‘& & smeshing blow was de’iverod egainst i e specula*jna bou
geois elements, the abnormal dcvelopment of ar&et speculatxor vas.

Lopped, the grcuna was taken from under $he - Peet £ the cap‘ alis*
industrjal and trade ‘en berprises- whiéh Had i beéen aecumu tidg . commod*+y

stocks ”or enecucaclon. ‘and. alsd illegal financial traﬁsacﬁians ‘and. o
usu:y were ended, Ocher brenches of ‘cepitalist deti¥ity, depending on ' -
comprador and- bureaucra+ic canita1? &l56 Wndervént gre#+ Jdosses, With -~
the el*minatlon ef the: conditicns cué*ncering thesé ghnornel ‘phenomena
favo*able conai+1ogs were- creahcu fcr aﬂtiviay by en*e*nrises *n uhe :
in*nres*s of - tne people,‘ v

'be ‘the- nacessary pverequisites Por® the extensivn development i
of commodity turnover betiveen town and -coun’; vy wére formed; ¢ oo

‘cs the stabillization of the circulaticn of nmtnay end +ha uer-gf P
malization of the market promoited a stebilizds ion, and later an in-
crease, in ‘the living standerd ¢f the great mass-of wirkers: &ad et~
ployeés Supplying ‘of industry with' raw maberials and of the market ST R
with industrial gboas improved constde:ao]y, wh’ch promsied s rengthwuﬁ'
ening of the system ‘of “economic accoanvability in: nnterprisga, R

d, ‘a’favorable situation wasd-Porm3d For the ‘strengiheéning: of-',
the financial sysuemg the development of credit operabicns by the: -
Peoplets Bauk? and an 1ncrea“c Plow of deposits by the popu,aniono'~
It 1s sufficient 0 say “hat such dehos;+s in the- P@ﬁﬂle s Bapk in- -
creased 19 tlmes in 1950, IT wes ‘eapecilally” “Ot“WO”ﬁAJ‘ahmu-While RREA A2
currenty. was bczng stabilized and the circu*ation ‘of*-money - s.rength- “uﬁi i
ened in our- country9 “Inflation was - develeoping and’ curﬂéncy vae de=. "’ '
preciaming in the Aarg et capita*isz countvies. Lk the end of l9h9,‘ &
es is” kncwn, the sterlicg blod duuniries; headed by Figland, devalu-*:-
ated their- currencies by approx_mately ?O ‘percent, Tu the- US, prices 7
increased’ by more than 10 pedcent during”the  Yiret half oft 1950 alone. w«'f?

Why ‘was our- country, economically backward, having” just ended’-

a long war, and having ‘established the’néir pecplets democratic: govern~ i+
ment just a half year before, in a position to halt iuflation and e
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stabilize the currency while such highly d@valon,u, industrial capi-
talist countries as Englend end the US. which had finished the war
more than five years befo"e, continued to have inflation?

The main cause is in the difference 'of pr“acﬁples beh*nd +he
social and economic systems and the nature of soclety. ‘Tn the im-
perialist coun tries production relations were febtiering the develop-
mers of their productive forces. The basic economic law of modern
capitalism iz the striving of monopolistic capital to ensure mayimum
profits for itself. - Infiztion under capitalism 1s a very important
instrument for the exploiters to sgueeze the Juice oub of the workers,
it represents a type of tax which is vsually used %o cover the defiziy
in the capit al g% buiget end 3is a heavy burden on the shouliere of the
workers, continuelly reducing thelr gtendard of livi ngs -

In & sociallst state the basgic economic lay deter: "nlng tas de-
velopment of society g the satisfaction of the steadlly growlog r -
quirements of the people, The soclallst econdmy in which th‘ﬂ law op-
erates creates & solid base for stabilizing carranr}o o

During the new democratic revoluticn and the first period of. the
establishment of the People’s Republic of China, when it 'was neceszary
to fill the requirements of the revoluhionary v"ry the country’s budget
could not be balanced; to cover the budget deflicit, 1t was necessery
t0 iszue money. However, this issuance was fundamentally dlifferent ’
from *he monetary inflation in old China, The purposc of the inflation
carvied ouh by tue mercennry Chaiang Kal-shek cligue was vlunder of the
people’s wezith in the interests of coaducting the coanberrevolusionary
wor for percomal enrichment. BSpeculation, ing pi*ed by the not unknoin
four families, flourished on. this soil, Diring the almost 20 eacw of .
rule by the FUQm"nLang regime there was serious. munetary ia a tion and
the Chinese people incurred great locseg,

In distinciion to: thils, money was issued during A the revolubion
and the initial period of consﬁ ruction of the new Chiove by the peoplefs
government with the purpose of mobilizing the pedple’s funds for the
peeds of the revolution and the develovment 'of production, It was only
a temporary measure; when conditions c"ranged 'bhe moz:e‘bary policy ‘alsd
changed fundamentall; ,

As the result o* 2 punber of lmporbtant measires hmplemented by
the Commmunist Party and the Ps nplete Government and warmly supported
by the peopie and managemeut personuel, &nd &lso Thiunks to the ad~
vantages of the peoplets democratic sirucvare, the countryts financ al
and economic situation changed radically Curing a few months. The in-
flation which had regsd for more than 10 yoars was eliminated, prices
were stabilized, end there was even some Lemporary reduction in prices.
A% the same time fi nagvmml end economic work vas Cﬁﬂ;raliVGd and reor-.
ganized throughout the country in agrasment with socil aiist princip1°s¢
All this created the oogeco:"e prerequisibtes for the solution of the
tasks in the organization of pxanned circulanicn of Cme0§lties and

money.
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III

The Rale of {he Organized Circulation of Mcney in the Strugg*e
by the Soéialist Econom,; Againat the. Capitalist Economy
“The" stabil*zation of the currencj opened perapqctives for the
favorable development of produciion and ccmmodwty turnover. Moreover,
it should be emnhaai"ed that “the” fumﬂamental change 1n,the sitaauion,
waich had ‘existed” iy the cauntry for iiore than 10 veavs and had been .
characterized by inflavion and cheod in the comm:di ty ma“kntg Was .
caused mainly by the v ctory o; .ac .80c] aL¢st pr¢nc*p*es of . enonomic
con"wuctionc - . . e
The prowp* agé e*x cc e measdres of ih= p ruy ani gov nmnnﬁ,
confﬂrming/with e speciilc wasion of ﬁhe ncr*ohﬁ and. the aevcﬁap-
ment of act v1+y ‘among Lhe mcaﬁus oF pe)pl e, Were the. e sult of hn
consistent instil¢at¢on of thﬁ pv¢mciples of SOCi&_T°u mpzage -
Centra izatd on in the fiaid of" flnenbia* and ‘economic vorkg in .
the disiribution of resourﬂes through state trade, cgannals, ln market
management, and in the vegula ;ion o® cvash thrrove” w' a. comp*eueﬂy
new phenomenon., Planaelq cenw-allzed orgaaiuatm"x of. the. circulatwn_
of commodities -and miney, led by the scetal is% sector of “he economy
on the base of the d=velopment of *navscr*al and agricuTtura* produc-.ﬁ
ion, was begun on a country-wide scale. This was the first stage in
he *mplementaflca of the principles of planned socialist management,
Cinfla cion cdald not hesre. besn halted gnd the czrcuma-ioa of ..
money could ot have been stdbil ed ‘on.the base of the oldAcapital‘st
warket. It wes necesa?ry to crcane a new warked- under tne conditions. - i !
of an economy led by the state sect Dvr*ng thﬁ pro 288 of oevalon- N
ment of the socialist e~onomy ‘the ms:, k\.u gitvation: chanved *‘undamenhally,,_ s
these changes wewe in the direction 6f the crna%iOﬂ ‘and development of
a socialist, organiznd, and planﬂed commoaity produﬂtion &nd cireulas= - . -
ticno AR

“Buch” transPo*mat’ons were no &dvanuagecus for the canitalis+
traders and- industriauists, whose na*"*al element, is speculatlon. L
However, for “the coantry as a whole these trans ormations were .an ob-:;;;;;q
Jective necessity., = R

During the pe: iaﬁ of recons uc+znﬁ uhn natiﬂnal ebonomy, )
struggle éccurre& in the fie 10 of monev ‘between the organized. circu- . - ..
lation of money and the chao*ic cepit aTLs\ mprketo"Th\ snnady expan-;,wge;
sion of thé orgarized cir"ulation oL money rg;lected the successes Of ... ., .
the soc1allst economy in its struﬂgle agalogt th capit talish economymf;‘.n

During ‘the thras: nar—period of reconstructimg the pational ...
economy, commodity’ ‘tupnover in our couwntiy. expanded considerablv on
the base -of -the devalonm@nu 2 productxon. Taklng zhe volume of salesﬂv
on the domestic market in 19507gs 1100, 3a° 1952 it was 170. . This was
a very hlgh rete ¢f growth0 Sta te and coonerative trade deve¢oped
especially rapidly during this period. Turncver in s ate trade in..
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1952 was more then four times that of 1950, and In cooperative trade
it was more than six times that of 1950. The shsve of scclaliaz’ trade
in the country's total domestic trale increased from- l9oh'percent in
1950 to 51.9 percent in 1952, The over-all growth in cdmmodity turen-
over occurred predominantly because cf the expansion of state end co-
operative trade, This was quite an important factor, promoting the
development of . produﬁtfonp ard ensuring the satisfact on of demand on
the part of the state and the population for goods and the scaoiliza-
tion ©f the merkst, ,

. Socialist trade, representing uhe orgenized part of chﬂodfty
circulation, is based on an uninterrupted development of the Proiuc-
ticn of goods by state *J”uS“?vq on a regular growih in state orders
for the processiug of rav materiaiz and se:r.«mar*uracturesﬂ on “the manu-
facture of firisaed praducts by private industry and the purchase of
these product s, end on the expanded purchase of subasidiary agricul-.
tural production: at Jjust nrices to satisfy the rsquiremgnvs of alf-
ferent branches of the economy and of the population. * . :

'Such an ocganized circulation of commoditles is the base for.
en organized, planned circulation of money, Ths planned, reguliated
circulation cf nmoney is 3n turn one of the most iﬂDquVJ’ instruments
for the orgaﬂizeh dzvelopment and stre“gmhenlng of the rOCLaliSb econ-
oy o v

Along with socialistrtrade, capitalist trade, hased on the capi-
talizs sector of the economy and private busineas, continued to play
an important role in this periouo The share of capitalist trade In
total commodity turnover fell from 80 perceat in 1950 to approximately
kO percent in 1952, Howev ver, in absolute terns turnovev in capitaiist
trade d4id nch decrease and even increased somewhat.

Although capltellst trade; under the guifance of the sba“.,
played a positive role tc & certain extent in the develoom s of com-
modity turncver betwesn town and counityy, due to ils exploiting mature,
expressed as a striving for prcfit, it ned a negatlive effect on the
national economy as a whole. Trade based on a sbriving to cbtain
capitalist profit has a chaotic wacrganized nature and thus creates
the conditions for chans ia the circulation of money.

_ Since an orgenised soctalist merket and a chactic capitalist
market both existed, a strugzle bhebwaen thum was unavoiduble. This
gtruggle alsc affec,ed the circulation of money3 Tne procesa of steady
development in plenued, Organizid commzdity production and commodiiy
circulation is gimzitanecusliy a process of s,eady development and
subsequent strenghhening of the organized circulation of mmey.

The plsnned orgeninad regulation of the circulation of monay,
4$he prompt issue of the necessery emsunt of money into circulatilon,
and the removal of money from circulaticn serve &s powverful instru-
‘ments in the hands of the siatz in its Quk; y of liniting and trans-
forming the capitalist ecoumnomy,
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The struggle agalnst the cheaos of the ceplta List marke+ by
means of the monetary policy implemented durzng the: recohst“u\u;on
period in consideration of the condition 6f the national ecchomy and
the party's and governmebt’s overuall policy can be. div*ﬁﬁd intq thxme
basic stages° NN

The first stage inc‘uaes the period of planned’ orgauiza ion of
mon=y turnover, of halj ting iuflatlor, and of stabllizing the 01rcuua~‘fi‘
tion of money, and the process of reconsfruccing the: na+iona1 eroaomy
end developing the motiglist sector.in all branches of‘ he economy %o'
the detriment. of the capitalipt elements,

With the halting of loflation end price iﬂc eases, “nd sl uation
in the soclalist seciocr 02 the economy bevan to improve vania‘v S R

]

the cepitalist sector; on the coat*aryq this created aixfxqu*uheso"~~

During a short pericd of time, from Aurll Lo dJune 1950, pV1ﬁes felk by k

more than 10 nerceat, speculative buying and selling om the nerket was.
replaced by stagnation, dlfficultles arose In the turnover of enber~.
prise funds, and part ¢f the caplialist induetrialists and traders,

not sble to stand the competiiion, were in a criticol si tuabion, -dp ¢ -
this connechion some industrialists and traders bezan to express. loud
dissatisfaction with the government ‘s econoniic. palucya

What caused the’ difficu tics which the capitaliist industvial‘sta" ] ,

and treders met; and what was uneir nature” These difficult 1es arose.
for the following reasongs . . - :

First, a mwuroer of inda trix and trade en+e*prlsns, havinv de=~
veloped thelr activity in conforaity with the conditicns of a colenlal,
semicolonial or feudsl econowy, logs-the market for thelr pro&ucts
after the elinination of impe r*dlismg feudslism and bureaucratic. capl- -
tal in the new China ‘since many of their goods were not in demand by
the people, As a *esultj a certain pumoev o* induﬁur1a1 and +Mawe en=
terprises went bankrupt. .

Second; the stafrs of many v“iwate enterprises were cxcessively‘“
large, and thelr activity was. inefficienu, eﬂpec;ally during recent.
years when, utilizing the growth in prices, they conducted improper op-
erations in the pursuit of illegal prcfitss As soon ‘as the market was-
stabilized the inefficiency of their activity became immediately ev&-
dent, Part of the industrial and trade enterprises were compelled to.-
redvce their operations. ov’ even discomiinue +hema,

Third, due $0 the: Su&bill”aEiOA of cu:reﬁcy and p~icec the fic-
titious purchasing powet, ‘gwollen by infleiion, was reduced and market
supply temporarily exceeded demand; prices fell, and there- were Giffi-
culties 1in selling some gocds. AlL thils c¢aused a further rnduction in -
the populationf's real purchas*ng pnwer, whlch had been CODSLdCfab ly. ren "
duced during the long war paricd.: : s

Of these three causes, the Pira% th are pro owged in charac+e¢
The capitallst industrial and trade enterprises’ c*uld not quicqu over-.
come their basic weakness and reorganize their acrivity in- conformﬂty
with the requirements of the new democratic economf.; hé third cause

- 45 -



was temporary in character, With a str engtb@ning in the 1eadwdg role
of the state sector of the economy and with the development -of »produc-
tion and increase in the populstion’ts purchasing power, the gituation
normalized quickl These changes had a quite real effect on the cir-:
culation of moneyo ’

As the result of implementing general economic and flnancial
mezsures, from March to Moy 1950 the amount of momey in circuliation
fell by approximately 10 percent and prices fell by more than 10 per-
cent. The velocity of turnover of money gradually became normal, and
the furctions of money began to develop more normally. ‘

As prices became stabilized tha population’s abtitulde boward
gouds and money changed. Goods bagen t0 be changed into money, and
for some hime the supply of goods on the market began to excead de-
mand and prices began to.fall., The reduction in ths “‘Oultv cf turn-
cver of money led to the situation that the amount Of money Iin cireuma-
tion could nct conform wilh the reguirements of commod¢ v burnover, .

The withdrawal of a great amourt of money from cireulation, the
steady reduction im prices, and the attempis by the nan" tion to sell
rather than buy goods 21l caused a reduction in the voiume of sales
and even stagnation in the market, The temporavy difficuliies which
arcse were difficulitles of growbh. Bubt if these difficulties were
not promptly overcome they could have anm unfavorable efPect on the
whole national economy. '

In the ligat of this, the contral task In the fie =d of the clr-
culation of mopay, intended to promobe the bringing of order 1o in-
dustry and awa*-, waa the transition to plannsd regulation oP the cir=-
culation of money. Such regulation was to promote the reanimeticn of
the market and exneunsion of produchtivn, toeveby creating favorable
conditions for the developmanh of the whole national ecomomy of the
country with the state sector of the ecopomy playing the leading rcle,

During this pericd the government adopted a decision o sherply
increase the volume of Pecple’s Bank credit to state trade, with the
purpose of having a plamned increase in orders placed with private en-
terprises for the processing and purchase of goods; this wes %o solve
their sales problem, At the same 4ime purchases of agricultural pro- -
ducts were incressed, end the issuance of money was increased in cities
and in the country, mainly to increzse the purchases of agricultural
products. ' ' o

The issuance of a large amouns of money in the countryside for
the above indicated rezsons promoted a reanimatlon of the market as a
whole, creatving aan lnceative Por cooperstives and private traders to
normalize commodity wtornover between the city and the country,

At the same bime the government lmplemented measures o develop
transportation and regulate the tax system. As ine result of consis~
tent implementation of the indicated measures, at the time of the new
harvest the market situation had become stable. Impiementation of the
policy of placing state orders with privete industrial and trade
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'expendlture items or” ‘couplebely revokiug ahem in the aims:
the ispuance. of money, fov a.temporary frenzlng of'deuosi 8 ‘of" stake

enterprises and purchase of products became one of thz basic forms
of initial soclalist transformation of these entexpnises,

The second gtage was cheracterized by a, réductionin’ ‘tha- is-
euance of. money during thé movement. against Amer“can aggression end"
for assistance t6 Kbrea, eénd also with the. purpose of" Suablllvﬂng the
markets . Subsequently, thére was en’ increase. ip Lh= issuancn ‘cf money.
when .the market was stable; this was-to promote an erpansioa ‘of- state :
purchases of agricultural products, .a stvengthenmng:bf the ‘unidga be=
3 _JiOﬁ oP the ma.

tween workers and p=aswnts, and a c“nsidvrable Tean
ket, P ‘ , ' :
.n,the win 81 08 1950 +h= C Ln e neop;e boz& e grcﬁu &t“ugh,
against. Ame?i an a g?eJ,uen ‘and o 28si s:,foreao ALYy th» pesdley fnw
spired by a lo ¥ £pirit of patrictism ané, irtcrvauiora; smg ‘Fdse up-
in the d_ferep or’ justice, peace el the gecurity of ¥
spexring no effo“ﬁs o 2e30Urces . Cerua*n capitaliz
use of .the situation, intunding to become r?ch unraugh spnbulatxve
mach*nationb inflatioa -and ‘orice inc:easas. e caniﬁa]zsts began
to stockplle goods and gpeculate wiih them, . At uh, sane time $0me €8~
tablx«hments and’ part of the urbun PO?ulation, wamemb@ring the wartime
exnerience, “rushed to remove {nelr deposiis from the Paup*e 8 ‘Bauk end
coavery them into ﬁaoas” “insuring -vheix savzngs agains' depreciatioau
Tension was creaied on- ba maykete . . . o :
AL +his ook place during e pich n*rvesv scescn when *ssuanbe
of money. anv'unp;naﬂa credits for vurchases of agriculi suwral produchs ¢
were nc»es«a”y “to ubﬁejﬂfﬂﬂﬂ the Sles betveen the city and ‘the *ouairy.
The situation was fundamentally. diffc”&nb from tha 5" of Izrch -May 1050,
At that time the circculation of money was narrowl ag and “the amcunt of
nmeans of payment in circulation: c0u1¢ noas*derab iy exc#ed the “equ¢_
menths of . commodi"v tarnov*ro AT
_ ‘ Ius, from one’ poic Rexy v.Iew:J i* was neée saaly to ibsue large
amounts ‘of  money for tha huge parchases of agricul urdl prodiucts and
the sale of the harvest, and. from ancpher point of view, “that of the
struggle aga*nst the American sggression and For a35¢e+ance o Korea,:
it was necessary t0 ensure & steble: me: xet and st;rengthma:mfr of the-,
honme front.‘ The' reso1ution of this femporary con%*aaiction and -the
1mplementation of measufas %0 .s8Lop spacu?e*ion and awert dcpreciat*on"
of the money beceme except¢o:al ¥ Arportent. In. th"s connection; the
Financial and Economic Comalttee . of - ths Suate Adm In ct*atlve Council -
of the Central PnopLe'a Governmaut adgpted- declsior p"ov iding for a
seving in bquﬁs cxpenﬂitures b panponin ayments for-a ramber of
‘e reducing

es+ablishmeﬂts and miilieky. aogenla 5;093 in ‘the People’s ‘Benk, for
a reduction” in purchases’ of agrlcul el products. and - for & reduc--

tion in granting of credits. This- was 0. ensare be;ue" control over

the . issuance’ of moaey and ?ouellminate thg dang=r of ¢haotic diseips-

'Jtiﬂn of materials snd meney whlch had concentraue& in snate t“ade aad

in the Peodplets Bamke ™ .0 Lot

e
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The implementation of these messures strengthened the state
sector of the country’s economy and stabilized prices. .

In December 1950, when a normal market situation was restored,
it became necessary to increase purchases of agriculbural proauct
increase credits to state trade and the supply and sales coopera’ ves,
grant seasonal credits to the peasants, and to issue the apnropriate
amount of money in the countryside in a planned wey. All of this re-
animated the city and ‘rural market

The third stage was the wiuhdrawal of mopey from circulation
during the "three antl“s and "five antits" campaign condneted b0
strike a blow against the caplialist eliements and the subseqieny
planned issuance of money in’o circuletlon to reanimate the market,

As the repult of the movament to regulate . industry and trade,
the situation in capztal*st industry end trads in 1950 lgprored; this : .
was the effect of the state support in the form of orders for the
processing of raw meteriels and for finished products, of organizi 'g
supplles of raw mater1ads, of taxatlon, and of a nunrber of 0uher MELE -
ures, The rich harvests of 1950 and 1951 causeld en. increase .in +he
peasants! purchasing power; the purcha51ng power of the urban popv]n-
tion also increased, At the same time, in conncctioa wlth the assig-
tance to Korea, state rejuirements for industrial and cottage industry
goods increased sghzrply. The growth of &emand by the population and
the government cauvsed a shortage of many goods. . During this periocd
the Wi’te impropee activity oa the pert of many capitelists also was
exposed; they were not scrupuloué in the ch0¢ce of means in thelr pur-
suit of profits, and csused direct harm to the pedpiz, '

During March-Mpy 1950 the capitallstu, in aﬁffiCalL¢es? hopgd
that the state oxders for the processing of raw materials end for fin-
ished products would help them overcome the difficultles. Bdt’ﬂbw,
considering that these orders were limiting their profits, they staried
open resistance in the hones"taaa they would succeed in eagain getting
production and sales into their own bands and thereby ensure them-
selves super-profits, They were not gatisflied with the profits whic -
they obtained from normal activity. They began t0 conceal and under-,
state their reserves of raw raterials, to avoid paying taxes, and to
bribe government employzes; in short,. they were brutally criminal
against the worker class and stete sector of i the economy.

In the winter of 1951, with the epproach of the speasonal up-
swing in trade ) the bourgeoisie began opén warfare against the re-
strictions or their activity. To gtrike a blow against the capital-
ist elements with strict observance of Lhe p“inc iples of the soclalist
economy and in the interests of the masnes of workers, the g verament
headed the great peopie’s caloaagn of the three antiig" and "five
anti's" and won a brililiant victory.

Along with the greet achievements in the poJl ical Ileld and in
the field of strengthening the gulding rcle of the state sector of the
economy and overcoming the elements of chaos in commodity circulation,
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considerable changes a2lso occurred in the sphere of the circuiation of
money.. During the struggle. against: Jbribery;t was efuiness and -
reaucracy, pot entials for stete and. ceoperatives %0 save on expendi-
tures and increase revenues were discovered.:: T !

“In’ étate trade and the eupnly and -sales coaperatives sales in-.
creased, purchases were. reduced, -and orders placed with- priva & ente"_
pribes for the prqceseiwv,of}rav materials and’ for* finisheu products
were redueedo At the same time :gtate trade’ conducted s’ ratioml price
rédaction on many ‘manvfactured consumer goods. The over~a¢;“ &
index was reduced by epproxdmately 5-percent.’ Many privite 1ndustri- o
alistd and tradérs loct the fasth.of the peopleand thelr’ enic“pciscs
decayed; the trade oP e.er{smalz private: +raders} who serv‘ ei the .
cotmod 1 tv t"rnov~r bevweeﬁ town-and country,: decreasedo .,.e 1Y phe—
nomena were especially noticeable by %he ‘gumner of" 19;2° Market
prices” continued to: fail and symphoms -of: sbagnation, p"Favorable # ,
the naticnal economy, aﬂpuaredo For. this reasony-dn May-dune 1952 the,
Financial and’ Economic Commiitee of the State Admin istrative CounCﬂ '
adopted a décree. on the impl ment atien of: decisiVe meas %es to reani-
mate the market,’ EEFTM SRS g

Rational norms for the placement of orders WLuh he private secw
tor for the procesning of wraw meterials: ‘end for \#ifished products were
worked out . The People'" Bank begen 1o incréase credits to socialist
trede in every possible way, promoting the- planred placement of e large
nurber Of crders with the capitalist sector for the processing of rew .-
materials and for finished profucis with the purpose of concentratiog
commodity rescurces’ for the fali upswing in the market, DMerkets were .-
organized everywhere and agein theractividy of the-suall traders in
trade between town and’ country began tc be encouraged. The Pepple’s
Bank reduced.the intereat rate, on cradlits and resumed granoing credit
to capitalist industry and trade. After a Joint checkup on conditions
at the local level hy representatives: of party; adninistrative and B
bank” administrations, -the volume..of crediting.was expanded somewhat
and “the *‘amount of money in circulation wes expended; this had a part
in reviving the market.

At the same time, the private basking offieéé;“under the lead-
ership of and with the as isugnce of - the People?s Bank¢ were gradually
consolidated; and in Septemonﬂ 1952 ‘all the privateé offices, with the
exception’ of ‘three which served the Chinese enigrants, were merged s
into a single Joln% State-Private Bapk, ©Unis- was ep important measure '
directed towsrd the socialist transformation of our country's capital-
ist credit institutes, Under the general comtrol and guidance of the -
People's Bank, a great step was made: toward. the credtion of 'a wniferm
credlt system,’ -

The Joint Bank's credit operations were conducted in agreementﬂ}
with the state'!s general poliny in the field 'of comtrol over ¢ash, =~
This had an active role in the development of the country's national
economy and created favorable conditions for the regulation of the
circulation of money.

U
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The organized development of the circulation of ‘commodities and
money promoted a reduction in the chaotic turnover of money between
port cities. The rapid growth of sociallst trade and operations by
the Peoplefs Bank to service payments turnover in the ¢ity, the coun~
try, and between city and country, promoted a planned -expansgion of the

morket. A higher form of organization, mixed state and private, lses, - -

the form of state capitalism, was created :or operations of the capi-v
talist sector.

Funds of capitalist enterprlses circulated between port cities
mainly in two forms: drafis and cash settlements.

The center of capitalist industry and trade and also uhe center
of the concentration of ceplbalist payuments turnover was Shapghai at
that time, During the three years cf reconstructing the natiomal
economy the volume of draft tramsactiocns by capitalist enterprises be-
tween Shanghai and other port cities reached huge dime nsions, Ties
between Shanghal and other cities were extensively developed and firme

Below are deta on the volume of dxufts sent through Shanghaf by S

private entrepreneurs (in percent):

Second - 1950 ‘ S1951 12§g
- Filrst Second First vSecond First Second
mﬂ%g&ﬁ Half wahﬂ mx Half -

Drafts sent off 100" 451 7 1,060 1,120 1,443 | 115 550
Drafts received 100 516 15050.__132;3 'ly320’ M5 7oL
Total 100 480 1,042 - 1,170 ‘1,390 k55 - 630

The share of the People’s Bank ‘and of the prlvate banking of -
fices in the total volume of prlvate d=afts sent through Shanghai was
(in percent)

Second 1950 gz;k SR 1252
Half  Tirst Second First Second First Second
lgkg“ Half 4 Half Half = Half r"Half " Half

Drafts semt off 100 100 100 ° 100 100 100 100

Through the CE LT o
People's Bank = 4O 1-45’; !_38“ 36 _‘héf _ 56 - 7h‘“ -

Through private o
banking offices 60 55 ' 62;”1'6§ 54 Wy 26
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11 f; 19:2

Secord 1950 .. o 1o AL L e
o oBalf T First Second First c‘=~ccnc1 Pirs* %eyond’j:
; “ ”~¢¢_2§2 Ha1* Ha Half: Ha Balf JHade
Drafts received 100 %°°~: ﬂleQ,xnglOOT - Tob’ "'f"f}-loofzr -
Through the - w0t Co0 L e R
People's Bank oo WO %W55?',fgl4#5.'”‘53‘”f},f'};i”” - '81'1 .
Through private ,”1ﬂ o ””inﬂvii;“ ,¥; ~7'"'1‘fv,;{a,, e L
banking offices. . 60 *]“45’,1¢:§55;;~“:4?*? coh2 o 3k ‘9 B

s, from nha secVﬂd ha+f CL 1949 bn:OUUh‘"951 D‘ivaJe draftsff :

gent through S1aughai 1ncreased sba:ﬁ»yo During th@ second, half of
1951 drafts sent off increascd bv moru thgn: 14 timés compared Wit
the second ha*f o* 19%9» an draFts recexvei 1ncreased by nore %nmﬁ
13 times, The total yolume of drafts was almoss 14 times. grest er s

This is & witness 40 the reSuo"a*ion and de vvlopmAﬁu oP ‘private’ ‘raée”?" o

ties between different PoXt citiss. o it
In 1952, thanks: to the development: of thp "threc an*i’s" and

"five anti’s” compeigns:and the repid expamsion of state snd .coopera-

tive Trade, the ghave .of “he'socialist sector, of urade increased,
And although'. prixa @ thade turnover in value'tevms was greater in
1952 Ghan in 2.959 with hs - con “Lbab¢e growth in WhOLEnPle furnovezr.

of state trale briVa raae be+ween port c1ties showed 2 teJaﬂﬂcy Ho o

Lt

decrease

rressed in a reduction inm the total voJunP of: private dpefts between
port cities. Dur’ng the first anl second halves of Q52 Thﬂ tosal -

volume of privete drafts in Shanghail decreased: by~ 62 per¢ent and Sh-’f ‘;”" e

percent respectively. compared with the seme periods of 1951. . The.

share of the People's Bank in the toual.volump of :drafts (senu off ’
and received) was 4O percent dur*ng the second. half of ‘049} and -in -.
1952 it increased to Th percent duriﬂg tne first half year and to 81
percent during the second half yearo_ Jn. this -period the prepondafant
ma jority of priva se. barks hid already been transformed into joint state
private banks; and the volumz of drafts. connacted with organized com=~
modity turnover of the state sector. of tbe_ecowomy nereased, almosy
400 times. Accord*ng w9 data’ for vh.wegu of 19525 %ha stash end co-
operaicive sect ars accounted: POt over 85 peVCent of the tobal yolume. .

of drafts sent through Shanghai while the ghare: of pravate drafts: was_ =

less than 15 percent, .:Moreover;: 5 percent of the privete arafis

rassed through the Peaplets ‘Bank, 44 the remaining 25 percent thrnugh'jf'"*”ii

the Joint Bank which. carried out its ac 1"'iy‘under ‘the guidance of

the People!s Bank, The:fact'that tae share of the sosialist sector-dm -~

peytents turnover between port cities’ ‘increased;'@nd “that the pre-
ponderant part of the drvafts of private firms and persons were gent
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through the People's Bank, serves as irrefutable confirmation of the
rapid development of the socialist organized market ard of organized
payments turnover with a steady reduction in unorgsnized. commod ity
and money turnover of a chaotic nature, T .

Cash settlements between small private traders comprised the
second important form of payments turnover of port citles. This form
of settlement was widespread during the periocd of reconstructing the
rational economy. During the three yeers there was a constant flow
of money from Shanghel; the only exception was three months when there
was a small influx. This was due %o the fact that the small private
trafers used cesh to mske purchases of agricultursl vroducts in the
provinces of Kiangsi and Chelieng which were then sold in Shenghedl.

In this connection, there was usually a flow of money into rany coua-

ties and cities in these provinces. Ior example, money put irto clx-

culation in the Fforest reglons and in the country of Sung-chiarg Frov-

ince usvally flowed inito Harbin, This was ceused not oniy by the

fact that the workers and pecsants came to the cliy markets thempelwyes 3
to purchase goods, but also by the fact that private traders were en-
gaged in speculation and the resale of goods, In mome places {Sheng-
hai and the provinces of Chekiang and Kiangsu), money issued into
circulstion in the cities flowed into the country, and in otheér places
(the forest and rurel regions of Sung-chiang Province end the city of
Harbla), the money iseued in the rurel reglons flowed into the cities.
Sush a situation indicated the wesk development of sitate and coopera-
tive trade here, Trads was conucted by small privabe traders or by
consumers who went to other regions themselves to purchase goods,
Therefore, the sphere of the circulasion of money wae cheracterized
by a chaotic migration of money. As gocialist trade developed this
phenomenon was gradually overcome, ' S -

A1l this data clearly indicates that not only does the concen-
tration of control over the organized circulation of money in the
hends of the people’s democratic government eneble prompt and flexible
action to change the market situation, but it also promotes the de-
velopment of the socialist economy anc serves as ap instrument to
strengthen the guiding rcle of the gsocialist sector in the country's
whole economy, I o . ‘ ~ -

The sbove indicabed fcorms of struggle for planned,.organiZed-
money turnover at the seme time effectively cromoted the suppression
of speculative activity by the capitalisis and the revival of the mar-
ket s . ' o - : ’ l
The organized circulation of money was not, and could not be,
created by the efforts of the Pecple's Barxk alone., I vas the result
of the joint efforis of the floznclzal. organs, state trade, banking
establishments; apd all the enterprises of the socialist sector of
the economy. The Peoplefs Bank was only one of the institutions
which played an active role in this field, ' '
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The economic basis for the creation and develcpment of .the

organized circulation of money was. the socialist secior "of the ocon§  e

omy, -socialist erduct4on re1a*ion$ taving developed in’ ‘conformity
with the I=w: of planned, proportional development of the pationel ..
economy. The organized circulation ef wonecy ‘¢reated on' this ecpromic'H
base sefved, inp turn, 48 an instrument: to. aot1Ve1y prdmoté gocialist .
construction. CommoditJ production in a socialist’ ‘ecoromy’ is‘plannndjﬂ
and circulation is’ o*ganized. This .has ‘e deflnite influénc
circulation of’ mbney ‘end serves as.a basis.for traneforming | 1% {nt N
plamned circulatidn of money. . Tmportant, conGitions” Fon #w."%giheniag
and develeoping the omgoni AN clrcu‘a 400 05 money a*c. the” :
izaior and balancing of uta L budgat cevenuas. et - e}

fication of the civculatica of moscy- on & counbry-wide soa;o; and tae'

presence-of & gingle 8ta%e bank condusting LI soc»al¢st trang? o&ma-
tion of private banking establisluentas. -

The creatisg and dove Jopmmnm -of -the oogan;zea ci .
money is not a ¢chastic p:ooess bus .the resulh of conscmus9 .engthvf'

and persistent work organized ard guided by bhe péople’s aemocx +*_L;f.

state in agreement with its reoui:emenus and pousibi“iuies

During the arti-uananese ver ard the people’s liberdtl .
revolutionaxry stvugzlo,'the goveranents of meny revelul ooary bases .
in the liberated: regloas A
end enterprisesto have ddpo=ios lb n**v;t, banks .

Tn <he 'spring of 1949 in tha Hortheast l;beratod fegion, con~ .

trol was firet of gll estsblished over cash,  After Tormation of *he

People’s Repub11c of Ch_na, in sgreewens with the décrse” of" th~= Ta}° f,jl:i'

Aduministrative Council of 7 Apr_l 1950;. control over cash'wae estao-l
lished on & &f e.be-‘w.no0 scale, At the same timc, the need ‘oomnilsng
pians for reverues aud @ endjtures of coEn . was. indlcatad; thils was to
promcte the gradual trensTormtion of ,he Pcople** Bauk *nuo uhe coun=
try’s single cash center, . .

From the’ very beginning of connrol over ha movement of cash
the positive aspecte” of this mcasure Were apparent. During three '

months, from the'end of February to tiae end -of Miy 1950, sotal ae-"'_ ‘ DN,

posits in the Peoplets Bask of China and. the voluré “of drafts sent.
betwesn port cities increzged five vimes; cleaving ge tlamants in-_

crezsed sharoly. Dmring tha 1ast 10 éeys oF Anrll the- ratio benween‘.'

clearing and: caph’ se+tlcments was ‘831, and duriog thé last 10 days of.
May it was 9: Lo - Afser this cleering S~uul:mﬁnu8 conclnued to increase
uninterruptedly. = . : :

.Not only d%d’d hese ra*ioaal und oromvu measurea 'play an 1mpo;-.f¢;;/f
tant role in. solv‘ng gach Ghgent. tabks a8 the suppres ion of" ;nflation,d..
109 ané th= bu*,noﬁng of . revasues éné expenui~:n’

the concentration of 7
tures of cash; they wexe’ 8lgo. some ©of the basic metHeds for stabilizing
currency and p"ices. They &7 muztoneous¢y prepared the soll for the.

creation of a healthy money system. and . for. the organized; pﬁanned ckr-_

culation of moneyg The work in ‘the: field of‘the organlued cir"ulation
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of money during all the past years has besn conducted mainly in agree=-
ment with the decree of the State Administrative Council just men-
tioned., S I : : : .
Grezt efforts were required t0 achieve a concliusive victory 1a
the struggle against Anerican aggression and for essistance to Kovea., - -
To organize support of the front and assist economic construction, 1%
was necessary to support a sisble circulation of money. This reguirved
that the development of the civculaiion of money and of credit ro-.
cced in & socialist divection. In other words, it was necessary thub
the People's Bank, on the base of the state sector of the economy

which had developed, regulate, in a concentrated and plarned wa¥,

the circulation of momzy, end slart to create a soclalist credit ays«
tema : ‘ . — . ’ H ' ) .

On 25 December 1950 the Financial and Eoonomic Commithes of
the State Administretive Council isesusd the decree "Op the Procedure
for Realizing Control over the Circulation of Money and the Procedure
for Compiling the Cash Fian." The purpose ol this measure was to. . ;
strengthen the currency by establishing efiectlve control and regula=-
tion of the eirculation of money so that goverument funds dispersed
among various projects could be used in a centralized cnd effective
way to satlefy the state's huge reguirenents for resources for eco-
pomic construction and to promote the introducticn of economic &ac-
counability and planaing, S L

The decres provided for coutyol over the movemznt of the cash
of state enberprises, establishudnts end organizatlons and of coOp-
eratives, and also for the organizatlon of clearing operations; the
concentration of mutual setilements and short-term craditing in the
People's Benk, end control over fumnds ellocated for capital invest-
nenie . : _ o : ; - : :

A punmber of errore cccurred during the implementation of these
measures because part of the bunking epparatus was nob yet suffi-
clently familiar with the nature and tasks of the organization of g0~
clalist credit. However, on the whole the great work done o creatve
soclalist credlt was of great importaznces . : —

Further measures 2or the continuous improvement of the monetary
and credit system cocvesponded to the over-all improvemcnt in the eco- -
poric situation and showed clearly the advanteges of the socilalist
credit systems R

In agreemen’ with the above menbioaed decree; the People’s
Bank organized a system of clearing operstions between siate and co-
operative enterprises ou the basis of canceling mutual demends (-
tual settlements). Tne imbroduction of this form of sevtlements is
e further step in the direction of developing a soclalist credit sys-
ten, R B ’ o T
Matual settlements helped the People's Benk to mobillize tempo-
rarily free enterprise funds in every poszible way and promoted ths
ersuring of economic use of state funde; the saving in the use of cash
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was especially:comsiderables. . Mrtuald. setitlenpsnts: promoted ithe: ,develop-
ment. and etrength&n*ng o, economlc tles within . the sociglist sétbor:
of ‘the .econcmy; they created fwvoreble conditions for: the! furthar
strengthemng of the :role -0f -the -People!s Bank as the ceudtryis ™
credit-settlement cent e and fv,)r the planning of: the ,clrcala’c‘f Un of
moneyo ISR

‘?ecem: veav-s' experience proves tha" bhe soc alist sysuem g
semlemeni‘s end. co:}u:co.u. over cash plays an importawt role .inthy work
of the dlfferen'b :ghate financial and economic rorgans in plaﬁni“g Yhe '«
economy, ‘1n -the centralized planning. of the resources of:ihe’ dit‘feven“awff
branmes of the-nationzl.econony, in the prompt eriminabion of ghort-
condngs in the wark, in gromoting 'en iacreese in Yeceiphs axd & Sﬁ“”ﬂg’*
in cash, =~vpend;i.':.:m,~ » alu. in dhe p,.a:uad rega...auma o the c;rw tioa it
cf MOHGYo,i”;fA R RN A IR EERTAY Lo e L

8

The Developmﬁnt o-P the Clrcvla'twon o*’ Mwn ay in ths ’*Cdanf“yside"’ o
and Its Role in. Expanding: Commodify Turnover Setween. City -and Caartry i

. During the period of peconmiruction of the pational e‘,anomy,
the small pezsant economy dn.our couniry,. freed #rom the Petiers of ©
fedul:.,._.usmy.; changed into en Spdividue) peapeaant Ffarm econony under which. .
the peasanis. theuselves cultlvabe thaly own Jend sechion. With-the -
guidance and . svpport. of. the gevernmens. our agriculture, congtrainad
in the past by the feuc.a" Bjﬂu(.:ﬂ, bet,an '“ap.;d reconswa uion and (u.." L
velopmepto RN Lo .

"Phe :mc'i"viiaa ﬂﬂa.sanc ;ax‘m eucmonw :I 8 8. sn:al.’!.-aswle ommod:.uy
produc mon econonyrs .LJS coamodity profuction:ds. regzla sed by tharlaw -
of valus., Therefore, the folloying fan"bov"s playa-quite dwportant )
role in the development . of ag‘“*inu.,-.,urad. productions +the poqribili‘oy:a*:-::
of selling the. agr"oultwal produce: g% the.suitable time:and &t .
profitable prices; the possibility of the pedsants. buyingy &b .the R
same time and at- rational prices; the needed: means.of production: and -
indusi trial consumer .gods; .the ebtubl"ehnf-’n of & rehional -ratilo. be-v--““
tween prices-on.esriculiweel profuce and on’ indusirdal goods; and - .-
the free. developmem of . comnod ity tuon ’Y'.rn. b tween. bi‘by e.*ad coun'bry, e
which requires a sta ble cuerensye o S

After, stabill 7au'i.on of Lhe. c«;'rre'nw ’a‘o.e naaqa;z s g‘**duall,,r bega.n
to use money; ‘to: kesp it and o prez.e“ ‘exchanges dvvolving money.  Thias:
new tendency in the- srhere-of the ciroulaticn of money was:of: greab ime:
portance:- it promoied the pepetretionof money:into thercduntxy,
thanks to which the ciceniation. of stuaey in the couniry begen to.de-
velop: gradually, ami ec.anozn..c b es beme@n city anﬁ wum.cv strengha-
ened,. . e

Béginning with Me.*ch ...990 the amomh of monej in cif"‘ula'blOL
in the countryside steadily increased and the people‘s yuan had firmly
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entered into circulation, The share of money in circnlation in. the
countryside in the total money in circulation increased considsrably.
The following three czuses for these changes can be pointed out.
First, the value cf the yuan becawe stable; it had withstood a
reiatively long test, Many years of inflation had caused considersble
losses among the peasaunt messes, and the losses due to the low mar-
ketability of agricultural commodities and 10 poor means of communise~
ticn were especially severe, In the light of this, during the begin- .
nizg stage of stebilization of the yuan the peasants dld not immedi-
ately have failth in money. A development of state and cooperative
trade in the countryside in every poessible way was required in cpder
to convince the peasante tha’ they couid use their money to acguire
the nscessary proiuction meterials and comsumer goods at stable prices,
thet the yuan was ensured by goods. Shus; a Gecisive condition in vhe
process of development of the circulation of money was not oniy tha
stabilization of the peopie!s yuan, but also the gtrengthening of the
peasants? failth in morey. It was necessary that the peasants who xre-
ceived money would not be afraid of its deprecietion, but would recog~
rize that, having this money, they would lose nothing and would even
gain. '
That is why a relasively long interval of time after the halt-
ing of infiation was required before the circulation of money began
t0 scrve commodity turnover in the countryside normaliy, and before
the conversion frcm berter t0 normal commedity twaover was coupleted,
Second, the gep beiwean prices on industrisl and agrelculbural
products decreaseds During the period when capitalist trade prodomi-
nated, the price discrepaucy behween industrial and agriculbural pro-
ducts grew every day. The seasonal differeunce in prices was huge.
In the fall, after the harvest,; a great amoust of agricultural pro-
duce entered the market and its price fell, while prices on. industrial
goods increased, In the spring and suuner the peasanpts hardly nade '
ends meet and many of them were even compelled o buy grain, which
caused prices on agricultural products ©o rise. Tadustrial products,
on the way from the city to the countyy, pagssed through the hands of
large-, medium-, and smali-scele trader-middlemen, Such a miltitude
of steps increased trade profits and handling costs. Therefore, the
difference in pricas on gouds in the trade between port cities end in.
trade between city and country was great; the difference between whole-.
sale and retail prices was just s greab. . Price variations and losses
due to the difference in prices, in the Tinal apalysis, lay in all
their weight mainly on the shoulders of the mass of poor peasants.
During the period of reconstruction of the nationzl econowy this &
situation changed fundamenially. BSegloning with the summer of 1951,
the discrepancy between prices on industrial and agricultural products
narroved steadlly, as demongtiraied by the example of Shanghal prices,”
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~ Changé in Wholesale Prise Index in Shanghai
' T (March 1050 = lOO) o

ot . . By

Jupne ' Dezezber

Over—aiilﬁiicébindeg -;:_. , ‘ :i1j;;t:E?:,;g,1Tjﬁﬁ97ji“fff~ «i8i  .
Price index fci?agricultural~pfoducts L '*”;{tQijf f3;,1t§§
Price 1ndex for ¢ndust“ial g00as ,“:;.;;:" :%::f,H1099?::L‘15"86,.
Differnncn be weeﬁ n”i?eo (p ice.alﬂcrepanci&s) ’ffiIO ;’fifi1 r8éi

1bus du~¢ng the’ perind frvm March 1950 thy euga 1952, prices in
Shanghal atab&laded and gradually began to falil., The Giscrepancies
between priues on industrial and ag*;chthral nvoaucts in Decembe_
1952 were 1% per reent below those of Mareh 1950, . o o

The price reductlon process was, uneven, JO'&VPr, and falls 1“to,g
two stages, From March 1950 to June 1951, io&eg Qurzﬂs,+he initial .
pericd of reconstiucting the national economy, prices 0 agricultural = -

products fell, but prices on industrial-goods remalned almost stabies :

Tnprefore, the price d;eevepan»v EV”P increased som@wuatq Affer the
implementation ¢f the agrarian relim, agricalture bagan o develop
re*aulvb&y ”ap;dl the share of gr*calﬁural producm;on To8: CoOn= .
sideraoly, end the shave of state.and ‘cooperative “trade remained in- v
considerable; although the production of _ndustr*al goods incredsed
ranidly, it 414 not yet satisfy dems ﬂun
From the f21l through the end o 1952 prjces ‘on indwsnr;aW

goods fell considerablv ‘while prices- on agriﬂu*uural prcducts 086
Therefore, the price disérepansles &id nob increase, bub, oz the con-
trary, began to decrease., The stebilizesion (end even'a certain re-
ductlon) of prices on industrial gooub, with some incr rease’ in-agri-
cultural prlces, reflects the growsh: in ind s%r tal produc»ion and the
increase in labor productivity. . This procesg., reflac hes the price
pOLicy of our governument, which was meking huge purchaees of agri-
cultural nroﬁ uets for domeatic consumptioa and for exporb, a policy
of strengthening the union between workers and phaswutso Yo

.. The basgic factors ia the reduction of pvlce dﬂsc”epanc1es were -
the aevelopment of tn¢ustrial and agr*cu¢tural proauctﬂon, th? growth:
in state and cooperau.».»'e trade, and the policy of rai,ional prices.

. . If we compare prices on nrorurza of crop growing and anlmal
burbandrv in national mauﬂrl*y Teglons wlth the prices at walch thege
reglons were supplied witch Andustrial goods, this enaency of price
d;screpancies t0 decrease i3 ghown.even more. cJea“lJ. Thus, in Hsi--
ning city in Chingnai Previncey ! befor tue liberdation 100 chin .of .
sheep's wool was exchanged for 25 chih of cloth, and in Decemcer 1951




it was exchanged for 313 chih of cloth; i.es, over 12 times more cloth
was obtained for the wool. One ton of grain in Inner Mongolla was ex-
changed for one piece of cloth in 1947, and for 2.2 piecss in 1950;
i.e., during the four years the coefflcient of exchange more than
doubled, .

These changes played en importent role in improving the living
conditions of the national minorities, and in developing production
in the national regions. » s '

Third, operstions of state trade, of the supply and sales co-
operatives and of the People’s Bank in the countryside expanded.

During the three years of the recomstruction period state trale

steadily increased purchazes of sgricultural products and expanied

the supply of industrial goods to the countryside. Supply and sales
cooperatives received especially extevsive develooment.  In ‘the second .
quarter of 1952 there were 32,000 of them with 100 nillion meabers. :

The supply and eales cooperatives, uader the guidance of the
state sector of the economy and with ite aszistance, supplied thelr
members with the necessary production materials and consumer goods
at prices which were no higher, and sometimes even less, than market
prices. At the same time they purchased agricultural products at ra-
tional prices from the members of the ccoperatives, thus ensuring or-
ganized commodity turnover between city and country. -

When the rural markets were hsld the Pecple's Bank created
operations groups +to issue credid; receive rural deposits, and guide
credit cooperation, Thanks o this, a great number of scatiered in-
dividual peasant farms were able to completely avoid depending on ex-
ploitation by trading end money-lending capital or at least to reduce
this dependence, The peasants could raduce or even discontinue the
saie of their products at the low prices caused by seasonal or Cther
factors, and could sell their products at rational prices, which en-
abled them vo promptly satisfy their reguirements for industrial goods
also at rational prices. -

Thanks %o the orgenizing role of the state sector of the economy
and its control, seasomal and regional price discrepancles, and also '

the discrepancy between wholesale and retail prices, were reduced con-

siderably. _
Tn respect to trade with the peesents, the state sector of the
economy and the cocperatives followed the principle: "a gufficlency

of personnel, a sufficiency of goods, & sufficlency of money." This
principle served to gusrantee the implementation of the state price
policy. ' ' ' R ’ :

The beginning of organization of socialist trade not only en-
sured a reduction 1z price discrepancies, but directiy suprorted the
circulation of the peopleis yuan in the countryside. During three
years from the time the money penetrated into the courtryside the
circulation of momey gradually widened and the functions of money
developed.
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Because of the considerable share of agricultwral production in

cur country, seasonality causes changes in the circulation of money. °

; During three years, from 1950 to 1952, the total-value of in-
dustrial output increased by 156 percent, and the shire of modern in-
dustry in the total value of industrial and- agricultural output grev
.Jfrom T percent to approximately 28 percent.  The rdté-of growth of
" industrial output was - relatively greater than the rate of grcwth of
agricultural output. -

' The share of - 1ndustry 1n the total output of the country's ra-
tional econoty grew rapidly; agricultural production also ‘developed
at high rates, In 1952 the total value of agricultural output was
45.9 percent greater than in 1949; i.e., the average annual increase
was more than 10 percent. In the same year the share of agricultural
output in the total value of industrisl end agricueturar output fell
to appromimately 72 percent, The rate of growth -was scmewhat lower
than that of industry. The share of agricultural output in the total
volune .of output of the whole naticnal economy &lso fell, but was still
greater than 2/3. .The absolute growth figures were truly grandiose.
_ .  From year to0 year, after the harvest, receipts of huge amcunts
of agricultural products on the market were accompanied by en increase
in the amount of maey in: circulation, which had a favorable efrect on
reanimating and. stabilizing the market. . :

o Thking the average annual amount of" money 1n circulation as 100,
the seasonal vari *ona Jin money elpzar as below- (on the average for '

the’ quarter) R Cow e
PEEPULE EE 0w

v, First . Second ‘Third: = Fourth " of the
”gear.",Quarter Quarter Quarter Quarter Year

1950 76,3« 96. 83 w92 sk
151 ""5"7'6."5' 89.0 1002 220,93,
1g52 91.5 8509 | -G, 8 120.3‘ 140,8

During the fourth querter, the season of greatest trade, the
amount of .money in' circulation ie greatest, On the average the amcunt
of money in, circulation in this quarter is apnroximately 40 percent -
greater than during -the first and second quarteérs: (the seasons of’ the »
least amount of mopey- in. circulation), .and is- 20 percent greater than
the average annual amcunt of money in circulation., On the basis of
the indicator at the end: of the fourth quarter, during these three
years . the amount of money in circulation was more than hO percent
greater than the average for the year, i -

' 'The active role played by the stable currency ‘and the introduc-
tion of money into rural turnover in the reconstruction and development
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of agricultural production appeared most of all in the creation of
exceptionally favorable conditions for the expansion -of commodity
turnover between city and country. o S
 Further, the necessary conditions were created for the expan-
sion of socialist credit in the countryside. The People's Bank issued. .
large credits and, jointly with the credit cooperatives, mobilized
huge funds in the countryside. By directly assisting the peasants to
develop their production, the credit establishments struck a blow
against money lending, o o,

v

The Influence of the Socialist Transformation

of Capitelist Banking Establishuents on the Circulation of Money

‘Capitalist bonking establishments grew up and developed in old
China during the period of rule by imperialismg'feudaliSm[anﬁ'bureau-
cratic capital, Wartime inflation created a favorable soil for their
gpeculation, - . . ST

After the liberstion of all the territory, there were over 900
private banks and banking offices in the country. Part of these estab-
lishments, whose activity was of & clearly speculative nature, as a
resuls of our government‘s policy, were compelled to convext to other
activity. The banking establishments which continued to exist played
a double rols during that period of our country's natiopal economy.

On the one hand, operations by privete credit establishments,
conducted with the sole aim of extracting profits, aggravated the cha-
otic competition within the capitalist sector of the economy and were
factors hindering the realization of the gulding role of the state
gector of the economy, On the other hend, during the period when the
operations of the People's Bank were not yet sufficiently developed,
and the share of privete industry and trade was considerable, the
privete banking establishments, under the guidance of the People's
Bank, could play a certain positive role both in the metter of mo-
bilizing resources and promoting normel turnover of funds of private
entzrprises and in the development of commodity turnover between dif-
ferent regions of the countrys At the same time, since the staff of
these establishments was relatively concentrated, it was easier to
envelop their activity thsn to envelop the activity cf the industrial
and trade enterprises. This ensbled the state to carry out the so-
cialist transformation in the banking field earlier than in the other
sections of the cepltslist sector (private industry and trade.)

The basic path For the socielist transfoarmation of czplinlist
banking establishments was the path of state capitalism, completed in
two stages. In the £irst stage, with the purpose of guiding the pri-
vate banking esteblishments, measures were implamented to concentrate
their funds and their operations relating to the transfer of promissory
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bbtes, the transfer:of securitles, and reinsurance and .brokerage trans<

actions. in the People‘s Bank, This was a low stage of state capital-"
ism, It was follgwed by the.transformetion of all the activity of ~

these banking esteblishments on the principles of state capitall sm, ‘
beginning in 1950 and ending in 1952, All the private. bénks, as al-.

ready noted, were merged into a single Joint Private-State Bank, which_j_. .

conducted its activity under the guidance of the People’s ‘Bank, The-

private banks which. joined ‘the Joint Bank were paid a certain interest**kw';

on their invested capital. -

This was the first joint institute, created at an early stage
from capitalist enterprises. The practice of paying 8 fixed Interest
on capital was used .in the future during the process of transforming
capitalist; industrial and trade enterprises into joint state-private
enterprises, o

The transition to the higher stage of state capitalism by form- < -
ing joint institutes in the field of banking had a great influence on
the sphere of the circulation of money. Here it is necessary to note
three chief positive pointe,

a. Turning the People's Bank into the country's aettlement
center and introducing clearing settlements. During the period when
there were a large punber of private banks, settlements between so-
cialist and capitalist enterprises, as well as settlemepte between
individual cepitallst enterprises; were handled mainly through the '
rrivate banking establishments or by means of these banking establish-
ments through the Pecple's Bank.

After the transformstion of all private banking | on the princi-

Ples of state capitalism, settlements between socialist and capitalist = °

enterprises and between capitalist enterprises began t0 be conducted.
through the Pecple's Bank (partially through the Joint. ‘Bank which was
under the control -of the Peoplets Bank), as well as all pettlements ‘
between socialist enterprisesa This promoted, in every possible way,
the development of clearing settlements, the simplification of the ‘
mechanics of settlements, and a saving of cesh. .
. b. Strengthening of tleplanned charscter of credit. 'The ac-

tivity of the private banks could not be plenned, Their credit opera~

tions were prompted by a pursuit after profits, and their activity'was;]"u

guided only by the consideration .of. gain, without consideration of .
whether it was guitable for. the state and for the peopae, For this

reason the operations of theee enterprises were of a clearly chaotic _i e

and speculative natures ... ... .« . L
. After the creation of the Jb*nt Bank, the activity of the pri-
vate banks begen to be conducted under state - guidance, As ‘a result

the planned basls was eonsiderably strengthened end credit, to & great o

extent, lost its chaotic and speculative nature.
cs Reduction of the chaotic money. turnover between port citiee
and strengthening of control over cash. as an importent factor in the

planning: of .the turnover of money., . .After the . transformation of all the i;
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activity of the privats banking establishments, tha local divisions

of the People’s Bank began to guide the local joint banks. This pro-

moted a considereble reduction in the chactlc circulatich of money

between port cities, = o S e :

Drafts and settlements between port cities began to be handled '

entirely through the People’s Bank or through the Joint Bank con-

trolled by the People'!s Bank, This told favorably on the regulation

of cash by the People’s Bank and on the planned regulation of the cir-

culation of money. ; _ o :
 Not only did the socialist transformation of all gebivity of

the private banks favor the development of a socialist credi’ system

and a2 strengthening of organ’zebica and planning in the sphere of the

circulation of mouney; it also played an active rol= in realizing the

socialist transformation in capitalist industry and trads, ; .

Vi

 The Further Strengshening of an Independent,
o Unified and 'S‘table“Monetgry gysoem . .

During the period of reconstructizg the netlonal economy, when
our country'!s econoiy was on the upsurge, there was aiso an improve-
ment in the belance of peyments, During these three years the sltua--
tion which hai existed in old Chinz for over 70 years, end in which
the trade balznce had a deficly =very year and receipis of foreign
currency ¢id not cover import requiremente, wes ended. DMoreover,
the development of exports in every possible way, the increase in
receipts of a non-trads ‘mature, and the credit obtained from the
Soviet Union made it possible to balance the balance of payments and
aven accumulate a reserve of forelgn cuxrency and & congiderable re-
serve of gold, All thls promoted the strengthening of an’' independent
currency system in our country. ‘ - o '

Since the value of the peoplets yuan was stabilized but the .
currency of the capitalist countries depreciated, it was necessary to
raise the rate of exchangs for the yuan in respect to the foreign cur-
rencies correspondingly %o protect our currency from the effect of T
the devaluation of the capitalist couniries! currencies. Thus, from o
April to December 1952 ike rate of exchange of yuan for dollars was
raised 36 percent, and for Englilsh poundg, 30 perceats =

VWith the purpose of strengthening our country's currency system
and counteracting the undermining activity of American imperialism and
the Chiang Kai-shek elements, the State Administrative Council, on
6 March 1951, published the decrae "On the Prohibition of the Export
and Import of the National Currency acroes the State Border." - The
decree provided that perscns caught exporting or importing the ne-
ticpal curréncy across the border, as well as those guilty of sabo-
tage, and persons carrying counterfeit notes of their own manufacture,
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were to be handed over to the investigetion end legal organs with the
meterial evidence for punishment atcording to law," Forbidding he -

transport of- the national curréncy across “the’ border witneased +0 thef.f‘*

1mp1ementation of an’ independenu currency policy5 ‘ahd” “&lgo struck a’
powerful blow against the reactionary sabotaging’ elements Yho' weve
attnmpting to harm our circulation of money by using'counterfeit

notess SR
- On’ 39 April 4951 the State Aam*n4strau1Ve Cduncii PublLis hed the' e
order "On"the Funifhment for Violating the Staté Ciiculation of Memeys"
The order: provided ‘that, for coumnterfelting noies with eowerrevol -

tionary purposes, the chief perpet~ators and traﬂdgressovs with mal*ce~*:

be sentenced to death or to life imprisonment, - anegr 990?3 wii hovt
malice are subjecs to 1ife imprxsonmon* or imp~*sonmert or T to 15
years. R

The'* goverpment, dopending on. justice and 1aw, s’ 4
the Chiiang Kaivshek Cl¢qho and 1ts toadies Who' forged people 8 moncy
for counterrevoluriona:y purposes, - AL the same time,'the government,
with the aid of various lower: organizations, mobilized” ‘the fagges in’
the struggle againct the obstruccion of the ci:culauion of money with
counterteit hotes.”

. Thanks to the warm support on the part of al tae peon*e. the
success of this stragg £ Wes ensured, strengahening our councry*s
mon2tary’ system even moreo' It 1s necespary,’ hovever, o remember that
the strcggle was ‘nos yeh entire;y corpleted and there:ore it would
have been- ;nezcusable to'lessen ”'tcnfulnesso R “f' ";_

J

vm

‘PaculZarities’ of the Circrlation of Money
. During the Period of R°00n8truct1ng whb National Vconomy

" During the 1nitial period of 'reconstructing ¥he nationsl economv*;?j

the circulation-6f méney in our counu ¥y as we saw, changed radically -
as expressed in the transition from infletxon t0 a stable clrculation

of money. #As the ‘result of the messures’ imnlemented to rezlize con-‘?f““7

trol over cash and %o devaloo clearing se tlements, money settlements
wers o£ two types. cash setiletie nc*'aid c'oaring settlemenus R

The " main channele thxcucn whith cuzh was isvbed were: “stete
expenditures. ‘For the purchase of azricitiwal produ 3, wpe payment,
and purchase of produc*s from private enme"pxlses. ‘The main channels”
through which casa wag wi*hdrawn ware s rccelpté from thé retail trade
of socialist en%e“peleos Ead whalesa1° Bale" o private euterpriseso
During the pericd of ieconsu:uc%iJQ 412 national economy the growth ‘
of the amount of money in cliculation exceedad the growth o* commodity T
‘turnover., i

Because of the exceptional importance of these changes, 1t 1s
necessary to describe them ip move detail so as to belter understand
their causes and results,
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1, From inflation to a stable currency. From the time 'of the
formation of the People's Republic of China to the end of 1952, 1.e.,
during three years and three months, the situation in the sphere of -
the circulation of money was characterized by the following features.

In the initial stege (October 1949-March 1950), the currency was un=
stable; prices in Shanghail rose more than eight times, In March 1950
inflation was checked and the stabilization process began.  Taking

the wholesale price index in March 1950 as 100, at the end of 1950 it

was 85,4, At the end of 1951 it was 96.6, and at the end of 1952,
90.6. Thus, at the end of 1952 prices were 9.4t percent lower ‘than in-
March 1950, The purchasing power of the currency was belng fixed end
even increased somewhais ,

Beginning with March 1950 mon:ty was no longer iesued to cover
the budget d=ficit, but was used as People's Bank resources for grand-
ing credits. Bank credits were direcied mainly toward satlefying the
needs of commodity turnover. Such credits, insured by commodities
and materials, promoted a circulation of money in agreement with the
requirements of commodity turnover, bt

During the process of converting from inllation to stabiliza~
tion two inmportant changss occurred. - . o :

a. There was a tendency toward normalization of the velocity
of circuletion of money.: It is known that with a fixed total of prices
on gouds, the amount .of money needsd for circulation is in reserve
proportion to the velocity of clrcuiation of money. The faster the
money turns over, the lesz of it iz required, end vice versa,

During a period of unstable prices the velocity cof circulatioa
of money is relatively high., With a conversion from inflation. to
stabilization, the velocity of circulatlon of monsy decreasas and -
gradually approaches norael.

According to the data from an investigation of the gpecial re-
gion of An-ch'ing, Anhwei Froviace, in March 1950 when price increases
had not yet been completely stopped, the total voiume of market com-
modity turnover was over 3.5 million yuan, of which 1.35 million yuan
were accounted for by cash transactions. The amount of money in cir-
culation was 95,000 yuan, and thus the money turned over 14,2 times.

In April 1950, when prices began 10 decrease; the volume of market
commodity turnover exceeded 2,340,000 yaen, including 966,000 yuan for
cash transactions, . The emount of mensy in circulation was 128,000 yuen;
it turned over 7.5 times. SR e

These figures show that during the short period of two months
the velocity of circulstion of money was cut almost in half,

Data on the chenge in the volume of deposits end check turnover
Por the People'!s Bank end the private banks of Shanghal are shown be~
low (in percent): : fo T




January Ap'cil

o e et e (ROBOCTEET 1950

Total. volume of depoaits in banks and banking -gvf“§1~:‘??V?“?’fuﬂwwuf;;;

offices e gl T f';,w: ) _ L 100 ‘25850 7 -
Number of checks in circu_ation oo 100,0 30.6
Potal volume of check ci;oqlation .25 100,0 60,0
Average size of check .r” x;,‘ e e U 10060 168,0
Volume of chack turnover 20 relztion to the

volume of bank deposits {volume of deposits =

100) o 63560 213,0

The tendency foi* prices to stabiliue and the related huge
changes in the field of the circulation of money caused a considerable
expansion in credit operasions by the People's: Bank and private bank-
ing offices. Bank deposits  in-April 1950 were 158 percent greater
than in January, end the share of People's Bank deposits in‘'the fotel
volume of deposits: inereased from 60 percent to 80 percent, The rum-
ber of checks in circuletion, ‘reflect Mng se’tilements for commodity
turnover, fe lB,b" 70 .pevicent -~ £¥om 3,200,000 in January Fo 900;000
in April 1950, The volume of ch::x sectlements decreasad byfapnroxl- .
mately 30 percent, and Xhe- average size of a check incriesged by 68
percent, This indicates.a reduction in thz speculative patiire: of
trade, and ics;nerma" ‘Gevelopment. Thls tendency appears esbecially -

cleariy when compgring Yhe volume of commodity turnove“ in chenxs and ;:;

the total volume of bank dcposits._fj ,

In, January 1950 she -total volame of check circulat:wh vas 6
times the volume of bank deposits, and: in April 1950 aomewha over
2 'himes.,‘ ety

The reduction in the velocitJ of +urnovar of money is one of
the causes for a considexsble ‘increzse in the amount :nf money in cir-
culetion and the higher ratee of growth in. .comparisor. with the: rates”
of growth of commodity turnover, “Th%s was especially acute ‘since the

period of stebilization ozc wered- whbn unﬁlation had “juet beed cheﬂked.'ﬁi'

, - Due 10 the fact that the ﬁroyo.i of stabillzing the' eur-
rency began 'in March 1950, immediateiy ‘aftsr an acuve and lengthy in-
flation, along with the stabilization ¢f the currency there wus a con-
gildersble increase in the emount of money in circulation end the rate
of growth of the circuiztion of money oxceeded the rate of growth of
commodity turnover,

The expansion in the circulation of money was mainly caused by -

the growth in production and commodity turnover and by -the increaae in_A”

the populationis cash.incomo. During the period o’ recoastrucuing the
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pational economy the total value of industrial and agricultural output
increased by 73.t percent, and the total volume of goocds sold on the
market increased by 7O percent, Taking the volume of sales of certain
important consumer goods in 1950 as 100, in 1952 the volume was:¥

" Grain 271,28
Yarn 17143
Cotton cloth 245,76
Coal 141,86
Kerosene | 262.67
*Salx : 152,80 -
Cigarettes 4okl |

The amount of money in circulation in 1952 was approximately
3 times the average amount of money in circulation during 1951; i.e.,
it increased more then the sale of such very important consumer goods
as grain and clothe ' S

From March 1950 to December 1952 there was an uninterrupted
growth in the circulation of money. The only exception was the first
helf of 1952, when, in copnection with the "three anti's” end "five
anti's" campaign, market turnover fell and, during a short period of .
time, there was a reductlon in the circulation of money., Although the
amount of money in circulation during the first and second quarters
wae much less than during the second half of the same year, it exceeded
the seasonal high of the fourth quarter of the preceding year. During
the first halves of 1950 and 1951, i.e., during the quiet market seasom,
the amount of money in circulation was less then during the peak season
(the second half year) of the preceding year, However, commodity turn-
over was correspondingly less at the same time, S

Taking the amount of money in circulation during the peak market
geason during the preceding year as 100, the changes taking place during

1950-1952 can be represented as follcws: : _

* Yao I-ling, The Development of the Country's Trade During 3 Years,
"oreat Achievements of the PRC During 3 Years," People's Publishing

House, 1953, pp 98-99.
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Fourth . First , . Second
"aﬂQnérter R Quarter R Quarter

a ;gg_g 1
s 185 o

Lo 13307
5 ;-.‘-""-l q2
.o 99°h
The figares shcw tnat during th: *irSt and sécand quarters of -
1650 and. 1951, in’ comparison with the fow:rth quarter of the- preceding -
year (the. peak merket. season), the anmount of‘money‘in circulation, -
despite the relative reduction in the volvme of: ‘commod 1ty ‘turaover,’
did:not-decrease and even increased. .. Only- during the. first: -quarter.
of lOSO\did ‘an increase in p"ices cause a gaowth in “the. circu‘ation
of money. Gl e g
. The. amount of moneJ in circulation during *h\ Firat- half of
1952, althcugh less: than in ths fourth quarter of 19513 decreased less.
than commodity turnover decreased during the seme. time.. Considering .
such factors as & certain stagaation in {the market during the period .-
of the "three aniife” and "five anii’s" campeign end-the related un-
usual flow of -money out -of clreviatlon, one can conclude thet the - ' 7.
amount of mofey.im c;rculat*on during the first haliof: 1959 -did nobt o
decrease: in:comperison with the fourih quarter of 1951 since it ¢ors . %
responded. -with the requireméots of commodlity circulationo During that et
period, ‘as we .saw, prices were.stable on the wholes: B e
What then is the cause for the fact that.during tae- slaca nar - Dfﬂz
ket season the amount :0f money in circulation did not fall below the
high seasonal . point: of “the :preceding- period and even»increased? ‘Why -
didn’t. the development of the icirculation of money: correspond with ,
the growth of commodity turnover.and. why, under these clrcumsuances, SR
“was there no violation of price ‘stability? AR
~This wgs 'due to the expension in.the. sphere of the circulation
of money.on the base: of the developrient of production and commodity
turnover, to the above-normal increass:in:the: vclocitJ of: the circula-~
tion of money,:and to.the developmer “of.the . clrculation of ‘money in
the countryside and the replacement o; barue* with commod*ty turnover Do n
using money, i oLl el
With the conversion\from inflation<to stabilizstiqn, as. ‘the re-fijfw
sult of the reduction in:the: weloclty:6f “burnover: of money; there wag -~
a shortage: of -money, éand in sowe reglons there was no money at alls
Under these.concitions, the amount -of money issued duto circéulsiiom - ...
during the peak merket season did not decrease upoa thearrival of af RO
{the slack season and ,hn rednction of. commod*ty turncver, money uiﬂ

) Tl e i T R K
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not flow out of circuletion into the bank and it was even necessary
to0 make supplementery ilssuances. Upon the arrival of the peak nariet
season the issuance ned %o be continued,. That is why the amount of
money in circulation increased continuously during the whole pericd
of reconstructing the national economy. Lo

However, this was only e temporary phenomenon. In 1952 a sud-
den change was noted; in the spring the amownt of money, in circulation
began to decrease; in the summer the reduction continued and the amount
of money, in comparison with the fourth quarter of 1951, fell by ap-
proximately 7 percent, It 1s true that this reduction, ep already
noted, had special causes related to the "three antlls’ and “five
entlis" campaign, But th2 tendmncy in the sphere of the circulation
of money was cerlainly revealed. During this period no sigaificant
flow of money out of circulation vpon the arrival of the slack sez80D
was yet noted. But in comperison with 1950 and 1951, when the smount
of money in circulation lacreased regardless of %he seuason (on a smaller
scale during the slack sesson, end on & gizater scale during the busy
season), the situation began to change. This was Cue to the fact that
money began to enter rural turnover in increasing emounts; “the shoriage
of money was overcome oz the whole in most of tne regions and the sea-
sonal changes in the amoust of money began to reflect the seasmal
changes in commodity turnover. o , I

The considereble increase in the amount of money in circulation
during the vericl of recomstruciing the national econoxy was not ab
varisnce with the préservetion o? market stebilivy; oa the contraxy,
for maintaining this stability it was necessary to hevs the correspond-
ing increase in the smount of money in circulation. If this hed not
been the case price variations might have occurred with e related Gis-
ruption of market stabllity. ' ' ' L -

2, The steady development of the crganized circulation of money.
The establishment of conbrol over the movement of cash and over the
impilementation of clearing settlements was a new era in the development
of the circulation of momey in our coumtrye = . . i

' During the period of reconstruciing the national eccnomy cleer-
ing settlements develoned extensively on the base of thefrapid expan~
sion of the state soclelist sector of tha economy, of which the guid-
ing role in the netional economy strangthened every day, .

The state econmomy is the property of ell thz people and, con-
sequently, here the interests of stéte anl people colacide, At the
same time, each individual enterprise lmplements economic accounta- -
bility, and many types of complicated aund close economic relations
are established emong thousands and tens of thousands of enterpeises.
211 the commodity turmover, payments for services, and other peyments
between enterprises can be realized through the single state bauk by
means of clearing tramsfers. o I

The organization of divisions of the single People's Bank .
throughout the country created the prerequisites for converting it into

LI 1
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the country's settlement center, Settlements arisipg during-the proc-j
ess of economic relations between state entérprises and =stablishments; :
and supply and seles cooperaiives are implemented tlmwough the’ P»ople?s'"
Bank under the procedure of clearing settlements, This ensures a S
great saving in the use of cash and lsbor and createa.a: solid base for
the plahned regulation of the circulation of money, All this emabled
the government to regulate the huge amounts of receipts and paymenis,
amounting to tens and hundreds of millions of yuan, relatively casily,

In consequence of the fect thet money turnover between soclal=
1st enoerprisea and orgenizatiozs ur the most part bngan +0 be han-'”_,
dled by transfers through accounts jin the Peoplefs Zenk, and cesh re-
ceirts and peymente were limtsel mninly to economic relabions betwesn |
the state and the »oOT :.au“onC the chsmpels for the inf?ux and cutflcw
of money chenged fundamentalqyo

3. ' Chznges in the channals o2 the circulataon o7 money. The
basic channels for the ex>end“ov:e of cash by the state Suring thz .
period of récomsiructing the natlomel economy were: purcheses of aZ-
ricultural products, pavmenu c? vages, and paymen® of private enter-
prises for orders for the processing of raw materials snd for the
purchase of their products. The basic chsnrels for the réverse f£low
of cash were:  recclpis from retalil seles by state and cooperative
trade and from wholesale seles to private enternrises. vax payments,
receinis from the esale of state 109@ bomas, and receints from d*-
posits and sz ;nénq.,:w

In No*qh°as* Chiza +he chﬂnﬂe in peymente and *ecﬂigds of cash .
during the ycars of +the. recovstruc icn p= zriod, compared with uh» de~" ’
velopuent of reta*l trade, abpears a8 fo iows. (;n percent) S .

G we amowe
Retail trade =~ 100,0 175.5  263.0 | 1

Receipts of cash 1 100,0 '216.0 243, 6?' N
Poymente vith cish  100.0 o é25’o 2&9,

Thus, along with e growih iat wHE vo*una of retall trade e, re~ =
flecting an increase i the population ‘s varchesing power, there‘is
a growth of recéipis and ppymenus 1n ra-h qn~ the ¢aﬁes o: growth
almcet coincide, - ; o

Below are data o: tb; share of the: *ndividual itcms in the tOual
amount of receipts and pavmants witn cash in 1952 Faa sevﬁra egioms

in percent): Lo : : R

Totai reCeiptsﬁdf:CABh e . a'.1=loo:6 -
43,6

-

Retail trade (state and cooperative)
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Wholesale sales to private,entérprises o | g vt‘  18,ﬁ‘

Taxes (inéluding the agfiéulturai tax) | o | :ff - 5.0
Repayment of benk credits . _:_- o | o ‘;‘"‘ 1.0
otmer . S 260
motal cash Payménfs. .‘FE o R ‘. _:‘.‘,f 160,0

Purchases of agricﬁituralrprodudts (including'grain;
industrial crops, end products of local end sub-

gidiary industry) N 35.
Wages - | _‘ - o 33.6
Purchases Of»induétriai products from private eﬂterprides '~,,2°2
Administfafive expenditureé o |  323‘ 5.5
Issue of bank credite (meinly %o agriculture) ‘ S 17.8

The shares of the sbove indiceted individual types of receipts
and axpendiftures srez, to a certalr degree, typical for all regions.
But in those reglons where the share of soclalist trade ig relatively
high, industry is relatively weil developed, and there are also rather
large purchases of agricultural products (for example, Sung-chiang
Province), the shares of the individual items in the total volume of
cash receipts and paymants differ somswhat, The following data il-
lustrate this (in percent):

Receipts of Cash ' Cagh Peyments
State and cocperative trade 60,2 Weges _— - Bh.3
Industry 16,1 Purchases from state and
_ S - coonerative trade 38.0
Cultural and educational . PR 3 o
measures, public health, - . Expsnditures for cultural
minicipal econowy 8,2 &ad eiuccational measures,
S S ~+ ‘pablic health, znd
Financial receipts (taxes - munlcipal economy ' a7
and state loans) 8.2 . ‘
Financial expenditures 13.0
Bank receipts (deposits) 743 '
Total 100,0  Total = 100,0
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State and cooperative trade is the basic channel for. removing.:
cash from circulation; it accounts for over 60 percent of: all receip*'s

of cash,: Al‘bhough in ‘some regions the ghare of wholesale sales %o .o oo

private enterprises Is greater, in Sung-chiang Provincegi where i}here

is a conesiderable number of socialist enterprises ’ reta.il t,raade ac-

counts: for-& very high shere of cash receipts. y

If we examine cash peyments Cn a country-wide ,cale purcheses
of agricultural’ producta stand in first place, as: & result thcr° ie 8
great sessopal’ change in them.

In Sung-chiang Province (with a large share of. industry) the

Pirst place in césh payments 1s held by expenditm es. for -wages, which

are distributed 'bhrougho g the yeer relatively: equal'.':.; As *nduetrial-nf'

izeticn develdps “thée ‘tobal wege Sund graduslly inc easeag
In the field of regulating and organizing uhe c:.rculation of
meney it i of gréat importance to relate ‘the amou:ots ,pai.d in the form.

of wages with'vetall trale, and purchases of agri cultural producte w*bh; -

agricul‘bural productd.on end supplies of consumer gooda to the ccmn‘ary-
gide, RS
As “the ~reault of the development of the organized c,i.r,culation
of money, money bege.n gradually to circulate wi c}‘in cer tain channels.
It enters-cireule’ion mainly through the channels of parchases of ag= -

riculturd) productd and wage paymen 85 and flows in*o j;he bank ’ohrough BN

sociniist trade channels,

The Peoplels Bankts cash plan reflects the st ucture of workers'

and pessents’ cash income and the structure of the..r expendituree for

the purchase of" 1nduetrial materiels and consumer goods° The cash plan .

and its exécution: can serve as an instrument. of control for 8 ate or- Lo

gans in the field of financial ‘end eccnomlc work, oo
During the* period of recoustructing the national economy the
atate socialist sector of the economy was developed grea'bly. At the -

same time,. “under the" guidance ‘and with the asgistance of the stgte - ,95.7'

sector, national capitalist industry and trade, in the past suppressed - ;

by imperialist, feudal end bureaucratic capital, also developed. - -.

However, theé ‘esgence of capitalism is & p\msuit after profits -
and cheotic competition, while the essence of a soclalist .economy is
concern over ‘the good of 'bh° 'oeopl e, " and the ‘Planned development ‘of
productive Fforcess  That is- why ‘the, st'nuggle Dbetween the soclalist-
economy ‘&nd the' capitelist economy ‘Tetresented the chizsf contradic-.
tion in economic life during the whole ne..lod of recons tructing the.
national ecoao:y, Ouir government s pol:lcy, directed toward the uee, S
limitabion: and transforimétion of capit valist, :l.ndustry and trade, was -
the path toward ‘the solutidn ‘of - this. con vrediction. e :

Durihg the perZod of 1950-1952 ‘ois’ country's national economy
developed rapidly. The following date illustrated this. . = .

~In' the field of industrial production. Taking the volume of

industrial cutput duriag the record year before. the. liberation (1936) .
as 100, in 19527pig iron cutput was 98.5, eteei output was 145, coal - .k
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output was 102, electric power output was 121, petroleum output was
136, cement output was 124, cotton yarn output was 14k, covton cloth
output was 204, flour output was 123, and paper output was 226, It
is apparent from these figures that, with the exception of pilg iron, .
cutput of all other types of industrial products was greater then the
highest previous level. v : IS ) ’

In the field of agricultural production. In 1952, taking the
record year before the liberation as 100, production of grain was 109
and of cotton, 155, C S :

In the field of domestic trade. The volume of sales on the mar-
ket in 1952 was 7O percent gerater then im 1950, Taking siate trade
turnover in 1950 as 100, in 1952 the total volume of purchases vas
459, and of sales, 429, , ‘ - v

Tn the field of finences, Duxing three yesrs (1950-1952), pot
only was the state budget balanced, but some excess Cf revenues Ovar
expenditures was achieved. In the 1952 budget revenues were 41,66
percent greater than ia 1951, and expendloures were 55 .52 percent
greater, Over 50 percent of total budget expenditures were for eco-
nomic construction, culbure and education.

The value of industrial output in the agsregete velue of in-
dustrial and agricultural ousput increased from 17 percepnt in 1949 to
approximately 27.3 percent in 31952. During the ssme period the value
of producer gocds in the total value of industriel output increased
from 32,5 p=rceni to 40 percent, : ’ o

The share of output by st=te industry in the aggregate value
of industrial output was only 25.3 percent in 1949, end in 1952 it
had increased to 4l percent (in addition, output of joiunt enterprices
amounted to 5 percent; and that of cooperatives amounted to 3 percent), -

The share of the stete sector in wholesale trade was 64 vercent,
and in retail trade of large civies, 32 percent. In forelgn trade,

90 percent of total turnover was accounted for by state orgenizations,
(These figures on the development of the netional economy have been
taken from the collection, "Economic Successes of New Chine During

3 Years," pp 105-108, 198.)

The People’s Bank of China opened divisions throughout the
country and became a large, single state bavnk of the scclalist type,
turning ‘gradually into the country’s cash anl settlements center and
into a center for issuing short-term crelits,

In 1952 ths period of reconstructing our naticnel ecopomy ended.
The task which Cheirman Mao Tse-tung set forth in June 1950, to achieve
a fundamental breakthrough in the cowniry’s financial and economlc
situation in three years or a somewhat longer time, was completed
ghead of time. - S . -

The semicolonial, semifeudal economy of old Ckina had been left
in the past. During the transition period from cepitalism t0 socialism
the foundation was laid for the creation of an independent, new-
democratic system of economy.
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. The reconstruction of the national economy predared the con-
ditions for the implementation of the First Five-Year Plan for %he
development of the economy, end for the trensition to planned so-
cialist construction and, socialist transformation, - -

“A11 this ‘alsé ciused changes in the nature of the circu14+ion
of money. Inflation was halted, money began to be issued in agree-
ment with the requirements of commodity turnover, the sphere of the
circulation of mouey was expanded, and the velocity of ‘circulation
of money was normalizdda, The funchions of money which had ‘been dis-
rupted by inflation began to develop in every possible way, and our

currency's dependence on the cuvrency of the US, England and the -
other capitalist govnramaﬂte wes coanclusively elimuneted. Tha‘“
peopic’s vuzn acgiired eitcephicael etebility. : E

An iﬂdepegdent, uuxfied and sgteble monelary syetem‘was ohented

in the People’s Republic of China and was strengthening. ' On the base
of the development of the stete and. coope*&tive sectorg of the econ~ '

omy, the conditions foo’ tae plannirvg of ta cir"ulauion o: monev wa"c
developing rapidly, o RIRT
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. Trie Girculation. o2 Money During the Mnitial'Pepdoa 700
of the First Five-Year Planffbri%heLﬁ§vélopméntjof"thé”Ngtibnai“Ecpﬁomy”“
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L. i - The Develbpment ofifﬁé~NatipnalﬁEcbﬁBgijﬂ“)j”ﬂji“ffitf'if
. i.During the.iInitlel Period’ of the Firet Five-Year Plam ~* . "'

153 ‘was ‘the firet year of the First Five-Year Pisn térthe
development of ‘the netional.-economy-of the People's Republic of Chinas
Our government, having successfully completed reconstructing the ne- e
tional economy, wasientering the period of *planned’ egonomic construc-. .
tion. . The great chapges ip the national economy naturally could not'
but have a decisive effect on the c¢irculation-of moneys " " .

. During.the-periséd of the First Five-Year Plan‘the policy was .°
to "conceptrate the main efforts on the development of heavy-inmdustry,
and on the establishment of bases for industrislizing the country and
for modern defense; to appropriately develop transportation, light
industry, agriculture and trade; to train the appropriate numbers of
construction workers; to gradually convert asgriculture and cottage
industry to a cooperative basis; to continue the work of transforming
cepitalist indusiry and trade; to susure a steady growth in the share
of the socialist sector in the national econcmy; to use individual
egriculture, cottage industry and capitalist industry and trade cor-
rectly at the same time; and to ensure a gradual increase in the ma-
terial and cultural standerd of living of the people on the basis of
the development of producticn.” (Chou En-lai, Report on the work of
the government at the First Session of the First Convocation of the
All-China Congress of People's Representatives, Gospolitizdat, 195k,

plt)

Following the policy of concentrating the chief efforts on
heavy industry and creating bases for the industrialization of the
country and the strengthening of state defense, the People'!s govern-
ment invested huge amounts in capital comstruction, meinly the con-
struction of heavy industry projects.

Budget eppropriations for economic construction during two
years (1953-1954) emounted to 20 billion yuen, exceeding by more than
56 percent the amount of capitel investments during the three years
of the reconstruction period, which had amounted to 12.8 billicn yuan.
The volume of capital investments utilized in industry in 1953 was 96
percent greater than in 1952, Thus, the rate of growth of state in-
vestments in capital construction was very high.

The apnual increase in the total value of industrial ocutput
during the reconstruction periocd amounted to an average 36.9 percent.
With the conversion to planned economic construction, the rate of




development of industry fell somewhat, but continued at a compara-.
tively high level.  The ‘total value of industrial output in 1953 wes
33 percent greater than in 1952. - - et
The natural disasters occurring in our country in 1953 and the

serious flooding in the Yang-tse end Bwang-ho river basins in 1954 .
served as a ‘serious caiise £or the nonfulfillment of the agricultural
production plans. .Nevertheless, the grain harvest increadsed every . .
During the first'two years of extensive economic comstruction,
agricultural productioi as a whole increased but its rate of growth .
fell somewhat in comparison with the reconstructicn periods In 1953
and 1954 the anmmal increase in ohe grain harvest amounted to about
2 percent in comperison with 1952, and cotton output fell by several
millions of tan. - The natural disasters were objective causes affect-
ing plan fulfilluent. DBut, at the same time, anotier negative facuor.
was fully revealed -- the develovpment of productive forces in agri-
culture was being held beck seriously by vhe presence of the individual .
farms. - .. . S SR

~In this connection the task of gradually transforming agricul-
ture, lagging in comparison with industry, by means ‘of thé extensive
development of @ campaign in the countryside to increase production
on the base of mitual assistance in labor and cooperation, appeared
to i%s fullest extent, : Cote e

In the wizter of 1953 and the epring of 1954 a campaign de-

veloped throughout the country to implement the party?s general line
during the transition period; cenlralized purchases and sale of grein
were being realized, and the movement for muitual assistance and coop-
eration in agriculture was developing widely. Thanks to these meag-
ures the peasants?' socialist consciousnesz lmproved, and the movement
for the socialist transformation of agriculture developed rapidly. By
the end of 1954 over 60 percent of all peasant farms in the country
were consolidated in mutual assistance brigades &nd coopératives; by
that time there were over hO0,000 agricultural producers cooperatives.
There were over 160 million members of supply and sales cooperatives.
There were over 100,000 credit cooperatives; more than 80 percent of
the countryside already had credit cooperatives, The tendency toward
chaotic.capitalist development in the rural economy was limited sharply,
and & strong blow was delivered againet exploitation by money lenders
and speculative trede, ' L s .

» The huge state investments in heavy industry required colossal
sums and a long essimilation period. Meapwhile, state revenues were
increasing relatively slowly. . At the same time, since the production
of producer goods was increasing faster, the greater part of indus-
trial output could not go directly toward supplying the population
with consumer goods. The number of workers increased, wages increased,
the total wage fund increased steadily, and state purchases of agricul-
tural products and preducts of subsidiary industry expanded. All this
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led to the fact that the population's purchasing power gr%w faster , '
than the production ;of;consumer goodss " “ -
Based on the development of agricultural and induﬁﬁrtal oqt-»u

put, commodity turnover: expended every day.. ‘The total volume O Ye« -

tail sales ‘in. 1953 amounted: to 3245 pillion yuen,. 20 percent'higher h”ﬁgi?fffi

than the 1952 lével,.and in- 195% the- level was 10 percent:greater-’
than in 1953._ State and»cooperative ‘trade accounted for over 50 per-. =
cent of the total volume of retail sales at the end of 195k and for - -

over 80 percent of. wholesale sales. “This’ grcwth became  especially - -
noticeable™in’ the winter of. 1953 when' the state began to__mnlement
plamned purchases’ of grain, oll products, cotton cloth and. chtbon; © -

also supplying the pcpulation with these-goods in e planned’. uLnnerol;_”f"f;f
In this covnection, Join% . state-privete enterprises began poigrowy -
state orders to private enberprises for the’ pvoress ing .of rdu B e

terials and semimanufactures end ‘the menufacture. of. fi ished produits ©
began to increase, and azreements for the cenuralized pu;chase and -
sale of their products began to be. coazinled. -

The value of industrial goods purchased by the state .from prid SR
vate industry through the system of ¢rders for “he processing:of raw'’ S

material and fdr;finisnad products, .and a*so of centralized: purchasea S

and guarante2d sale, comprised, in: eight of the country's. largest -
cities, over 80 percen* of +khe velue of cutput by private inuustry.
The large privaue wholesale stores, concernzd with the gsale of '
grain, fat and couton cloth, were converted into intermediary ox: com-'f
mission stores tradl ng acqording to ipstructions from the state .or
cooperative tf~de organs. Thus , ‘the guiding role of Suate and: coop—
erative trade wab considerably.strengthenad, SRRREE R

With +he develqnment of prodvuc b*on, the’ expansion of commodity ;f

turnover, and ‘the incresse.dn the shere of the soclelist sector, the
volume and agsortment of - products distributed by the state dna”’ -

planned way increased.¢ The vincrease in ‘the ghare of state and: coop- -f""

erative trade, “the ;apid conversion of pr*vate industry and trade’
along the line of scate cayital*sm, {he plahned purchase anl sale of
certain basic cdnsumer. goods; all.this fundamentally changed the situ-
ation in state trade and Zncreased its role a8 socialist trade.  Opr<

ganized, planped comuodity. turnover’ in" fha most 1mportaﬂb production e

materials and ¢onsumer goods:increased aotdyly,

Commodiﬁyfturnov;r JDbetweea icdty aad édant "y QOﬂ(ucted through
state and cooperative %rate chaanels hzld a oredominza’ places 1 Pri-
vate capitalict trade relgtions betWe 0 port cities . werg, considerably -
curtailed, Afte* the conversion’of. many: prlvate stores into: inter- -
mediary and commission atores, . thelr- commodioy *urnover, ‘to a great

degree, began to be cout rolxed and regulabed by ths state p¢anning‘f~”"75?i

organs.

The exnansion ef the organized market creaued excentionally :
favorable conditions for the developmenn of plunned, crganized eine
culation of money

PO
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The situation in state finances in 1953 was favorable: not
only had the budget been balanced, but there was even some excess oOf .
revenues over expenditures, meking it possible to ipcregse,credit'ref ,
sources to a certain degree, N

Market prices were stabilized. During 1953 there wes & 0.6
percent incremse in prices. Prices on certain goods (grain and cer-
tein secondary food products) increased by 9 percent, but prices on
yarn, cloth, various menufactured goods, end products of local and.
cottage industry, fell, -The increase in prices on sgricultural pro- =
ducts and the reduction in prices on industrial products ceused price
discrepancies to be reduced; this promoted the development of produc-
tion, the strengthening of the union between workers.aend peasants,
and the normalizetion of the circuletion of moneys . =

During the period under comsideration, along with a steady ex-
pension of socialist construction concentrating. cn heavy industry, the
contradiction between the socialist and caritalist.economies and be-
tween the socialist, cooperative sector of the economy and the small
peasant individual farms became continually more evidente =

The economic law of conformity between production.relations
and the nature of productive forces required the rapid. implementation
of socialist tranmsformation in egriculture, cottage industry and capl-
talist industry and trade. The changes in production.relations were

£0 definitively influence the circulation of money, which, in its turn, o

was supposed to actively promote the socialist transformetion in the
country. o - _ o '

II

 The: Influence of the Plammed Purchase and Sale
of Basic Agriculturel Products on the Circulation
of Money in the Countryside. .

With the completion of the agrarian reform, the small peasant
farme, having broken the fetters of feudal production relations,
started to expand agricultural prcduction.  The state, guiding the
upsurge in agriculture, assisted it in various ways. Already by 1952
the grain harvest was 45 percent greater than in 1949, and the cotton
harvest was 191 percent greater. : | o

During these years our country’s population increased by ap-
proximately 6 percent, end grain production increased by 45 percent;
i.e., there was an average per capite growth of more than cne third.
The amount of commodity grain,. concentrated in the hands of the state,
increased by 20 percent .during the agricultural year (from July 1951 _
to June 1952) in comparison with the same period of the preceding year;
moreover, the. increase was not only absolute but also relative, since
its share of the gross grain harvest increased by 1.7 .percent (from
18,7 percent to 20,4 percent). .Thanks to the growth in grain produc-
ticn, the share of commodity grain incressed, The grain situation vas
comparatively favorable, :
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Durins the firﬂt momths of 1953 an unfavorable situ&tion de-’m34'“'“
veloped in respect t0. gulfillment of the state grain- purchase and' SRR
sale plans, Although there was & bumpér harvest An 1952y dmcunting to¢~*w“
327 billion chin. (9 pe;cent higher. then the record year before “whet
liveratiop, and 21 percent ‘higher than in 1951), the amownt of com~iif*bif“*
modity grein, concentrated in the hands of the state: (including state
deliveries: and purchases. on: the market), increased by-only: 7ok percent
during the 1952-1953 agricultural year while sales of grain, on’ the EEEE

domestic market increased.by 85: pevcent, The share of grain conCen- e

trated in the hands of ths state fell from 20.4 to 18,1 percehtiof -
total grain production, or by, 2,3 percent, The growth insséiles of -
grain exceeded the gmcwih in grain purcheses by more than' 10 times.

The lag in the. producnlon of grain behind: the requirements” of- o

developing indusury became especially evident with. the: beginning of - -
the impleméntation. of ‘the Five-Year Plan., Grain production. in ...9*5~L a,,;¢;;;
was approximately 3 perc t greabter than In 1952, while inﬁustrial
output had increased b 53,7 percents

In connection \wi"“h the fact that the outpu*' oi‘ agriculwral
products . (mainly. £ood crops) lagged behind the requirementsfor the"
development ‘of industry and 4id not. fully satisfy the popilationts:
dem