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Economic Depression and China’s Monetary
Reform in 1935*

Yeh-chien Wang

I

The monetary reform in 1935 is a
watershed in the monetary history of Chlna
for she abandoned at I
metallic standard and ,
ward a managed pa rrency system.!
Paper money was used in China as early as
the eleventh century, but in the past she
always slid back to metallism whenever
excessive issue by the government rendered
the notes almost valueless. Although the
paper currency of the Kuomintang period
(1927-49) suffered the same fate in the end,
the Communist government that took power
in 1949 simply issued new notes of its own
to replace the discredited ones. As a
medium of exchange paper proves beyond
doubt far superior to gold and silver, despite

* This is a revised versior
in January 1975. I would li
Economy of the Social Sc

the danger of over-issuing inherent in a
system in which money itself is of little
intrinsic value, er,-the reform stands

“system since the establishment of the first

government bank, Hu-pu yin-hang (Bank
of the Board of Revenue) in 1904.

That China’s currency and banking
needed a thorough reform had long been
recognized by the government, financial, and
academic circles, and some steps had been
taken following the establishment of the
Nationalist government in 1927. Yet, it was
the unprecedented economic depression in
the mid-30’s that prompted the government
to make a sharp break with the past in
order to prevent the collapse of the nation’s
financial market, industrial;enterprises, and

paper delivered. at the \ModernChma Semmar at Columbia University
express my gratitude to the Subcommittee on Research on the Chinese
esearch Council and Kent State University for their financial support.

Their generous support enabled me to carry on a broad research project “Money and Prices in Chins,
1644-1937” of which the present paper is but a small part.

! While there is a general agreement that the currency system brought into being by the 1935 reform

was one of paper currency, considerable controversy exists on whether it was a managed currency system.
On the one hand, Chang Su-min saw in the reform the adoption of a managed currency for the government
was then in a position to stabilize both domestic prices through note issue and foreign exchange by
setting up a foreign exchange reserve. So did L. Y. Shen. W. Y. Lin considered the new system at least
a managed foreign exchange standard stressing the government priority in maintaining through discre-
tionary management the external stability of the Chinese dollar. Sir Frederick Leith-Ross also called the
new system “a more or less managed currency on the Western model”. On the other hand, Chao Lan-
p'ing insists that the Central Bank then did virtually nothing to manage the nation’s money supply
through either the discount policy, or the open-market operation, or the adjustment of reserve require-
ments, hence that the reform did not produce a managed currency system. See Chang Su-min, Pai-yin
wen-ti yu Chung-kuo pi-chih (The silver problem and the Chinese monetary system}, @hanghax, the
Commercial Press, 1936, pp. 127-128; L. Y. Shen, China’s Currency Reform, S}langh i, the Mercury Press.
1941, pp. 90-92; W. Y. Lin, The New Monetary System of China,: g\;mversny of Chicago
Press, 1936, pp. 86-87; Chao Lan—p ing, Hsi
modern China), Taipei, Chung‘ ua Uwen-
Frederick Leith-Ross, Money Talks; Fifey Y
1968, p. 225.
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rural economy._.Thr:du’gh the reform and
other coordinated measures to follow the
government hoped not only to lift China out
of depression but also to construct a sound
currency and banking system necessary for
economic stability and growth.

This paper will cover in sequence the
following three major parts in connection
with this significant reform, namely: first,
an anatomy of China’s monetary system
prior to the reform; second, an analysis of
the economic depressmn in the early 1
that propelled the gov it iato
third, a re-apprais :
anti-depression pol nd: as an attempt
for institutional ‘reconstruction. It is hoped
that, in addition to giving a more balanced
assessment of the historic reform than what
has been previously done, this study will
contribute to a better understanding of
Republican China in the 30’s and the world-
wide impact of the Great Depression.

To examine a country’s monetary system
we may focus on three essential elements:
(1) constituents of the monetary stock, (2)
the issuing authorities, and (3) the mechan-
ism for regulating money supply. Included

in the first element are matters of monetary‘:
u T¢ erve for-the ‘support of note issue con-

standard, monetary uni
relationships _
money. Officially C ‘had been on sﬂver
standard from the p omulgation of the
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Regulations for the National Coinage in
1910 to the monetary reform in 1935. The
monetary unit was a silver dollar called yuan
with a weight and fineness slightly less than
the Mexican dollar.? Besides the standard
dollar which circulated as the unlimited
legal tender, there were various kinds of
subsidiary coins with limited legal tender
status.® Banknotes of unitary, multiple, or
fractional denom1 ion .were fully conver-
tlbl rds,” all kinds of money
n=were to be kept at a parity
with'the standard dollar. Five 20-cent silver
coins, or a hundred l-cent copper coins,
or a one-dollar paper note had the same
value as a silver dollar.

By regulation, all silver dollars and
subsidiary coins were to be issued by the
central government mint, but anyone with
silver bullion on hand could ask the mint
to convert the specie into silver dollars by
paying a modest amount of fee (seigniorage).
Coins struck previously by provincial auth-
orities and those of foreign origin were
allowed to circulate at par before they were
completely withdrawn. The right to issue
paper notes was vested in the government
banks ‘arid authorized commercial banks; the

sisted of 609, in cash (silver dollars, and
specie, and foreign exchange) and 409, in
securities.* Therefore, the amount of money

2 The weight and fineness of standard China silver dollar and Mexican dollar compared:

Gross weight Fineness Net weight of pure silver
Mexican dollar 27072 grams 902-7/9 24,4398 grams
1910 standard* 26.8567 900 241710 ,
1914 standard® 268567 890 239025 .
1933 standard 266971 880 234934

* Weight converted from the traditional Chinese unit of account, K’uping tael, at 1tael=37.301 grams.
For sources: See L. Y. Shen, pp. 59, 66-67, 77;Chung-kuo chin-tai huo-pi-shih tzu liao (Meterials on
the monetary history of modern Chma), comp. by Chung-kuo jen-min yin- hang (The kPeoplc s Bank of

kuo ta-hsiieh, 1926, pp. 54-55.

* The proportion of cas - t:40%,;
60%. See T’an Yii-tso, C g-kuo chung Yao yin- hang ]a-chan—shth (The development of major banks in
China), Taipei, 1961, p. 196. - -
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in circulation depended upon coins and
paper notes, issued by the government banks
and authorized commercial banks, which
were in turn dependent upon the availability
of silver. Before the imposition of export
tax and equalization charge at the height
of financial crisis in 1934 there was no
restriction on the import and export of
specie. As a consequence, whenever the
value of silver was higher abroad than at
home, the specie would find its way out

of the country resulting in the contraction, ¢

of money supply. ! ier hand
whenever silver bec heaper abroad thal
at home, it would flow into the country
and therefore money supply would be in-
creased. Further discussion on silver and
money supply will be presented later.

In reality, the Chinese monetary system
was infinitely more complicated than what
has just been described on the basis of
official regulations. The circulating media
of exchange in China were indeed so dis-
organized and fragmented that she had, as
several scholars pointed out, no system
worthy of its name.® The most characteris-
tic feature of China’s monetary world was
what Edwin W. Kemmerer called
multiple standard, ie., a ystern €o
different kinds of mon :
as well, without fixed
themselves and each of 't em circulating at
continually changing prices in the market
in terms of all others.® The circulating
media then in existence included sycee and
silver dollars, subsidiary coins in silver, tin,

i and “China’s Monetary Reform in 1935
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and copper, and paper notes and checks
against demand deposits. Sycee, a kind of
silver ingot assayed and shaped by local
silver shops, was a common exchange
medium before the introduction of silver
dollars from the West, but had by the early
30’s practically been removed from circula-
tion.” Silver dollars coined in China and
those from foreign countries circulated side
by side. The latter were often at premium
becau heir  high ‘silver content, but
nally disappeared from market
gh the working of Gresham’s Law.?
Owing to the debasement and excessive issue
of subsidiary coins by various provincial
authorities, the value of these coins had
been continually on the decline. By re-
gulation, for instance, one-thousand cash or
one-hundred pieces of ten-cash copper coins
should exchange for one silver dollar.
However, the exchange rate in Tientsin
between copper coins and silver dollar stood
at 1,324 cash to 1 in 1914, 2,391 in 1924,
and 5,215 in 1934° In Szechwan it in-
creased from 1,200 to 1,300 in 1912 to
28,400 in 193511 Still more chaotic were
numerous paper otes “issued in various
ver) dollar, tael, franc,
; etc. — and by numerous
anks government agencies, business estab-
lishments, and even individuals. Some were
fully convertible into cash while others were
not. The exchange value of different kinds
of notes depended on the credibility of the
issuing authorities. In times of political
chaos and economic uncertainty such as

3 Frederic E. Lee, Currency, Banking and Finance in China, Washington, Government Printing Office,
1926, p. 8; Chao Lan-p’ing, p. 51; Yang Ying-p’u, Chung-kuo chin-yung yen-chiu (Studies on the Chinese
finance), Shanghai, the Commercial Press, 1937, p. 89.

8 Edwin W. Kemmerer, Money, New York, Macmillan, 1935, pp. 94-96.

7 See Chung-hang yueh-K’an (Bank of China Monthly Review), 5.2 (August 1932); p.179;
Financial Interests in Manchuria”, Chinese Economic Journal 31),-pp. 1199-1202.

8 Lee, pp. 18-20.

® Yin-hang chou-pao (B:

1°Li Pling-teng, comp.,
the Commercial Press, 193

“Japanese
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1920’s and 30’s enorm )
vincial notes and private notes supported by
little cash reserves often depreciated rapidly
in value, e.g., in 1930 it took twenty dollars
of the notes issued by the provincial bank
of Shansi and 600 dollars of Feng-piao
issued by the Manchurian warlord in ex-
change for one silver dollar.!? Sometimes
huge sums of notes suddenly turned into
waste paper as a result of the collapse of
local warlords or the bankruptcy of private
businesses,

So much has been said about the chaotic < wal

world of currency in Chin
is not complete with
element which made th
more complicated. ‘That is the continued
existence (until 1933) of tael as a monetary
unit of account in parallel to the official
unit, yuan. Not only did dollar notes and
tael notes circulate side by side, but banks
had to keep two separate accounts: one
in dollar and the other in tael. Since the
weight and fineness of tael varied from one
place to another and even from one trade
to another in the same locality and since
the demand for dollar had seasonal varia-
tion, the exchange rates between dollar and

Still the plcture

tael also became numerous and ﬂex1ble m\;

addition to various rates..
kinds of tael themselves.

To a great extent: chaos in cir-
culating media was produced by the multi-
plicity of issuing authorities. They can be
classified into four groups: (1) Chinese
modern banks including the three central

11 “Paper Currency in China”.

government controlled banks— the Central
Banks, Bank of China, and Bank of Com-
munications—and sixteen commercial banks
(1934) which were granted the right of
note issue by the Ministry of Finance,3
(2) foreign banks in treaty ports which
issued notes with a charter granted by their
home governments and thus were outside
the control of the Chinese government, (3)
provincial and municipal banks or agencies
printing notes generall : meeting military
rative’ expendxtures of local
or. hieir personal enrichment,
(4) numerous private issuing bodies
anging from native banks, merchant guilds
to business firms, petty shops, and landlords
who might have some sort of permission
for note-issuing granted by local officials or
simply issued notes in their own right,14
While the Chinese modern banks and foreign
banks were generally able to maintain their
credibility, notes issued by other groups, as
noted above, frequently became irredeem-
able.

The multitude of issuing authorities
without control from the center inevitably

n Except silver
iversally accepted as
O , Most paper notes and
sttbmdlary coins could circulate only in a
limited area. In general, notes issued by
provincial banks could not reach out of the
provincial boundary. Even within a pro-
vince, moreover, one would find division
of circulating spheres by various kinds of

Chinese Economic Journal, 184 (April 1936), pp. 545-558; Tung-pei

nien-chien (The Yearbook of the Northeastern Provinces, 1931), Tung-pei wen-hua she, 1931, p. 909.
12 Before the abolition of tael as a unit of account in 1933 there existed more than 200 kinds of tael
throughout the country. Chang Chia-hsiang, pp. 7893; Chao Lan-p’ing, p. 61,

'3 Commercial banks include all modern banks not controlled by he government — central, provincial
ese Bankers’

or municipal. For note-issuing banks, see Chuan-kuo yin-hang nien- chzen (1936
Yearbook, 1936), Shanghai, Chung-kuo yin-hang, 1936 58590 .
14 Cf. Yang Ying-p’u, Chung-kuo chm -yung yenschitp. (St \
Commercial Press, 1937, pp. & 1 ,
comp. by the Institute of Pacil
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notes and coins.!* In Manchuria, for ex-
ample, before its occupatlon by the Japanese,
there were nine banks and public issuing
agencies not counting foreign banks and
private issuing bodies. Feng-piao circulated
mainly in Liaoning, Harbin dollar notes in
Harbin area, Yung-heng notes in Kirin,
Kiang-dollar notes in Heilungkiang, notes
issued by Hsing-yeh Bank in Jehol, and those
by the three Japanese banks — Yokohama
Specie Bank, Bank of Chosen, and Bank
of Japan — along the South Manchurlan
Railway.'® The situatio k)
even worse.” Notes iss yank:
also had their spheres of circulation, e.g.,
the notes of the Hongkong and Shanghai
Banking Corporation mainly in Kwangtung,
those of the Banque de L’Indo-Chine in
Yunnan, Kweichow and Kwangsi, and those
of Japanese banks just mentioned in Man-
churia.t®

From what we have discussed above,
it is easy to see some structural defects in
China’s monetary system if we may call it
a system at all: the lack of uniformity in
relationships between different kinds of
money, the multiplicity of the issuing auth-
orities, and the fragmentation of circulating
areas. Inherent in such a system is t
disharmony between the:.
supply of money in the
it is well known that the central '
assume the role of controlling money supply
to copy with the demand for money in a
country through the concentration of note
issue, the policy of discount, the adjustment

+China’s. Monetary Reform in 1935

badlyﬁ in need of reform. After the Kuo-
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of reserve requirements for deposits, and the
open market operation. Yet the three
government banks in China did not have
the capability to do so. In the first place,
they did not, as noted before, have the
exclusive power of note issue and the reserve
against note issue was kept by individual
banks. Secondly, the weakness of their
capital resources and the absence of a sound
financial market rendered impossible the
appllcatlon of di t policy and the open-
i nally, even the Bank-
931 did not contain provisions
for egal reserves to be kept at the central
bank against deposits.® Under such cir-
cumstances, commercial banks and other
credit agencies tended to extend credit
excessively at times of prosperity, not to
mention the over-issuing of provincial banks
with little regard to the state of economy.
On the other hand, in time of recession and
crisis almost all lending institutions tended
to curtail sharply their credit in order to
protect themselves and the central banking
group could not be of much help.
In short, the monetary system or the
lack of a system in early 20th-century China
and commerce

mintang came to power in 1927 the govern-
ment at Nanking made some efforts to deal
with the problem, e.g., the establishment
of the Central Bank in 1927 with the
objective to make it the bankers’ bank, the

15 Cf. “Chung-kuo chih-pi fa-hsing chi ch’i liu-t'ung chuang-k’uang chih chieh-p’ou (A survey of Chinese

banknotes issued and their circulation)”, Chung-hang yueh-K'an, 11.2 (August 1935), pp. 32-37;

Currency in China”.

“Paper

18 Wang Hui-min “Chin-tai tung-pei t'ung-huo chih yen-pien (The development of currency in Man-
churia in modern times)”, Tung-pei chi-kK’an (Journal of Manchuria), No. 3 (May 1942) pp,?»;e,.l-42.

7 Li P’ing-teng, pp. 35-43.

Banking and Finance in China

'8 Hsien Ko, Chin-pai-nien-lai ti-kuo chu-i tsei Hua yinhang f

York, Inst;itutekof Pamﬁc Relatlons, 1942 p. 158
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opening of the Central Mint for the purpose
of standardizing the coinage in 1933, and
the abolition of tael as a unit of account
in the same year. However, all defects
noted above remained up to the 1935 reform
and to a certain degree even afterwards.

1

In 1929 and the subsequent several
years the world witnessed the worst econo-

mic depression in modern hlstory In one.. 1921

country after anot
falls in prices, w ot
financial and busines stabhshments, mass
unemployment, and a marked decline in the
standard of living. In the international
community economic conflicts intensified;
tariff walls, currency devaluation, and other
restrictive measures for the protection of
home market became the order of the day.
Nonetheless, China did not feel the impact
of the worldwide economic catastrophe until
1931. In the first two years following the
collapse of the New York stock market the
general price level in China continued to
rise and her economy appeared still buoyant.

In the four years after 1931, however, prxces

fell with extraordinary speed So
economic indicator ‘
factories and machin elhng army of
unemployed workers, etc. Tt was at the
height of national economic crisis that the
government took action for the monetary
reform in order to avert the collapse of the
entire economy.

Then, why was China able to insulate
herself from the Great Depression for the

Ye&xchmn Wang

first two years? The answer lies in her
adherence to the silver standard. Silver had
long been used as money not only in China
but even more so in the Western world.
From the 1870’s on, however, the world’s
major nations adopted one after another the
gold standard and demonetized silver while
its production still kept increasing.?® The
price of silver in the world market thus
went down almost persistently until 1931
half decade from 1915 to
hina continued to use silver
oney, the decline of the silver price
eans the devaluation of her foreign ex-
change vis-a-vis currencies of other countries
on the gold standard. The devaluation
produced among other things the following
results in her favor: First, it promoted her
export trade and made imports more costly.
Second, it encouraged capital inflow and
remittance from overseas Chinese which
were then two major sources for compen-
sating her chronic trade deficit?2 And
third, it led to silver inflow through the
operation of foreign exchange. That is, in
the short run the depreciation of the Chinese
dollar (yuan) in_terms of other currencies
frequently fel d that of the silver price
in the world market. Thus the Chinese

‘dollar became overvalued. Under such con-

ditions, merchants who wanted to buy
foreign exchange would purchase silver
abroad and ship it to China for the required
payment. This operation and hence silver
inflow would continue until the yuan was
no longer overvalued. On the other hand,
in times of rising silver price, the opposite
would be true.

20 Cf. Silver and Prices in China, Shanghai, the Commercial Press, 1935, pp. 100-104.

21 In London the price of silver decreased from 60.56 to 14.46 pence per ounce between 1870 and 1931
and in the United States from 1.15 dollars to 0.29 dollar per ounce hetween 1880 ~»and 1931. See Silver
and Prices in China, pp 2-7.

cing China’s trade deficit
See Ma Yin-ch'n, Chung-kuo

by around 40% in 1932,
hcy of Chma) Shanghai, the Commercial Press,

chih hsin chin-yung che
1937, p. 474.

(The nev? financial”




It is true that the physical volume of
China’s foreign trade turned downward from
1929 to 1931, but the degree of decline
was small. During these three years the
quantity of her imports dropped about 7%,
while that of her exports by nearly 99%.2%
On the other hand, remittance from overseas
Chinese continued to increase (281 million
yuan in 1927, 316 million in 1930, and 348
million in 1931).2¢ Even more significant

is the fact that silver still kept ﬂowmg into . var

Chinese ports although
specie decreased sub i
million yuan in 1929 to 71 million in 193125
A larger portion of the increased silver from
abroad would most probably be used either
as the medium of exchange or as bank
reserves against note issue or deposits. In
either case there would be an expansion of
money supply. Hence, in contrast to other
countries China continued to see her domes-
tic market unabated and wholesale prices
rising up to 1931.26

The depression hit China belatedly in
1931. The most obvious sign of its arrival
is the movement of the general prices.

Wholesale prices in both Shanghal and nosth " ir

China started to fall in Sg
from that point on the di ard trend
set until they reached the nadir i in the third

China’s Monetary Reform in 1935
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quarter of 193527 Roughly speaking, the
level of the wholesale prices in 1934-35 in
both north and south China was about one
quarter below that in 1931. Along with
prices other economic indicators all point
to the worsening of China’s economy during
these four years. As manifest in the table
below, in this short period the physical
volume of her import declined by 369%,
whlle the decrease! in at of her export
‘ ‘7%_ 135) to 269, (1932).
;,as»::Chlnese remittance also shrank by
ubstantial margin. In 1931, as noted
before, there was a net inflow of silver for
70 million yuan, but the direction changed
in 1932 until the exodus of the white metal
reached the alarming rate of nearly 280
million yuan in 1934 and more than 289
million yuan in 1935, The number of
failures of the country’s modern banks in-
creased from three in 1931 to eight in 1934
and jumped to twenty in 1935! The native
banks which had much less capital resources
and poorer organization than modern banks
fared even worse; theu number had, it was
reduced by a half
een 1926-1935. In
Shanghai the ﬁnanmal center of the country,
there were only eighty native banks left in
1935 as compared with 112 in 1926; in

23 Cf. Hsiao Liang-lin, China’s Foreign Trade Statistics, 1864-1949, Cambridge, East Asian Research

Center of Harvard University, 1974, p. 275.

24 Ibid., p. 279. TFigures originally expressed in Haikwan taels are converted into those in yuan at the

ratio of one Haikwan tael to 1.5 yuan.
251.. Y. Shen, p. 179.

26 Index numbers of wholesale prices (1926=100)

Shanghai
North China
Canton
See Shanghai chieh-fang
hai before and after the libe
27 Shang-hai chieh-fang chlien-h

1931

1930

hanghal, Shang-hai }énmm ch’u-pan-she, 1958, pp. 126, 175, 186.
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coNOMIC INDICATORS IN CHINA DURING THE DEPRESSION

TABLE
1931 1932 1933 1934 1935
Wholesale Prices (1931—100)
Shanghai . .. 100 88.7 81.9 76.6 76.1
North China . 100 922 82.4 75.3 719
Volume of Forelgn Trade (1931._100)
Imports . . 100 82 75 66 64
Exports 100 4 91 87 93
Overseas Chinese Remittance 348 — 200 250 260
(in million yuan) ]
Net Silver Outflow . 280 289
(in million yuan)
No. of Bank F 8 20

112

No. of Silk Factories in Shanghai
No. of Workers in: tton Spinning
Factories in° Wuhan 26,084
(1930)

10,598 —

Sources: Shang-hai chiek-fang ck’ien-hou wu chia. ..

» pp- 126, 175; L. Y. Shen, p. 181; W. Y. Lin,

p. 26; Chung-hang yueh-Kan, 13.4 (Oct. 1936), pp. 40-41; Ch'en Chen, comp. Chung-kuo
chin-tai kung-yeh-shih tzu-liao (Source materials on the industrial history of modern China),
fourth collection, Peking, San-lien shu-tien, 1957, Vol. I, pp. 135-136: Shih-yeh t'ung-chi
(Industrial Statistics), 3.3 (June 1935), p. 210; Hsiao Liang-lin, pp. 275, 279-280.

many other places they disappeared all
together from the scene at the height of the
financial crisis in 1934-3528

The depressed state also prevailed in

cite a few more ex-
Due to the shrinking of market
many factories that even survived were not
operated at full capacity. The rate of work
stoppage in the nation’s major industries

in Table 1, we m
amples.

in 1934 were as follows: 259, in spinning
and rubber, 409, in oil pressing, 509 in

other sectors of the economy. In_addition: ’
half from 1932 to 19332 In 1934 about

electrical, printing, and pharmaceutical, and
809, in silk filatures.?® In Shanghai the
volume of business declined, according to
the estimate ‘of the Bank of China, by one
931 to 1932 and probably a

one third of factories and four tenths of
stores closed down, and 1.2 million workers
were out of jobs in that city.3* Elsewhere,
in Kwangtung the number of silk factories
went down from 111 in 1931 to less than
40 in 193332 1In Peking 1,805 stores were
liquidated in 1935.33

28 Yang Yin-p'u, “Wu-shih-nien lai chih Chung-kuo yin-hang-yeh (The banking business in China in the
last fifty years)”, in Wu-shih nien-lai chih Chung-kuo ching-chi (The economy of China in the last fifty

vears),

Shanghai, Chungkuo t'ung-shang yin-hang, 1947, pp. 39-68.

29 Chang Yu-, comp., Chung-kuo chin-tai nung yeh-shih tzu-liao (Source materials on the agricultural

history of modern China), third collection (1927-1937), Peking, San-lien shu

1957, p. 474.
] Commerclal Press, 1934,

chin-tai kun yeh-shih tzu-liao, 4th co]lectlon, Vol. 1, pp. 135, 192.
.6, (Dec. 1936), pp. 33-34.
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TABLE 2. TERMS OF TRADE BETWEEN PRICES oF FARM PrODUCTS SOLD AND
PrICES OF COMMODITIES PURCHASED BY PEASANTS, EARLY 1930’s
Irule;cl\’u.mbers Index IIJVumbers
.. of Prices of Prices Terms of
Localities Year Received by Paid by Trade
Peasants Peasants (5)=(3)=(4)
(3) (4)
Shanghai and Tientsin 1931 100.00 100.00 100.00
1932 89.76 93.20 96.31
88.72
83.61
Wu-chin, Kiangsu . 100
92
73
86
Fei-hsiang and Wuchl, 100
93
1934 73 87
21 districts, Shantung® 1932 100 100 100
1933 63 95 66
Note: *Index numbers of prices received are derived from the arithmetic means of the prices of
wheat, peanuts, soybean, raw cotton, and kaoliang, while those of prices paid from the
arithmetic means of those of kerosene, factory-produced cotton yarn, coal, sugar, salt, and
factory-produced cloth.
Sources: Chang Yu-i, 3rd collection, pp. 665, 670, 672-673; Lu-i-shih (Ardon B. Lewis), tr. by Chang

Lu-luan, “Chung-kuo chih ching-chi kung-huang (The economic crisis of China)”, Yin-hang
chou-pao (The Bankers’ Weekly), 1941 (Oct. 22, 1935), p. 12; Shan-tung chiv Chi-nan-tao
shu nung-tsun ching-chi tiao-ch’a (Econmomic survey of villages in the:former Chi-nan
circuit of Shantung), comp. by Huang Hsiao-fang, Chi-nan { hafi-tung Chou-p’ing

yen-chiu-yiian, 1934, Tables 1 & 2.

Nor did the pe : i
In times of deflation prices of farm products
fall more rapidly than non-farm products
because both the demand for and the supply
of farm products are less elastic than that
of non-farm products. In other words, the
terms of trade between the two turned
against the peasants. As indicated in Table
2, the terms of trade deteriorated in both
the north and south in the early 30’s; so
did their economic conditions. Moreover,
their income from non-farm activities also
dwindled sharply in these years. Take the
peasants in Kwangtung, for instance. We
have just noted a decrease of more than

70 silk factories from 1931 to 1933 in that -

province. It was ed at - i

34 Ch’en Chen, 4th coﬂép

actory in operation could support 3,000
peasant families raising cocoons. The closing
down of more than 70 factories means
therefore the loss of income for no less than
210,000 families. Moreover, the shutdown
put 50,000-60,000 women operators and
3,000-4,000 men operators out of work, most
of them undoubtedly coming from rural
areas3* Consequently, many peasants suf-
fered great hardships because of the de-
pressed state of farm-product prices and loss
of side-employment.

In short, China in the early 30’s saw
all sections of her ecomomy experienced
deepeni isis.© The difficulties of each
ggravate “all others. Financial
isi§: re drastic contraction of
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credit which forced many businesses totally
or partly out of operation and many peasants
to sell their land and other assets. Indus-
trial crisis caused the collapse of banks (esp.
native banks) owing to the inability of
many firms to pay back the loans extended
previously; on the other hand, it also brought
hardship to the peasants because the cutback
in the purchase of raw materials and lay-off
of workers. And the material deterioration
of the peasants, who constituted four fifths

of the Chinese populatlon led to the shrink- ¢

age of domestic:
products which pr
consequence on
market.

Let us now ask what gave rise to the
depression in China in the early 30’s. In
this regard four major factors should be
noted: devaluation by the world’s major
nations, the U.S. Silver Purchase Act in
1934, the Japanese Occupation of Man-
churia, and the severe floods of the Yangtze
valley in 1931. At the height of the world-
wide economic depression Britain abandoned
the gold standard and devalued her pound
sterling in September 1931. By the last

country’s financial

quarter of 1933 the exchange value of pound,
Following: Bn»\‘
mbers of the British -

had depreciated by 40%
tain’s step came the 1
Commonwealth. In Det ember of the same
year Japan left the gold standard and the
exchange value of yen had by the end of
1932 dropped by as much as 609%. In June
1933 the United States did essentially the
same. Although she restored the gold
standard in early 1934, the exchange value
of dollar depreciated in fact by a little more
than 409%,. The devaluation of these cur-
rencies resulted in a dramatic rise of the
exchange value of the yuan: an appreciation
of 1509, in terms of yen and about 67%,
in terms of pound or dollar. Since the

35 Chao Lan-pling, pp
38 L. Y. Shen, p. 171.

eh-chien Waﬁg

imports from and exports to these countries
combined accounted for about 709, of
China’s total trade, the apprecation of her
exchange created serious problems for her
economy.3®> On the one hand, goods im-
ported from these countries could be sold
at much cheaper prices than before, foreign
trade thus produced a depressing effect on
domestic prices and posed a distinct threat
to the survival of many domestic industries.
sectors related directly
- port trade were adversely
cted because exportors had to sell Chin-
ese products abroad at much higher prices
than before. The economic disease known
as the Great Depression thus soon spread
to China through the operation of currency
devaluation.

The silver Purchase Act, passed by the
U.S. Congress in June 1934, further ac-
celerated the deflationary process in China.
This Act authorized the Treasury to buy
as much as 1.3 billion ounces of silver in
order to fulfill the provision of 259, of
the monetary stock in silver creating an
enormous demand for the white metal in
the world market:: Its ‘price therefore sky-
rocketed.” In. New . York an ounce of silver
wmch 'was ‘worth $0.4625 in July 1934 cost

'$0.7437 on the average in May 1935. In

London the quotation moved up from 20s
4 pence to 33s § pence in the same period.3®
As China was then still on the silver
standard, the exchange value of yuan ad-
vanced likewise but fell behind the silver
price abroad. The yuan was, in other
words, undervalued. The difference between
the two made it profitable for merchants
to sell foreign exchange in Shanghai and to
ship silver abroad for sale, say, at London.
Hence, huge amounts of silver flowed out
of China. In the three and a half months
commencing July 1934 the export of the



specie reached thefstaggeriﬁg sum of more
than 200 million yuan.®?

In the early 1930’s the silver stock in
China was estimated at something between
two to three billion yuan3® Apparently the
flight of the white metal of such proportion
could not last long. To fight against the
massive outflow of silver the government
imposed in October 1934 an export duty
of 109, and an qualization charge equal to

the difference between the s11ver prlce in..

London and the offici
yuan. However, thi
ineffective. In the first place, the imposition
of the export duty and equalization charge
cut off the link between the exchange rate
of yuan and silver price in the world market,
giving rise to a booming business of smug-
gling. The greater was the disparity between
the exchange rate and the silver price, the
more profitable was the business of smug-
gling. In the second place, the government
controlled less than 59, of the total silver
stock in the country with the rest in the
vaults of foreign and Chinese banks as well
as in the hands of individuals. In addition,
the existence of foreign concessmns,
coastal lines, and an i po!
made it impossible t
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In the third place, the action of levying
export duty and the ineffectiveness of pre-
venting illicit silver outflow shook the con-
fidence of many in the government’s ability
to maintain the silver standard for long and
thus brought about the flight of capital
abroad.®® Accordingly, silver continued to
find its way out of the country. While its
export through the maritime Customs total-
led only 59 million. yuan in 1935, the sum
; mounted to 230 million.*®

. The enormous drain of silver created
tical financial crisis in Shanghai and
throughout the country. Of the total
amount exported in 1934-35 about 200
million yuan came out of the reserves of
foreign banks; most of the rest was by all
probability taken out of the circulating
process.*! Amid the atmosphere of rapidly
decreasing supply of circulating media
banks, foreign and Chinese, modern and
native alike, all tried to curtail credit or
even withdraw it from their customers while
the public flocked to their banks for the
redemptlon of note actories, stores, and
> resources thus col-
‘Indeed, a financial
ollapse was averted in 1935 only by the

government decision to set aside 25 million

37 The New Monetary Policy in China, Shanghai, Currency Reserve Board, 1936, p. 1.

38 Cf. Ma Yin-ch’u, p. 63; Yang Ying-pu, Chung-kuo chinyung yen-chiu, p. 7; Yang Tuan-liu, “Ts'ai-
cheng-pu ti huo-pi hsin-faling (The new monetary laws of the Ministry of Finance)”, Tung-fang tsa-
chih, 33.1 (Jan. 1, 1936), pp. 45-48; Wang Wang-liech, “T’ung-huo kuan-li-chih wen-ti (The problem of
the managed currency system)”, Yin-hang chou-pao, 19.43 (Nov. 5, 1935), p. 9.

32 Cheng Tieh-ju, “Cheng-shou pai-yin ch’u-kou shui chih we-chien (My views on the imposition of the
export duty on silver)”, Chung-hang yueh-K'an, 9.6 (Dec. 1934), pp. 1-2.

4% Hsiao Liang-lin, p. 280.

41 The silver stock in foreign banks in Shanghai decreased from 245 million yuan in June 1934 to 40
million in January 1935. After then it fluctuated generally between 40 and 50 saillion throughout the
vear. On the other hand, the silver stock in Chmese hankssdro})peﬂ b 10% from July 1934 to
October 1935. Apparently forei i er ‘out of China in 1934, most
of the rest exported in 193 For silver stock in
foreign and Chinese banks,
policy of China), Shanghai,

mmercml Press, 1937, pp. 213-214.
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yuan of Treasury Notes for extending loans
to various business, industrial, and banking
institutions in trouble.%2

While currency devaluation by the
world’s major countries and the U.S. Silver
Purchase Act played havoc with the Chinese
economy in the early 30’s, the devastating
effects of the loss of Manchuria and the
severe floods in the Yangtze Valley seem
to have attracted much less attention among

the contemporary economists in Chma 43

Since the beginni
Manchuria has
an area of strategic importance in the
Chinese economy because of its rich mineral
and agricultural resources and better trans-
portation network. In respect to foreign
trade, its imports accounted for 14.79, of
the total for the whole country in 1929-31,
while its exports constituted 33.3%.4¢ And
it was the only major region with a favor-
able balance of trade. During the same
period (1929-31) the nation incurred an
overall trade deficit to the amount of 618
million yuan per year, while Manchuria
produced an annual surplus of 222 million
on the average.®® The Japanese armed

occupation of Manchuria hence contnbuted‘
e decrease of .

significantly not onl
China’s foreign tra ut to her’ ‘problem
of the balance of payment.  In respect to
interregional trade; Manchuria had been an

Yeh-chien Wang

expanding market for consumer goods in-
dustries in other parts of the country. For
example, prior to the Japanese occupation
this area absorbed 269, of cotton cloth,
139, of cotton yarn, and 159, of flour
produced in China Proper. After 1931 the

market was quickly lost to China owing to

the Japanese discriminatory tariff policy

against Chinese goods: textiles, tea, etc.*®
Moreovcr because of 1ts low man-land

Great Wall partlcularly from Hopei and
Shantung. Over the six years before 1931
an estimated number of more than 4,700,000
people from these two provinces immigrated
to the area. These immigrants played
three positive roles in the economy—
developing the resources in Manchuria, re-
lieving population pressure in China Proper,
and contributing to the economic stability
of these provinces by sending remittance
home. Before 1931 the remittance from
Manchuria to Shantung through banks and
post offices alone amounted to 50 million
yuan a year, not counting the amount per-
sonally cargied.back home by those tem-

“porary immigrants. 47 After the Manchurian

Incident many had to return their home-
land because of the Japanese authories’
discrimination against the Chinese. What
followed were the lost of income from

42 “The Report of the Ministry of Finance” in Chinese Economic Journal, 19.5 (November 1936), pp.

533-538.

43 Take Chao Lan-p’ing and Ma Yin-ch’u, two of the most eminent economists at the time, for example.
While Chao attributed China’s economic depression completely to the devaluation of other countries and
the U.S. silver purchase policy, Ma mentioned the loss of Manchuria and the country’s chronic floods and

droughts only by passing in his analysis of the depression.

pp. 11-34.

Cf. Chao Lan-p’ing, pp. 81-89; Ma Yin-ch'u,

44 Chung-kuo chin-tai ching-chi-shih t'ung-chi tzu-lizo hsuan-chi (Selected statistics on modern economic

43 For imports and exports of the whole country, see L. Y S

history of China), comp. by Yen Chung-p’ing et al, Peking, Ko-hsiieh ch’u-pan-she, 1955, pp. 67-68.

for that of Manchuria, see
of Manchuria: The Rise
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remittance and the sale of products and
the swelling army of the unemployed in
these provinces.*?

Finally, the flooding in the Yangtze
valley in 1931 was one of the worst natural
disasters in modern times. It affected the
most productive area in the country includ-
ing Kiangsu, Chekiang, Anhwei, Kiangsi,
Hupei and Hunan. According to the official
estimate,
crops (rice, cotton, millet and kaolian
alone amounted to ~
Moreover, the floods:
refugees. It does not need much imagina-
tion to see the devastating effect on all
sections of the economy as a result of the
loss of purchasing power for hundreds of
millions yuan by tens of millions of people.
In Chekiang, for instance, most of the
business establishments with insufficient re-
sources collapsed following the flood in
1931.5¢ In Hankow, the most important
city in the inland, the number of cotton
merchants dropped from fifty to nine on
account of the same calamities.>!

111

The economic depress 3
ly the fundamental weaknesses of China’s
monetary system. First, being linked to a
stated amount of silver the Chinese dollar,
yuan, was subject perennially to the fluctua-
tions of silver prices in the world market
over which China could not exert even the
slightest degree of control. Whenever the
silver price abroad fell, so did the exchange
value of yuan resulting in the inflow of the
white metal and rising prices at home. On
the other hand, when the silver price rose,

48 Chang Yu-i, 3rd collection,
4® “Damage by Floods”, Ch:
5% Chung-hang yueh-K’an, 1

the damage to the four major
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say, in London or new York, the exchange
value of yuan climbed up likewise. The
exchange appreciation created export diffi-
culties. In particular, the adjustment of
the exchange value generally lagged behind
advances in silver prices abroad, and the
yuan became undervalued at home. As a
result, huge quantities of silver flowed ourt
of the country lead' tight money, de-
g business failures
“Second, as the right
ssue and cash reserve against both
note issue and deposits were not centrallized,
the financial institutions of all kinds made
decisions on credit independently. In times
of economic buoyancy and rising expecta-
tion they tended to extend credit beyond
the limit of a sound financial operation.
When business went down and the market
climate lowered, all tried to keep cash, cut
loans, and withdraw credit for self-protec-
tion. Their behavior produced an undue
reduction of money supply and hastened
business contraction.

of silver and the increasing frequency
of bankruptcies the government was forced
to take drastic measures to prevent the dis-
integration of the entire economy. It was
obvious to many in and out of the govern-
ment that under the circumstances China
had no better alternative than demonetizing
silver and that a paper currency system
under prudent management had the best
chance of both pulling China out of de-
pression in the short run and providing long
term economic stability for the nation. So
came the reform decree of November 3,

March 1932), p. 268.

31 “Wyhan Commerce after ‘the- 1931E Floods”, Chinese Economic Journal, 11.3 (Sept. 1932), p. 201.
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1935 for the historic shift from the silver

standard to the paper standard. The essen-
tial points of the reform are as follows:52

(1) Centralization of note issue: The

banknotes issued by the three

government banks — the Central

Bank, the Bank of China, and the

Bank of Communications — shall

be full legal tender (early in 1936

notes of the newly established

Farmer’s Bank of Chma gamed

of the. Curr ¢y Reserve Board
composed of representatives from
the Ministry of Finance, the three

government banks, and banking
and business communities. The
outstanding notes of all other note-
issuing banks will continue in
circulation, but will gradually be
withdrawn and replaced by notes
of the Central Bank. All their
reserves against the outstanding
notes shall be handed over at once
to the Currency Reserve Board

(2) Nationalizati
dividuals
possession ilver in whatever
form are required to turn it over
to the government in exchange for
legal tender notes.

(3) Management of foreign exchange:

The three government banks shall
buy and sell foreign exchange in
unlimited quantities for maintain-
ing the stability of the external
value of the Chinese dollar.

52 The New Monetary Policy of China, pp. 1-2, 89.
53 Cf. Li Chiin-yao, Chung-kuo chih-pi fa-hsing- shlh (Th

the Central Bank, 1944, pp. 36-38; Chou P
problem and the moneta i
54 F.g., according on
tion ranged by the mld(ﬁ&
p. 144,

Yéh-chien Wang

As mentioned earlier, there were then
four groups of issuing authorities in China:
Chinese modern banks (including govern-
ment banks and commercial banks), pro-
vincial and municipal banks, foreign banks,
and numerous private issuing bodies. The
notes of foreign banks were issued in the
treaty ports or outside China; the Chinese
govemment could do little to eliminate them.
thorities 'in the last category
ous for the central govern-
ol. While the government
tended to achieve eventually the central-
ization of note issue in the Central Bank,
the reform measures in 1935 were directed
to eliminating the notes of the nation’s
commercial banks and various provincial
and municipal banks. The task of taking
away the issuing right from the commercial
banks was easily accomplished and that of
withdrawing their notes proceeded smoothly.
As indicated in Table 3, of the total amount
of notes issued by commercial banks (ie.,
232 million yuan outstanding as of Novem-
ber 3, 1935) only 70 million remained in
cuculatlon on the eve-ofsthe Sino-Japanese

{ However, the central
I “the power to enforce its
ecree throughout the country, a number
of provincial and local banks, eg.. in
Yunnan, Kwangtung and Kwangsi, continued
to increase their note issue and kept reserves
under their own custody.®® While the legal
tender notes issued by the government banks
enjoyed increasingly wide circulation in the
country, their significance as the media of
exchange varied greatly from province to
province prior to the War.5¢

During the wartime, nonetheless, the
central government was in a much stronger

ssue in China), Chungking,
uo-pi cheng-ts’e (The silver
1936, pp. 160-163.

the percentage of the legal tender notes to the total currency in circula-
1936 from 2% in Kwangsi to 92% in Fukien.

See Frank M. Tamagna,
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TA‘BLis 3. BANKNOTES IN CIRCULATION IN CHINA, 1935-1937
(Unit in 1,000 yuan)

Government  Provincial and  Commercial

Banks Muni. Banks Banks Total
Nov. 3, 1935 457,000 ? 232,000 ?
End of 1935 . 676,841 134,200 190,000* 998,913
June 1936 927,912 ? 93,000 ?
End of 1936 1,270,221 323,497 89,000‘ 1,682,718
June 1937 1,407,202 334,576_ 1170, ,000° 1,811,778
Note: *These figures stand for the omstandmg issues oi 7-8 major _commercial banks at the time.

The amoy commemla? ‘banks was insignificant.
Sources: “Report ] nce, 1936,” in Chinese Economic Journel, 19.5 (November
1936), pp 38; - Frank M. Tamagna, pp. 138, 144; Chuan-kuo yin-hang nien-chien, 1937,

S. 108-109; Keng Ai-teh (Eduard Kann), tr. Ni Hsiao-hsien, “Tsui-chin Chung-kuo chih-pi
fa-hsing chih yenke (The recent development of note issue in China)”, Chung-hang yueh-
Kan, 16.3 (March 1938), pp. 49-58; “Paper Currency in China”, Chinese Economic Journal,
184 (April 1936), pp. 549-550; Chang Wei-ya, Chung-kuo huo-pi chin-yung-lun (Money

and finance in China), Taipei, 1952, p. 157;

Journal, 205 (May 1937), p. 495.

position vis-a-vis local warlords in provinces
unoccupied by the Japanese except for the
communist-controlled area. In 1942 two
regulations were promulgated: one stripping
the note-issuing privilege from the Bank of
China, Bank of Communications, and Farm-
ers’ Bank, and the other endmg that .of:
provincial and local bank

withdrawal of their
the war approached to an end, the system
of multiple 1ssumg-author1t1es practically
disappeared and the Central Bank became
finally the exclusive bank of note issue in
the area under the rule of the Nationalist
government.5%

Besides, the government also started in
1936 issuing 5-cent, 10-cent, and 20-cent
nickel coins, 1-cent, and 4-cent copper coins
to replace a whole array of subsidiary coins
struck previously by the central and local
authorities with various denominations and
diverse quality. However, on the eve of

55 Cf. Ts’ai-cheng nien-chien (Yearbook:o Puii
Finance, 1948, 10.2-3; Ch i

56 1. Y. Shen, p. 162.
57 Cf. Note 71. :

“China’s Foreign Trade”, Chinese Economic

the war against Japan the Central Mint
turned out less than 30 million yuan of
these new coins, an amount too insufficient
to meet the daily needs for small change
throughout the coun % .<In the wartime
continue the coinage
'shortage. Moreover, as

' nfl n accelerated, dollar notes and even

multiple-dollar notes performed the same
function as did subsidiary coins before.5
The Iatter of both the old and new were
soon driven out of circulation. Also, the
war ecliminated the notes of the Banques
de L’Indo-Chine that had enjoyed wide
circulation in southwestern China. Ironical-
ly, war and inflation helped greatly the
government to accomplish the work toward
unification of currency and centralization of
note issue in the unoccupied area.

The nationalization of silver served
three purposes: (1) to remove the white
metal from circulation -as©’a medium of

. Nanking, the Ministry of
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exchange, (2) ‘to support the new paper
currency which was to be secured by cash
(silver, gold and foreign exchange) for 609,
and securities for 409, and (3) to maintain
the exchange value of the new currency
abroad. Hence the implementation of the
reform measures depended critically upon
the success of executing the policy of na-
tionalizing silver. All organizations (both
private and public) and individuals were
ordered to surrender in their possession

prison sentence-in addmon to that of con-
fiscation of the silver in possession.?® Banks,
post offices, tax agencies, and numerous
other organs were used as exchange offices
for collecting the metal. The total collec-
tion, according to one estimate, amounted
to 800 million yuan®® As a result, the
central government gained control of an
amount of silver up to 900 million yuan,
or around 409, of the country’s total silver
stock as compared with less than 59, before
the reform.® 1In view of the age-old Chinese
habit of silver hoarding and the mablhty of
the administration to
decree, the silver:

58 The New Monetary ‘Policy of China,

sﬂver in whatever form (with a few xcep: j

-chien Wang

a respectable success. And it was largely
this success that enabled the government to
carry out the reform plan without much
difficulty.

Once China was off the silver standard,
the government had to settle immediately
two problems with regard to foreign ex-
change: What value should the new Chine-

se dollar be in terms of other currencies

iy c1al exchange rate was based
on the average rate in terms of pound
sterling between Shanghai and London for
the preceding five years (1931-34); as the
level of China’s exchange in 1935 was con-
sidered unduely high resulting from outside
influence — the American policy of silver
purchase. So the exchange parity of yuan
was settled at 2s 23d and at 29.75 cents
and 1.03 yen respectively through calculation
from the cross-rates between pound sterling
and the other two currencies.®? Compared
with the exchange rate of the Chinese dollar
before the reform (Aug.-Oct. 1935) the
ts a depreciation of about
\ to maintain the stability
f the new exchange rate the government

up foreign exchange funds in New York

pp. 11-13; Chuan-kuo yin-hang nien-chien, 1936 (Chinese

Bankers’ Yearbook; 1936), Shanghai, the Bank of China, 1936, T. 24-25, At the time of the Marco Polo
Bridge Incident, the government offered a premium of 15 per cent on silver tendered in exchange for
notes. See W. Y. Lin, “China’s Wartime Monetary Policy: Objectives and Technique”, Nankai Social
and Economic Quarterly, 11. 1-2 (Jan. 1940), p. 145.

59 Chang Kia-ngau, “Toward modernization of China’s Currency and Banking” in Paul K. T. Sih, ed.,
The Streneous decade: China’s Nation-building Efforts, 1927-1937, St. John’s University, 1970, p. 158.
But, according to W. Y. Lin, only 500 million had been collected by the end of 1937. See his article
“China’s Wartime Monetary Policy.”

80 Tn 1934 the three government banks had a cash reserve totalled at nearly 90 million yuan as com-
pared with the entire silver stock in the country for two to three billion yuan. In 1935, as noted in
Table 1, 289 million flowed out of the country. Accordingly, on the eve of the monetary reform the entire
silver stock was probably around 2-2.5 billion yuan. Following the nationalization of silver the central
government controlled as much as 900 million yuan of the white metal (nearly 100 nillion holding prior
to the reform plus 800 million collected from the public) while most of the rest w till hoarded in safe
or buried underground by the people. For sources, yin-hang nien-chien, 1936,
S. 61.

81 In actual operation
at 1s 28d. See Chang

82 Chao Lan-p’ing, P 9

1s\a sy .ibetwee) sellmg prlce at 1s 2§d and the buying price
u, “Toward ‘modernization of Currency and Banking”.



and London by  selling "abroad, mainly to
the U.S., a large portion of the silver collect-
ed at home. At the outbreak of the war
against Japan in July 1937 probably as
much as 360 million yuan of the white
metal had been sold for the purpose of
building a reservoir of foreign currencies
abroad.®® Henceforth, fluctuations in silver
prices could no longer affect significantly the
external value of yuan. Like many other
countries, China then entered the stage of

active management of her forelgn exchange_; .

Through these .
the government ho
major goals: val' o
the maintenance of the external and internal
stability of the new currency, and eventually
the establishment of a sound currency and
banking system. Now, let us make a brief
assessment of the historic reform against
the goals it was designed to achieve. Un-
fortunately the Marco Polo Bridge Indicent
in July 7, 1937 that brought China into a
life-and-death struggle for eight years, creat-
ed a utterly different situation: the war
against Japan caused a tremendous damage
to and interruption of the entire economy.

Therefore, a meaningful assessment of the .

monetary reform can _be,made onl ,,:for the
twenty months from 935
June 1937. The dat Table 4 almost
all point to an economic revival in the
period in sharp contrast to what occurred
in the previous four years (cf. Table 1).
While the physical volume of her trade still
showed a slight decrease from 1935 to 1936,

mic Depression and China’s Monetary Reform in 1935

_ to_ operation.®®
“silk industry, the number of silk factories
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there was a material improvement in trade
deficit. Moreover, overseas Chinese remit-
tance moved up in an accelerating pace.
Enormous amounts of silver still flowed out
of the country, but the outflow in 1936 and
1937, as noted before, came about from the
government decision to sell the demonetized
metal in exchange for foreign currencies
abroad which was necessary for the manage-
ment of forexon exchange.

. “wholesale prices climbed
; n the eve of the Sino-
apanese War they had almost attained the
1931 level in Shanghai and even surpased
that in north China. With prices moving
upward, markets for most commodities such
as cotton, silk, yarn, cloth, wheat, rice and
sugar turned buoyant. A bumper crop in
1936 created a strong demand for consumer
goods. In that year the volume of cotton
yarn purchased in Shanghai for inland sale
increased by more than 229, over that of
the preceding few years$* Many closed
factories thus reopened. In June 1935 more
than 1.3 million spindles, or four tenths of
the nation’s total, were out of work; by the
end of 1936 at least a half of them would
be, accordmg to one estimate, brought back
‘In Chekiang, the center of

in operation jumped from 16 to 25 in a
year (see Table 4). In addition to textiles,
the chemicals, rubber, sugar, tea processing,
and paper making all registered significant
expansion. On the other hand, there was
a substantial decline in business failures.

93 The silver export (excluding smuggling) between November 3, 1935 and July 7, 1937 are as follows:

Dec. 1935-Jan. 1936
1936 .o
1937 through June

60 million yuan (50 million ounces)
250 million yuan
52 million yuan

Since most of the 50 million ounces was in fact shipped in Dec. 1935, the total amount exported for

the 20-month period should be close to 350 million yuan.

85 “Fa-pi shih—hsing-hoc ]
the currency reform)”, Ck

For sources, see “Report of the Ministry of

4 rung nien-chien,
Center for Chinese Re-

ai chih kung-shang-yeh (Industry and commerce during the year since
ng yueh-K’an, 13.6 (December 1936),

pp. 29-35.
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INDICATORS OF EcoNOMIC REVIVAL IN CHINA,
NoveMBER 1935-JUNE 1937

1937 1937
1935 1936 Jan.-June (Al year)
Wholesale Prices (1931=100)
Shanghai . . . . . . . . . . . . 81.5 (Nov.) 856 97.7 —
North China e e 824 (Nov.) 90.3 105.9 —

(Jan.-April)
Foreign Trade
Volume (1931=100)
Imports

Exports
Value (in mj

Imports 919 941 — 953

Exports . S e e e 605 743 — 880
Overseas Chitiése Remittance (in million yuan) . 260 (280?7) 320 — 450
Silver Outflow (in million yuan) . . . . . 289 290 54 402
Foreign Exchange (pound or dollar per yuan)

Central Bank Quotation . . . . . . . 1s 2500d 1s 2.500d 1s 2.500d

29.750¢ 30.000¢ 30.000¢
(Nov.) (June) (June)
Hong Kong and Shanghai Banking Corp.
Quotation . . . . . . . . . . . 1s2415d 1s2375d 1s 23154
29.573¢ 29.750¢ 29.315¢
(Nov.) (June) (June)

No. of Bank Failures . . . . . . . . . 19 (207) 8 5
No. of Silk Factories in Chekiang —_
Demand deposits e 2,042 2,289 —
Time deposits . . e e e e 1,747 2,262 —
Loans Extended by Banks* (in million yuan) . 3,195 3,466 —
Native Interest Rate in Shanghai
(cents per 1,000 yuan per day) . . . . . 14 8 10

Note: *Deposits with and loans extended by native banks not included.

Sources: Shang-hai chiek-fang ——, pp. 126-133, 175-178; Chung-kuo yin-hang nien-chien (1937),
A. 2223, S, 89, S. 101, V. 4, V. 63; Chung-kuo chin-yung nien-chien (1938), p. 4 (preface),
p. 84; L. Y. Shen, pp. 29, 181-182, 174-177; W. Y. Lin, p. 26; Chang Kia-ngau, p. 159;
Chang Wei-ya, pp. 122, 125; Hsiao Lianglin, pp. 269-275.

, and third quarter

In Shanghai, for example, the number of 87, 60 in the first, secon
‘ Cases such as these




Revival of commercial and industrial
activities inevitably gave rise to growing
demand for credit. The financial sector
was able to respond with increased loans
at stable and relatively low interest for three
reasons: (1) a sizable growth of deposits,
(2) a considerable expansion of money
supply (notes and demand deposits) follow-
ing the monetary reform, and (3) a quick
turnover in business operation from manu-
tacturing to the final sale of products It
should be pointed o i ‘
extending credit to
still played a greate :
in the 20’s and 30’s." One source puts the
total amount of loan provided by the former
at 709 higher than that by the Iatter.
Moreover, even in Shanghai it was the
Native Bankers’ Association which decided
the daily interest rate prevailing in the
market.8” Therefore, the increase in loans
from 1935-1936 (89,%), as shown in the
Table 4, is in my opinion understated.
Further research may yield a much greater
rate of loan extension. At any rate, like
other sectors of the economy, the financial
institutions contributed to and shared in th
economic expansion at the time:

A glance at the for ei{change-q ta-
tions in Table 4 leaves no doubt that the
government was able to maintain a remark-
able stability of the new currency abroad,
for the Central Bank kept unchanged the
exchange rate at 1s 2.5d for the period.
The rate in terms of U.S. dollar was raised
in February 1936 from 29.75 cents to 30

hence inflationary pressure did exist.
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cents because of a minor change in the
rate between the dollar and pound sterling;
after then it stabilized at 30 cents. Even
the quotations of the Hongkong and Shang-
hai Banking Corporation, the most powerful
foreign bank in China, show only marginal
variations.

The stability of yuan at home as re-
flected in the index numbers of wholesale
ntroversial issue.®  The
, the Table indicates a
- in prices and the North China
28% over the twenty-month period:
How-
ever, comparing the data of note issue, and
the amount of silver surrendered by the
public, one cannot see evidence of excessive
issue then by the government banks. While
the total amount of their notes increased
950 million yuan in the period (see Table
3), the government succeeded in retiring
notes for 160 million issued previously by
commercial banks and collecting 800 million
yuan of silver from the public.

As far as the quantity. of currency in
ceérned, only the 200-million
tés issued by the pro-
ial and municipal banks represent a net
increase. Additionally, we should note an-
other constituent of money supply, ie.,
demand deposits against which checks can
be issued in substibution for currency. In
time of economic expansion demand de-
posits tend to increase in consequence of
credit expansion by financial institutions.
The data in Table 4 show demand deposits

%7 Pan Tze-hao, Chung-kuo ch’ien-chuang kai-yao (Essentials on native banks in China), Shanghai,

Hua-t’'ung shu-ch’ii, 1931, pp. 4-6.

%8 E.g., Chang Kia-ngau maintains that there had been excessive issuing. of-no

banks almost from beginning. On the other han
in paper notes they were by.and large isstied!
withdrawn from circulati
Banking”, p. 160; Frank .

agna, 145.

‘the government
despite a great increase
al banks and silver coins

C’hang Ki -ngau, “Toward Modermzatmn of China’s Currency and
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grew by nearly 250 million yuan from 1935
to 1936.% - Therefore, on the basis of the
evidence we have by now, it can be con-
cluded that, so far as the effect of money
supply on prices is concerned, the inflation-
ary pressure came primarily from credit
expansion of the financial sector, and note
issuing of provincial and municipal banks,
not from the printing machine of the govern-
ment banks.

We have seen by now that during the

contrast to the depressed state in the pre-
vious several years. She was, moreover,
able to maintain an unusual degree the
stability of yuan vis-a-vis other currencies
in the international community. Prices were
rising. While inflationary pressure did exist,
the degree of inflation can be considered
moderate as compared with what happened
later. In all these favorable turns of events
the reform certainly played a positive role.
It should be pointed out, however, that
1936 was a year of good harvest in China.

In an agricultural and poor country the j“f‘.lnctlomng as ‘the bank of issue and the

state of crops Is sppcrucial tofieg sboriomy, ‘depository of government funds the central

that an sizable increase or decrease of farm’

output often means life or death for millions
of people, let alone growth or contraction
of market. According to the estimate of
the National Agricultural Research Bureau,
the total value of several major agricultural
products (rice, wheat, kaoling, millet, and
tobacco) in 1936 amounted to 5.6 billion
yuan which was 1.7 billion yuan, or 449,

E Yehichien Wang

higher than that of the previous three years
on the average. Should additional yields
from secondary crops like silk, tea and
peanuts be included, the total increase in
agricultural income in that year probably
reached two billion yuan. Consequently,
there was a substantial rise in purchasing
power in the countryside which produced a
fast expanding market for all kinds of
consumer goods and-producer goods as well.
both institutional reform and the
¢rop contributed to the economic

revival of 1935-37. While the former pre-

vented the imminent danger of financial and
economic collapse and introduced a flexible
framework for the management of money
supply at home and foreign exchange abroad,
the latter provided a powerful stimulant
to the nation’s commercial and industrial
sectors.

The monetary reform succeeded in
stimulating the economy and achieving a
measure of stability of the new currency in
the short-run. Nonetheless, it failed in the
task of building a sound monetary system
based on the establishment of a strong and
independent central bank. In addition to

bank of a nation should assume the role
as the bankers’ bank. That is, the central
bank has the responsibility of regulating
money supply in response to the need of
trade and industry through adjustments in
the discount rate, changes in the reserve
requirements for deposits at commercial
banks, and the open market operation.
Instead of becoming the bankers’ bank,

¢ It should be pointed out that the concept of demand deposit in China is broader than that in the

United States.

For example, it includes, among other things, passhook
anytime during the office hours but agamst wlnch th

its which can be withdrawn
t do so by drawing checks.

heck, their total amount would be
pp. 105-108.
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however, the Central’ Ban was increasingly
turned into an instrument of the Finance
Ministry for printing notes to make up huge
deficit. The root of this failure lay in the
inability of the government to balance its
budget and hence its unwillingness to give
the Central Bank an independent status.
Throughout the Republican period
financial deficit had been a chronic problem
of the Chinese government. Before the
outbreak of the war against Japan in 1937
most of the deficit was met by the sale
high-interest-bearing . -bonds...and -
notes. When tax re et

s Moﬁetary Reform in 1935 359

further behind expenditures during and
after the war, government bonds and trea-
sury notes became increasingly unmarket-
able. Consequently, the government resorted
to the practice of requiring bank advances
as the principal way to budget balancing.
To comply with the enormous demand for
advances the four government banks (after
1941 the Central Bank alone) relied almost
entirely on the increa -note issue. The
excessive . issue-of 't produced, as is well
way inflation which cul-
ollapse of the Nationalist

government in 1949.72

™ Given January through June 1937 as base“ff‘(lé%}),

1945 and 132,500,000 in July 1948! 'See Chang kiangau,

“index in Ch;‘ngking rose to 156,195 in

he
\)ie Inflationary Spiral: The Experience in

China, 1939-1950, Cambridge:Th; M. I T. Pre‘ss, 1958, pp. 371-373.
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