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The China Aid Act of 1948 (Public Law 472 Title I) puorove, 

on April 3. 1948. authorized for aid to China la sum not to excee 

$338 million to remain available for obliation for the period of 

one year fol1owing the date of enactment of this Act., Of this a

mount. $275 million vas annronriated for use during the year endi 

Amril 2. 1949, An additional $125 million, authorized for aid to 

China throuah grants "on such terms as the President may determine 

and without reard to the provisins of the Economic Cooperation Act 

of 1948." has been outaide the scone of the nrorram for economic ad 

to China administered by the Economic Cooperation Administration. 

Followin an introductory smmary, this naner -resents, in con

densed form: (a) the background and purposes of economic aid to 

China durinv 1948: (b) an account of recent financial and economic 

developments in China: and (c) a record of the Economic Aid Pror 

for China to the end of 1948. 
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IMODUCTION 

At the time the China Aid Act was passed, China was in the grip 
of the longest sustained inflation in modern history. Her external 
resources bad dwindled from approximately a billion dollars on -J 
Day to less than one-qaarter of that um at the beginning of 1948. 
Foreign trade was at a low ebb. Continuation of deficit financing 
to support the civil war against the Commists kept the fires of 
inflation burning; the currency inflation in turn cused production 
and other constructive business activity to stagnate and contributed 
greatly to a popular loss of confidence in the National Government. 
While the military strength of the Communists was increasing, Nation
alist strength was being sapped by military defeats, sinking morale 
among the troops, and a crumbling economic front in the rear of the 
Government's armies. 

Character of the 1948 Iconomic Aid Praram for China 

The China Aid Program was not originally conceived as something 
that could by itself turn back or even arrest these trends. It was 
described as an effort to "assist in retarding the current economic


deterioration and thus give the Chinese Government further opportunity 
to initiate the measures necessary to the establishment of more stable


economic conditions."



The program of economic aid was organized and carried on against 
a background of continuing civil war and progressive contraction of 
the area and resources under the control of the National Government. 
It has been directed toward bringing economic assistance as directly 
as possible to areas and people who have needed the type of assistance 
which could be supplied by the use of U. S. dollars. 

food has been provided through a controlled ration system to


nearly 13,000,000 inhabitants of seven major Chinese cities. Cotton


financed under the program has kept the mills operating in China's 
largest industry, providing cloth for direct consumption, for barter 
to encourage the bringing of indigenous food into the cities, and for 
export to earn foreign exchange that can be used to pay for more im
ports. Petroleun has kept in operation basic utilities, transport 
facilities and industries, and also provided goods for which the 
farmers in the countryside are prepared to exchange their produce. 
Fertilizer imports have been planned for use in the production of 
spring crops in 1949. A Joint Commission on Rural Reconstruction 
has been established, and has formulated principles and a program 
for attacking some of the root causes of poverty and unrest among 
China's vast rural population. An industrial program of replacement 
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machiner7 and reconstruction projects baa been initiated with the 
participation of private American engineering firms; although 
actual procurement and construction bad to be suspended for the 
most part due to uncertainties connected with the civil war, much 
useful engineering survey work has been done. . A Ucounterpart fund 
in local currency, established by agreement with the Chinese Govern
ment and managed jointly by Chinese and Americans, has been used to 
maintain many hospitals, welfare programs, and dike-building projects. 

In spite of the growing chaos around them, these activities, by 
and large, have been managed with care and have been carried out 
successfully within their own limited terms of reference. In the 
case of the commodity program particularly, the supplies provided 
have been an important and at times crucial factor in keeping unrest 
to a minimum in the main cities of the coastal areas controlled by 
the Nationalist Government. In this narrow but significant sense, 
therefore, the efforts of MCA in China have been constructive and


useful. Supplies financed by the U. S. have been and are being 
effectively distributed to the people intended to receive them. 

Economic Aid in a Setting of General Deterioration 

But the atmosphere surrounding these efforts has been one of 
continuing discouragement and defeat for those who ad hoped the 
Chinese National Government, after a decade of upheaval and in face 
of all difficulties, could and would do the things that needed to be 
done if it were to provide an adequate counter-force to the Communists 
in China. The incapacity of the Government to put into effect the re
forms which it bad in January announced its intention of initiating; 
the inability of the Nationalist commnders to lead and inspire an


effective military effort against the growing Communist threat; a 
series of ill-conceived economic and financial measures which made 
the situation behind the lines even worse than it needed to be; the


widening breach between the people and their Government-all these 
were factors so demoralizing in their effect that it became only a 
matter of time until the Government would reach the brink of disaster. 

Chinese economic problems cannot be separated from problems which 
are ordinarily termed political and military. The inflation itself, 
dramatic as it has been, is only a symptom of broader and deeper prob
lems. The prodigious increase in the issue of currency has been a 
devastating economic fact, but the reason for it is to be sought in 
the military fact that more than two-thirds of all currency issued 
has been used directly to support the Government's military efforts. 
Sudden increases in the velocity of circulation can be related


directly to sudden drops in public confidence due to military defeats. 
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On August 19, 1948, the Chinese Government published a series 
of apparently sweeping financial reforms, in an attempt to arrest 
the runaway inflation of the Chinese National Currency (ON), and 
draw in for public use the large private holdings of foreign exchange. 
The drastic and dramatic reforms, including the introduction of a new 

-Gold Yuan (GY) currency, seemed to hold the inflation in suspense for 
more than a month. But they did nothing to increase revenues or to 
reduce expenditures; thus they failed to attack the basic cause of 
the inflation, vhich is the gross imbalance of the Government's 
budget. Internal contradictions in the new regulations soon


appeared. A new commodity tax was not put into effect because it 
would have meant breaking the price ceilings set forth in the same 
regulations. Although the Government reported collection of more 
than US$150 million worth of foreign exchange, it had to pay out 
in return so large an amount of the new Gold Yuan currency, without 
any compensating increase in supplies or production, that the new 
currency rapidly depreciated further both in real value and. in the 
esteem of the Chinese people.



With these economic influences at work, the resumption of the 
inflationary spiral and a breakdown of the attempt to maintain 
August 19 ceiling prices was inevitable. Attempts to enforce 
arbitrary price ceilings in Shanghai, and to a less extent in 
other cities, brought about an almost complete stagnation of eco
nomic activity. The more strictly the regulations were enforced,


the less food came into the cities, and the worse the situation


became. Finally, in November, the regulations became so ineffec

tive and disruptive of economic activity that they were officially


revoked in the face of a downward slide of the Gold Yuan which has


continued thereafter.



Internal financial deterioration and the maintenance of artifi

cial exchange rates have held down official receipts by the Chinese


Government from exports and inward remittances. Although China has


had to draw down also some $100 million from her contracted dollar


assets, official holdings of foreign exchange may have exceeded


slightly, at the end of 1948, the balance existing when the China


Aid Act was passed. This has been due in part to the existence of


the China Aid Program itself, which has paid for most of China'e


basic commodity imports since June 1948. But it has been due also


to two factors unfavorable to China: first, the fact that imports


outside the ECA program were held to a level so low as to impair


seriously production and trade; and second, the fact that private


exchange holdings were called in under the August 19 regulations


in such a way as to heighten the inflation and at the same time to


wipe out extensively, middle class savings. Thus the balancing for


a time of China's official international payments accounts was


achieved at a prohibitive internal cost.
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Chinas drawings upon restricted foreign exchange resources 
were largely for current requirements, not for importations of 
capital equipment. The Government even sold valuable productive 
properties in order to meet current outlays. 

A further debilitating effect of the civil war van to be found 
in the phenomenon of "disinvestment" within China, wich contrasted 
with the process of expanding investment in the ECA-aided countries 
of Europe. In a setting of spiralling inflation and universal uncer
tainty as to the future, private capital was almost wholly directed 
into no-productive channels of financial speculation and hoarding of 
goods for sale at higher prices; tanks demonstrated an dicreasing 
reluctance to extend long-term credit for industrial investment. As 
a result, not only did China's productive plant fail to expand, but 
existing productive facilities deteriorated. The lack of repairs 
and rehabilitation of productive capacity has lowered output. 

These facts, taken together, point to a steady decline in the 
overall productive capacity of the Chinese economy during 1948. 

The relationship between military defeat and economic deteriora
tion has been further demonstrated in the case of coal and food 
supplies. 

Coal production in China during 1948 was at about the same level 
as 1947. Supplies reaching consuming areas, however, were sharply


reduced, particularly during the latter half of the year, as mining


centers were cut off or fell into Communist hands. An especially 
serious loss, toward the end of the year was that of the output 
from the Zailan Mines north of Tientsin, which were supplying more 
than half of the coal produced in the whole of Nationalist China. 

The output of foodstuffs in 1948 reached a postwar peak at a 
level roughly equal to that of prewar years. In spite of this 
recovery in the agricultural regions. China's urban centers were 
able to meet their food requirements only with the continuing assis
tance afforded by substantial shipments from abroad. Factors con
tributing to this situation were Communist occupations of producing 
areas in Manchuria and much of north China and the conseouent dis
ruption of distribution patterns; and, in accessible areas--partiou

larly, during the autumn months--an increasing unwillingness on the


part of farmers to market their crops in view of rigid price controls 
and continuing currency depreciation. 

Similar trends could be noted in every other sector of the economy.


Mill output of cotton textiles held up during the first half of the 
year at 1947 levels and then began to drop sharply. Operable rail 
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mileage in Nationalist hands was reduced by 2,500 kilometers despite 
the rehabilitation of lines in the south. Shipping capacity was 
maintained but the pressure of military needs reduced the amount 
available for commercial requirements. Costly air traffic increased 
under the necessity of supplying cities besieged by Commtuist armies. 
During the last few months of the year, important cities in north and 
central China were virtually cut off from major supply sources and 
economic activity became thoroughly demoralized. BOA imports, in the 
latter part of the year, played an increasingly large role in supplying 
urban areas with essential food and raw materials. 

Preliminary Review of the ECA China Aid Proram 

Within a few weeks after the Economic Cooperation Administration 
came into being, economic aid to China was an operating reality. Ini
tial funds from the Reconstruction Finance Corporation were advanced 
to MCA, a "Program No. 1" for using these funds was approved by the 
Administrator, =nd the first procurement authorization was issued. 
An exchange of notes between the Secretary of State and the Chinese 
Ambassador in Washington set up interim arrangements for providing 
assistance pending conclusion of a formal bilateral agreement. Mr.


Roger 3. Lapham was appointed Chief of the EGA Mission to China, 
arriving at his post in Shanghai the first week of June. The 
Chinese Government created a Council for U. S. Aid, a cabinet level 
committee to deal with the ECA Program. To 'backstop" the Mission, 
a China Program Division was created in the BCA Headquarters office. 
And on July 3, three months after the Foreign Assistance Act was 
approved, the formal Economic Aid Agreement between China and the 
United States was signed by the Chinese Foreign Minister and the 
U. S. Ambassador to China. 

The MCA Mission to China was faced with the problem of getting 
itself organized quickly for the job ahead. To speed Up the process, 
it took over and adapted to the new purpose the China Relief Mission 
which had been responsible in China for the U. S. Foreign Relief 
Program under Public Law 84 (Eightieth Congress). ECA also inherited 
some continuing functions of a relief character, including the dis
tribution of P.L. 84 supplies which had not reached end-users by the 
time that law expired, on June 30, 1948. MCA likewise continued 
support to a number of special projects started by the China Relief 
Mission and financed from a local currency "Special Account." 

Operating under a strict limitation on dollar administrative


expenses, the Mission has made a maximum use of alien staff, paid 
in local currency. BOA has arranged for a part of the work of super
vising and controlling portions of the program to be done by private 
firms and voluntary relief agencies. 

S 



The program itself has consisted of three parts: the provision 
of a limited number of basic commodities (food, fuel, cotton, fertil
izer and coal); the initiation of an industrial replacement and recon
struction program; the formation and support of a Joint Commission on 
Rural Reconstruction in China. In addition, XCA has participated in 
the management and use of a Special Account, or-ucounterpart" fund, 
in Chinese currency provided by the Chinese Government. Of the total 
.$275 million appropriation for the SC0 China Program, $203.8 million 
was earmarked for commodities, $67.5 million for the industrial pro
gram, $2.5 million for dollar expenditures on the rural reconstruc
tion program, and $1.2 million for administration. 

The commodity program called for average ECA imports into China 
of supplies costing roughly $20 million a month. As of December 31, 
$194 million of the commodity funds had been authorized for procure
ment, and about $112 million worth of these supplies had arrived in 
China. The commodity program was, therefore, well up to schedule. 
But obligations against the industrial program had been limited to 
allotments of money for "preproject" engineering survey work. Toward 
the end of the year, some of the projects were about ready to start 
actual procurement and construction work; but in December, it was 
necessary to suspend allocations for such work pending clarification 
of the political and military situation in China. Similarly, the 
Rural Reconstruction Commission was only emerging from the planning 
stage at the end of 1948, and bad tapped only a small part of the 
$2.5 million set aside for its U. S. dollar expenses. 

In all phases of the program, as much emphasis as practicable


has been placed on the use of commercial channels of supply and


distribution. The food program is the sole exception as regards


supply; rice from southeast Asia and.vheat .and flour from the U. S. 
have been bought and shipped by the Commodity Credit Corporation, an 
'agency of the U. S. Department of Agriculture. The major portion of 
the petroleum products, most of which originate in the Persian Gulf, 
have been procured and shipped by private oil companies. American 
cotton has been shipped by American firms and received in China by 
American cotton importers. Fertilizer, coming from a variety of


sources under allocations by the International Emergency Food 
Committee, has likewise been supplied through private commercial


channels. 

After each commodity shipment arrives in China, the BOA Mission

keeps track of its receipt, processing, distribution, and end use.

Food is distributed through the first general civilian rationing

system ever developed in China's urban areas, with the Chinese


Government and EOA each providing a part of the total ration


reqiuirements. Cotton becomes yarn, yarn becomes cloth, and the
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end-products are used for exort, for barter and for domestic sale
all under the watchful observation of a Joint Management Board in 
which ECA participates.' Petroleum products are distributed by the 
importing companies, who themselves assist in end-use control and 
reporting, and provide detailed sales records for each product to 
the ICA Mission. As of December 31, 1948, fertilizer had not been 
distributed since it was for use in 1949 spring production; a part,
it was planned, would be handled in direct exchange with farmers for 
rice, a part sold through commercial channels and a part used by the 
Rural Reconstruction Commission. The small amount of coal imported 
before the end of the year went directly to utilities and other users 
under the supervision of the ECA China Mission. Medical supplies
imported by Zlu's predecessor in China, the U. S. China Relief Mission, 
are distributed by a special group set up by agreement between the 
Ministry of Health and voluntary agencies. Pesticides, also inherited 
from the China Relief Mission, have been distributed largely through 
commercial channels, the remainder being earmarked for agricultural


demonstration purposes.



The industrial program started with an intensive investigation


of proposed replacement and reconstruction projects conducted by a


special Reconstruction Survey Group. This group faced a double


problem-an extensive need for replacement and reconstruction equip
ment, and a serious lack of the engineering and management skills 
needed in China to make certain that such equipment would be effec
tively absorbed into the economy. The group prepared tentative 
recommendations for allocation among approved projects from the 
$67.5 million set aside for this purpose. The projects thus


recommended were largely limited to the field of basic industry


and transportation--the largest provisional allotments proposed 
being for power plants, coal mines, the rehabilitation of railroads, 
and the manufacture of fertilizer. The Survey Group also developed 
procedures for making maximwa use of private American engineering 
firms as "project engineers" to help individual projects in drawing 
up plans, procuring the right equipment, and making sure that equip
ment is correctly installed and effectively operated. To manage the 
whole scheme, 3CA and the Chinese Government agreed to retain a high
grade American firm of management engineers. 

The uncertainties in the China situation had in December caused 
the suspension of all but survey work under this program, leaving open 
the possibility of selected projects being carried forward as circum
stances permit. The technique adopted for administering this program 
may prove to be of significance in relation td future programs involving 
industrial projects in underdeveloped countries. 
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The Joint Commission on Rural Reconstruction in China was 
established in accordance with Section 407 of the China Aid Act to 
Nformulate and carry out a program for reconstruction in rural areas 
of China." Initiated on August 5 by an exchange of notes between the
 

Chinese and U. S. Governments, the Joint Commission consisted of three 
Chinese and two American-members, apinted in September by the Presi
dents of China and of the United States. 

Intensive planning and survey work were undertaken by the Commis
sion after the members had agreed on the general statement of objec
tives and principles. In general, the Commission has been moving in 
the direction of: assisting people in rural areas to improve their 
living conditions, increase food production, and develop local self
government; strengthening and improving the operations of government 
agencies concerned with rural problems; stimulating local movements 
and private agencies in efforts on behalf of the rural people; and 
affording to progressive elements in the population real opportunities


to participate in the program. The Joint Commission operates under


the supervision of the Administrator, who has delegated his author
ity in this field to the Chief of the BOA Mission to China. The


American members and staff of the Commission are B]CA staff members


engaged in full-time work with the Commission.



A special concern of the BCA in connection with the China Pro
gram has been the development of sources of strategic materials re
quired by the U. S. Although China is a major producer of three 
such materials--tin, tungsten, and antimony-the limitations upon 
funds for stockpiling purposes have made it impracticable to-pick 
up antimony and tungsten which are available for purchase in China. 
Extensive investigations on the development and supply of tin con

centrates and tin metal, however, had resulted before the end of 
December 1948, in a tentative arrangement for tin purchasing as 
part of a general scheme for rationalizing the supply of metal and 
the development of processing facilities in Yunnan Province.



The special local currency account, or counterpart fund, pro

vided for in the Economic Aid Agreement with China, differed from


corresponding accounts in Europe, two of its features being unique.


The first is an arrangement for deposits of local currency, which


leaves the timing of deposits in the discretion of the U. S. Govern
ment; this discretion is used to relate deposits to actual needs for


local currency, without large surpluses which would rapidly shrink 
in value. The second unique feature is a "maintenance of value" 
clause which provides that for certain important uses the Chinese 
Government would protect appropriations made from the special 
account against currency depreciation, by expressing the appro
priation in terms of some more stable unit, such as U. S. dollars 
or a basic commodity like rice or cotton yarn. 
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Since it was clear from the outset that the sterilization of 
the entire special account would not by itself be an important
influence toward control of the inflation, the Chinese Government 
and the EGA, after consultation with the National Advisory Council 
in Washington, followed a policy of making expenditures from the 
account for important public purposes which might not otherwise 
be provided for, if such expenditures were of demonstrated urgency.
The main categories of expenditure have been for administrative 
costs, the expenses of delivering relief packges and. supplies in 
China, local currency costs of projects sponsored by the Joint 
Commission on Rural Reconstruction, expenditures on special proj
ects in the field of water conservancy, health and welfare, and 
the internal costs to date of the replacement and reconstruction 
program, in cases here money could not be raised from other 
sources. It was estimated, according to the plans envisaged
during 1948, that the total of these expenditures would amount 
to less than half of the total potential account. 

By the end of December 1948, notifications of U. S. grant aidhad been given to the Chinese Government to the amount of $94,470,926. 
According to preliminary and tentative estimates, pending final deter
mination upon a formula for computing exchange rates, Gold Yuan equiv
alent to approximately $9,543,000 had been requested for deposit, and 
the equivalent of approximately $5,839,000 had been spent. 

STAISTICAL SUROLZ 

The accompanying table shows the status of the economic aid 
program for China as of December 31, 1948. 
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STATUS OF EGA CHINA AID PROGRAM.


December 31, 1948



(Value in Thousands of Dollars; Quantity in Long Tons 

: ANNUAL 
: PROGRAI'A PROCURE?2NT 

AS OF 21- AUTHORIZATION : 
: 12-31-48 : ISSUMh BAIINCE .REPORTED SHIPPH 

r Value Quantity :Value :(Col.3) Quantity Value 
(1) (2) 2(3) 2(4) : (5) : (6) 

Total Program 7000 

Administration 1,200 
Total excl. 
Administration 273.800 295L21778.381 
Total Commod
ities 203.8 600.55 194,22 9.5 318,512 119661 

Rice 46,420 236,314 42,282 4,138 129,473 22,471 

Wheat/Flour 26,741 193,070 23,704 3,037 106,534 14,166 

Cotton 69,790 388298 69,790(399,091 •( 0 , 67270/303,318e 54,lO 

bales) bales) 

Fertilizer 9,125 82,578 9,438 -313 / 0 0 

Petroleum 46,000 n.a. 47,506 -1,506 5/ n.a. 28,553 

Coal 2,386 15,000 286 2,100 14,800 286 
Emergency Pro
curement 
(Mission) 1,000 - 1,000 0 0 

Freight and 
Parcel Post on 
Voluntary Aid 
Shipments 100 - 1 -10 

Freight on PL 84 
Medical Supplies 10 -110 0 65 

Unallocated 2,128 10 2,018 -

Capital Equipment 67.500 - 68 

Rural Reconstruc
tion 2,5002/ - - 2/ 2,5002/ _ 

See following page for footnotes. 10
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PAM FOR ARRIV - .DISTRIBUTED 3 OX HARD IN CHINA --

Quantity: Value :°Quantity :Value :Quantity :Value :Quantity : Value47) ( 8) (9) •(10) (11) •(12) :- (13) : (14) 

284.L25 .25.4o2 274.965 111.887 200.185 2/ 74780/ 

94,849 12,685 138,475 23,541 120,965 20,564 17,510 2,977 

106,517 13,534 54,94 6,775 32,415 3,983 22,526 2,792 

68 ,09/ 53,904 661,74 52,732 .3,0O° 25,2364,74 27,496 
30504 (299,o3 (±38 2r23 (15 t3Zj 149


bales) bales) bales) bales) 

0 0 0 0 0 0 

n.a. 15,000 n.a. 28,553 n.a. n.a. n.a. n.a. 

14,800 286 24,800 286 14,800 286 0 0 

0 

0 
_ 0 ..... 

0 

0 
62 -

0 --- 



FOOTNOTES FOR PRECEDING TABLE 

General Note: Value data on commodities include freight. 

1/ 	 Program Apr. 3, 1948-Apr. 2, 1949, adjusted as of Dec. 31, 1948. 

z/ 	 Based on reports from the China Mission. Values estimated. 
Includes approximately 25,000 tons of rice and flour transferred 
from China Relief Mission. Rice data include 9,002 tons of 
loaned rice from Hongkong to be repaid from future shipments.
In addition to data shown, RCA has had responsibility for super
vising distribution of corn seeds, medical supplies, and pesti
cides, (valued at apprqximately $5 million), transferred after
6/30/48 from the China Relief iMission, of which there remained 
on hand at 12/31/48 $5,000 worth of corn seeds, $3,700,000 of 
medical supplies, and $87,000 of pesticides. 

2/ 	 Total omitted because of non-receipt of data on petroleum. 

4/ 	 f~l cotton shipped to date has arrived. Differences reported 
will be reconciled after final weighing and adjustment of claims. 

w 	 Anticipated cancellations. 

6/ 	 Payment in advance, pending receipt of documentation. 

/ Not covered by procurement authorization. $40,000 has been 
alotttd to U. S. Post Office Dept.



M/ 	 Consists only of preproject engineering services. Balance of program in suspense except for additional preproject engineering 
expense estimated at less than $1 million. 

j/ 	 Reserved for Joint Commission on Rural Reconstruction in China. 
Approximately $14,000 has been charged for salaries and dollar 
expenses of American members and staff. 
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STATUS' ECA CHINA AID PROGRAM I


DEGEMBER 31, 1948 

(MILLIONS OF DOLLARS) 

7O 

68 

// 

PROGRAM 46 46 

iN 

-- >5 I 40 , 

AUTHORIZED 

27 

20, 

SHIPPE - oA ' 

A> 3 

Rice. 

GENERAL 

Wheat/Flour Cotton Fertilizer Petroleum Cool 

NOTE.Value date on commodities include freight Excluded from the aboe totals alt 

cost of odmuistrattonspecla imrgeneyprocurement fund, fireght ad purel 
post an voluntary aid shipments. freight on usol supplies and unallocated 
funds, Woallhn,44 0mh 

La Program suspended due to unsettled condtioftns in Chna 

b Entire amount allocated to joint Sino- Amertitn commission for pragem of 
rural reconstructtn. Bulk of expenditures for this aperolo. in Iocal currency 

Capitol 
Equipment ILO 

Rural 
Reconst

60 



CHINA PROGRAM 

PROGRESS TOWARD PROGRAM 2/ 
THRU DECEMBER 31 

MILLIONS 
OF DOLLARS , . 

250 

Y~~">MILLI$O'O~AS,&t 

20B 

1.2 0.1 

0 
ANNUAL PROCUREMENT REPORTED ANNUAL PROCUREMENT REPORTED 
PROGRAM AUTHORIZED SHIPPED PROGRAM AUTHORIZED SHIPPED 

COMMODITIES CAPITAL EQUIPMENT and TECHNICAL SERVICES 
2j Progrom figures exclude $1.2 million for odmlnistroton. YIvlslrlOF ATStICA retOTs , Suspended dueto unsettled conditions except for certain engineering surveys ECONOMIC AoMINISTtCOOPERATION TION

JANUARY19,1949 
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CHRONOLOGY Or EVENTS IN ECONOMIC 'AID PROGRAM 
OR GEIN URING 1940 

Feb. 18 	 The President sends to Congress a message on Economic 
Aid to China. 

Yeb. 20 'The Department of State presents to the Foreign Affairs 
Committee a proposed program of economic assistance to 
China, with a sunmmary of background information. 

April 3 	 Congress approves the Foreign Alistance Act bf 1948 
(Public law 472) including Title IT, the -China Aid Act 
of 1948, in which $338 million is authorized for eco
nomic aid to China, and $125 million for additional 
aid through grants without regard to the provisions of 
the Economic Cooperation Act of 1948. 

April 30 	 The President aflocates to EGA $36.5 million, out of 
$50 million R..O, funds for use in initiating eco
nomic assistance to China under Public Law 472, Title
IV.



April 30 	 Notes are exchanged by the Seoretary of State and the 
Chinese Ambassador to the United States, setting up 
interim arrangements for the provision of assistance 
to China pending final negotiation of a bilateral 
agreement. 

May 5 	 Roger D. Iapham is appointed Chief of the EA Mission


to China.



Kay 8 	 The first phase of the China Aid. Program, involving an


expenditure of $36.5 million, is aproved by the BOA


Administrator. 

May 14 The first procurement authorization for China is issued 

for $1,106,960 worth of flour. 

June 7 	 Mr. Lapham arrives at his post in China. 

June 7 he first members of a Reconstruction Survey Group, 
headed by harles L. Stillman, arrive in China to lay 
out the Industrial Reconstruction and Replacement part 
of the China Aid Program. 
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June 8 	 Mw Chinese Government promulgates an organic statute 
for the establishment of the China Council for United 
States Aid (OUSA) as an agency of the Executive Tuan. 

June 18 - The first Joint meeting is held between CUS and the 
ZCA Mission to China. 

June 28 	 Congress approves (P.L. 793) appropriation of $275 
million for economic aid to China under the terms 
of P.L. 472, Title IT, and $125 million for addi
tional aid through grants, without regard to the 
provisions of P.L. 472. 

June 28 	 Harlan Cleveland is appointed Director of the China 
Program at ZCA Headquarters in Washington. 

June 30 	 The China Relief Mission (operating under P.o. 84) 
is abolished, personnel being taken over by the Z3A 
Chi ission. 

June 30 	 The status of 6perations at the end of the first 

quarter after passage of the China Aid Act is re

flected in the following figures: Commodities 

(rice, teat and flour, cotton, petroleum, fer

tilizer) program ed, $36 million; authorized, $26.5 

zillion for 91,400 long tons; arrived in China, 

41,500 tons. Industrial reconstruction and replace

ment programmed $0.5 illion; authorized, $0.3 

minion. 


July 1 	 Personnel transferred (some, .tentatively) from the


China Relief Mission (under P.L. 84) to the SQA


Chiwi Mission include approximately 65 Americans,

475 aliens.



July 3 	 The 3eonomic Aid Agreement (bilateral agreement)


between China and the United States is signed in


Nanking by the Minister of Foreign Affairs and the


American Ambassador to China.



Aug. 5 	 An exchange of notes between the United States and


China, establishing the Joint Rural Reconstruction


Commission, is signed in Nankiag.



Aug. 7 	 the first deposit is mde in the Special Local


Currency Account, or counterpart fund.
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Aug. 9 he Reconstruction Survey Group presents an interim 
report. 

Aug. 1 	 Provisional allotments are announced for the first 
four replacement projects under the reconstruction 
and replacement program. 

Sept.. 5 	 The sale of BCA rice for the rationing program be
gins in Shanghai. 

Sept. 5 	 The BOA China Mission and CUSA reach initial agree
ment on principles to cover the distribution of EGA
provided fertilizer in China. 

Sept. 13 	 A first tentative local currency program, covering


expenditures from the counterpart fund for relief, 
rural reconstruction projects and administrative


expenses, is agreed to by CUSA and the EGA Chin 
Mission.



Sept. 13 	 The China Program Division is formally established 
within ECA Head1ouarters in Washington. 

Sept. 19 	 Ramon T. Moyer and John Earl Baker are appointed


by the President as American members of the Joint


Rural Reconstruction Commission.



Sept. 19 	 The Reconstruction Survey Group presents additional


findings and recommendations. 

Sept. 23 	 The RCA Public Advisory Committee for the China Pro

gram is established.



Sept. 29 	 The first meeting of the Public .AdvisoryCommittee


is held.



Sept. 30 	 The ECA China Mission reports local currency payments


for special projects approved and deposited during


September as totaling gold yuan 1,449,346.97 for


selected medical, welfare, relief, conservancy, public


works and agricultural projects throughout Nationalist


China.



Sept. .30 -Status figures at the end of the second quarter of 
operations are: Commodities programmed, $106.2 
uillion; authorized $83.9 million for approximately 
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205,200 tons; arrived in China, 193,400 tons; die
tributed, 90,200 tons. Reconstruction an& Replace
ment programed, $5.1 million; authorized (as amended), 
$0.1 million. Personnel strength of China ission, 
86 Americans and 4.69 aliens. 

-Oct. 1 !he first meeting of the Joint Pral Reconstruction 
Oommission is held in anldr. 

Oct. I The seventh EGA regional office in China is opened 
.in !singtao. 

Oct. 1 The first EOA-hmorted cotton moves to mills, after 
conclusion of detailed arrangements with the Ohinese 
Government as to en&-use control. 

Oct. 2 The first fertilizer contract is let under the EOA 
China Program. 

Oct. 2-3 Ihe E0A Industrial Survey Group, together with CUSA 
representatives, condncts a field survey in west 
China. 

Oct. 14 The Chinese Government signs a contract with the 
J. G. White Engineering Corporation for technical 
advisory service to CUSA and E0A on industrial 
reconstruction and relacement projects. 

Oct. 18 The Joint Rural Reconstruction Commission makes its 
first policy announoement, dealing with general
principles agreed upon as governing allocations in 
this field. 

Nov. 8 The Chinese and. U. S. Governments exchange notes pro
viding for continuation and extension of duty-free 
importation of relief shipments from the U. S., and 
for financing local currency transport costs for 
such shipments out of the Special Account. 

Nov. 8 Mr. lapha announces measures taken to expedite MCA 
food shipments in sUpPort of the rationing program. 

Nov. f1 An arrangement is concluded for the loan to 30A of 
10,000 tons of rice from HongIong to ease the food. 
crisis in Shanghai. 
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Nov. 11-13 	 Cloth an cotton of 30A origin are flown, to Nanchang, 
the p ae returning with 5 tons of rice, providing a 
test of indigenous procurement, by barter, of food 
for cities during a food crisis. 

Nov. 16 	 A first 30 emergency wheat shipment of 9,000 tons 
reaches Tientsin: this and subsequent shipments
making possible continuation of the Tientsin and 
Peiping rationing systems. 

Nov. 18 	 A tentative program for the Special Local Currency 
Account is favorably reviewed by the National Aivi
sory Council. 

Nov. 19 	 The first of a series of shiploads of emergency rice 
reaches Shanghai. 

Nov. 21 	 The Chinese Government establishes a new Zconomic 
Coordination 3oard. 

NOv. 23 	 Members of the Joint Commission on Rural Reconstrao
tion leave Nanking to organize action programs in 
Szechuan and Hunan provinces. 

Nov. 30 	 Operational status figures are: Commodities programmed, 
$168.6 million; authorize, $164.8 million for approxL
mately 553,300 tons; axrived in Cina, 218,000 tons; 
distributed, 151,300 tons. Industrial reconstruction 
and replacement tentatively programmed, $50.1 million; 
authorized., only $1.1 million (due to civil war con
itions). Personnel strength of MCA Ohina Mission, 

101 Americans and 372 aliens. 

Dec. 5 	 30A announces that more than two-thirds of the total 
commodity aid. program for China has been authorized, 
that nearly half of the commodity aid has arrived 
in China-including $19.2 million worth of food, 
$54 million 	 worth of cotton, and $29 million worth


of petroleum-and that the food, petroleum and one
third of the cotton delivered have gone into con
sumption channels.



Dec. 5 	 Joint Rural Reconstruction Commission headquarters 
are transferre. from Nanking to Canton. 

Dec. 1i 	 Administrator Paul Hoffmpm arrives in Shanghai for 
conferences with 30± China Mission. 
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Dec. 21 	 Aministrator annotmces suspension of indstrial 
reconstruction projects, previously programmed at 
$70 million, with continuation in part of pre
project engineering surveys; this action does not 
apply to comodity and rural reconstruction programs. 
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ACGROUND AIM PRPOSES 
OF ZCOITOMI0 An TO CHINA DURING 1948 

Backzroqncl 

Conditions prevailing in China prior to the Presiclent' a recommenda
tion of an economic assistance program for China were described in a 
summary statement presented by the Department of State, on February 20, 
194-8, to the Committee on Foreign Affairs. With respect to the back
ground, at that time, of conditions in China, the statement said: 

'Chinats econory has deteriorated steadily since the 
defeat of Japan. This deterioration has been due to 
the devastation t1ich civil warfare has aided to .the 
disorganization and destruction brought about by the 
war against Japan, and to the difficulties faced by
China, in the circumstances, in mobilizing effective
ly its available resources. It has taken place de
spite large amounts of foreign aid extended or avail
able to China since YJ-day... In addition, the Chinese 
Government has expended more than $700 million of its 
own foreign-exchange holdings. 

'The civil arfare in China has seriously dislocated 
economic activity in two major respects. First, its 
physical impact has been felt through the destruction 
and dislocation of transportation and industrial fa
cilities, and in the isolation of raw material, fuel, 
and food sources from centers of consumption and ports 
of export. Second, the monetary and financial impact 
of civil war is felt throughout the entire economy in 
the disruptive consequences of inflation resulting 
from the issuance of paper currency in order to fi
nance mounting Government deficits caused mainly by 
military expenditures. Inflation impedes the pro
duction and movement of goods for domestic consump
tion and exrort, and stimulates speculation and 
hoarding. It thus intensifies existing scarcities, 
and requires ever-larger Government appropriations. 

"Note issues and prices have continued to increase 
at tremendous rates. Note issue increased more than 
eight times during 1947; the price of rice in Shang
hai increased more than 15 times during the same 
period. The official excharge value of the ;yuan 
was CN$3,350 to the 'US$1 as of Jamary 1, 1947, 
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and has been raised to a current rate of CN$140,000 
to the US$1. Black-market quotations are currently


around CN$200,O0 to the US$1. 

"Government expenditures for the year 1947 were orig
inally estimated at Cr$9.4 trillion, against esti
mated revenue of 0$?.4 trillion. By May 7, 1947, 
a new budget of CH$18 trillion for 1947 was approved, 
and later, as prices further increased, new revisions 
brought total Government expenditures for 1947 to 
about MI$40 trillion. Of this amount, not less than 
70 percent has been required for military purposes. 
Revenue from taxes and Governent-operated enter
prises has covered less than one-third of the total 
Government expenditures. 

"The rate of increase in note issue in 1946 was about 
10 percent per month; in the first half of 1947 it 
rose to 15 percent per month; currently it is 25 per
cent per month. Prices have moved unevenly with 
periods of very sharp upward fluctuation alternating 
with periods of quiescence. Intervals between the periods 
of sharp increases are becoming shorter, and the increases 
tend to become steeper.



"The continued low level of Chinese exports and official 
receipts from overseas remittances caused by civil war


and inflation, has made it necessary for the Chinese--
Government to draw doom its official Chinese foreign
exchange holdings to finance the major portion of 
Chinese imports. Chinese Goverment holdings of gold 
and dollar exchange have fallen from about US$900 
million on December f., 1945, to about US$234 million 
as of January 1, 1948, of which $96.5 million represents 
gold ($86 million being held in China) and $137.8 million 
consists of official dollar balances in the United States. 
In addition, holdings of sterling area currencies as of


Jaimary 1, 1948, are estimated at approximately $40


million; and official holdings of silver are valued


at around $30 million, almost all of which is held


in China. 

"Private Chinese holdings of gold, foreign exchange,


and long-term assets in all foreign currencies are


not known but may be estimated to be at least US


$500 million. Such holdings have increased since


the end of 1945, through private accumulation of
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gold in-China, tbrough flight of capital via Hong 
Xong, and other means. The ability of the Chinese 
Government to mobilize these privately held assets 
is, however, decreasing with continued deteriora
tion in the financial and economic situation. 

'As a result of the continued drains on her foreign
exchange holdings, China soon vill be unable to 
meet external costs for procurement of essential 
imports needed for the continuation of her basic 
civilian econory. The official proceeds of exports 
and remittances would be grossly inadequate to meet 
minimum recuirements, and such proceeds could be 
expected to decline. If imports were c6ntracted 
much further, industrial activity would diminish 
rapidly, minimum consumption needs in Shanghai and 
other vital areas would not be met, government 
revenues would fall off sbarply, and prices would 
ow in a situation of panic psychology and uncon
trolled inflation. Accordingly there is Immediate 
necessity for an economic-assistance program for 
China which will afford the Chinese Government an 
opportunity to take steps whichionly that Govern
ment itself can take to arrest the trend of eco
nomic deterioration, and to begin effective steps 
towiard more stable economic conditions." 

Fosos 

Economic aid provided by the United States to China during 1948 
has been separate from the European Recovery Program. The China Aid 
Act of 1948, Title IV of Public law 472, approved April Z, 1948, stated, 
in Section 4-03: 'It is not the purpose of this title that China, in 
order to receive aid hereunder, shall adhere to a joint program for 
European recovery.' 

The general Purposes of the China Aid Act of 1948 were set forth 
in Section 4-02, in the following terms: 

"Recognizing the intimate economic and other relation
ships between the United States and China, and recog
nizing that disruption following in the wake of war 
is not contained by national frontiers, the Congress


finds that the existing situation in China endangers 
the establishment of a lasting peace, the general wel
fare and national interest of the United States, and 
the attainment of the objectives of the United Nations.
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lIt is the sense of the Congress that the further evo
lution in China of principles of individual liberty, 
free institutions, and genuine independence rests 
largely upon the continuing development of a strong 
and democratic national government as the basis for 
the establishnent of sound economic conditions and 
for stable international economic relationships. 
Xindful of the advantages which the United States 
has enjoyed through the existence of a large domes
tic market with no internal trade barriers, and be
lieving that similar advantages can accrue to China, 
it is declared to be the policy of the people of the 
United States to encourage the Republic of Chink and 
its people to exert sustained common efforts which 
will speedily achieve the internal peace and economic 
stability in China which are essential for lasting 
peace and prosperity in the world. It is further 
declared to be the policy of the people of the 
United States to encourage the Republic of China 
in its efforts to maintain the genuine independence 
and the administrative integrity of China, and to 
eustain and strengthen principles of inlividual 
liberty and free institutions in China through a 
program of assistance based on self-help and coop
eration: Provided, That no assistance to China 
herein contemplated shall seriously impair the 
economic stability of the United States. It is 
further declared to be the policy of the United 
States that assistance provided by the United 
States under this title should at all times be 
dependent upon cooperation by the Republic of 
China and its people in furthering the program: 
Provided further, That assistance furnished under 
this title shall not be construed as an express or


implied assumption by the United States of any re

sponsibility for policies, acts, or undertakings of


the Republic of China or for conditions which may 
prevail in China at any time.' 

That the effectiveness of aid to China would deend primarily upon 
policies and actions of the Chinese Government and upon other develop
mente within China was emnhasized in statements by the President an& 
the Secretary of State prior to the passage of the China Aid Act of 
1948 and in a statement by the Administrator for Economic Cooperation 
after the Act was approved. In a message to Congress on aid to China, 
transmitted on February 18, 1948, the President stated: 

'... Wle have hoped for concitions in China that would 
make possible the effective and constructive use of 
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"American assistance in reconstruction and re
habilitation. Conditions have not developed as 
we had hoped and we can only do what is feasible 
under circumstances as they exist. 

'We can assist in retarding the current economic


deterioration and thus give the Chinese Govern

ment further opportunity to initiate the measures 
necessary to the establishment of more stable eco
nomic conditions. But it is, and has been, clear 
that only the Chinese Government itself can under
take the vital measures necessary to provide the 
framework within which efforts toward peace and true 
economic recovery may be effective. 

"In determining the character and dimensions of the 
program vhich might be suited to this purpose, we 
have had to take into account a number of diverse 
and conflicting factors, including the other de
mands on our national resources at this time, the 
availability of specific commodities, the dimensions


and complexities of the problems facing the Chinese 
Governmenti and the extent to which these problems


could be promptly and effectively alleviated by 
foreign aid. United States assistance to China, 
like that provided to any other nation, must be 
adapted to its parficular requirements and capac
ities." 

The Secretary of State, in a statement to the Committee on For
eign Affairs of the House of Representatives on February 20, 1948, said: 

".The Chinese Government is in dire need of assis
tance in its present serious economic difficulties.


However, the political, economic and financial con

ditions in China are so unstable and so uncertain 
that it is iipossible to develop a yractical, 
effective, long-term over-all program for economic 
recovery. Hevertheless, it is desirable that the 
United States Government render assistance to China 
in her present critical situation in order to help


retard the nresent ranid rate of economic deteriora
tion and thus provide a breathing space in which the 
Chinese Government could initiate important steps


toward more stable economic conditions." 

After reviewing briefly conditions in China, the Secretary added: 
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... In view of this situation, the program should not 
involve the virtual underwriting .of the future of the 
Chinese economy. The United States should not by its 
action be put in the position of being charged with a 
-direct responsibility for the conduct of the Chinese 
Government an& its political, economic an& military 
affairs.'



During the course of subsequent hearings before the sub-committee 
of the Committee on Appropriations, House of Representatives, a state
ment by the Administrator for Economic Cooperation was presented for 
the record on May 18, 1948, in which the Administrator said: 

"As the testimony before Congress and the reports of 
the congressional Poreign Relations Committees showed, 
the situation in China is a very difficult one. The 
long struggle against the Japanese, followed by civil 
strife which has continued- and grown in intensity, has 
resulted in an ever-increasing disruption and deterio
ration of the Chinese economy. 

'Today, China's civil war takes two-thirds of the Gov
ernment's internal budget. The resulting inflation, 
which has now reached the point where it takes more 
than a million Chinese dollars to buy one American 
dollar in Shanghai's black market, is both a result 
and a cause of the progressive deterioration. 

'The Chinese rely heavily upon imports to keep their 
economy going. 3ut inflation and instability in China


have meant a decrease in exports and. other receipts, 
which must be relied upon to pay for necessary imports.



"I think it is important, therefore, to emphasize .what 
I take to be the intent of Congress in passing the 
China Aid Act of 1948. It was not deemec possible 
under all the circumstances to work out a longer range 
plan of assistance to China, such as is embodied in 
the Maropean recovery program. The aid now provided 
for is a 1-year program of assistance. I cannot em
phasize too strongly, that this program, even if ad
ministered in the most effective way, cannot be ex
pected to work any miracle in China. The'program 
is designed to give China this further ojortunity 
to work out for itself the means of arresting the 
deterioration of its economy, and of laying the 
ground Work for rehabilitation an& recovery. In 
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according our help we mast do the very best job we 
can with what we have, calling on China for a con
tinuation and an intensification of its efforts to 
create the necessary conditions to success." 
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FINANCIAL AND ECONCLIC DEVELOPIMiTS


I OINA DURING 1948



Einancial Developments
 


The Budget Problem



Budgetary imbalance, prior to 1948, had been the principal 
Cause of Chinats nine-year-long inflation. In 1947, not less than 
70 percent of the Government's expenditures were for military pur
poses. Revenues in that year covered less than one-third of total 
expenditures, the balanze being financed almost entirely by expan
sion of the note issue. 

In 1948, the budgetary deficit was unquestionably much more 
serious. The loss of territory to Communist forces, the further 
dislocation of transportation and productive facilities and a sharp 
increase in smuggling combined to reduce receipts from taxes, govern
ment-operated enterprises and customs duties. Increased military ex
penditures were incurred as the civil war spread and mounted in inten
sity. 

The Government budget for January to June 1948 estimated ex
penditures in the amount of Chinese National Currency (ON) 96 
trillion. Actual expenditures for the six-months' period were ON 
240 trillion. In the month of May, for example, expenditures totaled 
ON 75 trillion; this was five times the amount of revenue for the 
month. Budget estimates, in July, for the last six months of 1948 
called for expenditures of ON 900 trillion. For the month of August 
alone, actual expenditure calculated in the new Gold Yuan currency 
was announced as GY 300 million. At the rate of exchange for CN, 
this was the equivalent of ON 900 trillion or the entire amount of 
the July budget for the half-year period. Each budget was higher 
than the previous one, and each budget was overspent several times. 

These facts are indicative of the critical nature of the


Chinese Government's budgetary problem during 1948. The increasing


deficits were net by expanding the note issue. This, in turn, pro

duced a continual spiralling in prices. With prices increasing
 

rapidly, ever-larger appropriations were made for Government military 
activity and subsidy payments. 

The Inflation 

Although less damaging in the rural areas, inflationary con

ditiona by the end of 1948 had almost completely disrupted commercial
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and industrial activity in urban areas still under the control of the 
Central Government. Drastic currency and economic reforms promulgated 
ox August 19 did not restrain the price -spiral for more than a few 
weeks. 

Prices in August 1948, as measured by the Shanghai wholesale 
price index, were more than 3 million times those of the prewar half 
year, January to June 1937. In the first eight months of 1948 prices
increased more than 60 times and the black market rate for U. S. 
dollar notes increased more than 70 times. in the same period the 
note issue increased only 20 times. Thus the rate of price increase 
for the period progressively exceeded the rate of expansion of the 
note issue, and accordingly the value of the total currency outstand
ing contracted in terms of purchasing power. This contraction of 
the purchasing power of an expanding note issue has been observed in 
the later stages of currency inflation in other countries. 

The increase in prices was meven, and abnormal price dis
persion widened as economic frictions developed. Prices established 
by administrative and contractual determination could not keep pace
with the increase of prices established in market situations. Con
sequently, the price system became increasingly ineffective in 
facilitating the flow of goods and services. Electric power suppliers 
in Shanghai, for example, continually faced the problem of the in
creasing lag of government-determined power rates behind the daily 
rise in costs of raw materials and labor. 

Immediately prior to the August currency reforms, there was 
a sharp increase in the velocity of circulation. Lack of public 
confidence in, and consequent flight from, the national currency in
creased the already widespread speculation in commodities, foreign
currencies and precious metals. By August gold, silver, U. S. and 
Hongkong dollars were being increasingly used as units of account 
and media of exchange in certain areas of China. 

The August 19 regulations were instituted by the Government 
in an attempt to strengthen its financial position and retard the 
inflation. A new currency called the Gold Yuan was introduced to 
replace the old Chinese National Currency at the rate of GY 1 to 
CN 3 million. The rate of exchange for one U. S. dollar was set at 
GY 4; thus the Goverament in effect legalized the black-market rate 
In Shanghai which immediately prior to the currency reform had been 
approximately CN 12 million to one U. S. dollar. 

The new currency was inconvertible but was to be backed by
official gold, silver, foreign exchange and securities of certain 

27





government-owned enterprises. The note issue was to be limited to 
GY 2 billion. It was declared illegal to hold or deal in gold, 
silver and foreign currency, which were required to be surrendered 
to the Government at specified rates. The regulations called for 
the registration of private assets held in foreign countries by 
Chinese nationals.



The reforms froze all prices at August 19 levels and steps 
were taken to enforce price ceilings. Hoarding and speculation were 
strictly forbidden and violators of the regulations were subject to 
severe punishment.



The August reforms achieved a limited but transitory success.


The surrender of gold, silver and foreign currencies strengthened


somewhat the Governmeat's foreign exchange position. The legalization 
of the black-market exchange rate provided a temporary stimulus to 
exports which had languished under the earlier unrealistic rates.


For a brief period in certain large cities where police action was


most effective, black markets disappeared, prices remained fairly


steady and the velocity of the circulation slowed considerably.



In attacking the problem of inflation, however, the August 19


measures failed to eliminate the most crucial feature. Although


the Government had announced its intention of balancing the budget


at the time of the August reforms it never succeeded in controlling


the deficit. Expenditures continued to rise with increased military 
activity and subsidy payments were increased in order to maintain 
ceiling prices. Further expansion of the note issue was recuired as


a result of continued extensive deficit financing. In addition


large amounts of currency were injected into the economy in payment


for the publicts surrender of gold and foreign exchange. Between


August 19 and October 1 the note issue had increased almost five


times.



Prices in western and northern cities and in rural areas, where


police enforcement was ineffective, continued to increase and the


consequences of such geographical price differentials began seriously


to hamper the movement of food and raw materials to the large cities.


In Shanghai where police action was most stringent, trade and pro

duction were largely strangled by the maintenance of unrealistic


price ceilings. By October however it became apparent even in that


city'the enforcement of the regulations could-not hold back the



inflationary pressures.



In Shanghai and other large cities an expanded purchasing


power had developed in all income groups as a result of accumulated
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holdings of gold yuan currency. It was in these cities that conver
sions of gold, silver and foreign currencies into gold yuan had been 
concentrated. A further expansion in purchasing power had resulted 
from the virtual elimination, by enforcement of the August 19 regu
lations, of what had been predominant fields of investment for idle 
capital, such as hoarding and dealing in wholesale lots of commodities. 
As accumulated holdings of the new currency increased, the restraints 
on production imposed by police action to maintain unrealistic price 
ceilings and the restraints on domestic commerce resulting from ar
tificial price differentials had combined to reduce considerably the 
stocks of goods in these cities. 

Thus by October it had become clear that, in actual effect, the 
August 19 regulations had proven to be highly inflationary. It was 
at this inauspicious time that the Government, having failed to in
crease revenues by other means, announced plans for a program of 
heavy commDdity taxes. It was also at this time that the' Government, 
juffered at Tsiuan in Shantung province the first of i series of major 
military defeats. The already shaken public confidence in the new 
currency conpletely. crumbled and the rush to convert currency holdings 
into commodities became a panic as the public grew aware of the 
limited inventories of rice and other consumer goods available. 

The commercial and industrial activity of the country had 
deteriorated to such an extent that on November I, price ceilings 
were removed in order to encourage the flow of trade. On November 
3U, the August currency measures were revised to permit the holding 
of gold and foreign currencies. The Government undertook a program 
of gold sales to the public at a price which was, in effect, GY 
2,000 per ounce. This price was ten times the price at which the 
public had sold its gold to the Government three months earlier. 
The limit of GY 2 billion set on the issue of gold yuan in August 
was also removed in November. By the end of that month, the GY 
note issue was well over GY 2 billion. The official exchange rate 
for one U. S. dollar was adjusted from GY 4 to GY 20. At the end 
of November the black market which was now back in full strength 
quoted the U. S. dollar at GY 50, and Shanghai prices were more 
than 18 times the price level of August 19. At the end of December, 
the black-market rate in Shanghai for the U. S. dollar had climbed 
to GY 165 and prices had reached 26.6 times the August 19 level. 

, The .Government's attempt, beginning in August, to retard the 
inflation had contributed to a critical situation by the end of 1948. 
hatever public savings had existed in the form of hoards of gold, 

silver and foreign currencies had been sharply diminished. The 
issue of the new currency had increased faster than ever, while the 

29 



greater part of the old GNC note issue was still outstanding and cir
culating in rural areas. 

International Financial Position 

China's foreign exchange receipts from exports, overseas remit
tances and other international transactions in 1948 have been in
sufficient to finance commercial and official Chinese Government 
imports (not including imports financed iy the United States Govern
men), debt service and miscellaneous payments. The resulting deficit 
has been covered by payments from the Chinese Government's holdings 
of gold and foreign exchange, which amounted to US$234 million as of 
January 1, 1948, plus sterling area currencies estimated as equivalent 
to about US$40 million, and silver valued at around US$30 million. 
Drawings from official holdings in 1948 to cover the deficit probably
exceeded US$100 million. Notwithstanding these drawings, the total 
value of Chinese Government holdings of gold, U. S. dollars and other 
foreign currencies, and silver as of January 1, 1949, may have ex
ceeded somewhat the corresponding figure for January 1, 1948. Ac
cording to announcements by the Chinese Government, the equivalent 
of approximately $150 million in gold, U. S. dollars, Hongkong dollars 
and other foreign currencies has been exchanged by private individuals 
in China for the new Gold Yuan currency following the issuance of the 
financial regulations of August 19, 1948. 

Private Chinese holdings of gold, foreign exchange and long
term assets in all foreign currencies are not known, but in February 
1948 were estimated to be of a value not less than $500 million. 
Government efforts to encourage the registration of private assets 
abroad are understood to have met with indifferent success. Not
withstanding the surrender to the government of foreign exchange 
assets in China by private individuals after August 19, 1948, it is 
believed that private Chinese holdings will have increased during 
1948 through mre than offsetting accruals to private accounts from 
transactions outside official channels. Such accruals have resulted 
from smuggled exports, undervaluation of exports and other devices. 

Economic Developments 

Agricultural Production 

Food Crops. Output of food crops in 1948 was at approximately 
prewar levels 1931-37 average) despite the effect of civil war. 
Rainfall was favorable in North China, and in the Yangtze Valley and 
South China the influence of summer floods and periodic drought was 
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offset by otherwise satisfactory crop conditions. Comparison -of 
estimated food output by major crops before the war and in 1948 is 
shown below: 

CHINA: FOOD OUTPUT, 1931-37 and 1948 
(In 1,000,000 metric tons milled rice equivalent) 

Crop Conversion 
Rate* 1931-37 1948 

(In percentage) 

Rice 74 33.8 33.5 
Glutunous rice 74 3.3 2.1

Wheat 79 17.2 20.2 

54.3 55.8 
Barley 70 5.5 5.4 

Kaoliang 
 88 6.1 5.6


Millets 88 7.2 7.3 
Corn 88 -14 6.6 

24.9



Total, cereals 78.9 80.7


Sweet potatoes 
 30 5.6 7.5



Soybeans 
 88 5.3 5.3 
Field beans 
 88 2.8 2.7

Broad beans 
 88 2.6 2.7


Total, legumes 
 iO.7 10.7



Rapeseed 
 65 1.6 2.1


Peanuts 
 55 1.5 1.7


Sesame seed 
 80 0.7 0.8



Total, oilseeds 
 3.8 4.6



TOTAL 
 99.0 103.5



* As used by the National FAO Council of China and the US Agricultural 
Attache. 

By major areas, food production in 1948 compared favorably with 
prewar output in all but the North China coastal region (Hopeh and 
Shantung), where the crop was 95 percent of prewar but appreciably 
above the 1947 level.
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CHINA: FOOD OUTPUT IN 1931-37 AND 1948 BY MAJOR AAS* 
(In 1,000,000 metric tons milled rice equivalent) 

North North Lower Middle Sze- South All 
Crops Coast Central Yangtze Yangtze chnn China Other 

1931-1937 

Rice and wheat 4.4 4.8 12.6 21.0 7.1 10.9 3.5 
Coarse grains _12 .5. .3_ 2.8 0.5 .-.. 
Total cereals 12.7 10.0 15.9 12.5 9.9 1.5 6. 

Sweet potatoes 1.1 0.7 1.0 0.7 0.8 1.1 0.1 
Legumes 2.1 1.4 2.7 1.5 1.7 0.5 0.9 
Oilseeds 0.8 0.4 0.7 0.7 0.6 0.3 0.2 

TOTAL I.. 	 1. 

Rice and wheat 4.0 5.8 13.9 10.8 7.2 10.3 4.1 
Coarse grains 8.0 5.5 3.6 1.4 2.9 0.6 2.8 
Total cereals 12.0 11.3 17.5 12.2 10.1 10.9 

Sweet potatoes 1.3 1.3 0.9 0.9 1.0 1.9 0.1 
Legumes 1.8 1.2 2.6 1.4 2.0 0.5 1.3 
Oilseeds 1.9 0.6 0.7 0.9 0.5 0.4 0.5 

TOTAL 16. 1A 275 	 13.6 8.8 

* 	 North Coast, Hopeh and Shantung; North Central Shensi, Shansi, and 
Honan; Lower Yangtze, Kiangsu, Anhwei and Chekiang; Middle Yangtze
Hupeh and Hunan, and Kiangsi; South China, Kwangsi, Kwangtung, and 
Fukien; All Other, southwest, northwest, and Inner Mongolia. 

In the north coast area, where the wartime reduction in acreage was 
partially restored (acreages of the winter and summer 1948 crops were 
down a quarter and a tenth, respectively, as compared with 1931-37),
favorable growing conditions brought total output to near prewar levels. 
In the north central area, food production was 15 percent greater than 
prewar, due particularly to an increase in wheat acreage and yield 
in Shensi and an increase in potato acreage in Honan. In the lower 
Yangtze region a better-than-average rice yield boosted output to 7 
percent above prewar. In the middle Yangtze area rice acreage and out
put were down in Hapeh and Hunan because of floods, but an increase 
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in fiangsi rice acreage brought total output up to approximately 
Ahe prewar average. In south China continuing food shortages forced 
some shifting from rice to the more intensive crop, sweet potatoes; 
despite slight redactions in cereal production and in total acreage, 
food output was above prewar levels. 

One factor in the postwar recovery in food production which


continued into 1948 was the rehabilitation effort conducted during


the UNRRA period, which provided selective distribution of improved


seed, fertilizers, tools and machinery and an increase of several


million acres in protected crop acreage through reclamation and


flood control work.



Perhaps the most important factor in the total 1948 crop pro
duction was that no major area had poor crops. thether or not the 
1948 estimates prove to have been fully accurate, food output was 
substantially above that of 1946 and 1947. 

In the light of this fact, it is clear that food shortages 
duringthe latter part of 1948 were attributable to disturbed finan
cial and economic conditions resulting from the military conflict 
rather than to poor crops. In the lower Yangtze valley, for exam
ple, food distribution channels to Shanghai were extensively dis
rupted due to widespread lack of faith in the currency and inability 
to institute large-scale barter trade as an effective substitute. 
In north China, economic blockade of the Peiping-Tientsin area in
creased the dependence of these cities on food imports by sea from


central China and abroad. 

Industrial Crops. Industrial crops continued to be depressed 
with the continued disruption of transport and marketing and con
sequent low farm prices. Cotton production in 1948 was up slightly 
from 1947 at 2.2 million bales, but still far below the 1936 peak 
of 3.6 million bales. Tobacco was apparently an exception with the 
1948 crop estimated at a peak level of 240 million pounds, compared 
with 1947 production of 135 million pounds and the prewar peak in 
1937 of 210 million pounds; this was due particularly to the heavy 
demand for cigarettes which inspired a large expansion in west China 
production to compensate for the loss of other major producing areas 
to the Communists. Silk production received government aid and sub
sidization, and the estimated 1948 output of filature and native raw 
silk was placed at 71,500 bales, up 18 percent from 1947, despite 
poor export markets. Tea output, as in 1946 and 1947, is believed 
to have remained at about half of the prewar annual production of 

,600 to 800 million pounds, due to the distorted domestic price 
structure and generally depressed conditions in the industry. 
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Minin and Industrial Production 

The industrial sector of the economy diri14 1940 increasingly 
felt the restrictive influence of distorted prices, disrupted com
munications, and in some districts virtual economic isolation arising
from the civil war. Although some improvemnt was effected in areas 
removed from the fighting zones, output in general remained at low 
levels and rehabilitation needs continued to be largely neglected. 

Shanghaits industry, protected to some extent by the inflow 
of foreign supplies, managed to operate at 1947 levels during the 
first half of the year despite intermittent power and raw material 
shortages. In the latter months of 1940, however, inability to re
plenish working inventories at price ceilings fimed by the economic 
reform measures of August together with the cessation of coal ship
ments from north China curtailed industrial activity. Some progress 
in industrial recovery was reported in the Wuhan area of entral 
China (Hankow and adjacent urban districts) during the first three 
quarters of the year especially with respect to cotton textile pro
duction, and in Formosa, sugar, coal, and chemicals were produced 
in greater quantity than in the preceding year but at levels sub
stantially below war period rates. Projected reconstruction and 
development of industry in Kwangtung failed to materialize according 
to plan but some advances were made in the production of sugar, 
cement, textiles, and electric power. Industry in the north, how
ever, deteriorated extensively during the course of the year. The 
collapse of Nationalist resistance in Manchuria in November was 
preceded by a period in which industrial facilities in the Mukden-
Chinhsien area were operated at minimal levels as Communist control 
was extended over the surrounding districts. Similarly, the re
duced flow of commodities between city and countryside in north 
China caused power and raw material shortages that effectively 
blocked the recovery of industrial output. 

Minin. Coal production in Nationalist China during 1948 was
,approximately equal to the 1947 level, but increased transportation 
difficulties and the precarious military position of important mines 
north of the Yangtze during the latter part of the year impeded the 
distribution of output to the major coal consuming cities. The most 

the north Hopeh site of the Kailancritical area in this respect was 
mines. These mines produced more than one-third of China's postwar 
coal output and supplied Shanghai, Tientsin, and Tsingtao with most 
of their coal requirements. The loss of the port of Chinwangtao 
in November effectively immobilized shipment of coal from these 
mines, with the result that a stockpile of close to 1,000,000 metric 
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tons is reported to have accumulated. In December, the mines were 
captured intact by the Communists. Similarly, the blocking of trans
port channels from the mines in the central Yangtze area, reflected 
in increased stockpiles at the mines, further redaced the flow of 
coal to Shanghai. The Communists at the end of 1948 had captured 
or threatened mines that had previously produced more than 60 percent 
'of Nationalist Chinats coal output. 

COAL OUTPUT IN MAJOR PRODUCING AREAB OF NATIONALIST 
CHfWA, WAR-PERIOD, 1947 and 1948 

(In 1,000,000 metric tons) 
1948 

Area War-Period 1947 (Estimated) 
Average for 

Manchurian pockets 1942-44 6.7 2.0 1.0 

North Hopeh 1942 7.0 5.3 5.0 

Lower Yangtze 1942 - 2.7 1.8 2.0 
Valley 

Central Yangtze 1942 2.2 1.0 1.3


Valley 

2.0 2.0
Szechwan 1942 
 2.9 


0.5
Southwest China 1942 0.8 0.5 
 
Average for



Taiwan 1941-42 2.8 1.2 1.6



TOTAL 25.1 13.8 13.4



China's production of the export minerals (tungsten, tin, and 
antimony), increased in 1948 over previous postwar years but still 
remained substantially below prewar levels. Production of these 

minerals was hindered both by the government' s inability to replace 
mining equipment damaged or destroyed during the war and by the lack 

of adequate transportation to export outlets. The progress attained 

toward recovery was largely attributable to the fact that tungsten 

and tin were mined in areas well removed from military activity. 
The chief center of antimony mining in north central Hunan, however, 
was at the end of the year threatened by Communist advances- Com
parative data on prewar and postwar production of these minerals 

are shown in the following table: 
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CHINA'S ANNUAL PFDDUGTION OF EXPORT MINERALS

.1935-37 (Average), 1947 and 1948


(In metric tons)


Mineral 
1935-37 

(Average) 1947 
1948 

-(Estimated)* 

Tungsten 12,800 6,400 10,000 
Tin 12,500 4,000 6,5004,000 
Antimony 12,600 1,900 3,000 

* As estimated by the National Resources Commission. 

iManufacturing. The performance of the cotton textile industry, 
by far the largest segment of China's modern industry, was affected 
markedly by the conditions which influenced manufacturing as a whole 
in 1948. Operable capacity remained at 3.8 million spindles, the 
same level as in 1947 and approximately one-third less than the pre
war capacity. Of this total, more than half was located in Shanghai 
and an additional 15 percent in Tientsin and Tsingtao. 

Output continued to be dependent on imported supplies as trade 
between cities and the cotton-producing interior remained at low 
levels. For the first half of the year production was maintained 
at the 1947 rate, or about equal to 75 percent of the prewar level. 
During the latter part of the year, however, power shortages and 
price maladjustments curtailed operations in Shanghai, and the lack 
of raw cotton supplies resulted in sharp production cut-backs in the 
northern mills. Available data on mill consumption of raw cotton 
during 1948, as compared with 1946-47 and the prewar period, are 
shown below: 

CHINA: !DNTHLY )IL CONSUNPTION. OF RAW COTTON 
(In bales) 

Period Consumption 

Prewar average 200,000 

August 1946-July 1947, average 134,000 

February-June 1948, average 145,000 

July 1948 135,000 

August 1948 115,000-120,00 



Transportation and Comunications 

The course of the civil war in 1948 affected unfavorably a 
significant portion of China's transport facilities. Although
operative rail mileage in south China was substantially increased, 
the mileage in Nationalist hands in north China and Manchuria dropped
from 4,100 121 to 1,000 KM, with the remaining mileage of reduced 
significance. The acquisition of shipping was slowed, as the total 
Chinese tonnage neared the prewar tonnage operating in the coastal 
and river trade; however, much of the shipping was commandeered by 
the military with the increase of military activity in north China 
and along the Yangtze, while private shipping, faced with shortages
of fuel and supplies, found many operations unprofitable. A sizable 
increase in air traffic was due to shortages of rail and shipping
facilities, the increasing number of Nationalist military "pockets,"
and the heavy government subsidization of the airlines. Transport
equipment generally deteriorated greatly in 1948 due to the heavy 
war-traffic demand and lack of replacements. Facilities contracted 
in relation to commercial demand. Except for the Shanghai-Nanking-
Hangchow Railroad, government transport has required heavy subsidies. 

Railroads. During 1948 there was a sharp reduction in operable
railroad mileage in Nationalist hands north of the Yangtze, as the 
Commmnists seized the remaining lines in Manchuria, Shantung, and 
Shensi and parts of the Lunghai, Pinghan, Tsinpu, and Pingsu rail
roads. The interruption of through lines reduced the usefulness of 
the remaining lines. For example, the destruction of a part of the 
rail connection between the Kailan mines and the port of Chinwangtao
reduced coal movement from mines to port to a trickle by September.
Military. traffic accounted for the bulk of the supply movements by 
rail north of the Yangtze, with commercial traffic reduced to a 

In south and central China completion of the Cheklang-Kiangsi
and Nanking-Wuhu lines, together with progress of the Hunan-Kwangsi-
Kweichow line, increased operating rail mileage. However, rail 
lines were plagued by uncertainties in coal supply, port maintenance, 
operating funds, and replacement equipment, and, apart from the 
profitable Shanghai-Nanking-Hangchow line, traffic was spotty and 
heavily subsidized. Substandard construction and maintenance were 
reported to have contributed to deterioration in the condition of 
the railroads and their operating efficiency. 
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ESTIMATED OPERATING RAILWAY LINMS IN NATIONALIST CHINA 

(In kilometers) 

Area 1936 November 1947 November 1948 

*Manchuria 2$200-8,900 0 

North China* 5,700 . 2,900 1,00 

South & Central China 5,300 4,900 5,500 

Taiwan 3,800 3,900 3,900 

TOTAL 23,700 12,900 10,400 

* Including the Inghai Railroad. 

-Sipn. Chinat's merchant marine expanded in 1946 and 1947, 
with URRA assistance; tonnage in 1948 vas comparable with that oper
ating in the prewar river and coastal trades. This rapid growth of 
the shipping industry, however, was accompanied by operating dif
ficulties. Much of the tonnage was overage; a considerable portion 
was ill-adapted to the particular requirements of the various river 
and coastal trades. Shortage of repair parts immobilized some vessels. 
Moreover, uncertain supplies of fuel oil and coal, and for private 
firms their high cost on the market, increased costs of operation. 

Operations were unprofitable also because of the nature of the 
shipping traffic. The increase in military movements in north China 
and on the Yangtze resulted in increased military commandeering of 
vessels, estimated at 55 percent of the total tonnage in October 1948; 
fear of military requisitioning led to the immobilization of other 
commercial vessels. Military reverse* reduced commercial cargoes 
available especially in north China. The uncertainty of commercial 
shipping facilities on the Yangtze has tended to increase the costs 
of domestic trade and to reduce available cargoes. Only in south 
China and Taiwan were conditions sufficiently stable to permit an 
increase in shipping activities. 

Aviation. The notable increase in air transport during 1948 
(see table below) was an indication of the inadequacies of other 
forms of transportation. The number of besieged Nationalist "pockets" 
increased and their requirements became larger vith the advance of 
the Communist armies, necessitating greater air traffic to and from 
these areas. The heavy use of air facilities in other parts of 
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Nationalist China was due in part to government subsidization of


fares to the point uhere, in some months, receipts did not even cover


gasoline costs. Under these conditions the demand for air transport


far exceeded the capacity of the three operating airlines. The sub

stantial rise in passenger and freight traffic during 1948 was made


possible by the acquisition of some additional, and especially by

the more intensive use of existing, facilities; a recurrent limiting


factor was shortage or uncertainty in aviation gasoline supplies.



PASSENGERS AND CARGO CARRIED BY CHIMEE DOMESTIC AIRLINES,


1947 AND JANUARY TO lJAY 1948



(In monthly averages)



Passengers Carried Cargo Carried 
(In metric tons)

1947 January-May 1948 1947 January-May 1948 

Chinese National


Aviation Corpora

tion 14,500 28,800 1,400 2,000



Civil Air Trans

port 2,100 1,200 i,100 4,100



Central Air Trans
port Corporation 9,700 50,300* 1,300 7,600*



TOTAL 26,300 90,300 3,800 13,700 

* Based on estimated traffic for January-March 1948. 

Internal Trade 

Domestic trade in 1948 failed to recover from the depressed levels 
of 1946 and 1947, and in the latter part, of the year declined disas
trously under military revefses, repressive and unsuccessful govern
ment controls, and panic conditions resulting from the deterioration 
of the government's position. The year saw an increase in government 
participation and control of domestic trade, in an attempt to secure 
necessary food and raw material supplies for the urban economies and 
to maintain exports. The food rationing programs assisted by the 
China Relief Mission and ECA gave promise of reasonably stable food 
supplies in the major coastal cities. However, the steady deteriora
tion of the Nationalist military and financial position interfered with 
implementation of the Chinese Government's agreed contribution to these 
programs. 
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Flow of Industrial Materials and Export Commodities. Extensive 
communist control over the agricultural hinterland of north China and 
Manchuria throughout 1948 coupled with continued disruptions of major 
rail lines in the area cut down the flow of commodities between city 
and countryside. A military embargo on consumer goods destined for 
rural areas, instituted as a measure of economic warfare, added to 
these physical barriers impeding internal trade. A further signifi
cant deterrent was the reluctance of farmers to accept rapidly depre
ciating currency in exchange for goods. As long as farmers in north 
China found it difficult or impossible to exchange agricultural com
modities for cloth and other urban manufactures, trade possibilities 
remained extremely limited. Under these conditions, raw cotton con
tinued to be used largely for home spinning rather than for sale to 
urban mills; coal shipments to the cities were periodically inter
rupted and eventually cut off altogether; and north China's traditional 
export commodities such as hides, wool, and bristles reached outlets 
in reduced volume.



As indicated above, the direct and indirect effects of the war 
were also manifested in the internal trade of the Yangtze Valley. 
Burdensome transit tariffs for local revenue reappeared. Military 
use of river shipping during the high water period added to the cost 
and limited the volume of commercial river traffic. Agricultural 
shipments to the cities were reduced in quantity. Major export 
commodities, such as tung oil, could be moved only by subsidization 
and direct control through government trading corporations. 

Distribution of Food. Wth insufficient food reaching the cities 
through the market mechanism, the government at the end of the first 
quarter of 1948 entered upon a food rationing program designed to 
ensure the orderly procurement and distribution of urban food require
ments. In support of this program, the United States undertook to 
match approxipately available domestic supplies with grants of foreign 
rice, wheat, and wheat flour, administered through the China Relief 
Mission and subsequently the ECA, contingent upon the successful 
functioning of domestic procurement and the rationing mechanism. As 
of July 1, 1948, the China Relief Mission had distributed 100,000 
metric tons of rice and 50,000 metric tons of flour under the rationing 
program. Tentative ECA plans called for the distribution through 
March 1949 of 135,000 metric tons of flour to north China cities and 
275,000 metric tons of rice to Shanghai, Nanking, Canton, and Swatow. 
These lirojected shipments amounted to nearly half of the total ration 
requirements in these cities. 
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During the opening months of their operation, the rationing 
programs aided by the U. S. China Relief Mission and ECA served to 
reduce excessive price fluctuations (within the context of continuing 
inflation) and on the whole worked out successfully. Subsequent dif
ficulties .encountered, hich are discussed in the section below on 
the ECA food program, resulted in serious urban food shortages during 
the latter part of the year which necessitated the delivery in the 
last quarter of 1948 of ECA shipments originally scheduled for the 
first quarter of 1949. 

Foreign Trade 

Imports. Even with the continuation of external Aid, China's 
imports during 1948 fell to less than half of the 1947 level. 

Private commercial imports declined from more than US$450 million 
in value in 1947 to an estimated US$180 million in 1948. This sharp 
drop reflected a response to the Government's stringent foreign ex
change position and to the arrival of U. S. Foreign Relief Program 
and ECA commodities. Projected allocations of foreign exchange for 
essential imports during the period February to July 1948 were only 
50 percent of the average quotas established in 1947; these alloca

tions were reduced by approximately 40 percent for the period August 
1948-January 1949. 

The decline in imports, not an increase in exports, accounted 
for an approximate~balancing in 1948 of imports and exports on 
private commercial account, in contrast to the high commercial trade 
deficits of previous postwar years. (In 1947, a commercial trade 
deficit of more than US$200 million had been incurred.) 

Imports in 1947, in addition to the above $450 million, had 
included imports on Chinese Government and UNRA accounts and un
recorded imports amounting in all to more than US$550 million in 
value, making a total (excluding military aid shipments) of slightly 
more than one billion U. S. dollars. Imports in 1948, including U.S. 
Foreign Relief shipments of $45 million, ECA deliveries estimated 
at 4110 million, special government purchases and recorded and un
recorded commercial imports, are estimated to have been well under 
a half billion U. S. dollars in value. 

Exports. China's exports during 1948 continued to be plagued by 
the same difficulties that had been in evidence throughout much of 

the postwar period. Producing areas were extensively cut off from 
export outlets. The civil mar and chaotic financial conditions tended 
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to discourage the production of co-nodities for export and for


domestic consumption, and to keep the volume of smuggling at high


levels. For most of the period the Government continued to sacrifice


exports for whatever support an overvalued exchange rate could give


to its rapidly depreciating currency. Two abortive attempts to im

prove the situation may be noted. At the end of May the Government 
instituted an exchange certificate system designed to narrow the gap


between the exchange rate at which official trade was conducted and


the black market rate. Although this plan resulted in an initial 
stimulation of exports, its effects proved temporary as the increase 
in domestic prices and black-market exchange rates outstripped the


rate of increase in the prices of exchange certificates. Similarly,


exports were encouraged during the short period of price stability 
following the introduction of the Gold Iaan in August, but here again 
the eventual breakdown of price controls once more introduced a 
spread between the official and black market exchange rates and re

sulted eventually in the reinstitution of the exchange linkage


system.



Under these conditions exports, estimated at US$180 minion


in 1948., remained at approximately the same low level as that re

corded in 1947. In general, those commodities produced in areas re

moved from the fighting zones or aided substantially by government

subsidization, such as tang oil, egg products, and cotton yarn and 
piece goods, were exported in relatively high volume. As a whole,


however, if adjustment is made for changes in prices, China's ex

ports in 1948 were probably less than 40 percent of the prewar volume.
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ECONOMIC AID PW0GRAM FOR CHMhA 

TO 3EC 31, 1946 

Scove and Rationale 

The President, in his message of Jebruary 18, 1948, to Con
gress on aid to China recommended authorization of an economic 
aid program in the amount of $570 million, to provide assistance 
over a fifteen-month period extending to June 30, 1949. Of this 
amount, $510 million was estimated as required for financing es
sential commodity imports into China, 'which would permit the Chinese 
Government to devote its limited dollar resources to the most urgent 
of its other needs, t and $60 million was recommended for "a few se
lected reconstruction projects to be initiated prior to June 30, 
1949." "Essential imports* cited included cereals, cotton, petroleum, 
fertilizer, tobacco, pharamaceuticals, coal and repair parts for 
existing capital equipment. Reduced to a twelve-month basis, the 
program of economic assistance proposed by the President would 
have called for approximately $403 million for commodity shipments 
to China and an additional $60 million for aid to selected recon
struction projects. 

The China Aid Act of 1948 authorized for expenditure during 
the ensuing twelve-month period (April 3, 1948, to April 2, 1949) 
$338 million for economic assistance to China, of which $275 million


has been appropriated, and an additional $125 million for aid to 
China through grants "on such terms as the President may determine 
and without regard to the provisions of the Economic Cooperation 
Act of 1948." 

The program of economic aid to China administered by the ECA 
during 1948 has been limited to expenditures within the $275 
million appropriated by the Congress. 

In Section 407 of the China Aid Act of 1948 (Public Law 472, 
Title Iv), the Congress authorized for "a program for reconstruction 
in rural areas in China," an amount 'equal to not more than 10 per 
centumt of the funds made available for economic assistance under 
the Act, which amount could be 'in United States dollars, proceeds 
in Chinese currency from the sale of commodities made available... 
or both." Thus a third category of assistance was specified. The 
China Aid Act did not further stipulate the relative magnitude of 
expenditures to be incurred in behalf of the three general types 
of limited assistance contemplated, namely: a commodities program, 
an industrial reconstruction program, and a rural reconstruction 
program. 
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Related to these three types of aid within China and available 
for helping to carry them out was a special local currency or 
Ocounterpart' fund, established by the Chinese Government pursuant 
to the terms of an 'Economic Cooperation Agreement between the 
United States of America and the Republic of China.3 (The text 
of this bilateral Agreement is quoted below, under the heading, 
'Documents.') -

In administering economic aid to China, as approved by Con.. 
gress, the EGA has faced the obligation to ensure as efficient use 
as possible, under prevailing conditions, of the $275 million ap
propriation provided by Congress, recognizing that the assistance 
thus furnished would, to be fully effective, have to be iuiple
mentary to, and not a substitute for, vigorous efforts on the part 
of the Chinese Government and people. 

With limited resources and under prevailing conditions in 
China, it has not been possible for the GA to undertake a compre
hensive approach to Ohina t s broad problems of budgetary an& fi
nancial stabilization and economic recovery. It has been neces
sary, instead, to concentrate upon a few restricted activities 
designed to furnish some assistance at critical points in the Chi
nese economy; to maximize in the aid program, where possible, 
the use of private trade channels as one means of sustaining a 
degree of normal economic activity; and to devise effective end
use controls designed to ensure efficient utilization of all the 
economic aid provided. 

Initiation of the Proam 

On April 30, 1948, notes were exchanged between the Secretary 
of State and the Chinese Ambassador in Washington, setting up 
interim arrangements for the initiation of the China Aid. Program, 
pending the negotiation of a bilateral economic aid agreement. 
These notes (a) confirmed the Chinese Governmentis adherence to 
the purposes and policies set forth in Section 2 of the China Aid 
Act of 1948; (b) specified that prior to the conclusion of an 
agreement under Section 405 of the China Aid Act and until July 
3, 1948, the extension of aid to China as authorized by Section 
404 (a) of the Act, would be provisionally governed, subject to 
agreed modifications, by the Agreement negotiated in connection 
with-the United States Foreign Relief Program, dated October 27, 
1947; and (c) recorded an understanding relating to the establish
ment of special mission for economic cooperation to China, together 
with an assurance that the Chinese Government would extend the 
fullest cooperation to representatives of the United States
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Government concerned with operations in implementation of.the 

China Aid Act. 

Bilateral Agreement



Section 405 of the China Aid Act provided that an agreement 
should be "entered into between China and the United States con
taining these undertakings by China which the Secretary of State, 
after consultation with the Administrator for Economic Coopera
tion, may deem necessary to carry out the purposes of this title 
and to improve commercial relations with China.' Consequently, 
negotiations were begun in early June between the United States 
Embassy in Nanking and the Chinese Ministry of Foreign Affairs re
garding the terms of a bilateral economic cooperation agreement 
between the two countries. These negotiations were concluded 
satisfactorily and the Agreement was signed on July 3, 1948 by 
Ambassador J. Leighton Stuart and the Chinese Minister of Foreign 
Affairs, Wang Shih-chieh. (The full text of the Agreement is 
quoted below in the section entitled uDocuments.") 

In general, the Agreement with China followed the pattern of 
the bilateral agreements being negotiated simultaneously between 
the United States and those European countries which participated 
in the Organization for European Economic Cooperation. The 
language of certain articles was made almost identical for those 
undertakings specified by Title I of the Foreign Assistance Act 
which applied in principle to the Chinese as well as to the 
European situation. Because of certain basically different aspects 
of the Chinese situation, however, some standard articles were 
modified considerably in the China Agreement, or unique provisions 
were added. In view of conditions prevailing in China, the scope 
of joint control, particularly with respect to prices and allocam 
tions, was broader under the terms of the China Agreement than 
under the European bilateral agreements. One unique article in 
the China Agreement, that calling for improvement of commercial 
relations, was required specifically by Section .405 of the China 
Aid Act.



The Agreement with China set forth a number of undertakings 
by the Chinese and/or the U. S. Goverment relating to the follow
ing:



provision of aid to the Chinese Government in 
accordance with the terms of the China Aid Act 
of 1948 (other than Section 404 (b) thereof); 
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measures for improvement of general economic con
ditions including effective use of aid goods, 
appropriate use of private Chinese assets in the 
U. S., development of industrial and agricultural 
production, creation of more stable currency con-
Mltions, cooperation with other countries to izb

crease international trade, and prevention of 
commercial arrangements which interfere with the 
purposes of the Agreement; 

improvement of commercial relations with other 
countries, with particular reference to the con
ditions affecting foreign trade by private enter
prises in China; 

fair and equitable distribution of aid goods, and 
of similar goods produced locally or Imported with 
other funds, and the method of determining terms, 
conditions and prices for distribution of aid 
goods; 

deposits of Chinese currency in value commensurate 
with the value of U. S. aid provided on a grant 
basis, and the principles governing disposal of 
such deposits: 

facilitating the acquisition by the U. S. from 
China of materials in short srpply in the U. S.; 

negotiation of duty~free treatment for imports 
into China of relief goods by private agencies 
or individuals; 

joint consultation, and provision of information 
by the Chinese Government, regarding matters 
relevant to the Agreement; 

publicity within hMina regarding provision of aid 
under the Agreement; 

establishment in China of, and treatment to be 
accorded to, a U. S. Special Mission for Economic 
Cooperation;



settlement, by reference to an agreed upon inter

national tribunal, of claims espoused by either
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government on behalf of its nationals against
the other government for compensation for damage 
arising as a consequence of governmental measures 
taken after April 3, 1946; 

entry into force, amendment and duration of the 
Agreement. 

Advisory Bodies 

Two advisory bodies have on request furnished helpful counsel 
and guidance on broad questions relating to the planning and con
duct of the EGA China Aid Program: The National Advisory Council 
on International Monetary and Financial Problems, established by 
Congress, and the Public Advisory Committee for the China Program, 
appointed by the Administrator under authority granted in Public 
law 472, Section 107(b). 

Members of the National Advisory Committee for the China 
Program have been: Isaiah Bowman, president-emeritus of Johns 
Hopk.ns University and a member since 1940 of the Permanent Inter
national Commission for China and the United States; Arthur B. 
Foye, senior partner of the international public accountant firm 
of Easkins and Sells and, since 1945, president of the Far East-
America Council of Commerce and Industry; Paul V. McNutt, former 
ambassador and United States high commissioner to the Philippines, 
and president and chairman of the Board of United Service to


China; Elizabeth Luce Moore, former chairman of the USC Council,


one of the founders in 1940 of United China Relief, and a trustee


of Wellesley College, of the China Institute in America, and of 
the United Board for Christian Colleges in China; and Walter S. 

'Robertson, former minister-counselor for economic affairs at the 
United States Embassy in Chungking, and a principal assistant to 
General George C. Marshall during his special mission to China in 
1945-1946. 

ECA Mission to China



Authority for the establishment of a special S0A Misdon to


China is contained in Public law 472, Sections 109 and 403.



The organization of the China Mission began -withthe appoint
ment of Roger D. Lapham, former mayor of San Francisco, as Chief 
of the Mission. The appointment was made on May 5, 1946, and Mr. 
Lapham arrived in China on June 7, accompanied by initial members 
of a Reconstruction Survey Grou. Staffing of the Mission has 
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been kept at a minimum consistent with the efficient performance 
of BOA economic aid functions in China. As of December 31, 
1948, 89 Americans and 355 non-Americans were on duty with the 
Mission.



Clearances between BOA Headquarters and the China Mission 
are conducted through a China Program Division in Washington. 
This is a staff office of 20 persons which facilitates the 
integration, without needless duplication, of China operations 
within the general framework of 30A financing and supply opera
tions. 

Relations with the Chinese Government 

To provide for an orderly conduct of relations between the 
Chinese Government and the BOA China Mission, the Government 
appointed a Council for United States Aid (OUSA), with the Prime 
Minister as Chairman, which includes in its membership the 
Ministers of Foreign Affairs, Finance, and Communications, the 
Governor of the Central Bank, the Chairman of the National Re
sources Commission, the Mayor of Shanghai and the Chairman of 
the Chinese Technical Mission to the United States. 

The Economic Cooperation Agreement between the United States 
and the Chinese Governments, signed at Nanking on July 3, 1948, 
by the United States Ambassador and the Chinese Minister for 
Foreign Affairs, provided the framework of understanding and agree
ments on the basis of which EOA operations in China have been 
conducted. The text of the Agreement appears in the final section


of this paper.



Takeover from U S. China Relief Mission



The first organizational problem faced by the Chief of the 
EGA Mission to China was the need to malm provision for the orderly 
transition from the work of the U. S. China Relief Mission, which 
had been responsible for the $45,000,000 interim relief program 
in China, previously provided under Public Law 84, to the new pro
gram under EOA direction. Arrangements were made for the temporary 
transfer of considerable numbers of the personnel in the China 
Relief Mission, in order to ensure the orderly liquidation of that 
Missionts responsibilities under the stervision of EOA, and at 
the same time to utilize, for the benefit of the EOA program, the 
experience of personnel already available in China, rho had been 
working with a program similar in certain respects to the China 
Aid Program.. 
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Takeover responsibilities included principally the receipt 
and distribution of residual China Relief Mission supplies, re
sponsibility for residual proceeds from the sale of such supplies, 
and the carrying on or liquidation of various local currency 

projects agreed to by the China Relief Mission. 

Approximately 25,000 tons of ON rice and flour valued at 
about $3.8 million were on hand on June 30, 1948, which were 
taken over and distributed under the supervision of the E0A 
Mission through the rationing system. Approximately $5.2 million 
worth of medical supplies and $670,000 worth of pesticides were 
on order in the United States, to be delivered during-the early 
months of the EGA program. The general policy governing distri
bution of medical supplies has been to distribute them for the 
greater part free of charge and in large part in outlying areas 
where it has not been feasible to ship BOA bulk supplies. About 
a third of the pesticides has been reserved for the use of the 
Rural Reconstruction Commission, the remainder being sold through 
normal commercial channels or distributed free by the Ministry 
of Agriculture through agricultural demonstration centers. 

There was virtually no cash balance in the CHM local currency 
account at the time of the B0A takeover. However, commitments bad 
been entered into for over 260 projects predicated on anticipated 
proceeds from the sale of undistributed rice and flour. The BOA, 
accordingly, assumed responsibility for the orderly completion or


liquidation of these projects. In July and August, the equivalent


of US $197,600 was disbursed from the local currency Special Account


for these purposes, about 55 percent for Dublic works, 43 percent


for medical purposes, and 2 percent for miscellaneous projects. 
After August, considerable weeding out was done in order to reduce 
the number of projects to a number which would permit adequate 
supervision an& these have been included in the overall QAL-GUt


program for the Special Account. 

0raanization 

Headquarters of the BOA Mission to China were established in


Shanghai, and regional offices in Nanking, Peiping, Tientsin, 
Tsingtao, Canton and Taipeh (on Taiwan or Formosa).
 


The approved pattern of the Mission as of December 31, 1948, 
is reflected in the accompanying organizational chart. The princi

pal functions of each organizational unit within the Mission are


set forth in the Appendix.
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Assistance has been given to the Mission by EOA ead
quarters in the recruitment of American personnel an& the co
ordination of personnel procedures, fiscal activities, and a
ministrative management in accordance with Headquarters procedures 
and in compliance with foreign service requirements of the State 
Department. 

Administrative Exoenses 

The BCA China Program has operated under a limitation, for 
administrative expenses incurred in U. S. dollars, of $1.2 million
less than one-half of one percent of the amount appropriate& for 
the current China program. This necessitated rigid economies 
in the planning of staff requirements, and a maximum use of other 
agencies and means in order -to develop an effective field organiza
tion. The $1.2 million ceiling did not apply to administrative 
costs provided from counterpart local currency funds in China, 
from which source approximately three-fifths of the administrative 
costs of the Mission are being met.



Administrative exoenses, with the benefit of special arrange
ments referred to below, were held, up to the end of December 
1948, within an amount provisionally estimated at approximately 
$560,000. However, a large percentage of these expenses were in'.


curred during the last quarter of the calendar year 1948. This 
was attributable chiefly to two factors: (a) the fact that the 
3OA China Mission was not fully staffed, and operations in China 
were not in full swing, until the October-December quarter; and 
(b) the necessity of incurring increased expenses (notably for


extensive transfers of supplies and personnel, including the re

moval of some dependents) as a result of unnettled and uncertain


conditions in north and central China. A third factor contributing


to higher costs was beginning to appear at the end of the year,


namely, the necessity, with the excessive rate of depreciation of


Chinese currency, of meeting certain administrative expenses out


of U. S. dollars instead of local currency.



Payment for expenses incurred on behalf of American members 
of the Mission, including travel for members and dependents, is


governed by U. S. Foreign Service regulations which are mandatory 
with respect to BCA employees; 

Military developments in China have made necessary budgetary


provisions for the voluntary removal of certain dependents and


household effects from threatened areas. As of December 31, 1948,


some dependents and women employees with children were being evacuated, 
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ECONOMIC COOPERATION ADMINISTRATION 
-MISSION TO CHINA 
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and some members of the Mission had been reassigned in accordance 
with changing program plans. 

The use of consulting engineers or engineering firms on a 
contract basis, in connection with the development of surveys and 
plans for reconstruction projects in the industrial field, has 
made it possible to have competent engineering surveys and to 
prepare for supervising this part of the program without incurring 
direct administrative expenditures in excess of the ceiling on 
administrative costs. 

A similar saving has been effected in the case of the rural 
reconstruction program. As indicated above, the Congressional 
appropriation for this program, to be supervised by a Joint Cor
mission on Rural Reconstruction, was Pan amount equal to not more 
than 10 per centum' of the appropriation for economic aid to China, 
which amount could be in U. S. dollars, proceeds in Chinese currency 
from the sale of commodities made available to China, or both. 
from the ceiling of $27.5 million thus established for the rural 
reconstruction program, $2.5 million was tentatively earmarked for 
availability in U. S. dollars, to be used principally for salaries, 
dollar administrative requirements and essential procurement of 
agricultural supplies and educational media. 'he Joint Commission's 
allotments for both program and administration represent a program 
cost and are thus not chargeable to the limitation on administrative 
funds for the China Mission. 

To avoid needless administrative duplication and expense, ad
ministrative arrangements were entered into between the State 
Department and the China Program of BOA, in thich the State Depart
ment agreed to provide communication facilities and to assume 
disbursing functions with respect to U. S. dollars and to perform 
such minor services, in return for which EOA would reimburse the 
State Department, either through direct payment or through the 
provision of agreed services as needed by American or alien personnel. 

Economies in time and space facilities were effected by the


takeover of office and warehouse space and equipment previously 
utilized by the China Relief Mission operating under P.L. 84.


Effective coordination with the Chinese Government Council for 
U. S. Aid (CUSA) was facilitated by a provision for CUSA offices


in the same location as those of the BOA China Mission.



The civil war, with its attendant disruption of rail services,


has made necessary an almost exclusive use of air travel on the part


of the members of the Mission in China, including chartered flights
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when necessary. Telegraph workloads in excess of available 
capacities through diplomatic or military channels have necessi
tated a considerable use of commercial telegraph facilities for 
unclassifie& operational messages. 

Through the economies and special arrangements outlined above, 
direct administrative expenses charged against the ECA program 
in China were, as of December 31, 1948, within an administrative 
budget based uon the $1.2 million limitation for the one-year 
period of the authorizing legislation. And it was expected that 
administrative expenses incurred in the course of operations 
through April 2, 1949, would, despite the rising costs referred 
-to above, be swpt within this limitation. 
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CO404DITIfS PROGRA 

The commodities program has had as its aim the provision of 
a continued flow to China of certain key commodities essential to 
the maintenance of minimum economic activity and subsistence in the 
r'ban centers of China. As indicated above, resources available for 

E0A _.inmodity imports into China were not of a sufficient order of 
magnitude to reduce substantially the great imbalance in the Chinese 
national budget or to solve the nation' s balance of payments problem 
by providing all essential imports which could not be financed by the 
9hinese themselves. It was essential, therefore, to concentrate upon 
the commodities which were of most strategic importance'in helping to 
bolster China's internal economy. Commodities procured under the ECA 
program have include& food, cotton, petroleum, fertilizer and coal. 
In addition, as mentioned above, some residual medical supplies and 
pesticides were taken over by the ECA, from the earlier U. S. Foreign 
Relief Program, for distribution. The scope and. character of each of 
these commodity programs are discussed below. 

Procurement and Shipment 

Following consultation with the National Advisory Council, Z0A 
decided to finance comnod ities for China entirely on a basis of grants, 
not loans. The reason for this action lay in the state of the Chinese 
Government's external finances, as described in an earlier section of 
this paper. 

Commodity procurement has been conducted by two methods--through 
private trade channels for cotton, fertilizer, petroleum and coal, and 
through the U. S. Department of Agriculture for rice, wheat and flour. 

Cotton has been purchased through ECA financing by the Chinese 
Textile Industries, Inc., a cuasi-government corporation, from U. S. 
cotton brokers submitting bids through agents in ShaMghai. Fertilizer 
has been purchased by the Central Trust of China from suppliers present
ing bids, overall cuantities purchased being governed by the size of 
International 3mergency Food. Committee allocations to China. Petroleum 
products have been purchased from suppliers on the basis of recommenda
tions submitted by a joint Chinese-American subcommittee of CUSA, these 
recommendations being based on the prewar supply pattern; although this 
method of selecting suppliers has to some extent reduced the scope of 
price competition, prices paid for petroleum have been carefully scru
tinized in the light of Section 202 of Public Law 793. 

Procurement of wheat an&flour has been from United States surpluses, 
purchases being made by the Commodity Credit Corporation of the U. S. 

53 



Department of Agriculture from private suppliers on the basis of 
competitive bidding. These purchases have been against U. S. Depart
ment of Commerce allocations, determining the total quantity of U. S. 
wheat exportable to China. Rice has also been procured by the Cor
modity Credit Corporation, pursuant to Section 121, Public law 472, 
chiefly in Siam and Burma, purchases being made against W.C allocations. 

Up to December 31, 1948, more than 99 percent of the RCA-finance 
cargo tonnage originating in the United States and delivered to China 
had been shipped in U. S.-flag vessels; this was far in excess of the 
overall requirement for RCA (in section ll(a)(2) of Public Law 472) 
'that at least 50 per centum of the gross tonnage of commodities, 
procured within the United States out of funds made available under 
this title and transported abroad on ocean vessels, is so transported 
on United States flag vessels to the extent such vessels are available 
at market rates.' 

Procurement and Pricing of Commodities in China 

Aid in providing essential commodities has been regarded by the 
30A as a supplement to, and not a substitute for, production and supply 
efforts by the Chinese Government. This has been especially true with 
regard to the food program, in connection with which the ECA China Mission 
has undertaken to secure as effective performance as possible by the 
Government in providing from indigenous sources a substantial share of 
the food supplies required for the cities receiving ECA food shipments. 
In order to minimize the degree of subsidy to private consumers at the 
expense of government income, the China Mission has undertaken, with 
varying results, to exert its influence in favor of the selling of 
rationed food at, or near to, actual market prices; the same is true 
with respect to cotton goods and petroleum products. Similar influence 
has been exerted, as far as practicable, with regard to prices for coal, 
rates for electric power, or levels at which any enterprise, directly 
or indirectly assisted by BCA, sells its products. 

Enh-Use Control 

Measures essential to effective end-use control have been carefully


developed for each of the commodity programs, in order to assure that


supplies provided throngh ECA would go to the recipients for which they


were intended, to furnish maximum assistance to people and institutions


within China, to support efforts of the Government to increase production 
and stabilize economic conditions, and generally to secure the best 
results attainable through the expenditure of EGA dollars. 

Food has been distributed through controlled rationing systems in


major cities of China, and a detailed record has been kept of individual
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recipients of this aid; EGA representatives attend as observers the 
meetings of City Food Committees, and ECA investigators inspect and 
report on all phases of operations under the rationing program. The 
cotton aid. program is directed in China by a Joint Management Board 
whose decisions require CUSA and BOA concurrence; a system has been 
established for following cotton through conversion into yarn, the 
conversion of yarn into cloth, and the subsequent domestic use or 
export of the resulting textiles. Petroleum has been distributed 
primarily by major oil companies which themselves help to make sure 
that ICA-financed oil goes only to the uses for which it is allocated; 
a joint CUSA-SCA Petroleum Committee estimates requirements an& super
4ises distribution. Control arrangements are being developed to insure 
that fertilizer will be distributed in a way that will achieve maximum 
effect in increasing food production.



Further details with respect to 
the description below of the several 
Appendix. 

end-use 
commodity programs, 

controls are contained in 
and in the 

Food 

The interior of China--including countryside, to-ns and cities-has 
normally been relatively self-sufficient in foodstuffs, but the larger 
coastal cities have in recent decades become increasingly deneniient, 
for part of their food supply, on imports from abroad. As previously 
indicated, the problem of food supplies for these cities became acute 
in the spring of 1948 due to the disruption of communications and trade 
by the civil war, spiralling inflation, and increasing strains upon the 
Government's foreign exchange resources. 

Incetion _f_ood. Rationing in Postwar China 

Food rationing in Dostwar China vas first developed in the program 
of the United States China Relief Mission. Under this program the U. Si 
Government provided--for the five major coastal cities of Shanghai, 
Nanking, Canton, Peiping and Tientsin-proximately 200,000 tons of 
.rice, wheat and flour, of which more than 150,000 tons was distributed 
before the end of June 1948. Contributions from the Chinese Government 
approximately matched this tonnage, with the result that between -arch 
and the close of June about 300,000 tons of food tas sold at prices 
considerably lower than those prevailing on the open market to between 
11 and 12 million inhabitants of these cities. 

Each individual, under the rationing program, was limited to a 
monthly purchase of 16.5 pounds of rice or flour, although no one was 
limited in the amount that night, if available, be purchased at inflated 
prices on the open market.





This program was an innovation in China. Pood rationing on a 
major scale had not previously been practiced there as it has in most 
other countries of the world where shortages posed a problem of equitable 
distribution of' available supply. Chinese officials considered the 
matter long and. carefully before undertaking the responsibility for 
a program which depended for its success upon the development and 
maintenance of relatively complicated administrative machinery. How
ever, once started, the administration of the program was carried out 
with a record of competence, precision and honesty that became a 
source of gratification to all parties concerned, including the Chinese 
officials responsible for the operation. 

Seven-City Rationing Program 

Tollowing the first arrivals of MCA food supplies in China, it was 
decided that the rationing program should be contiine& as the best 
means of applying US aid in an equitable manner, of retarding somewhat 
the rapid rate of price increase, and of providing an added source of 
revenue to the Government. Under the ZCA-program, the number of cities 
participating in rationing was extended to include Swatow and Tsingtao. 
In the latter city, the U. S. Navy maintained a base in an area which 
was surrounded by Communists and cut off from local sources of food 
supply. 

The somewhat fluctuating population of the seven cities participat
ing in the rationing program ranged, in total, between 12.7 and 13 million 
during 1948. 

Under arrangements agreed upon between the BOA China Mission and 
the Chinese Government Council for U. S. Aid (CUSA), agreement was 
reached on the setting up, within the Chinese Government's Ministry of 
Yood, of an Office of Emergency Pood Procurement (OW2P), which was to 
handle indigenous purchasing for the rationing program. The OMTP under
took initially to procure from indigenous sources approximately 60 per
cent of the total food reciuired for the operation of the rationing system, 
and ECA approximately 40 percent.



Smercezcy Feeding ?rocT ms 

In addition to this rationing program for seven cities, a limited 
emergency feeding program for 1iflden was developed while that city re
mained in Nationalist hands. Nearly one thousand tons of flour delivered 
under this emergency program were cooked and fed directly to key groups 
of workers with appropriate publicity. The resultant increase in morale 
was notable until, with the Communist assault on Mkden, the program had 
to be suspended. Some 4-00 tons of ECA flour in Chinchow awaiting airlift 
to Muakden were captured by the Communists during their rapid advance in 
that sector. 
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In order to cope with the heavy influx of refugees into Tsingtao 
from the war zones sn to comDensate for the reduced supplies of 
indigenous food coming Into the city because. of commnist occupation 
of surrounding territory, the 30A China Mission has also provided, in 
that city, continuing support for a special Refugee Feeding Project 
originally instituted under the CRM program. This project, conducted 
outside the rationig program in cooperation with municipal authorities, 
consists of open-air kitchens which prepare and serve daily portions of 
rice congee to an estimated 100,000 refugees. Damaged rice, sweepings 
and poorer grades of rice unsuitable for rationing, which are received 
in MCA shipments from southeast Asia, are set aside for this project in 
Shanghai, for transshipment to Tsingtao. The bulk of shipments have 
been made via vessels of the U. S. Navy, which considers the project 
a necessary emergency measure effective in the maintenance of orderly 
conditions in Tsingtao. Requirements for the project are 1,300 tons 
per month. 

Aug-ust 1.9 Reulptions and Indigenous Procurement 

An element of subsidy was inherent in the seven-city rationing 
plan. But it was never intended that the prices of rationed cereals 
would be allowed to fall far below open market prices. At first, prices 
for rationed foods were adjusted monthly to a level approximately 5 per
cent below prevailing open-market rates and held there throughout the 
ensuing month, regardless oftprice rises in the open market. Tnus the 
Government was in a position to obtain much needed revenue from sales 
of rationed rice and flour, even though some slight subsidy accrued to 
the neople, for the U. S. supplies thus sold cost the Government nothing
and all local currency returns from this sale constituted a net gain. 

Under the Government 'sAugust 19 reform measures, however, ration 
prices, particularly in the central and north China cities, were set 
well below market prices, with the result that the dependence of the 
program on governmental subsidies became heavy during the period until 
November when these measures were drastically revised. As the military, 
political and economic situation deteriorated, the Government deemed it 
expedient to use the rationing programs to provide an outright subsidy 
to all the people in the urban coastal cities in an effort to mitigate 
public discontent. At this time, wages were lagging so far behind 
essential commodity prices that the city populations began to be unable 
to purchase minimjm requirements of daily necessities. !CA officials 
reluctantly acquiesced in the selling of U.S.-contribute. food supplies 
along with indigenous supplies, at what to the Government were ruinously 
subsidized prices, but warned that the policy would prove exceedingly 
costly.



Since 20A funds for food procurement were limited., it appeared ad
visable at the outset to conserve them in large part to mrovide foodstuffs 
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for the 1948-49 winter and spring months and thus assure rationing 
supplies at the time of the year when food is normally less plentiful. 
The Chinese Government agreed to find and deliver the foodstuffs needed 
for rationing during the last quarter of 1948, with the understanding 
that the EGA would undertake to supply a major portion of the ration 
during the first quarter of 1949 and to deliver additional food there
after to the extent of availability of funds from the 1948 appropria
tion. 

Difficulties developed in the implementation of this plan. The 
obtaining of indigenous supplies by the Chinese OMl was slow and 
erratic; its attempts to purchase domestic food supplies were inspired 
by lack of sufficient appropriations and by the disparity between 
official and black-market prices. There was a failure to act quickly 
to procure domestic supplies in quantity when the harvests were in. 
Anticipated purchases of rice in Surma did not materialize. Some 
flour was collected at Shanghai for the ration in the cities of north 
China, but commandeering by the military of the ships selected for the 
transport of these supplies caused considerable delay in their movement. 
As indicated above, the unsuccessful economic regulations promulgated 
by the Government on August 19, 1948, resulted in the exclusion from 
China's major cities of normal free-market supplies of indigenous foods. 
The acute shortages, dramatized by all-night queues in front of food 
shops, were intensified by a partial breakdown of the rationing system 
during October. At the middle of October none of the cities except 
Canton and Tsingtao had even been able to start the October ration, 
and one city was still trying to fulfill the September ration commitment. 

Throughout this period, the ECA China Mission pressed for the lift
ing of arbitrary food price ceilings in the cities, for a realistic 
pricing of rationed foods, and for more vigorous efforts by the OM'P 
to.procure indigenous supplies. 

Steed-Up of ECA Deliveries 

Steps were also taken to speed up 30A deliveries of wheat, previ
ously scheduled for the first cuarter of 1949, in order to move up to 
November and December the resumption of 1A's contribution to the ration 
system. Some success was achieved in the acceleration of CA shipments 
to China-which proved to be of crucial importance in allaying unrest 
in major cities--and in the develo'iment of more realistic pricing for 
rationed food, but indigenous procurement efforts by the Chinese Govern
ment continued to lag. 

Reported shipments as of December 31, 1948, under procurement 
programs 1, 2 and 3 (for the second, third and fourth cuarters of 1943, 
were valued at aproximately $37,000,000 for the purchase of 129,000 
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tons of rice and 107,000 tons of wheat and flour. In addition, about 
.25,000 tons of rice and flour had been received as residue from the 
China Relief Mission and 9,000 tons of rice had been borrowed from 
Eongkong to relieve a threatened November food shortage in Shanghai. 
Of these amounts, approximately 120,000 tons of rice and 30,000 tons 
of wheat and flour had before the and of December been released for 
the rationing programs. Additional Program 3 stocks either en route, 
loading or waiting for shipment, at the end of 1948, totaled 27,000 
tons of rice from Siam andMurma and 56,000 tons of wheat an& flour 
from the United States.



Supervision of Rationing Program



Although administered by Chinese Government officials, the BOA 
food -program in China has been carefully supervised by, EGA representa
tires who have insisted upon the maintenance of high standards of per
formance and honesty. Mindful of the considerable pilfering and misuse 
of food supplies previously delivered under the maRA program, BCA has 
paid utmost attention to the problem of end-use control. Strict super
vision and careful checking have been applied to every phase of istri
bution in order to assure that all RCA-financed food supplies allocated 
to the rationing program actually reach the end recipient. A detailed 
description of rationing and end-use control under the BOA food program 
is contained in the Appendix. 

The United States has delivered its contributions to the rationing 
programs regularly and on time. EGA officials in China have manifested


constant concern that the rationing program should be conductea for the


benefit of the people as a whole. These facts are well known to the


millions of persons affected, and has done much to sustain their faith


in the friendship of the American people.



cotton 

The first step in the cotton program involved an easing of pressure


upon China's strained foreign exchange resources by 30A financing of


existing consignment contracts with early delivery dates; these contracts


were between the China Textile Industries, Inc., and the agents in


Shanghai of American cotton shippers. All of the cotton involved was


programmed for supply from the United States. In the course of author

izing procurement of this cotton, provision was made for Joint super

vision, by the Government and the BOA China Mission, of processing and


distribution of raw cotton after arrival in China.



The -total cotton program developed under the current China Aid Prog
ram involved an expenditure of nearly $70 million. During October 1948, 
the first of this cotton reached the mills and the system of control and 
reporting of end use was perfected. As of December 31, cotton in the 
amount of 299,038 bales, costing approximately $52.7 million, had arrived 
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.inChina and was being allocated and distributed to the mills; 51,000 
bales of yarn and 557,000 bolts of cloth (40 yards each) had been re
ceived back from the mills. 

Under the ECA China aid program, all -cotton is procured through 
private trade channels. Cotton shipments to China are continuing under 
schedules designed to maintain production and employment while avoiding 
any undue advance stockpiling.



'The Chinese textile industry with about 3,900,000 operable spindles


is China's largest manufacturing industry amd raw cotton is one ,of


China's vital inports. Rot only are the cloth and yarn troduced of 
great significance to the Chinese economy, but a high level of employ
ment among the textile workers is important to the maintenance of 
relative stability in industrial centers, particularly in Shanghai. 

Raw Cotton SuDaly Problem 

Before the war, cotton grown in China supplied the bulk of the 
fibre required. to keep the textile mille in operation. Due to some


reduction in cotton acreage and, more important, to the extensive dis

ruption of internal transportation trade-caused by the civil war (see


accompanying map), indigenous cotton has gone largely into household


use and China has had to depend on imports for more than a third of 
the cotton used in her mills. In the year 1947-1948, mill consumption


was a bout 1,950,000 bales; imports of cotton were about 700,000 bales 
(as compared with a prewar level of imports of 340,000 bales). Procure
ment was in considerable part from India. and limited ouantities were 
purchased also from British East Africa, Burma and Egypt. 

Provision of the necessary foreign exchange for cotton importation


has been for China a problem of increasing proportions. The ECA program,


which financed 300,O00bales in 1948 and in January 1949 was in process


of financing an additional 100,000 bales, has been a major factor in


the sustaining of production and emplayment in China's textile industry


during the latter part of 1948.



Use and Control of ECA Cotton Imorts



The plan developed for the use of ECA cotton imorts called for the


conversion of the cotton into yarn under arrangements involving process

ing or trading at a fixed ratio under which raw cotton is paid for by


the processing and in most cases by conversion of the resulting yarn


into cotton cloth. The Council for United States Aid (CUSA) and the


ECA Mission to China agreed upon a division of the yarn and cloth produced


from ECA cotton, with 50 percent to be used for domestic consumption and 
the rest to be exportedl-tha proceeds to be used for purchase of addi
tional raw cotton. Exports under this program had up to December 31, 1948, 
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earned an ecuivalent of more than $4.5 million in foreign exchange, 
all sales being to countries of southeast Asia. Domestic distribution 
is largely by direct sale through cormercia2 channels; some of the 
textiles, however, have been used in barter schemes, as described 
below, designed to bring more food into the cities. More than 2,000 
bales of yarn and cloth made from ECA cotton were bartered in Nanking, 
.. agnhai and Nanchang for 33,000 piculs of rice at a time when no other 

grain was moving into these cities from producing areas. 

The arrangements adopted followed careful planning and careful 
negotiation by the Mission with the Chinese Government. The conversion, 
storage and disposition of BOA-financed cotton shi.pments to China are 
under the control of a Joint Uanagement Board, and full records of each 
stage of the -rocess are kept for end-use control purposes. Details of 
the end-use control mechanism developed are presented in the Appendix. 

Petroleum 

Since production of crude oil in China is negligible, the country 
is alnost wholly dependent upon imports of petroleum products required 
in the operation of utilities, transport facilities, and manufacture 
and for household use. The cutting off of coal from north China, as a


result of the civil wrar, increased greatly during the year the relative 
importance of petroleum products for power and industrial units in which 
they could be substituted for coal. 

Taken as a whole, petroleum imports were vital to the operation of


China's limited transport facilities and industrial plant_.Diesel and


fuel oil were essential to the operation of power plants and other


utilities. These tyoes, as well as motor and aviation gasoline and 
lubricants, were essential to the operation of water, rail and air 
transeoit. The use of kerosene, normally in wide 8emand for household 
lighting and fuel in rural districts and towns lacking electric power, 
has been restricted by disruptions in transport, bat there has been 
continuing demand in the more accessible areas. 

Use of Normal Trade Channels 

The petroleum program involved, at first, negotiations on the 
part which each of the petroleum distributing concerns an the large 
end users in China would play in the importation and distribution of 
the products. The problems involved were largely settled about the 
middle of 1948, and firm authorizations were thereupon prepared for 
issuance. 

As a result, the i=portation and distribution of petroleum products


under the BCA China Aid Program have be-en entirely through normal trade 
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channels and the bulk of the business is handled by the Standard 
Vacuum Oil Co., the Shell Company of China, Ltd., the California 
Texas Oil Co., and the Chinese Petroleum Corporation (an agency of 
the Chinese Government). A =nber of small importers and distributers 
have also participated in the program. The oil companies at first 
charged somewhat higher prices for petroleum products to China than 
to other destinations in order to recover thereby the foreign exchange 
component of internal distribution costs. Bich price differentials 
were not satisfactory either to the Chinese Government or BOA: conse
quently EA has indicated its willingness to finance only such petro
leum shipments as are priced on a cost-ani-freight basis and are 
within the U. S. market price as provided in Section 202 of the 
appropriation act (Public law 793). 

As of December 31, 1948, the Central Bank of China had financed 
petroleum brought into China under the ICA China Aid Program to a 
value of about $28 million, for itich amount the Central Bank of China 
was to be reimbursed by BCA as rapidly as the recuisite documentation 
is furnished ECA by the Central Bank of China. 

In view of the Central Bank's straitened foreign exchange position, 
MCA Headquarters on November 26, 1948 authorized an advance of $15 million 
to the Central Bank to enable it, pending reimbursement by EOA, to con
tinue financing the release and distribution of petroleum products in 
China. Shortly before the end of the year, the reimbursement procedure 
was abandoned, and arrangements were made to finance all future- petroleum 
shipments (and releases from bonded tanks of products already in China) 
by letter of commitment to U. S. banks. In connection with the new 
procedure, the ECA Mission to China was given the responsibility of 
approving each shipment or release in advance, in order to avoid undue 
stockpiling of petroleum _rodlucts in Chinese ports. 

Administration of Petroleum Program 

Reo irements programs have 'been trepared on a quarterly basis by 
the CUSA-RCA Petroleum Committee, itich includes both active members 
and observers from CUSA and BCA. Up to the end of 1948, _nrices within 
China were determined by the Oil Allocation Committee, with approval 
of the Executive Yuan; the CUSA-ECA Petroleum Committee has sought 
Executive Yuan approval of a plan to authorize a CUSA-ECA-E3D (Export-
Import Board) Price Adjustment Conittee in Shanghai to make periodic 
reviews and price adjustments on its own initiative, in order to keep 
prices on a realistic basis and prevent the oil corpanies from sustain
ing losses because of currency fluctuations. 

ith EDA assistance, production has been continued at the Xao-hsiang 
refinery in Taiwan to which, at the end of 1948, 225,000 barrels of crude 
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oil were being provided monthly, for conversion into motor gasoline, 
diesel and fuel oil and kerosene. The plan under which this assistance 
has been given was developed on the basis of recommendations by an in
dependent firm of engineers engaged for the purpose by the Chinese 
Government upon the suggestion of MCA. 

Bnd-use control of the petroleum products imported into China has 
presented fewer administrative problems for the ECA than end-use control 
of other commodities. Distribution of BOA-financed petroleum products 
in China is generally of two types: distribution to large users (for 
example, fuel oil for the Shanghai Power Company) and distribution by, 
individual companies to end users (for ezamnle, retail distribution of 
gasoline through filling stations to car owners). Since the companies are 
the distribution agents, and the major distributors are two American 
companies and one British company, these firms themselves provide a con
siderable measure of end-use control and are able to do most of the end
use reporting required, subject to necessary spot-checking by the EOA 
Mission.



Fertilizer 

Procurement of fertilizer has proceeded within the limitation of 
availabilities for China from existing world supplies, as reflected in 
allocations by the International Emergency Food Council. Although 
increased use of fertilizers offers promise of substantial increases 
in indigenous food production, its widespread application during the 
postwar period has been impeded by a lack of extensive previous experience 
in the use of chemical fertilizers in China, except in Formosa; by a 
shortage of extension personnel and organization to train Chinese farmers 
in the effective aplication of modern fertilizers; and by the difficulty 
of devising effective distribution and end-use control systems within 
China. Under plans being perfected at the end of 1948, it was expected 
that substantial distribution to end users, particularly in Formosa and 
south China., would occur during the first ouaiter of 1949, and that a 
reasonable minimum of fertilizer could be made available in China for 
the spring planting. 

BCA Procurement of Fertilizers 

Under the current China Program, MOA is financing the procurement 
of approximately 75,000 metric tons of chemical fertilizers, at a cost 
of approximately US$8.9 million; this should be of material benefit in 
increasing rice production in some districts, particularly in sections 
of Formosa and south China. It was at first planned to spend US13.8 
million on fertilizers. Subsenuently, arrangements were mad1e whereby 
the Bank of China, the Central Bank and the Taiwan Provincial Government 
undertook to finance from their owm resources the procurement of a por
tion of the nitrogenous fertilizers allocated to China by the International 
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Emergency Toad Committee; BCA thereupon reduced its fertilizer coia
mitment by 4.9 million dollars. Under these arrangements China is 
in a position to acquire during 1948-49, through ECA and Government 
procurement, 116,000 metric tons of ammonium sulphate and ammonium 
phosphate. Having been used by Chinese farmers who have previously 
employed chemical fertilizers, these types are considered the most 
practical under prevailing agricultural practice. 

Aid to Food Production in China



ertilizers provided by ECA are primarily for use in increasing 
yields of lowland rice, which should mean a corresponding decrease in 
dependence upon importations of rice from abroad. 

It has been found, through scientific experimentation and. practice, 
that one unit of nitrogenous fertilizer can produce an average increase 
in yield of at least 2 units of clean rice or about 3 units of paddy 
rice, all by weight. Theoretically, therefore, one dollar's worth of


fertilizer should produce three dollars worth of grain (in terms of 
each ecuivalent to the import cost of an eoual amount of food). How
ever, owing to high transportation and internal handling costs and 
low price of rice at producing centers in China, a somewhat smaller 
gain is realized. Nevertheless, the use of chemical fertilizer is 
the most effective means moin to wagment food production in China. 

The total annual domestic production of chemical fertilizers in 
China, at the 1948 rate, was only about 81,000 metric tons (36,000 
ammonium sulphate, 35,000 superphosphate and 10,000 calcium cyannmide). 
A provisional allotment from 1OA of $5.5 million to China's domestic 
fertilizer industry, aimed to increase substantially production capa
city, had to be suspended at least temporarily, toward the end of the 
year, due to disturbed, civil war conditions. 

At the end of 1948, the first 10,600 tons of ECA fertilizer was 
scheduled to reach Shanghai in January 1949. This installment, on the 
basis of an agreement with the Parmer's Mank, gas to be distributed to 
farmers who, during November and December, had advanced rice for the 
food rationing program. Plans were developed for the distribution, 
through commercial channels in south China and Taiwan and through the 
Joint Rural Reconstruction Commission, of additional shipments totalling 
about 61,000 tons.



Coal



Chinats principal coal-producing centers have been in north China 
and IXanchuria. As indicated on the accompanying map, military develop
ments together with the cutting of vital transportation routes during 
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1948 interruted the f-low of coal from north China producing areas to 
consuming areas in central China. 

Arrangements were made, therefore, for ECA procurement on an 
emergency basis of limited stocks from Japan through the Supreme Com
mand, Allied Powers, Pacific (SOAP) organization. Before the end of 
1948, coal in the amount of 15,000 tons had been obtained from Japan 
at a cost of about $280,000, and there was a prospect that further 
emergency procurement would be reouired. 

Medical Supplies 

About $5 million worth of medical suDplies were procured for China 
under Public Law 84, the U. S. Foreign Relief Program. ost of these 
supplies arrived in China after the expiration of the China Relief 
Mission on June 30, 1948; they became, therefore, an EOA responsibility. 
As of December, nearly 90 percent of the supplies progrmmed by the 
China Relief ission had arrived in China. 

The reception, storage and transportation phases of the medical 
supply program have worked smoothly and losses from pilferage and im
proper handling have been negligible. Special medical warehousing 
units established have operated with a high degree of efficiency. 
On the basis of careful allocation and distribution olanning by the 
Council for U. S. Aid, the 3CA Mission to China, the Hinistry of Health 
and the International Relief Committee, the distribution of these 
supplies was proceeding regularly at the end of 194-8. 

Distribution from Shanghai was being accelerated in view of the 
rapidly changing political and military situations; additional ware
houses were being stocked in Canton and Taipeh (on the island of Taiwan), 
leaving in Shanghai-only supplies required in that area. It was a
pected that final distribution of medical saolies to end users would 
be copleted by Ilay 31, 1949. 

Pesticides



ECA also took over from the China Relief Mission responsibility
 

for $537,000 worth of pesticides which reached China during 1948; most 
of these supplies arrived too late for distribution during the lifetime 
of the China Relief Mission.



Plans were developed and agreed upon between ZOA and the Chinese


Government in Seotember, for allocations of 35 percent of these pesti

cid.es to the Joint Rural Reconstruction Comission, 15 percent to the


Ministry of Agriculture and Forestry for free distribution at agri

cultural demonstration centers; and the remaining 50 percent for sale





through commercial channels. Sales during October -and November were 
principally in south Kianges and north Chekian areas bordering the 
Shanghai district and were concluded in time to give needed protection 
to crops. When seasonal demanl from farmers in these districts ceased, 
sales efforts were directed to south China where, with a long growing 
season, the need for insecticides continued during ensuing months. 
In Taiwan, where the use of agricultural insecticides is best known, 
the only channels through %dichfarmers had been accustomed to obtain 
their supplies in the past had not, at the end of the year, 'been 
utilized in accordance with original plans due to lack of requisite 
cooperation in making supplies cuickly available to consumers. 

Special Barter Arrangements 

A barter program, of an emergency nature, was developed initially 
on a small scale. Difficulties experienced by the Chinese in' obtain
ing their auota of domestic food supplies for the rationing program 
were such that CUSA and MCA undertook to exchange limited quantities 
ef cloth and yarn (manufactured from aid cotton) for rice and other 
indigenous food grains. 

About two hundred tons of cloth were sent to Nanking, for example, 
to be used in exchange for rice. about 150 pounds of rice being obtained 
for each piece of grey cloth 40 yards long. 

In villages near Shanghai a siilar type of exchange was developed, 
and in Changsha, commercial center of a large rice-producing area in 
northern Thnien, a beginning was made. Such exchanges up to the end 
of 1948, were experimental in character. The results attained indicated 
that considerable cuantities of rice could be obtained in this manner, 
and it was planned that regular supplies of yarn and cloth to be used 
for this purpose would shortly be advanced to Office of Enargency Food 
Procurement, with MCA observing 0MT operations and ensuring strict 
end-use accounting. 

In North China MCA representatives were, at the end of November, 
negotiating with representatives from General Ya Tso-yi's headquarters 
and local grain dealers. A contract was under consideration calling 
for 120,000 pieces of cloth to be used in exchange for domestic wheat, 
flour, and coarse grains, the foodstuffs to be used in a selective 
rationing plan for workers in essential services. This plan was dis
rupted by military developments in the Peiping-Tientsin area. 

Two principal purposes were served by such barters of- cloth and 
yarn for food: (a) the obtaining of additional supplies of food for


use in the rationing programs and (2) the distribution of yarn and 
cloth in interior areas, in many cases direct to the farmers without 
passing through middlemen, thus reducing opportunities for cloth and 
yarn to fall into the hands of speculators. 
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Mention has been made of the fact that more than 99 percent of 
30A-financed commodities shipped from the Unite& States to China 
during 1948 were carried 'in U. S. vessels. 

Internal administrative rulings defining -what types of transpor
tation expenditures are eligible for reimbursement from BOA funds, 
written principally for application to Europe, are generally applied 
to China. However, due to emergency conditions in China the Adminis
tration has seen fit to depart from its general rules on special 
occasions. These departures involve the payment of partial freight 
in dollars to certain Chinese ships chartered to move rice from Siam 
an& Burma. The rice, procured by U. S. representatives using B0A 
funds, has been moved to China on an exacting schedule to meet ZCA's 
feeding program in principal Chinese cities. About $727,000 for 
freight thus provided before the end. of December 1948 made possible 
the movement of 39 Chinese ships carrying about 155,000 metric tons 
of rice. 

These movements of rice from southeast Asia to China have not 
taken place exclusively in Chinese ships; funds are made available 
to U. S. representatives to enable them to use American ships in
terested in the traffic. However, only one American ship was used 
for this purpose in 1948; the cost via this vessel was $7.50 per ton 
as comared with the current Chinese rate of $2.00 per ton from Siam. 
The Chinese rate toward the end of 1948 was $3.50 per ton from Burma 
as compared with an estimated $10.00 per ton in American vessels. 
It is considered doubtful whether the dollars provided the Chinese 
cover the out-of-pocket expenses of the ships involved, which do re
ceive some additional compensation in Chinese currency from counter
part funds. 

The reason for close scheduling of shipping carrying food into 
China has been to import sufficient amounts to prevent starvation and 
riots, at the same time avoiding stockpiling of cantities that might 
be lost as a result of the war. In addition to scheduling rice ship
ments, considerable authority was delegated to the ECA iission in 
China to divert U. S. wheat and flour shipments, as well as shipments 
of other commodities, to meet changing situations. When the military 
situation in the vicinity of Tientsin deteriorated, several American 
ships about to discharge in ports serving that area were diverted to 
Tsingtao. 
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INDUSTRIAL RECONSTRUCTION AND REPLACEMENT PROGUM 

A total of $70 million was originally programmed for industrial 
reconstruction and replacement projects in China. The legislative 
'history of the China Aid Act indicated considerable Congressional 
interest in this significant aspect of proposed assistance to China. 
Extensive, painstaking preparations were made, including the send
ing to China of a special Reconstruction Survey Group, in order to 
ensure the most productive use of the funds made available for in
dustrial reconstruction and replacement purposes. 

Necessity for Suspension 

However, due to developments in the civil war situation in

China, it became necessary for the Administrator, on December 21,

1948, to announce that work on the reconstruction and replacement

program was, to a large extent, being suspended--exceptions being 
made in connection with the completion of certain pro-project engineer
ing studies which had already reached an advanced stage of development. 
Preparatory work on some of the projects, located in areas of 
Manchuria or north China involved in or threatened by military devel
opments, had already in fact been suspended. The series of defeats 
sustained by the Nationalist forces in the fall and early winter of 
1948, jeopardizing the Government's position not only at its remain
ing bases in north China but also in the Yangtze Valley, had resulted 
in chaotic conditions and major uncertainties throughout many of the 
regions in which reconstruction and replacement projects had been 
planned. 

The suspension did not eliminate the possibility of renewed


activity on selected projects in areas remaining accessible, in the


event that such a partial resumption of the reconstruction and replace

ment program should at any future time be deemed feasible and expedi

ent. At the time of suspension, all of the projects were still in the


pre-project engineering stage, no funds having as yet been actually


committed for procurement.



The following paragraphs present a brief sumnary of the problems 
encountered in the field of industrial replacement and reconstruction, the 
planning and preparatory work undertaken, and the practical arrange
ments developed for the initiation and execution of replacement and 
reconstruction projects in China. A listing, with brief descriptions, 
of the projects for which "provisional allotments" were made prior to

the suspension of this part of the program, appears in the Appendix.
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Planning and Preparatory Work 

Initial planning had called for an expenditure of $60 million 
for reconstruction and $10 million for replacement work; as a 
result of the work of the Reconstruction Survey Group, however, 
much greater proportionate emphasis was placed upon replacements 
needed to increase the productivity of existing enterprises. 

Initial members of the Survey Group reached China on June 7, 
1948. The Group, consisting of 4 engineers, 2 economists, a lawyer 
and a businessman (Charles L. Stillman) who served as its head, 
operated as a part of the ECA Mission to China. After several 
months' review of conditions in China by the members of this Group, 
the ECA Mission developed, in agreement with the Chinese Government, 
a tentative program designed to make a significant start toward the 
reconstruction or rehabilitation of certain railroads, electric 
power plants, fertilizer manufacturing units, and coal, tin and 
antimony mines--all in non-Communist China. 

The program finally recommended by the Survey Group and 
tentatively approved by the Administrator prior to the enforced 
suspension of this aspect of EGA assistance to China, called for 
approximately $25 million worth of new reconstruction or development, 
$35 million to be spent for replacement assistance, and $7.5 million 
for engineering services and reserves, making a total of $67.5 million; 
the remaining $2.5 million was earmarked for foreign exchange expendi
tures required in connection with the rural reconstruction program. 
Most of the projects planned were in the fields of basic industry and 
transprtation--approximately $13.5 million being provisionally allotted 
for railway rehabilitation, $17.25 million for power plants, $11 
million for coal mines and $5.5 million for fertilizer manufacture. 

Following extensive consideration within ECA of the possibility 
of extending assistance to .certain types of replacement and recon
struction projects on a loan basis, and after subsequent consultation 
with the National Advisory Council, it was tentatively determined 
that projects currently under consideration would be provided on an 
outright grant basis, leaving open the possibility of future recon
sideration of loan proposals. 

Problems of Industrial Reconstruction in China 

The Chinese, in taking back control of their country after eight 
long years faced many problems. The areas reoccupied lad been swept 
over by Tapanese armies, by Chinese armies, and by Chinese and American 
airforces. Communist raids and damage by armies of both sides in the 
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civil war had continued in many regions. Nearly all existing in
dustrial facilities were in deplorable condition due to a variety 
of causes dating back to the opening of the Sino-Japanese War in 
1937. Railroads, partially rest=ed during the U1PRA period, needed 
further assistance. Further problems were presented for foreign 
exchange shortages, internal economic and financial difficulties 
evidenced in extreme inflation, seriously inadequate transportation 
and a general disruption of Government and of industrial management, 
both public and private. 

Elimination of much foreign participation in Chinese affairs, 
as a result of the war and the ending of extraterritoriality, in
evitably left a gap in the nation's economic and industrial life. 
Particularly in the industrial areas, foreign participation in 
management and control of properties had been of significance in 
their development and effective operation. Following the war, foreign
flag shipping was excluded from Chinese river and coastal waters, 
resulting in higher transportation costs and less adequate services. 
The Chinese were unable to develop comparable services in a short time. 

When Taiwan (the island of Formosa) was returned to de facto 
Chinese control after fifty years of Japanese occupation, U.S. 
military forces removed nearly all Japanese from the island. The 
removal of those who had exercised management control and possessed 
requisite technical knoledge meant that this relatively highly devel
oped island had to be staffed at management and technical levels with 
Chinese personnel who lacked previous knowledge of the properties 
involved and who faced, in addition to normal maintenance problems, 
a large replacement problem resulting from bombing damage inflicted 
during the war by U. S. airforces. 

Considerable quantities of industrial materials and equipment 
had been made available to China through previous aid programs, 
notably the UNRRA program, and through Chinese Government procure
ment from the Pacific islands of United States surplus supplies after 
the war, China had n6t been able to absorb all of these supplies 
during the first three post-war years. The BOA faced, therefore, the 
prcblem not only of making sure that equipment under the ECA China aid 
program was put to effective use, but of helping also to get into 
operation residual stockpiles of equipment already in China. 

Most of China's industrial plant had been badly undermaintained 
throughout the long war years, and requisite training of personnel bad 
been largely discontinued. Although China's industrial development 
was.still in its early sta~es, the effective functioning of the 
nation's limited industrial plant was regarded as vital for the pro
duction of goods essential to the reducing of China's dependence upon 
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external aid, and for an effective approach to the problem of


inflation.



The essence of the problem facing ICA, then, was an extensive


need for replacement and reconstruction equipment and a lack of the 
foreign assistance in engineering end management requisite to the


effective absorption of such equipment into the Chinese economy. A


solution to this problem required a unique approach. Engineering


and management assistance would have to be furnished along with the 
equipment. The MOA, in approaching this problem, needed also to


bear in mind objectives implicit in the legislative history of the


CA: to maximize the use of private trade channels, to encoursge



both internal production and international trade and 'to avoid 
impairment of the U. S. economy.



Insufficiency of technical knowledge and experience in manage
ment had been a recurrent problem encountered in efforts to help 
Chinese industry. This made necessary a provision of technical and


managerial help along with material assistance. The Survey Group


developed a unique plan of action for the meeting of this need.


It recommended that each industrial project applying for, and


receiving a tentative allotment for, 3CA assistance be required


to engage the services of a private engineering firm to help in


surveying and planning the -wrkneeding to be done and in the pro

curement and installation of requisite equipment. The Survey Group


further recommended that the Chinese Government and SCA jointly


engage a high-grade American engineering management firm to assist


in supervising the entire scheme, in order to ensure that this part


of the China Aid Program would, as a whole, be conducted with the 
benefit of outstanding engineering talent and experience. These 
recommendations contemplated CA payment for such engineering 
services under the "technical assistance" provision in Section 
lll(a)(3) of the Foreign Assistance Act of 1948. These recom
mendations, in which the Chinese Government concurred, were


approved by the Administrator as a tentative basis on which fur

ther development of the program might proceed.



In anticipating the types of firms best equipped to undertake,


on behalf of provisionally approved projects, the requisite work of


pre-project engineering analysis and subsequent assistance in pro

curement and installation, consideration was given both to engineer

ing firms without previous experience in China and to concerns which



had been active in developing production and trade in China. Some


of the latter, with worldwide connections, extensive local experience



and competent resident maragers and staffs of engineers, both Chinese



and foreign, could, it was believed, make valuable contributions,



under appropriate safeguards, to the success of the program.
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Practical Arrangements feveloped



After consideration of all aspects of this complicated program, 
the Chinese Government and the ECA Mission to Chips agreed to form a 
non-voting consultative Joint Committee composed of three representa
tives of the Chinese Government and two representatives of the EGA 
Mission to supervise the carrying out of the replacement and recon
struction projects. This arrangement was in accord with the principles 
of the Economic Aid Agreement between China and the United States 
which specifies that programs are to be carried out by untual agree
ment. 

It was decided to engage the services of an outstanding American 
management engineering firm to assist the Joint Committee. This was 
a distinct change from methods hitherto employed for previous aid 
programs by either government or by the United Nations for the UNRRA 
program. Previous practice had involved efforts to coordinate the 
work of Chinese and non-Chinese staffs, without use in most cases of 
special engineering consultants or of normal business and trade 
channels for functions which might be performed efficiently and


economically by private enterprise. The Joint Committee, represent
ing both governments, decided to retain in a technical capacity the 
J. G. White Engineering Corporation of New York City. The principal


function of this corporation, it was agreed, would be to furnish
 

technical supervision, with a group of from six to ten U. S. engineers, 
of the projects approved under the tentatively authorized $70 million 
EGA replacement and reconstruction program in China. The staff was 
not itself to undertake any "projects", but to assist the Joint 
Comittee in selecting, recommending for approval, and supervising a 
wide range of industrial projects. 

The procedure adopted may be outlined briefly as follows:



Private or public enterprises desiring assistance under


the program would present initial applications to the


Joint Coarittee which would refer them to the J. 0.


White Corporation for analysis and recommendation; pro

jects provisionally approved by the Joint Committee were


to be given "provisional allotments".



As soon as a "provisional allotment' was made, the


successful applicant was to select an engineering firm


as its "project engineer", this selection requiring


ratification by the Joint Committee set up by the Chinese


Government and the ECA China Mission.



The project engineer would draw 4p a bill of materials


with detailed specifications, search world markets for
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necessary equipment and supplies which could be pro
cured on the most expeditious and economical terms, and 
present a fully justified "project" to the Joint Committee. 

Upon approval of the project by the Joint Committee, the 
project engineer would arrange for the procurement and 
delivery of approved equipment and material, and assist 
the applicant in achieving prompt installation and use. 

Financing was to be done by ECA by a letter of commitment 
to a U. S. bank, in effect guaranteeing letters of credit 
(a) to suppliers of equipment or materials under approved 
projects, and (b) to the project engineer for his approved 
fee. 

At each stage of this procedure, the J. G. White Engineer
ing Corporation was to act as technical staff to the Joint 
Committee, the Committee taking action only after receiving 
the recommendations of its technical staff on such matters 
as: approval of the selection of project engineering firms, 
approval of fees and charges by these firms, approval of the 
detailed specifications and sources of procurement of equip
ment for the projects, and approval of prices of materials 
to be procured. Before any program was approved, the appli
cant and the project engineer would be required to submit 
to the Joint Committee a sworn affidavit containing informa
tion with respect to their profit margins and their methods 
of seeking materials, including competitive bidding. 
Arrangements could be made for the technical staff of the 
Joint Committee to accept sealed bids on items where re
lationships between the project engineer and the supplier 
indicated that such protection would be desirable. 

These procedures taken together represented a new pattern for 
publicly financed industrial projects in underdeveloped areas. As 
such, they provided a unique approach toward the solution of a large 
continuing problem, that of grafting branches of modern technology 
onto the great trunks of agrarian economy in Asia and other under
developed parts of the world. An uninterrupted testing of this 
approach was unfortunately precluded by events in China. 
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RBAT RCONSTRUOION PRBGAM 

During the deliberations of the House Foreign Affairs Committee 
in February and March of 1948 on prospective aid to China, considera
tion was given to the fundamental and extensive needs of the Chinese 
economy in the field of rural reconstruction. Some new light had 
been thrown on this problem by a special agricultural mission sent 
to China by the President in 1946. Valuable experience in dealing
with certain aspects of the problem had been gained through the 
Chinese Mass Education Movement headed by Dr. James Y. C. Yen. 
Information from these and other sources was weighed by the 
Committee with the result that rural reconstruction was included 
in subsequent China aid legislation as a specific field in which 
program funds might be spent. 

Section 407 of the China Aid Act 

Authorization for inclusion of a special rural reconstruction


program was provided in Section 407 of the China Aid Act of 1948-
the full text of which appears in the Appendix. This Section au
thorized the Secretary of State, after consultation with the Admin

istrator, "to conclude an agreement with China establishing a Joint 
Commission on Rural Reconstruction in China, to be composed of two 
citizens of the United States appointed by the President of the


United. States and three citizens of China appointed by the President 
of China." Such Commission, it was provided, subject to the direc
tion and control of the Administrator, was to formulate and carry 
out a program for reconstruction in rural areas of China, including 
such research and training activities as might be necessary or appro
priate for such reconstruction. 

The Act authorized an expenditure, for this rural reconstruction 
program, of an amount equal to not more than 10 percent of the funds 
made available for economic aid to China under the China Aid Act. 
This placed an upper limit of $27.5 million upon the funds which 
could be used for the rural reconstruction program. It was stipu
lated that the amount could be made available in U. S. dollars, 
proceeds in Chinese currency from the sale of ECA commodities, or 
both.



Establishment of Rural Reconstruction Commission 

Following a period of negotiation, notes were exchanged on 
August 5, 1948, between the United States Ambassador to China and 
the Chinese Government Ministry of Foreign Affairs, providing an 
agreement for the establishment of a Rural Reconstruction Commission


in accordance with the terms of the China Aid Act of 1948. The texts 
of these notes are quoted in the section on Documents, below. 
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Following the conclusion of this agreement, appointments were 
made by the Chinese and the United States Governments to the Rural 
Reconstruction Commission, the Chinese members being Dr. Chiang Mon
lin (former President of the Peking National University, former 
Minister of Education, and recently Executive Secretary of the 
Chinese Government Executive Yuan), Chairman; Dr. James Y. 0. Yen 
(for 25 years the leader of China's internationally known Mass 3du
cation Movement); and Dr. T. H. Shen (outstanding Chinese agricul

turist). The United States members appointed by the President- on 
September 19, 1948, were Dr. John Earl Baker (former Director of 
the China International Famine Relief Commission an& former adviser 
to the Chinese Government), and Dr. Raymond T. Moyer (U. S. Depart
ment of Agriculture authority on Chinese agriculturey. On October 1, 
the 	 Commission held its first meeting.



Objectives and Principles



The 	 problem of rural reconstruction in China is one of enormous 
magnitude and complexity. Intensive and lengthy discussion was re
quired to reach general agreement among members of the Commission 
with respect to questions of aim, emnhasis, organization and methods 
of work. On October 18, 1948, agreement was reached on a general


statement of the objectives and principles of the Joint Commission 
on Rural Reconstruction. The text of this statement follows: 

"I. Objectives



A. 	 To improve the living conditions of therural 
people. 

3. 	 To increase the production of food and other 
important crops. 

0. 	 To develop the potential power of the people 
to reconstruct their owa communities and the 
nation, thus to lay the foundation of a strong 
and democratic China. 

1). 	 To help build up and strengthen appropriate 
services of government agencies--national,


provincial and hlen--that are established 
to carry out measures pertaining to rural 
reconstruction.



3. To help stimulate and revitalize enterprises 
of the Rural Reconstruction Movement and other


private agencies doing rural reconstruction work. 
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F. 	 To offer liberals, educated youths and other 
constructive elements, opportunities to

participate ina program of service.


HII. Principles 

1. 	 Relating to Program 

A. 	 The emergency nature of the present situation 
shall be given paramount consideration in de
ciding on the nature and location of program 
and 	 projects.



B. 	 First consideration shall be given to projects 
which will contribute most directly and imme
diately to the welfare of the rural people, 
with special emphasis to be given'to the 
improvement of their economic conditions.



C. A literacy program, supplemented by audio
visual aids, shall be an essential part of 
this program, as a means of furthering 
education, organizing the people, and 
developing and selecting rural leadership. 

D. 	 New projects in rural reconstruction deserve 
encouragement, but unless they can show evi
dence of self-help and self-support for a 
reasonable length of time, financial aid


shall not be considered.



E. 	 Projects which already have been proved
successful, under rural conditions, and 
which are reasonably simple and inexpen
sive, shall be broadcast on a large scale. 

F. 	 In general, preference shall be given to


those agencies engaged. in rural reconstruc
tion having a sound founation and emperienced 
staff and organization. 

2. 	 Relating to Procedure 

A. 	 The program formulated by the Commission shall 
be carried out in cooperation with existing
agencies. 
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B. A correlated approach shall be adopted 
wherever possible, since the various aspects


of rural reconstruction are interrelated, 
the success of one depending on the success 
of the other.



C. A direct extension-type of adult education 
shall be emphasized as the most effective and 
quickest means of promoting the understanding, 
acceptance and correct use of recommended 
practices.



D. 	 Local initiative shall be fostered and local 
resources, both human and material, shall be 
mobilized for the purposes of the program.



E. 	 Assistance to a project in any province shall 
be contingent upon the willingness .of the pro
vincial and local officials concerned to coop
erate fully in efforts to carry it out, and to 
take other steps, themselves, that are essen
tial to the attainment of results expected of 
the 	 project."



On October 26, 1948, NA Memorandum of Understanding Between the 
Economic Cooperation Administration and the Joint Commission on Rural 
Reconstruction in China, Defining Their Respective Spheres of Admin
istrative Responsibility" was signed by the Chairman of the Joint 
Rural Reconstruction Commission and the Acting Chief of the ECA 
Mission to China. This agreement established procedures for the 
presentation of budget estimates by the Joint Commission and the


allocation of U. S. dollar funds for material and technical assis
tance and of local currency from the counterpart funds for expenses 
incurred within China. And arrangements were agreed upon for the 
recruitment, administrative supervision and direction of Commission


personnel. 

Based on the objectives and principles quoted above, the Commis

sion worked out the main outlines of a program, which was divided into


four parts with the following aims: 

To increase in supplying areas the domestic produc
tion of agricultural commodities currently in serious 
short supply in China and supplied in part by- the 
United States ECL program, particularly foodstuffs; 
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To establish centers in which a broad integrated


program would be started under appropriate agencies


of the Government, through projects related to local


government administration, land reform, agriculture, 
rural public health and rural social education; 

To carry out a large-scale effort in adult education 
as a means of developing the potential power of the 
people and raising their level of understanding, 
thus enabling them to participate more intelligently


in solving their present problems; and,



To assist significant projects in rural reconstruction


established in numerous centers through local initiative



and resources. 

When Nanking became threatened by military action, it was de
cided to move the Commission's operational headquarters to Canton. 
At the same time, a decision was made to focus major attention first 
on the development of a program in provinces south of the Yangtze 
River, and to concentrate upon projects susoeptible of prompt develop
ment and usefulness, in such fields as irrigation, dyke repair, public 
health, and the control of serious animal diseases.



Surveys and Organization 

To put this initial program promptly into effect a trip was taken 
by members of the Commission to Szechwan and Hunan provinces to inspect 
existing efforts on behalf of the rural population and to consult with 
responsible persons concerning projects for which assistance had been 
requested. Steps also were taken to set up regional offices in Chung
k4g (Szechwan), Changsha (Hunan), and Eweilin (Kwangsi), and a central 
office in Canton (Klangtung), while retaining a regional office in


Nanking. Tentative plans to carry out some phases of a rural program 
from two offices in north China had to be suspended on account of 
troubled civil war conditions there. Headouarters of the Commission


were moved to Canton on December 5, 1948. 

To assist the Commission in carrying out its plans, competent


persons were selected as heads for three of the four divisions of


work, and, at the end of the year, able appointees were under con
sideration for the fourth division and to represent the Commission 
in three of the most important regional offices. A staff of Chinese 
and American specialists was being assembled to advise the Commission 
and help carry out its program, although uncertainties in the general 
situation caused the Commission to proceed gradually in building up


such a staff. 
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The impression gained by the Commission in visits to provinces 
in west and south China was that these provinces were at the time 
relatively free from the acute tension then felt in the lower Yangtze 
area, and that local officials and private agencies were anxious to 
proceed with rural reconstruction measures along the general lines 
formulated by the Joint Commission. Steps were taken, therefore, 
to get into operation, in an initial program, specific projects to 
t'hich the Commission was prepared to allocate assistance. 

Initial Projects



Projects for which detailed plans were being developed included


the following:



A broad integrated program in rural reconstruction in


the third prefecture of Szechwan province, initiated 
by the Mass Education Movement and local leaders, 
assistance to include grants for the development of 
educational, agricultural and farm organization proj
ects, and loans for irrigation and weaving projects. 

The completion of 11 irrigation projects already 
underumy in Szechwan province, which would provide 
for the irrigation of 191,000 mow (about 30,000 
acres) of land by the end of April 1949. 

The establishment of a system to multiply and dis
tribute improved rice, corn and cotton varieties in


Szechwan province. 

The repair of dykes in the Tung Ving Lake area of 
Human province, which would restore to production 
and protect from flooding land normally producing 
around two-thirds of the amount of rice annually 
imported into China before the war, to be completed 
by the end of April 1949. 

An integrated program of rural reconstruction in 
Hunan, for which definite plans were yet to be 
received and agreed upon.



The establishment in Hunan province, the "rice 
bowl" of central China, of the beginnings of an 
improved system of rice production and narketig,
incluing the multiplication and distribution of 
improved seed varieties and the establishment of 
more modern milling and warehousing centers. 
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Projects involving cooperation with various Ministries of the


National Government were being considered in consultation with these 
Ministries after specific project plane were reasonably well developed. 
Steps ere being-taken to set up appropriate committees of specialists 
to advise the Commission and to assist in carrying out phases of the 
rural reconstruction program; the first committee established was for 
work in the field of public health in rural areas, with a former 
Minister of Health as Chairman. In accordance with a reouest of 
the Rural Reconstruction Commission, a private public relations


firm completed in November a special stud of the facilities


available for a xi-desnread educational effort under the Commission's 
sponsorship.



Detailed plans for the irrigation projects in Szechwan, for the


dyke repair project in Hunan, for certain parts of the program


sponsored by the Mass Zducation Movement in Szechwan, and for 
several other projects were being reviewed in December with a view 
to early allocations of funds. The Commission also expected to 
make early announcement of projects to which it would initially


allocate assistance in Kvmngtung province, and trips were planned


to Kwangsi, Fukien and Taiwan to study projects for which aid had


been requested.



Specific plans for broader programs with a major emphasis on 
education, it was anticipated, might not be completed before the 
end of February 1949. Tentative planning, conditional upon develop
meats, called for an extension of some assistance to such integrated 
programs during the spring of 1949. It was expected, however, under 
prevailing conditions, that available funds under the current program 
would necessarily be allocated principally to projects of a short
range nature, emphasizing increases in agricultural production and 
improvements in rural health conditions.
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STRATEGIC MAERTALS 

Article VI, paragraph 1. of the Economic Cooperation Agree

ment between the United States and the Republic of China (the 
full text of which is quoted in the section on Documents, below) 
provided that the Chinese Government would facilitate the transfer 
to the United States, for stockiling'or other purposes, Imaterials 
originating in China which are required by the United States of 
America as a result of deficiencies or potential deficiencies in 
its own resources upon such reasonable terms of sale, exchange, 
barter or otherwise and in such quantities and for such period 
of tine as may be agreed to between the Government of the United 
States of America and of China for domestic use and obmmercial 
export of such materials.0 The Government of China agreed to under
tale "such specific measures as may be necessary to carry out the 
provisions of this paragraph" and 'when so requested by the Govern
ment of the United States of America. to enter into negotiations 
for detailed arrangements necessary to carry out the provisions 
of this paragraph." 

Article V, paragraph 4, of the same agreement, provided that 
expenditures in Chinese currency from the Special Account (described 
below) would be "only for such purposes as may be agreed from time 
to time with the United States of America, including expenditures 
incident to the stimulation of production activity and the develop
ment of new sources of wealth including materials which may be 
required in the United States of America because of deficiencies 
or potential deficiencies in the resources of the United States of 
America.' 

A preliminary investigation was conducted by members of' the 
Reconstruction Survey Group, with a view to promoting increased 
production and export to the United States of strategic materials 
available in China and required by the United States, particular 
attention being given to tin, antimony and tungsten in south and 
southwest China. Such procurement, it was felt-to the extent that 
it could be developed--would, in addition to increasing the supplies 
of minerals needed by the United States, serve the double purpose 
in China of increasing local employment and augmenting the country's 
slender foreign exchange resources. 

Production and Procurement Problems 

It was found that foreign exchange policies and controls


connected therewith since V-J Day, related to the Government's


attempts to deal with the inflation, had exerted a depressing
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influence upon the production and export of these minerals, 
making it impossible for exporters, by and large, to obtain 
by negotiations through official channels fair and realistic 
prices for their goods.- Only on rare occasions, when official 
exchange rates were for short periods realistic, were such ex.
porters able to secure reasonable returns upon their produce. 
Initial negotiations looking towar the acquisition of these


materials were aimed in part at securing the agreement of the Chi
nese Government to changes of policy designed to remove some of 
the obstacles to the flow of materials through legitimate channels 
of trade to the U. S., at prices fair to the prodncers. 

Additional difficulties in procurement and export .of such 
materials to the United States were attributable to shortage of


productive equipment in China and to lack of transportation facili
ties from relatively inaccessible parts of China vhere such materi-. 

ale existed. Efforts toward helping to meet both these needs were 
clearly needed if production and procurement were to be developed 
on amy appreciable scale. 

Initial Arrangements 

Following the aforementioned survey, the lCA China Mission 
before the end of 1948 began to work out arrangements with Chinese 
tin interests to maw their product available for export to the 
United States. After receipt of pertinent information from iCA,


the Reconstruction Finance Corporation in Washington offered to


purchase from China considerable quantities of tin concentrates,


to be refined in the U. S. where efficient smelter operation could


extract a maximum percentage of high-grade tin; and to buy some


tin metal in China for stockpile purposes. Preliminary negotia

tions were in progress at the end of the year to effect procure.


ment arrangements, which were complicated by the necessity of 
effecting purchases through barter by the use of commodities or


silver, instead of depreciated local currency.
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wmIAL LOCAL cmuma ACCoumT 

Provision for tie establishment of a special local currency 
account, or counterpart fund, was contained in Article V of the 
Economic Cooperation Agreement between the Governments of China 
and the United States; the full text of this Agreement appears in 
the section on Documents, below. 

Unique Provisions in the Bilateral Agreement 

The article referred to provided for two unique features in 
connection with the special local currency account, or, counterpart 
fund, in China. The first was a provision that deposits would be 
made in the account only when requested by the United States; thus 
deposits could be requested at a rate sufficient to cover actual 
expenses that had to be met currently, without the accumulation of 
large balances which would rapidly depreciate in value as a result of 
the inflation. The second was a provision that the Chinese Govern
ment would "maintain the value" of allotments made from the Special 
Account-fcc such important purposes as administrative costs, rural 
reconstruction and the internal expenses of industrial projects-by 
"depositing such additional amounts of.curreney as the Government 
of the United States of America may from time to time determine after 
consultation with the Government of China.' The value of allotments, 
to be thus maintained, could be recorded in terms of such standard 
and relatively stable measures of value as quantities of cotton yarn, 
rice or America dollars. 

SWpport for China Relief Mission Projects 

Shortly after the establishment of the EGA ]ssion in China, 
discussions were initiated with the Chinese Government pertaining to 
the setting up and operation of the special local currency account. 
While these discussions were in progress s provisional arrangements 
were made for the use of counterpart funds made available by the 
Chinese Government in support of existing projects in the fields of 
medical services, relief and welfare, conservancy work, and agri
cultural improvement which had been previously supported from a local 
currency account created in connection with the operation of the U.S. 
China Relief Mission. These projects which had theretofore been 
regarded as ending on June 30, 1948, were in some cases selected by 
action of the Chinese Government in consultation with the ZCA for 
continuation after that date, 
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preliminary Studies ad Proposals 

After careful study of special questions involved in 
setting up the special local currency account in China, and in light 
of discussions with the Government, the BOA China- ission prepared in 
September 1948 a tentative proposed program of local currency utiliza
tion which outlined in some detail projected uses for the counterpart 
funds in the fields of conservancy, public works, agriculture, medical 
and health activities and welfare. 

Concurrently, analysis was undertaken of the financial and 
economic problems in China which needed to be considered in determining 
the manner in which the counterpart funds would be utilied. These 
problems included: the extensive deficit spending of the Government,


concomitant with-the continued prosecution of the civil war; the in

flationary effect of the enforcement of the Government's short-lived


August 19 economic regulations; the continuation of certain inflatinary


practices of the Government; the progressive deterioration-in economic


production; the disruption of transportation in disturbed areas; and


the loss of public confidence in the currency resulting in widespread
 

hoarding of supplies and excessively rapid turnover of the currency.



Technical problems requiring study included determination


of the exchange rates governing psaments of local currency counter
part funds into the Special Account; the timing of deposits; and 
policies to be followed with regard to the disposition of Special 
Account funds.



Studies and proposals received from the Mission, in relation


to these problems, were further analysed in Washington prior to con

sultations with the National Advisory Council
 


Establishment of the Special Account



Following these consultations, authirization was given,to 
the ECA China Mission to negotiate with the Chinese Government on 
questions relating to the establishment of the Special Account, 
deposits into such account, and purposes for which funds from the 
account might be utilized. 

The Special Account was established in the Central Bank of


China. It was agreed that, in order to avoid depreciation of cash


balances in the account as a result of the inflation, deposits would


be made only as called for by the BOA China Mission, in most cases


a short time before withdrawal and expenditure. 
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Utilization.of Counterpart Ede 

It was further agreed that withrwals would be made to 
cover all mandatory expenditures from the account, as called for in 
the Bilateral Agreement, including the Chinese currency portion of 
the following expenses: administrative costs of the rA China 16.sion; 
costs of delivering private relief gift packages in China; and costs 
of the Joint Commission on Rural Reconstruction. It was estimated 
that expenditures of these types would amount to roughly 12 percent 
of the total account. 

From the outset, it was clear that "sterilization" of local 
currency Special Account funds could not of itself be thb key to con
trolling the Chinese inflation. The basic cause of the inflation was 
the magnitude of the Government's deficit financing, which in turn was 
due to the exigencies of the civil war and shaken public confidence 
in the currency which led to excessively rapid rates of circulation 
of the note issue. 

On the other hand, it was apparent that an easy money policy 
in the use of the Special Account would be inflationary, the effect 
of such a policy being similar to that of greatly increasing the 
Government's monthly budget deficit through ecessive note issue. 

The ECA China Mission, in the light of discussions of this 
problem with the National Advisory Council in Washington followed, 
therefore, a policy of agreeing only to expenditures from the account 
which could be regarded as of demonstrated urgency and which in many 
cases would have offsetting deflationary benefits. Broad categories 
of non-mandatory expenditures on which the ECA China Mission could 
agree with the hinese Government as being appropriate uses for the 
Special Account included: emergency expenditures tich, at the 
discretion of the Chief of the kCAChina Mission, could be considered 
as consistent with. the objectives of the China Aid Act-expenditures 
envisaged in this category being for such purposes as emergency pro
curement of indigenous food for the rationing programs; expenditures 
on certain carefully screened projects, chiefly in the fields of 
conservancy, health and welfare; and expenditures, when necessary, 
to insure prompt installation and proper utilization of capital equip
ment under the replacement sad reconstruction program. The total of 
these expenditures, it was expected. should amount to less than half 
of the potential local currency account. 

Exchange Rates 

A persistent problem with respect to the Special Account has 
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been that of agreeing with the Chinese Government upon appropriate 
rates at which deposits would be made in terms of U. S. currency
that is, rates reflecting commensurate value in Chinese currency, 
at given tines, for U. S. dollar aid provided. A rapid decline in 
the value of the new gold yuan and reluctance of the Chinese Govern
rent to negotiate formally on a basis other than official exchange 
rates led, pending a settlement of this question, to deposits being 
made .as advances, without final agreement before the end of 1948 on 
commensurate value in terms of U. S. dollars. 

Deposits and Withdrawals 

As of December 31, 1948, deposits into the Secial Account 
totalled, in round numbers, 157,289,000 gold yuan, equivalent (on 
the basis of rough tentative estimates prior to agreement on applicable 
exchange rates) to US9,543,000. Withdrawals on the same date totalled, 
in round numbers, 150,333,000 gold yuan, equivalent, according to similar
ly tentative estimates, to US$5,839,000-the equivalent of approximately 
$1,342,000 being for ECA administrative expenses in China, $2,498,000 
for administrative expenses of the Chinese Council for United States 
Aid, $1,803,000 for special projects, $53,000 for engineering services, 
and $13,000 for expenses incurred by the Joint Commission on Rural 
Reconstruction. 

Before the end of 1948., the local counterpart funds thus 
jointly managed by EGA and the Chinese Government had enabled many 
worthy institutions and projects to continue operations in spite of 
inflation and civil war. 
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APPENDIX



Containing Further Details on: 

Food Rationing and End-Use Control 

End-Use Control of Cotton 

"Provisional Allotments" for Industrial 
Reconstruction and Replacement Projects 

Responsibilities of Organizational Units
 

Within the ECA China Mission





Food Rationing and End-Use Control 
As of Deoembr, 1948) 

At the time of arrival in port, the discharge and physical 
handling of ECA food cargoes are supervised and directed by EA 
agents. The supplies are surveyed and weighed against the ship's 
bill of lading. Then shortages occur, the requisite claims are 
lodged against the shipping companies concerned. Every precaution 
is taken to avoid rough or careless unloading and faulty cartage 
procedures such as the use of large stevedore hooks on rloe and 
flour bags. In oases of such mishandling, complaints are instantly 
lodged with the discharging agency and rectification demanded. In 
the event of continued mishandling of cargoes, the guilty agency is 
discharged. One leading agency, at ECA request, has been deprived 
of unloading assignments because of an unsatisfactory record on this 

0Ore* 

The food cargoes consigned to the Chinese Government Council 
for U. S. Aid (CUSA) are tallied upon discharge by a reliable firm 
of sworn measurers as they enter the wharf godown. In case immediate 
allocation to retail shops is made at ship's side, ECA supplies are 
weighed before they are loaded onto trucks in accordance with the 
amounts indicated on allocation orders turned over to a transportation 
company by City Food Comittees, in whilh ECA representatives sit as 
observers. The transportation company is responsible for losses 
occurring in transit to retail shops and, upon arrival of food at the 
shops, must weigh in deliveries and co-sign with shopkeepers copies 
of delivery receipts. On the delivery sheet form appears a section 
for the indication of any shortage or overage. Estimated losses on 
route from shipside or godown to retail shops run less than .01 
percent.



Then food supplies are placed into godotms pending future 
allocation, ECA inspectors check the weighing-in scales to make sure 
the goods are not being weighed in "light." Proper methods of stor
age and stacking are insisted upon as are accurate records of stock. 
All godowns used are bonded and precautions taken against possible 
daage from fire and excessive moisture. 

Accurate census and registration figures are of the utmost 
importance in determining the nmber of rightful ration recipients. 
A special census has been taken in each city with this objective in 
mind. Special ration cards were distributed to citisens in four of 
the cities either through the P9a a (wards) or through special 
ration coupon offices set up for teIpurpose. These fundamental 
ration cards are in triplicate, one being held by the citizen, the 
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second by the coupon office and the third by the City Food Commit
tee. Each section of the card carries the ame, household number 
and pao chia number of the citizen; in cities in which the citizen 
is assigned to make his .purobases at one definite shop or wird 
distribution center, the number of the shop or center is also in
eluded. Usually a photograph of the ticket holder is attached to the 
card. In three cities %herecards are not used, the citizen's normal 
registration and identification card with an attached photograph in 
shomw when he makes his ration purchases. 

To ensure effective end-use control, EGA established an in
vestigation section in each city under the direct supervision of the 
distribution rationing officer. The men employed in these sections 
were carefully screened and assigred only on the basis of a careful 
scrutiny of past records, keenness of mind and objective attitudes 
The majority chosen were Chinese or stateless aliens who possessed 
excellent backgrounds of police and investigative work. A nuber 
were former UXPIA or U. S. Army members. All spoke Chinese and were 
intimately acquainted with and able to detect the kinds of irregular
ities most likely to occur in connection with food distribution. The 
number of ECA investigators employed has varied from 24 to 28, with 
6 to 7 being assigned in Shanghai, 4 in Peiping, 4 in Tientsin, 3 in 
Tsingtao, 3 to 4 in Nanking, 4 in Canton and 3 in Swmtow. 

Their assignments have encompassed investigation of every phase


of rationing operations, as follows: the storage of foods in primary


godowns, the delivery of same to retail shops, sales to the onsters,


the maintenance of shopkeepers' accounts and ledgers, the segregation 
and accountability of American supplies in the shops, checking of 
shopkeepers' scales and stocks on hed, and conditions of storage. 
The inspectors have made certain that ECA posters were displayed con
spicuously and tat, in accordance with regulations, samples of ration 
rice were openly displayed in glass jars. Their activities were 
responsible for disclosing cases of irregularities such as a retailer's 
failure to turn in sales proceeds on time, a mixing of ration supplies" 
with poorer grades, failure to keep accurate accounts, failure to fill 
the required data on ration coupons and the buying and selling of 
coupons. In addition, they have made sample checks on the accuracy of 
census taking and surveyed the actual distribution of coupons to the 
citizens. Cases of overdistribution and duplicate issue of coupons 
were fomd as were oc6asional instances in which pie chit officials 
exacted "squeeze" before issuing coupons to people. The investigation 
reports, as turned into the ECA office and forwarded to the City Food 
Committees for action, frequently resulted in the arrest and imprison
ment of major offenders, permanent or temporary closure of retail shops. 
the tdthdranal of rationing franchises and the dischatge of pao chia 
officials. In minor oases, warnings and demerits were given. A list 
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of rules and regulations for the conduct of rationing by retail 
shops was formulated in each city, with the penalties for violations 
of these rules and regulations clearly indicated.



As a whole, the work of the investigators, fully supported by 
the ECA distribution officers in direct charge of their activities, 
has been a major contribution to the success of the ration program. 

The City Food Committees also employed inspectors comparable 
in number to those of ECA. In general, however, their work ws not 
as effective principally because they were underpaid and in certain 
instances impeded by politics. In Shanghai, an arrangement whereby 
investigations were carried out jointly by ECA and City-Food Commit
tee investigators proved successful. 

One of the principal forces exerting a strong influence on end

use control is the effort of the Food Committees, strongly backed by 
ECkA, to imbue the populace v th the idea that the rationing program 
is their omn program, one in which they have a vested interest, one 
which was designed chiefly for their benefit and which demanded their 
full cooperation for its successful execution. Vigorous efforts were 
made to publicize the program objectives, its technical operation and 
the procedures to follow in obtaining the ration. Citizens were en
couraged to report to the City Food Committees ay discourtesy or 
irregularity observed. Rationing program slides in motion picture 
theaters, radio announcements, newspaper articles, statements by the 
mayors and the periodic publication of stock and monetary reports all 
contributed to the consumers, sense of self-identification with the 
program. Complaint boxes were instituted in Canton, Shanghai and 
Tientsin and the telephone numbers of the city food committees were 
widely published. The efficacy of this approach was proved on many 
occasions when average citizens showed active interest and took the


trouble to report irregularities which, upon investigation, were


frequently discovered to be justified.



In Shanghai, which is divided into 30 districts, and in other 
cities the municipal Food Committees included on their staffs auper
visors for each district. It is the responsibility of each supervisor 
to see to it that rationing operations in his district are proceeding 
according to plan, by making a daily inspection round of the shops 
under his charge. In conjunction itth pao chia officials's he is also 
responsible for the efficient and accurate distribution of ration 
coupons. A substantial majority of these officers are considered 
capable and conscientious, the remainder varying in effectiveness. 
Some are inclined to be too lenient with shopkeepers and have been 
known to make excuses for retailers vho have been guilty of violations; 
ECA investigators' reports on the activities of these inadequate 
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officials have resulted in their replacement. 

Although ECA investigators are primarily occupied with ration
ing operations, they are also assigned tasks, as indicated above, 
in connection with the discharge of incoming vessels and the storage 
and distribution of food supplies.- All transshipments from Shanghai 
to Nanking and from Peiping to Tientsin have been accompanied by ECA 
or CUSA guards or expediters. ECA flour traveling the 100 miles 
from Tientsin to Peiping was carried in looked boxcars. In Canton, 
the provincial goverment has provided atned guards on lighters 
carrying ECA supplies from the outer harbor to the unloading wharf. 
Losses in transshipment of ECA supplies have run about .07 percent s 
an almost phenomenal record under current, conditions in China. 

Investigatio report statistics compiled by EOI indicate that


a minimum of seven investigations per day are made by each inspector. 
When irregularities are discovered, written or verbal reports of


such are made immediately either to the ECA office, the City Food


committee or the District Supervisor. -A periodic review of reported


oases is made by ECA in order to check on follow-up action taken. 

In Shanghai alone a summary of EGA investigations from July to 
December shows a total of 343 oases of irregularities of serious 
nature have been referred t o the Authorities for action with the 
following results:



105 shops were given stern warning. 
186 shops were temporarily suspended from selling



rationed rice (1 to 2 months depending on the


seriousness of irregularity).



28 shops were eliminated from selling rationed rice. 
19 shops were referred to the Police for Court action 

(cases still pending). 
2 shop owners were sentenced to terms of Imprisonment. 
2 shop owners were found not guilty by Court. 

EBA publicity includes wide use of posters, clear stamping of 
bags and the use of American insignia on coupons. The marking of 
rice and flour bags--either through printing, stencils or stickers 
which indicate American aid and show the American flag--accomplishes 
the two-fold purpose of showing the source of supplies and maintaining 
their identity for accountability purposes throughout all stages of 
distribution. 

The following brief description of the Caton coupon issuance 
system is presented as a specific example of how end-use control of 
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food distribution is accomplished. Each resident of Canton presents 
his resident certificate to his Ration Coupon office and his registra
tion for rationing is made by the ration officials in the presence 

of representative citizens or reliable witnesses. The Rationing 
Registration Certificate is divided into three sections; one is


held by the Ration Committee, one by the retailer and the third by 
the citizen. On public notification, usually not until sufficient 
stocks are in the shops, each person presents his Registration Certif
icate to the ticket office and receives the coupon for a particular 
month' s rationing. The number of the shop at which the holder is 
to purchase his ration is stamped on the coupon. 

In Shanghai, Nanking, Tsingtao and Peiping, ths'pao chit or 
Food Committee officials direct the delivery of the coupons to the 
households. In Canton, Tientsin and Snatow, special coupon issuance 
offices have been established. 

With the exception of some districts in Shanghai wherein a 
single coupon covering the complete 15-catty ration is used, coupons 
are divided into three sections, each valid for 5 oatties of rice or 
flour during each of the three 10-day periods of the month. Each 
section contains the number of a designated shop in the holder's


district, which is to be used exclusively. In order to avoid counter
feiting, the color of te coupons is changed each month. They are 
valid only during the month for which they are issued.



The retail shop, on receipt of the coupon, makes certain that 
the individual's name, address and household number as shown on the 
coupon are the same as those on the Registration Card. In some cities, 
where the Rationing Registration Card is not used, the citizen's 
census identification card with photograph attached must be presented


then eagh purchase ismade. Upon consummation of the sale, the date


of sale must be recorded on the coupon or in the retailer's ledger; 
the coupons are cancelled and immediately pasted in a book, 25 
coupons to a sheet. Thus, the ECA inspectors, by a check of the 
ration stock in the shop and inspection of the records and cancelled 
coupons, can readily ascertain if irregularities are present or if 
records and stock sales do not agree.



Each retailer is given until noon of the following day to 

deposit the day's receipts and collected coupons with an official 

collecting bank. Deposit slips, made out beforehand by the retailer, 


are entered along with the deposits. Records of these daily deposits 

are maintained by the Food Cwm-ittee, the bank and the shopkeeper 

himself, and are available at all times to ECA inspectors. Collect

ing banks, in turn, transmit their *ollections to the Central Bank of 
China, here they are credited to the Government Sales Proceeds Account. 
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End-Use Control of Cotton 

The control mechanism developed for the receipt, allocation and 
end-use of WA cotton in China is as follows: 

Joint Management Board: The Joint Management Board is 
the operating agency for U. S.-aid cotton. It is 
conposed of representatives from the Central Bank 
of China, Chinese Government Mills (China Textile 
Industries, Inc.) and privately-owned mills (China 
Cotton Textile Manufacturers Association). ECA and 
CISA have observers on this board. No action may be 
taken by the Joint Management Board without EGA-CUSA 
concurrence. Responsibilities of the Joint Management 
Board are as follows: 

Procurement of aid cotton through normal trade 
channels. 

Allocation of aid cotton to individual mills. 
Distribution of yarn and cloth received in 

exchange for aid cotton. 
Licensing for export of yarn and cloth and 

application for import of cotton either 
under EGA aid or otherwise. 

Purchase of raw cotton with proceeds realized 
on sales of yarn and cloth and/or other 
activities pertaining to finance and utiliza
tion of funds available. 

Inspection, customs clearance and all other de
tailed procedure in connection with imprta
tion of raw cotton and exportation of yarn and 
cloth exchanged.



Storage, insurance and transportation of cotton 
imported and yarn and cloth to be exported, 
together with all other activities pertaining 
to the physical handling of cotton, yarn and 
cloth.



Arrivals and Weights: When a shipment of cotton arrives in 
Shanghai, it is directly discharged into a warehouse and 
recorded by ECA according to the bill of lading. No 
weight check is made at this point due to the fact that 
the present purchase of cotton calls for the shipper to 
bear any weight loss or quality claim developing when 
the cotton is released from the warehouse. Weight 
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certificates are issued by the Cotton Controller,

a commercial firm (E. T. Robertson and Sons),

-jointly appointed by CUA and EA, and any claims


for weight loss are based upon these certificates.


Certified copies of the weight certificate are


furnished the EGA Mission and ECA cotton accounts


are adjusted accordingly.



Quality Claims: The procedure for quality claims fo 
Program 1 allows the Cotton Controller to draw infcr
mation samples in duplicate from 20 percent of the 
bales representing each imrk at the time cotton is 
weighed over to the mill. Both sets of samples are 
sealed by the Controller at the warehouse--one set 
to be inspected by local cotton personnel of the 
Joint Management Board plus an ECA observer, and the 
other held in reserve to be opened in the presence 
of the shipper at the time a claim is made. 

Allocations: Allocations of cotton after arrival are 
made by the Joint Management Board, after the ship
ments have been broken down and classified according 
to the number of bales, marks, grade and staples. 
In preparing allocations, the Joint Management Board 
prepares a District Allocation Quota Statement, all 
mills receiving a proportionate share according to 
the number of spindles operating in each mill. Copies 
of this statement are received by ECA where they are 
checked by the ECA Textile Division to see that agreed 
geographical distribution is observed in the allocation. 
It is later used by the EdA China Mission to see that 
the agreed geographical distribution has been effected. 
In accordance with the established District Quota, the 
Joint management Board prepares the Mill's Allocation 
Quota Statement. When the statement arrives at EGA, 
the ECA Textile Division checks it to see that agreed


allocation to the mills is being observed onpaper; it


is also used to check allocations against Delivery


Orders to see that the allocations are really being


carried out physically. At this point mill representatives 
come into the Joint Management Board and sign contracts 
which state the number of bales of cotton of various 
grades and staples that are to be issued and also give 
the estimated bales of yarn to be received in return.


The yarn bales to be received against cotton depends


upon the agreed ratio of exchange and the net weight
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of cotton actually delivered.



Releases: Actual release of cotton is made against 
-Delivery Orders which are issued by the Joint Manage
ment Board and are countersigned by CUSA and ECA. 
The EA End Use Control Division maintains a Delivery 
Order Register and checks the Delivery Order against 
allocations. After delivery has been effected under 
the control of the Cotton Controller, LOA receives a 
certified copy of the Delivery Report and the certi
fied Weight Certificate. When the Weight Certificate 
is received, the EOA End Use Control Division figures 
out, accoding to agreed ratio, the amount of bales 
of yarn to be received. Copies of the Yarn Receivable 
Report are sent to the EOA Textile Division and checked 
with the Joint Management Board for mathematical agree
ment as to assets receivable. -The same basic control 
procedure applies to cloth recovery. 

Yarn Receiptsa With regard to the procedure for receiv
ing yarn or cloth, the Joint Management Board sends 
notification to the Central Trust Company to arrange
with the private mills t6 turn in to a Central Trust 
warehouse the required determined numbers of bales of 
yarn of given count. A copy of this letter is received 
by the ECA Mission, which checks to determine whether 
or not the Joint Management Board letter calls for the 
private mills to deliver the correct amount. 

On receiving the yarn or cloth from the private mills, 
the Central Trust Company issues a receipt to the mills 
and issues a warehouse warrant to the Joint Management 
Board for yarn or cloth received. Based upon receipts, 
the Central Trust makes out a Daily Yarn or Cloth Re
ceived Report with copies to EOA, CUSA and the Joint 
Management Board. 

For yarn or cloth received from government mills, the 
same procedures apply except that China Textile Industries' 
warehouses retain possession of the material, issue ware
house warrants to the Joint Management Board and maba 
daily reports. EGA and CUSA representatives periodically 
check warehouses. 

Yarn and Cloth Releases: It was determined that yarn or 
cloth received would not be weighed in but would be tested 
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and weighed out, any short weight being charged 
against the mills. 

yarn and Cloth Distribution: As noted in the main 
text of this paper, the principle has been estab
lished that 50 percent of the products manufactured 
from aid cotton is earmarked for export and 50 
percent for distribution on domestic markets. Funds 
derived from exports are designated for use in import
ing raw cotton. Distribution on local markets has 
been effected through sales in local currency and 
through barter arrangements for the acquisition of 
locally produced food for use in the rationing program 
established in major coastal cities. 
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.Provisional Allotments for Industrial Reconstruction 
and pacement Projects 

Prior to the suspension of the industrial reconstruction and 
replacement pregram, as indicated in the text, 'provisional allot
ments" had, on the basis of initial surveys, been made to a series 
of projects principally in the fields of transportation, power and 
coal mining, assistance on a smaller scale being tentatively allotted 
for aid in sugar, tin, tungsten, antimony and other production. At 
the time of the suspension, it was agreed that a considerable number 
of pre-project engineering studies, which were well underway for many 
of the projects, would be completed, to be held in readiness for use 
in the event that it should be deemed feasible to resume any part of 
the reconstruction and replacement program. 

Projects which, before the suspension, bad been granted provisional 
allotments, subject to the results of the pre-project engineering studies 
and, of necessity, to military and political developments, were as 
follows. 

Railroads



A total of $13,500,000 was provisionally allotted for replace
ments for the following Chinese railroads: 

Canton -Hankow Railroad, $7 million. This is the main 
north-south line between Canton and the Yangtze Valley 
and provides a means of bringing food from surplus agri
cultural areas to the food-deficient Canton area. It 
also provides an outlet from the tungsten and antimony 
fields& 

Chekiang-Kiangsi Railroad, $3-5 million. This railroad 
is an important link in the railway system of south
central China running from south of Ohangsha on the 
CaOton-Hankow railroad to Hangohow, where it connects 
with the railroad running to Sanghai. 

Peiping-Tientsin Railroad, $1.5 million. This railroad 
connects the former capital of China with coastal 
city of Tientsin and was one of Chitats most Important 
railway sections. 

Taiwan Railroad, $4.5 million. The Taiwan railroad is 
the principal internal means of transportation on the 
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island of Taiwan. It runs from the north to the south 
along both west and east coasts through the most popu
lated parts of the island connecting all of the major 
cities. It connects with the railroads of the Taiwaa 
Sugar Company and provides the means of getting ex
portable surpluses of this commodity to part. 

Other Transportation Projects: 

A mum of $3 million was tentatively allotted for replacements
for other transportation projects as follows: 

$1 million for aid to one of the wharves of Tsingtao 
which needs immediate attention in order to keep it 
from falling into the sea; $1 million to provide 
replacement parts and supplies to the three Chinese 
airlines-China National Aviation Corporation, Civil 
Air Transport and Central Air Transportation Company; 
and $1 million for the telecommunications system of 
the Ministry of Communications* 

power 

Provisional allotments totalling 17.25 million were approved 
for the following power projectsa 

Shanghai Power Company, $5 million for new construc
tion, The original program to alleviate the very 
tight power situation in Shanghai was to build a 
completely new power plant for the United Power Co., 
a partnership between the Shanghai Poer Company, an 
American-owned and operated property, and three Chinese 
companies. However, in view of the amount of money and 
the time required for completion of such a plant, it 
did not seem appropriate to include it in the initial 
program. Instead, provision was made far a tapping 
unit on the Shanghai Power Co., a plant which would 
increase present capacity by 30,000 kilowatts within 
two and a half years. 

North China power plants, $2 million for replacements. 
Tentative allotment was for the North Hopeh Power Co. 
which serves the cities of Peiping and Tientsin and 
the Kailan mines; and for replacement parts and equip
ment needed in power plants in ltkden, Taiyuan and 
Taingtao. 
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Taiwan Power Company, three projects aggregating $6 
million, $2.5 million being for replacements and $3.5 
million for reconstruction. This sum, together with 
equipment to be' provided through private arrangements 
to the value of $2 million, was estimated as needed 
to accomplish an increase of 45,000 kilowatts in the 
power supply of Taiwan within two to two and a half 
years--from 125j000 kilowatts to 170,000 kilowatts. 
The power system of the Taiwan Power Company suffered 
severely from bombing damage and deferred maintenance 
during the war. The Japanese had completed a coa
siderable amount of so-called *civil workK to pro
vide for a substantial increase in hydro-electric 
power on the island. This increase in power is 
rendered necessary by the growing demands of 
industry generally which, it is said, could absorb 
at least half of the proposed increase. There has 
been a tendency among Chinese industries on the 
mainland to move to Taiwan aere political and 
economic conditions are relatively more stable. 
In addition, the fertilizer projects in process 
of development will, it is estimated, require from 
20,000 to 30,000 kilowatts of electric pser. 

Other Power Plants' $4.250 million for replacement parts 
and equipment. This program took into account the 
manifest needs of power plants in Nanking (angtze 
Power Company), Hankow, Chungking, Canton, Changsha 
and seventeen other cities. For some of these plants, 
aid was designed to increase power output somewhat; in 
others it was intended to help maintain existing 
generating capacity. 

Coal Mines 

The total tentatively allotted for coal mines was $Ml million, 
divided a follows: 

Hwainan lne, $345 million. The Hwainan Nine is a pri
vately-owned enterprise located in Anhwei Province about 
110 miles northwest of Nanking near the Hwai River. 
Assistance was requested for the purpose of opening two 
new mines and completing a railroad branch line to WuIu 
on the Yangtze River. The production of this mine was 
for use on the railroads and to supply part of the re
quirements of the Nanking and Shanghai areas. The coal 
is highly volatile and non-coking in character but very 
satisfactory for steam purposes. It was estimated that 
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this aid would result in a increase in production from 
the present 4,000 tons to 10,000 tons per day within 
three years. This mine has, however, been cut off by 
the Communist advances. 

HAling Mine, $750,000. The Nan'-'ag Me i one of the 
Governmentts National Resources Comission properties 
located in.Kwangtung province about 35 kilometers from 
the Canton-Hankow Railway, to be connected with this 
main line by a branch line now under construction. 
The mine now produces about 100 tons per day of good 
quality coking coal. It is estimated that the aid 
projected would result in an increase to approximately 
500 tons per day, for use on the Canton-Hanko Railway 
and in Canton.



Native Pits, $750,000. These pits are located in Talwan, 
western Kiangsi and eastern Hunan, being properties of 
the National Resources Commission. The aid contemplated 
is designed to open up new pits as well as to increase 
production from old pits. It is estimated that this 
aid, together with equipment previously provided by 
UNERA should result in an increase in production of 
approximately 1,000 tons per day. 

Kaokeng Mine, $4 million. This mine is also a National 
Resources Commission property located about 17 kilometers 
from Pingshiang on the Chekiang-Kiangei ailroad near the 
western border of Kiangsi Province. A branch railway line 
is at present under construction which will connect with 
the Chekiang-Kiangsi line, by which the coal can be trans
ported to markets either directly or over the connecting 
Canton-Hankow Railway. Bituminous coking-quality coal 
is produced at this mine. It is estimated the aid pro
jected should lead to an increase in production from the 
present 500 tons to 3,000 tons per day. 

Kailan Mining Administration, $1 million. The mines 
operated by the privately-owned Kailan Mining Amin
istration near Tangshan in the Peiping-Tientsin area 
produced about half of the coal mined in China, south 
of the Great Wail. Shanghai and the Iangtze Valley 
cities as well as Peiping and Tientsin were largely 
dependent upon it. These mines are badly in need of 
machinery and mine timbers to prevent costly damage. 
With the spread of the civil war in the north, the 
mine was first cut off and later occupied by the 
Communists. 
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Coal Mine Replacements, $1 million: to be used for 
replacement requirements in other mines. 

Fertilizer 

Tentative allotments for various fertilizer plants totaled 
$5,500,000, as follows: 

I In Fertilizer Company, Taiwan, $4 million. This 
amount is earmarked to supplement private Chinese and 
American capital for the construction of a new fertil
izer plant at &iinchu on Taiwan (Formosa), to produce 
initially approximately 20,000 tons of ammonium nitrate 
annually. Taiwan under Japanese control was a heavy 
user of commercial fertilizers for sugar and rice, and 
substantial quantities have had to be imported since 
the war.



National Resources Commission Fertilizer Plants on 
Taiwan, $1 million. These enterprises are operated 
by the National Resources Commission. The project 
under analysis includes provision for supplemental 
equipment for the Keelung Cyanamide, the Lotung Fused 
Phosphate, and the Shinchu Cyanamide Plants as a result 
of which production of cyanamide and nitrogen fertilizers 
would be increased to about 26,000 tons per annum at 
Keelung, of cyanamide fertilizer production to 18,000 
tons per annum at Shinchu, and of phosphate fertilizer 
to 30,000 tons per annum at Lotung. These increases 
would substantially augment production bf rice and 
sugar in Taiwan; part of the latter would be for 
export, and would add to foreign exchange resources. 

lung Li Chemical Company, Nancing, $.5 million. This 
proj ect was designed to supplement an Export-Import 
Bank credit to the Yung Li Chemical Co. It was 
estimated that the successful completion of the 
project would increase the production of ammonium 
sulphate by as much as 70,000 tons per year. 

Other Projects 

Tentative allotments for other projects totaled $10 million, 
divided'as follows: 

Tin, Tungsten and Antimony, $2.5 million: This 
amount was provisionally allotted for replacement 
equipment and development for the tin mining industry 
in southwest China, for tungsten mines in south central 
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China, and for antimony mines in Hunan province south 
of the Yangtze River. These minerals are among the 
principal sources of foreign exchange for China. These 
projects were coupled ith contemplated purchases of 
needed materials by the United States. 

Sugar, $1 million for replacements on behalf of the 
Taiwan Sugar Company Before the war, Taiwan pro
ceased about 1,200,000 tons of sugar, most of which 
was exported to Japan and was largely responsible 
for Taiwan's favorable export balance. This industry 
suffered severely from effective U. S. Air Force 
bombing and from undermaintenance during the war 
years. The assistance projected was for allocation 
among 31 factories, enabling them to process up to 
700,O0O metric tons of sugar annually by 2950. (The 
Technical &rvey Group regarded this proposed grant 
as a token of recognition of the importance of some 
minimum production of sugar on the island and the 
obvious need for assistance in a more extensive 
rehabilitation of productive equipment.) 

Chinese Maritime Customs, $1 million for procurement 
of equipment required for anti-smuggling control. 

Additional Projects, $5.5 million: This sum was 
earmarked to cover further projects as need might 
arise, and to provide a reserve for contingencies. 
Among other projects under consideration was one 
relating to the tapping of undeveloped underground 
water supplies in Taiwan (Formosa). 
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Responsibilities of OrganizatiUon nitsi 

Within the ELA Clina Missio 


The principal functions of organizational uhits within 
the Mission have been as followst 

OFFICE OF THE CHIEF OF MISSION - Responsible for: 
implementing in China the agreements entered into 
between the U. S. and Chinese Governments to a
chieve the purposes of the China Aid Act of 1948 
(except Section 404(b); assuring performance with
in China of operations in accordance with the ,Act; 
directing and coordinating the economic assistance 
authorized in the Act. 

OFFICE OF THE CONTROLE - Responsible for: estab
lishment and maintanance of required accounts and 
records including the local currency account and 
end-use control accounts; establishing and main
taiing adequate fiscal records and accounting 
controls; and preparation and submission of 
periodic fiscal reports. 

OFFICE OF THE EXECUTIVE OFFICER - Responsible fort 
internal organization, administrative relations, 
office management functions, personnel and ser
vice activities including space, equipment, and 
facilities; and such other matters as the Chief 
of the Mission may assign. 

C.ONOMIC OFFICE - Responsible for: continuous study 
and analysis of economic and financial conditions 
in China; furnishing of advice on the programming 
of funds from the local currency Special Account; 
review and evaluation of the effect of economic 
aid on the Chinese economy; and provision of advice 
and assistance to the Chief of the Mission in connec
tion with the planning and the conduct of the economic 
aid program as a whole. 

XZAL OFFICE - Responsible for: providing legal assis
tance as needed in relation to operation and for 
examination of operations and review of activities 
from the legal standpoint to ensure conformity with 
the provisions of the China Aid Act and any bilateral 
agreements related thereto. 
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PUBLIC RELATIONS OFFICE - Responsible for% main
taining public relations through radio, press and 
other media; developing educational programs con
cerning the purposes an operations of the China 
aid program; and supplying information on the ECA 
China aid program to all interested parties and 
groups. 

ECURITY OFFICE - Responsible for: development and 
maintenance of security regulations and safeguards
in accordance with security policies of the EGA 
and the U.S. Government generally. 

SUPPLY CONTROL AND EXPEDITING DIVISION - Responsible 
for: general supervision and control of ECA-fi

. nanced imports into China; the handling of ECA


responsibilities pertaining to shipments ad the


expediting of supply movements; liaison with


Chinese Government import and exchange author

ities and commercial importers and exporters;


assistance in the negotiation and implementa

tion of import contracts and the development of


financial arrangements for handling ECA imports

through commercial channels; and preparation of


appropriate reports and recommendations to the


Chief of the Mission as required.



FOOD DIVISION - Responsible for: analyzing needs 
and determining potential requirements for food 
and fertilizer; assisting the Chinese Government 
in making such determinations and presenting them 
through proper channels; recommendations and assis
tance in the distribution of food and fertilizer to 
ensure non-discrimination; participation with the 
Chinese Government in determinations on allocations 
and pricing of such ECA imports; observing distri
bution of food and fertilizer through both public 
and voluntary (for certain relief allocations) 
agencies; and preparation of recommendations and 
reports as needed. 

TEILE DIVISION - Responsible for: analyzing needs 
and determining potential requirements for cotton; 
assisting the Chinese Government in making such 
determinations and presenting them through proper
channels; recommending and assisting in distribu
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tion of cotton imports to ensure participation


of business firms as determined; participation


with the Chinese Government in deterinations


on allocation and pricing; obsc- ring distribu

tion within such allocations; ensuring that


import-export licensing procedures are adequate


to the program as agreed; and preparing recom

mendations and reports as needed, 

PETROLTr OIL AND LuBRICANTS DIVSON - Responsible
for; analyzing petroleum needs and requirements; 
assisting the Chinese Government in making such 
determinations and presenting them through proper 
channels; recommending and assisting in arrange
ments for the distribution of rik-financed petro
leum products to ensure participation of business 
firms as determined; participation in determine
tions on allocation and pricing; observing distri
bution within such allocations; and preparing 
reconandations and reports as needed, 

RECONSTRUCTION AID MLACIENT D1VION - Responsible
for: preliminay surveys, anayaea and recommenda
tions with respect to desirable reconstruction and 
replacement projects; analysis and determinations 
of costs, engineering feasibility; relative impor
tance to the Chinese economy, economic soundness 
and availability of materials and equipment needed 
in the United States or elsewhere; assistance in 
conducting negotiations and arrangements with 
technical personnel to be provided by the Chinese 
Government; and.continuous contact with and observa
tion of approved projec*s. 

RKIIONAL OFFICE - Responsible for: direction and 
operation of relevant China ssion activities in 
the region; observation of economic aid activities 
in the region and reporting upon them to the Chief 
of the Mission; assisting the Chinese Government in 
connection with ratiobing systems; appropriate direc
tion and supervision of commodity distribution as 
needed; appropriate supervision and observation of 
agricultural, conservancy, welfare and relier pro
jects; furnishing information to local groups re
garding the economic aid program; aintaining 
appropriate liaison with provincial and other 
regional or local authorities; and presenting 
recommendations and reports as needed, 
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Text of the



CHINA AID ACT OF 194 

(Title IV of Public Law 472) 

"Sec. 401. This title may be cited as the "China Aid Act of 1948". 

"Sec. 402. Recognizing the intimate economic and other relation
ships between the United States and China, and recognizing that dis
ruption following in the wake of war is not contained by national
 

frontiers, the Congress finds that the existing situation in China 
endangers the establishment of a lasting peace, the general welfare 
and national interest of the United States, and the attainment of 
the objectives of tlie United ITations. It is the sense of the Congress 
that the further evolution in China of orinciples of individual liber
ty, free institutions, and genuine independence rests largely upon the 
continuing development of a strong PnL- democratic national government 
as the basis for the establishment of sound economic conditions and 
for stable international economic relationships. Mindful of the


advantages which the United States has enjoyed through the existence 
of a large domestic market with no internal trade barriers, and believ
ing that similar advantages can accrue to China, it is declared to be 
the policy of the people of the United States to encourage the Repub
lic of China and its people to exert sustained common efforts wnich 
will speedily achieve the internal peace and economic stability in


China which are essential for lasting peace and prosperity in the 
wvorld. It is further declared to be the policy of the people of 
the United States to encourage the Republic of China in its efforts 
to maintain the genuine independence and the administrative integrity 
of China, and to sustain and strengthen principles of individual 
liberty and free institutions in China through a program of assistance 
based on self-help and cooperation: Provided, That no assistance to 
China herein contemplated shall seriously impair the economic stability 
of the United States. It is further declared to be the policy of the 
United States that assistance provided by the United States under this 
title should at all times be dependent upon cooperation by the Republic 
of China and its people in furthering the program: Provided further, 
That assistance furnished under this title shall not be construed as 
an express or implied assumption by the United States of any responsi
bility for policies, acts, or Undertakings of the Republic of China 
or for conditions which may prevail in China at any time. 

"Sec. 403. Aid provided under this title shall be provided under 
the applicable provisions of the Economic Cooperation A6t of 1948


which are consistent with the purposes of this title. It is not the


purpose of this title that China, in order to receive aid hereunder,


shall adhere to a joint program for European recovery. 
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"Sec. 404. (a) In order to carry out the purposes of this


title, there is hereby authorized to be appropriated to the Pres

ident for aid to China a sum not to exceed $338,000,000 to remain

available for obligation for the period of one year following the 
date of enactment of this Act. 

(b) There is also hereby authorized to be appropriated to

the President a sum not to exceed $125,000,000 for additional aid 
to China through grants, on such terms as the President may deter
mine and without regard to the provisions of the Economic Coopera
tion Act of 1948, to remain available for obligation for the period
of one year following the date of enactment of this Act.



"Sec. 405. An agreement shall be entered into between China 
and, the United States containing those undertakings by China which 
the Secretary of State, after consultation with the Administrator 
for Economic Cooperation, may deem necessary to carry out the pur
poses of this title and to improve commercial relations with China. 

"Sec. 406. Notwithst&nding the provisions of any other law,
the Reconstruction Finance Corporation is authorized and directed,

until such time as an appropriation is made pursuant to section 404,
to make advances, not to exceed in the aggregate $50,000,000, to 
carry out the provisions of this title in such manner and in such 
amounts as the President shall determine. From appropriations
authorized under section 404, there shall be repaid without interest 
to the Reconstruction Finance Corporation the advances made by it

11
 under the authority contained herein. o interest shall be charged


on advances made by the Treasury to the Reconstruction Finance 
Corporation in implementation of this section.



"Sec. 4,07. (a) The Secretar'y of State, after consultation 
with the Administrator, is hereby authorized to conclude an agree

ment with China establishing a Joint Commission on Rural Reconstruc

tion in China, to be composed of two citizens of the United States 
appointed by the President of the United States and three citizens

of China appointed by the President of China. Such Commission shall,
subject to the direction and control of the Administrator, formulate
and carry out a program for reconstruction in rural areas of China,
which shall include such research and training activities as may be 
necessary or appropriate-for such reconstruction: Provided, That 
assistance furnished under this section shall not be construed as


an express or implied assumption by the United States of any
responsibility for making any further contributions to carry out 
the purposep.of this section.
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http:purposep.of


'(b) Insofar as practicable, an amount equal to not more than


.10 per centum of the funds made available under subsection (a)-of

section 404 shall be used to carry out the purposes of subsection

(a)of this section. Such amount may be in United States dollars,

proceeds in Chinese currency from the sale of commodities made

available to China with funds. authorized under subsection (a) of 
section 404, or both.


'Approved April 3, 1948."
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APPROPRIATION FOR CHINA AID 

(Excerpts from Public Law 793 - 80th Congress, 
approved June 28, 1948, entitled, OAR ACT 
M-ing appropriations for foreign aid, and 
for other purposes.")



"3e it enacted by the Senate and House of feiresentatives of the 
United States of America in ConaTess assembled, That the following 
sums are appropriated, out of any money in the Treasury not other
wise appropriated, for foreign aid for such periods as are specified
herein ending not later than June 30, 1949, and for other turposes, 
namely:I" 

(All subsequent sections omitted, except the following:) 

ASSISTANCE TO CHIN& 

"For expenses necessary to darry out the provisions of the China 
Aid Act of 1948 (title IV of Public Law 472, approved April 3, 1948), 
until April 2, 1949, including expenses of attendance at meetings 
concerned with the purposes of this appropriation; purchase and hire 
of passenger motor vehicles; purchase, maintenance, and operation of 
aircraft; payment of claims pursuant to section 403 of the Federal 
Tort Claims Act (28 U. S. 0. 921); health service program as author
ized by law (5 U. S. 0. 150); transportation of privately owned auto
mobiles; entertainment (not to exceed $3,000); exchange of funds with
out regard to section 3651 of the Revised Statutes; and loss by exchange; 
$400.000,000, of which not to exceed $1,200,000 shall be available for 
administrative expenses and of which $125,000,000 shall be available 
exclusively as provided in subsection 404 (b) of said Act.' 
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Text of 

EXCOHAGE OF NOTES ON APRIL 30, 1948, 
3ET1M1 THE SECRETARY OF ST1ATE3, GEOREE 
0. MARSHALL A-D DR. V. K. ,-LINGTON 
KOO, THE CHINESE A1mLSSAZOR IN WASHING-
TON, IN MLD MTATION OF THE CHINA AID 
ACT OF 1948 

The text of Secretary Marshall's note:



"Excellency: 

"I have the honor to communicate the following proposals regarding 
the China Aid Act of 1948 (Title IV of the Foreign Assistance Act of 
1948), vich became law on April 3, 1948. 

"Pending the conclusion of an agreement between China and the 
United States under Section 405 of the Act and until July 3, 1948, 
the Government of the United States proposes to arrange for the 
performance of those functions authorized by the Act *ich may be 
determined to be essential in furtherance of those purposes of the 
Act which apply to the funds authorized under Section 404 (a) there
of. This action by the Government of the United States is, contingent 
upon certain requirements, as hereinafter set forth, being fulfilled. 

"I should appreciate your notifying me whether your Government 
adheres to the purposes and policies set forth in Section 402 of the 
Act in furtherance of which the Act authorizes assistance to be pro
vided, and also whether your Government intends to conclude an agree
ment with the United States in accordance with Section 405. 

"Pending the conclusion of such an agreement, my Government pro

poses that the extension of aid to China hereunder as authorized by 
Section 404 (a) of the Act be provisionally governed by the Agreement 
between our two Governments dated October 27, 1947, subject to such 
modifications, particularly with respect to the types of assistance 
and the terms and methods of procurement and distribution, as may 
hereafter be agreed to by our two Governments, having regard to the 
different character of the assistance under said Act from the relief 
aid extended under the Agreement of October 27, 1947, and subject,


as preliminary arrangements, to the understandings set forth below.



"During the period covered by this letter, it is anticipated



that assistance other than that relating to reconstruction projects 

will be furnished to your Government under the Act with funds author
ized under Section 404 (a) thereof by grant. Terms of payment, if 
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any, for reconatruction assistance will be reserved for later deter

mination. 

"I suggest that pending the determination of the terms of the 
future agreement between our two Governments under Section 405 of 
the Act, deposits in the currency of your country in respect of 
any assistnnce furnished hereunder vhich is designated by my 
Government as a grant be made in accordance with the agreement 
between our two Governments dated October 27, 1947. I further 
suggest that these deposits may be used for administrative ex
penses of the Government of the United States in the currency of 
your country, incident to my Government's operations within your 
country under the China Aid. Act of 1948 and for such other purposes 
as may be agreed upon by our two Governments. The provisions of the 
future agreement between our two Governmants concerning any deposits 
in Chinese currency to be made will apply with respect to all of 
such assistance for your Government which is determined to have 
been made by grant during the period covered by this letter. 

11 trust that your Government will concur in the understandings 
expressed above. 

"The Act authorizes my Government to appoint a special mission 
for economic cooperation to your country. I should. appreciate re
ceiving the assurances of your Government that the fullest coopera
tion vill be extended to the representatives of my Government con
cerned wirth operations in implementation of the Act. 

11 am sure your Government understands that the proposals set 
forth'in this letter cannot be viewed as constituting an obligation 
on the part of my Government to make assistance available to your 
country. 

"Accept, Excellency, the renewed assurances of my highest con

sideration."



The text of Ambassador Koo's note:



"Sir: 

uI have the honor to acknowledge the receipt of your note of 
April 30, 1948, in which you are good enough to inform me that in 
view of the China Aid Act of 1948 (Title IV of the Foreign Assis
tance Act of 1948) which became law on April 3, 1948, the Govern
ment of the United States, pending the conclusion of an agreement 
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between China and the United States under Section 405 of the Act 
and until- July 3, 1948, proposes to arrange for the performance of 
those functions authorized by the Act which may be determined to be 
essential in furtherance of those purposes of the Act which apply 
to the funds authorized under Section 404 (a) thereof, and that 
this action of the Government of the United States is contingent 
upon certain requirements, as therein set forth, being fulfilled. 

SIn reply my Government has authorized me to inform you of


its adherence to the purposes and policies set forth in Section 402 
of the China Aid Act of 1948 in furtherance of which the Act author
izes assistance to be provided to China. My Government has also


authorized me to inform you of its intention to conclude an agree

ment with the United States in accordance with Section 405 of the


Act.



"Pending the conclusion of such an agreement, it is understood 

by my Government that the extension, pursuant to your note, of aid 
to China hereunder as authorized by Section 404 (a)of the Act will 
be provisionally governed by the Agreement between our two Governments 
dated October 27, 1947, subject to such modification, particularly 
with respect to the types of assistance and the terms and methods of 
procurement an& distribution, as may hereafter be agreed to by our 
two Governments, having regard to the different character of the 
assistance under said Act from the relief aid extended under the 
Agreement of October 27, 1947, and subject, as prelimlinary arrange
ments, to the understandings set forth below. 

ODuring the period covered by your note, it is anticipated that


assistance other than that relating to reconstruction projects will


be furnished to my Government under the Act with funds authorized


under Section 404 (a)thereof by grant. Terms of payment, if any,


for reconstruction assistance will be reserved for later determina

tion.



"Pending the determination of the terms of the future agreement


between our two Governments under Section 405 of the Act, deposits


in the currency of my country in respect of any assistance furnished


pursuant to your note ihich is designated by your government as a


grant will be made in accordance with the agreement between our two


Governments dated October 27, 1947. These deposits may be used for


administrative expenses of the Government of the United States in the


currency of my country under the China Aid Act of 1948 and for such


other purposes as may be agreed upon by our two Governments. The


provisions of the future agreement between our two Governments con

cerning any deposits in Chinese currency to be made will apply with


respect to all of such assistance for my Government which is deter

mined to have been made by grant during the period covered by your


note.
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1I, y Government concurs in the understandings expressed above. 

i, 4 Government notes wi1th'satisfaction that your Government 
will appoint a special mission for economic cooperation to my country. 
I am authorized by my Government to assure you that the fullest coop
eration will be extended to the representatives of your Government 
concerned with operations -in implementation of the Act. 

"I am authorized to state that my Government understands that 
the proposals set forth in your note cannot be viewed as constituting 
an obligation on the part of your Government to make assistance avail
able to my country. 

"Accept, Sir, .the renewed assurances of my highest consideration." 



Text of 

ECONOMIC AID AGBEEM BETWEEN THE 
UNITED STATES OF AMERICA AND TH IEPUBLIC OF CHIRL 

"The Government of the United States of America and the Govern
ment of the Republic of China: 

"Considering that it is the policy of the Government of the 
United States of America to extend economic assistance to the


people and the Government of China in accordance with the pro
visions of the China Aid Act of 1948; and 

"Considering that it is the policy of the Government of China 
to undertake a vigorous program of self help in order to create 
more stable economic conditions in China, and to improve commercial 
relations with other countries; 

"Have agreed as follows: 

"ARTICIE I. 

"The Government of the United States of America undertakes to 
assist China, by making available to the Government of China or to 
any person, agency or organization designated by the latter Govern
ment such assistance as may be requested by it and approved by the 
Government of the United States of America. The Government of the 
United States of America will furnish this assistance under the pro
visions, and subject to all of the terms, limitations and conditions,


of the China Aid Act of 1948 (other than Section 404 (b) thereof), 
acts amendatory and supplementary thereto and appropriation acts 
thereunder, and will make available to the Government of China only 
such commodities, services and other assistance as are authorized 
to be made available by such acts. The Government of the United 
States of America may suspend or terminate at any time the asseis
tance under this Article. 

"ARPICIS II. 

"l. In order to achieve the maximum improvement of economic 
conditions through the employment of assistance received from the 
Government of the United States of America, the Government of China 
undertakes 

(a) to adopt or maintain the measures necessary to ensure


efficient and practical use of economic resources available to it.


including
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(1) such measures as may be necessary to ensure that 
the commodities and services obtained vith assistance furnished 
under this Agreement are used for purposes consistent with this


Agreement;



(2) to the extent practicable, measures to locate,


identify and put into appropriate use in furtherance of its efforts 
to improve economic conditions, in China, assets, and earnings there
from uAich belong to nationals of China and which are situated within 
the United States of America, its territories or possessions. Nothing


in this clause imposes any obligation on the Government of the United 
States of America to assist in carrying out such measures or on the 
Government of China to dispose of such assets; 

(b) to promote the development of industrial and agricultural


production on a sound economic basis; 

(c)to initiate and maintain financial, monetary, budgetary

and administrative measures necessary for the creation of more stable 
currency conditions and for the promotion of production and marketing 
of goods for domestic consumption an& export; and



(d) to cooperate vith other countries in facilitating and


stimul.ting an increasing interchange of goods and services with other 
countries and in reducing public and private barriers to trade with 
other countries.



"2. The Government of China will take the measures which it deems 
appropriate to prevent, on the part of private or public commercial 
enterprises, business practices or business arrangements affecting


international trade which have the effect of interfering with the


purposes and policies of this Agreement.



1ATICIE III. 

"I. The Government of China undertakes to make all practicable 
efforts to improve commercial relations with other countries, including 
measures to improve the conditions affecting the carrying on of foreign 
trade by private enterprises in China. 

92. The Government of China, in carrying out the provisions of 
paragraph I of this Article, will, among other measures, administer 
such import and exchange controls as are, or may be, made necessary 
by- the exigencies of China's international balance of payments and 
the foreign exchange resources available to the Government of China,


in a uniform, fair and ecuitable manner.
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'3. The Government of the United States of America and the 
Government of China will consult, noon the request of either, re
garting any matter relating to the anplica.tion of the provisions 
of this Article. 

1ARTICLE IV. 

"l. All commodities provided by the Government of the United 
States of America pursuant to this Agreement shall be processed and 
distributed by' commercial enterprises or by private or Chinese Govern
ment agencies, and in accordance with terms and conditions, agreed 
upon from time to time between the Government of the Unitbd States 
of America and the Government of China. 

"Z. The Government of China, in consultation with representatives 
of the United States of America, will t4e all appropriate steps de
signed to achieve fair and equitable distribution within the areas 
under its control of commodities provided by the Government of the 
United States of America pursuant to -this Agreement and of similar 
commodities imported into China with other funds or produced locally.
To the extent that circumstances and supply availabilities permit, a 

distribution and price control system shall be inaugurated or main
tained in urban centers of China with the intent of insuring that 
all classes of the population shall receive a fair share of imported 
or indigenously produced essential civilian supplies. In permitting 
expendable commodities made available under this Agreement to be 
utilized in support of the Chinese efforts to improve consumption


and price controls, it is understood that the Government of the 
United States of America takes'no responsibility for the success of 
these urban programs. 

o "3- The prices at which supplies furnished by the United States 
of America pursuant to this Agreement will be sold in China shall be 
agreed upon between the Government of the United States of America 
and the Government of China. 

"1mTICx.L V. 

"i. The provisions of this Article shall apply only with respect 
to assistance which may be furnished by the Government of the United 
States of America on a grant basis pursuant to this Agreement. 

"2. The Government of China agrees to establish a special account 
in the Central Bank of China in the name of the Government of China 
(hereinafter called the special account) and to make deposits in 
Chinese currency to this account as follows:





"(a) The unencumbered balance at the close of business on


the day of the signature of this Agreement in that special account 
in the Central Bank of China in the name of the Government of China 
established pursuant to the Agreement between the Government of the 
United States of America and the Government of China made on 
October 27. 194k, and any further sums which may from time to time 
be required by such Agreement to be deposited in that special account. 
It is understood that subsection (E) of Section f14 of the Foreign 
Assistance Act of 1948 constitutes the approval and determination of 
the Government of the United States of America with respect to the 
disposition of such balance referred to in that Agreement, and 

"(b) The unencumbered balances of the deposits made by the


Government of China pursuant to the exchange of notes -between the 
two Governments dated April 30, 1948. 

11(c) Amounts commensurate with the indicated dollar cost to 
the Government of the United States of America of commodities, services 
and technical information (including any-costs of processing, storing, 
transporting, repairing or other services incident thereto) made 
available to China on a grant basis pursuant to this Agreement less,


however, the amount of deposits made pursuant to the exchange of notes 
referred to in sub-paragraph (b). The Government of the United States


of America shall from time to time notify the Government of China of 
the indicated dollar cost of any such commodities, services and 
technical information and the Government of China will deposit in


the special account at such times as may be specified by the Govern
mont of the United States of America a commensurate amount of Chinese 
currency computed at a. rate of exchange to be agreed upon between the 
Government of the United States of America and the Government of China. 
The Government of China will upon the request of the Government of the 
United States of America make advance deposits in the special account 
which shall be credited against subsequent notifications pursuant to 
this paragraph. 

n3. The Government of the United States of America will from time 
to time notify the Government of China of its requirements for admin
istrative expenditures in Chinese currency within China incident to 
operations under the China Aid Act of 1948 and the Government of China 
will thereupon make such sums available out of any balances in the 
special account in the manner requested by the Government of the United 
States of America in the notification. 

"4. The Government of China will further make such sums of Chinese 
currency available out of any balances in the special account as may be 
required to cover: A. Expenditures required to carry out the purposes
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of the Joint Commission on Rural Reconstruction in China as provided 
for by Section 407 of the China Aid Act of 1948; and 3. Costs (in
cluding port, storace, handling and similar charges) of transporta
tion from any point of entry in China to the consignee's designated 
point of delivery in China of such relief supplies and packages as 
are referred to in Article VII. 

"5. The Government of China shall dispose of any remaining 
balance in the special account only for such purposes as may be 
agreed from time to time with the Government of the United States 
of America including in particular: A. Sterilization as a measure 
of monetary and financial stabilization; B. 3xpenditures incident


to the stimulation of productive activity and the development of new 
sources of wealth including materials which may be rebuired in the 
United States of America tecause of deficiencies or potential defi
ciencies in the resources of the United States of America; C. Ex

penditures upon projects or programs the external costs of which are 
being covered in whole or in part by assistance rendered by the Govern
ment of the United States of America or by loans from the International 
Bank for Reconstruction and Development; or D. Expenditures upon un
completed relief or work relief projects undertaken pursuant to the 
Agreement between the Governments of the United States of America and. 
of China of October 27, 1947. 

16. The Government of China will maintain the value in terms 
of United States dollar equivalent of such amount of the special 
account as is: A. Indicated by the Government of the United States 
of America as necessary for administrative expenditures referred to 
in paragraph 3 of this Article; 3. Required for the purposes of 
paragraph 4 of this Article; and 0. Agreed between the two Govern
ments to be necessary to defray the expenses in Chinese currency 
assoqiated with reconstruction projects or programs the external 
costs of which are met in whole or in part by assistance rendered
 

by the Government of the United States of America pursuant to the 
Agreement. The Governme4t of China will carry out this provision 
by depositing such additional amounts of Chinese currency as the 
Government of the United States of Aerica may from time to time


determine after consultation with the Government of China. 

"?. Any unencumbered balance remaining in the special account 
on April 3, 1949, shall be disposed of within China for such purposes 
as may hereafter be agreed between the Gbvernments of the United States 
of America and of China, it being understood that the agreement of the 
United States of America shall be subject to approval by act or joint 
resolution of the Congress of the United States of America. 
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"ARTICLE VI. 

"1. The Government of China will facilitate the transfer to 
the United States of America for stockpiling or.other purposes of 
materials originating in China which sre required by the United 
States of America as a result of deficiencies or potential defi
ciencies in its oin resources upon such reasonable terms of sale. 
exchange, barter or otherwise and in such quantities and for such 
period of time as may be agreed to between the Governments of the 
United States of America and of China after due regard for the 
reasonable requirements of China for domestic use and commercial


ezoort of such materials. The Government of China will take such 
specific measures as may be necessary to carry out the provisions of 
this paragraph. The Government of China will, when so requested by



the Government of the United States of America, enter into negotia

tions for detailed arrangements necessary to carry out the provisions


of this paragraph.



"2. The Government of China will, when so requested by the
 

Government of the United States of America, negotiate such arrange

nents as are appropriate to carry out the trovisions of paragraph 
(9) of subsection 115 (b) of the Foreign Assistance Act of 1948 which


relates to the development and transfer of materials required by the



United States of America.



"3. The Government of China, then so requested by the Government 

of the United States of America, will cooperate, wherever appropriate, 
to further the objectives of paragraphs 1 and 2 of this Article in 
respect of materials originating outside of China. 

"ARTICLE VII. 

"The Government of China will, hen so requested by the Govern


ment of the United States of America, enter into negotiations for



agreements (including the provisions of duty free treatment under



appropriate safeguards) to facilitate the entry into China of


supplies of relief goods donated to or purchased by United States 
voluntary non-profit relief agencies and of relief packages orig

inating in the United States of America and consigned to individuals


residing in China.



"APTICIL VIII.



1l, The two Governments will, upon the request of either of



them, consult regarding any matter relating to the application of



this Agreement or to operations or arrangements carried out pursuant



to this Agreement.
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"2. The Government of China mill communicate to the Government 
of the United States of America in a form and at intervals to be 
indicated by the latter after consultation with the Government of, 
China: 

(a) detailed information regarding projects, programs 
23d measures proposed or adopted by the Government of China to 
carry out the provisions of this Agreement; 

(b) ffull statements of operations under this Agreement, 
including a statement of the use of funds, commodities and services 
received thereunder, such statements to be made in each calendar 
Tuarter; 

(c) information regarding its economy and any other rele
vant information which the Government of the United States of America 
may need to determine the nature and scope of operations, and to 
evaluate the effectiveness of assistance furnished or contemplated


under this Agreement.



"3. The Government of China will assist the Government of the 
United States of America to obtain information relating to the 
materials originating in China referred to in Article VI which is 
necessary to the formulation and execution of the arrangements pro
vidled for in that Article. 

"ARTICLE IX.



ul. The Government of China will keep the people of China fully 
informed of the progress achieved by the Government of China in imple
menting the undertakings contained in this Agreement designed to achieve 
more stable economic conditions in China, and it will provide continu
ously information to the people of China regarding the nature and extent 
of assistance furnished pursuant to this Agreement. It will make such 
information available to the media of public information and will take 
practicable steps to ensure that appropriate facilities are provided 
for the dissemination of such information. 

"2. The Government of the United States of America will encourage 
the dissemination of such information and will make it available to the 
media of public information. 

"3. The Government of China will make public in Chins in each


calendar quarter full statements of operations under this Agreement,


including information as to the uses of funds, commodities and ser

vices received.
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'ARTIOfLM X.



11. The Government of China agrees to receive a Special Mission


for Economic Cooperation which will discharge the responsibilities of


the Government of the United States of America in China under this


Agreement.



12. The Government of China will, upon appropriate notification 
from the Ambassador of the United States of America in China, consider 
the Special Mission and its personnel as part of the Embassy of the 
United States of America in China for the purposes of enjoying the


privileges and immunities accorded to that Embassy and its personnel 
of comparable rank. The Government of China will further accord 
appropriate courtesies to the members and staff of the Joint Committee 
on oreign Economic Cooperation of the Congress of the United States 
of America and will grant them the facilities end assistance necessary 
to the effective performance of their responsibilities. 

"3. The Government of China will extend full cooperation to the


Special Mission and to the members and staff of the Joint Committee.


Such cooperation shall include the provision of all information and


facilities necessary to the observation and review of the carrying


out of this Agreement, including the use of assistance furnished under 
it.



"ARTICLE XI.



"I. The Governments of the United States of America and of China


agree to submit to the decision of the International Court of Justice


any claim espoused by either Government on behalf of one of its


nationals against the other Government for compensation for damage


arising as a consequence of governmental measures (other than measures


concerning enemy property or interests) taken after April 3, 1948 by


the other Government and affecting property or interests of such


national including contracts with or concessions granted I duly


authorized authorities of such other Government. It is understood


that the undertaking of each Government in respect of claims espoused


by the other Government pursuant to this paragraph is made in the case


of each Government under the authority of and is limited by the terms


and conditions of such effective recognition as it has heretofore


given to the compulsory jurisdiction of the International Court of


Justice under Article 36 of the Statute of the Court. The provisions


of this paragraph shall be in all respects without prejulice to other 
rights of access, if any, of either Government to the International


Court of Justice or to the espousal and presentation of claims based


upon alleged viblations by either Government of rights and duties


arising under treaties, agreements or principles of international


law.



02. The Governments of the United States of America and of China


further agree that such claims may be referred in lieu of the Court to


any arbitral tribunal mutually agreed upon.
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"3. It is further understood that neither Government will 
espouse a claim pursuant to this Article unless the national con

cerned has exhausted the remedies available to him in the adminis

trative and judicial tribunals of the country in which the claim


exists.



"AR-ICIE XII. 

0l. This Agreement shall become effective on this day's date. 
It shall remain in force until June 30, 1950 and, unless at least six 
months before June 30, 1950, either Government shall have given the 
other notice in writing of intention to terminate the Agreement on 
that date, it shall remain in force thereafter until the expiration 
of six months from the date on which such notice shall liave been


riven. Article V shall remain in effect until all the sums in the


currency of China required to be disposed of in accordance with its



E' own terms hftve been disposed of as provided in such Article.



-"2. 
This Agreement may be amended at any time by agreement



between the two Governments.



"3. The Annex to this Agreement forms an integral part thereof.



"4. This Agreement shall be registered with the Secretary-

General of the United Nations.



"In witness whereof the respective representatives duly author
ized for the purpose have signed the present Agreement. 

"Done at Nanking in duplicate in the English and Chinese lan

guages, both texts authentic, this third day of July 1948, corre

sponding to the third day of the seventh month of the thirty-seventh


year of the Republic of China."



Sgd. J. Leighton Stuart 
For the Government of the 

United States of America. 

Sgd. Wang Shih-chieh


For the Government of


The Republic of China.
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"i. It is understood that the reouirements of paragraph 1(a) 
of Article II, relating to-the adoption of measures for the effi
cient use of resources would. include, with respect to commodities 
furnished under the Agreement, effective measures for safeguarding 
such commoities and for preventing their diversion to illegal or 
irregaler markets or channels of trade. 

"2. It is understood that the Government of China will not be 
requested, under paragraph 2(a) of Article VIII to furnish detailed 
information about minor projects or confidential commercial or tech
nical information the disclosure of which would injure legitimate 
commercial interests. 

"3. It is understood that the Government of the United States 
of America in making the notifications referred to in paragraph 2 
of Article X would bear in mind the desirability of restricting, 
so far as practicable, the number of officials for whom full diplo
natic privileges would be requested. It is also understood that


the detailed application of Article X would, when necessary, be 
the subject of intergovernmental discussion."



Sgd. J. Leighton Stuart 

iNanking, July 3, 1948 

Sgd. Wang Shih-chieh 
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Translation of



ORGAIIIC BY-IAWS OF THE E--CUTIVE YUAMN 
COUNCIL FOR UNITED STATES AID (CUBA) 

(Promulgated and made effective by the Executive 
Yuan on June 8, 1948; official text in Chinese.) 

"Article L For the purposes of carrying out the Agreement 
between the United States of America end the Republic of China 
and coordinating American aid with financial and economic proj
ects, the Executive Yuan sets uo the Council for United States Aid 
(hereinafter called this Council). 

"Article 2. This Council shall discharge the following functions: 

(1) 	 Matters relating to compilation and drafting of 
projects for use of American aid;



(2) 	 Matters relating to purchase, take-over, custody
and distribution of commoeities in American aid; 

(3) Matters relating to custody and use of proceeds 
of sale of commodities and funds in American aid; 

(4) 	 Matters relating to reports, statistics, propa

ganda and examination of use of American aid; 


(5) 	 Matters relating to liaison with the American 

delegation;



(6) 	 Other matters relating to use of American aid. 

"Article 3. Fuctions of this Council shall, in accordance v-ith 
their n ture, be handled in consultation with superior officers of 
competent ministries and commissions. 

"Article 4. After measures for use of American aid have been 
decided, they shall be sent separately to the vrrious competent organs 
to enforce them accordingly and to make periodical reports therefor


to this Council. 

"Article 5. This Council shall have a chairman, who shall con
currently be the President of the Executive Yuan as well as a vice 
chairman and seven members who shall be invited and appointed by the 
President of the Executive Yuan. 
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"Aong the members provided for in the preceding paragraph, one 

shall be designated by the chairman to be responsible for the work of 
liaison with the American delegation. 

."Article 6. This Council shall have a secretary-general w&o shall
Sbe of the ran of selected appointment and shall handle affairs of 

this Council under instructions of the chairman and the vice chair
man and a deputy secretary-genera who shal be of the rank of se
leered appointment and shall assist the secretary-general in handling 

affairs of this Council. 

'Article 7. This Council shall have the following departments: 

(1) The Secretariat--in charge of affairs relating to docu
ments, meetings, general affairs, receipts and payments. 
liaison and affairs not belonging to other departments; 

(2) The Supplies Department--in charge of affairs relating
 

to receipt, purchase, storage, shipment and distribution



-

of commodities; 

(3) 	 The -Financial Department-in charge of affairs relating 
to custody and use of funds; 

(4) 	 The Technical Department--in charge of -affairs relating 
to examination, consideration, compilation and drafting 
of technical projects;



(5) 	 The Information and Statistics Department-in charge-of 
affairs relating to reports, information and statistics.



1Article- 8. This Council shall have five directors and five 
deputy directors of the rank of selected appointment, two to four 
counsellors of the rank of selected appointment, three to five secre
taries among ihom two may be of the rpnk of selected appointment and 
the rest of the rank of recommended appointment, seven to 10 tech
nicians among iihom six may be of the rank of selected appointment and 
the rest of the rank of recommended appointment, tri to five inspectors 
of the rank of selected appointment, 15 to 20 experts of the rank of 
recommended appointment, 25 to 30 department members among whom 12 

ay be of the rank of recommended appointment end the rest of the rank 
of delegated appointment and 12 to 20 clerks of the rank of delegated 
appointment.



"Article 9. This Council may hlave 20 to 30 employees. 

"Article 10. This Council shall have a certain number of spe
amon. uhom 12 to 16 nay be of the rank of selected orcialists, 

invited end appointedrecommended appointment a-d the rest shall be 



and shall serve without remunerations, and may also invite and appoint 
three to five advisors.



"Article 11. This Council shall have an accounting department 
and a chief accountant of the rank of selected appointment to handle 
affairs relating to annual accounts and ordinary accounts. 

OThe number of assistant personnel needed by the Accounting 
Department shall be decided by this Council in collaboration with 
the Ministry of Audits and with reference to the number of persons 
of recommended and delegated appointments as prescribed in these 
By-laws. 

"Article 12. This Council shall have a personnel office a chief 

thereof of the rank of recommended appointment to handle affairs re
lating to personnel administration in accordance with the Regulations 
Governi Personnel Administration. 

"The number of assistant personnel needed by the Personnel Office 
shall be decided by this Council in collaboration with the Ministry of 
Examination and. with reference to the number of persons of recommended 
2nd. delegated appointments as prescribed in these By-Laws. 

"Article 13. For the purpose of giving convenience to handling 
affairs, this Council may set up offices in business centers and. may 
also establish branches in various localities to meet the re.uirements 
of its business; their organic by-laws shall be prescribed separately. 

"Article 14. In order to meet the requirements of its business, 
this Council may set up various committees. 

"Article 15. On account of reqlirements of work, this Council


may request relevant organs to transfer their suitable personnel con

currently to undertake the various affairs of this Council. 

!'Article 16. The rules governing meetings and the detailed rules


governing internal administration of this Council shall be prescribed. 
separately.



"Article 17. These By-Laws shall come into force from the date 
of vromulgation."
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Text of



EXCHAIGE OF NOTES B3ETWMT TEE UNITED STATES 
C--0O7N.5EfT fl.D THE B-PUB1IC OF CHINA, SIGNED 
IFi YANKING ON AUGUST 5, 1948, PROVIDING FOE 
TEE ESTABLISMENT OF A SINO-.U-MEIOA JOINT 
CO E.ISSION Oil RURAL ECOYSTRUCTIOi IC CHINA. 

Text of note from the American Ambassador: 

"r xcellency: 

II have the honor to refer to Section 407 of the China Aid Act 
of 1943 enacted by the Government of the United States of America 
(hereinafter referred t6 as the Act), which provides, among other 
things, for the conclusion of an agreement between China and the 
United States of America establishing a Joint Commission on Rural 
Reconstruction in China. In pursuance of the general principles 
laid down in the Act, and in particular section 407 thereof, I have 
the honor to. bring forward the following proposals regarding the 
organization of the Joint Commission and- related matters: 

Il. There shall be established a Joint Commission on Rural 
Reconstruction in China (hereinafter referred to as the Commission) 
to be conrtoosed of two citizens of the United States of America


appointed by the President of the United States of America and 
three citizens of the Republic of China to be appointed by the 
President of China. The Commission shall elect one of the Chinese


members as chairman. 

t"2. The functions and authority of the Comimission shall, subject


to the provisions of the above-mentioned section of the Act, be as


follows: (a) to formulate and carry out through appropriate Chinese 
Government agencies and international or private agencies in China a 
coordinated program for reconstruction in rural areas of China (here
inafter referred to as the program); (b) to conclude arrangements, with 
the agencies referred to in the preceding paragraph establishing a 
basis for their cooperation; (c) to recommend to the Governments of


the United States of America and of China within the limits prescribed


by the Act the allocation of funds and other assistance to the program,


and to recommend to the Government of China the allocation of such


other funds and assistance as are deemed essential to the success of


the program; (&) to establish standards of performance for implementa

tion of the program, including the qualifications, type and number of


personnel to be used by cooperating agencies in the program, and to


maintain a constant supervision of all phases of the program with 
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authority to recommend changes in or stoppage of any phase of the 
program; (e) to appoint such executive officers and administrative 
staff as the Commission deems necessary to carry out the program, 
it being understood that the chief executive officer shall be a 
citizen of China. Salaries, expenses of travel, and other expenses 
incident to the administrative functions of the Commission itself


shall be paid from funds made available under Section 407 (B) of 
the Act.



"3. In its program the Commission may include the following 
types of activity to be carried out in agreement with the agencies


referred to in paragraph 2(a): (a) A coordinated extension-type 
program in agriculture, home demonstration, health and eeucation 
for initiation in a selected group of Hesien in several provinces 
to include a limited number of subsidiary projects suited to con
ditions in the areas where the program is developed, in such fields 
as agricultural production, marketing, credit, irrigation, home and


community industries, nutrition, sanitation, and education of a 
nature viiich will facilitate the promotion of all projects being 
undertaken; (b) Consultation with the Chinese Government concerning 
ways and means of progressively carrying out land reform measures; 
(c) Subsidiary projects in research training and manufacturing to 
be carried out in suitable locations to provide information, person

nel and materials required by the program; (d) Projects to put into 
-effect over a wider area than provided for in the coordinated exten
sion-type program specified in (a) any of the above lines oftactivity


which can be developed soundly on a larger scale, of which examples 
might be the multiplication and distribution of improved seeds, the 
control of rinderpest of cattle, the construction of irrigation and 
drainare facilities and the introduction of health and sanitation 
measures; (e) Related measures in line with the general objectives


of this program; (f) The distribution of the assistance in this pro
gram on the principle of giving due attention to strengthening rural


improvement in areas where selected projects can be progressively


developed and where their development will contribute most effective

ly to the achievement of purposes for which this program is undertaken 
but that the principle of distributing aid will not be controlled by 
proportionate or geographical consideration = &a.



n4. In respect of any decision of the Commission, the approval 
of the Government of China shall be obtained prior to its execution 
if the Commission or its chairman, with the concurrence of the Chinese 
members, deems it necessary. 

"5. The Commission shall publish in China and transmit to the 
Government of the United States of America and the Government of China, 
in such form and at such times as may be requested by either of the two
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governments, full statements of operations, including a statement 
on the use of funds, suoinlies and services received, and will 
transmit to the two governments any other matter pertinent to 
operations as requested by either of the two governments. The 
Government of China will keep the people of China fully informed 
of the intended purpose and scope of the program and of the prog
ress achieved by the Commission in implementing the program, in-r 
eluding the nature and extent of the assistance furnished by the 
Government of the United States of America.



"6. The Government of China will, ison appropriate notifi
cation of the Ambassador of the United States of America in China, 
consider the United States members and personnel of the Commission 
as part of- the Embassy of the United States of America in China for 
the purpose of enjoying the privileges and immunities accorded to 
that Embassy and its personnel of comparable rank. It is understood 
that the Ambassador of the United States of America in China in making 
the notification will bear in mind the desirability of restricting so


far as practicable the number of officials for whom full diplomatic 
privileges end immunities would be requested. It is also understood 
that the detailed application of this paragraph would, when necessary, 
be a subject of inter-governmental discussion.



"7. All supplies imported into China for use in the program shall 
be free of customs duties, conservancy dues, and other charges imposed 
by the C-overnment of China on similar suplies which are imported 
through regular commercial channels. 

"8. The Government of the United States of America and the


Government of China will consult with respect to problems incident


to the interpretation, implementation and possible amendment of the


terms of the agreement embodied in this exchange of notes whenever


either of the two governments considers such action appropriate.



69. The Government of the United States of America reserves


the right at any time to terminate or suspend its assistance or any


part thereof provided under this exchange of notes. Assistancu fur

nished by the Government of the United States of America under Section


407 of the Act and pursuant to this exchange of notes shall not be 
construed as an express or implied assumption by the Government of 
the United States of America of emy responsibility for making any 
further contributions to carry out the purpose of Section 407 of


the Act or of this -exchange of notes.



1 0. This note and Your Excellency's reply accepting the above 
proposals on behalf of the Government of China will constitute an


agreement between the two governments in the sense of Section 407





of the Act. Subject to the provisions of paragraphs 8 and 9, this 
exchange of notes will remain in force until June 30, 1949, or, upon 
the request of- either government transmitted to the other government
at least two months before June 30, 1949, until the date of termina
tion of the Economic Aid Agreement between the two governments con
cluded on July 3, 1948. 

'I avail myself of the opportunity to renew to Your Excellency
the assurances of my highest consideration.' 

Sgd. J. Leighton Stuart 

Text of note from Chinese Minister for Foreign Affairs:



"Excellency: 

'I have the honor to acknowledge receipt of your note of today's 
date which reads as follows: (See previous note)



*On behalf of the Government of China I have the honor to accept 
the proposals contained in the note quoted above. 

"In recognition of the importance of the program as one of the 
essential means of achieving the objectives in which the Governments 
of China and of the United States of America unite in seeking under 
the,Economic Aid Agreement between the two governments concluded on 
July 3, 1948 the Government of China undertakes to afford-to-the 
execution of the program the full wtight of its support and to 
direct cooperating agencies of the Government of China including 
the local officials concerned to give such assistance and facil
ities as are essential to the success of their undertakings under 
the program. 

'I avail myself of this opportunity to renew to Your Excellency 
the assurances of my highest consideration.N 

Sgd. Wang Shih-chieh
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