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February 5, 1947

Dear Yong!

You can't imagine how pleased I was to got your lorng
letter with its asoount of conditions in Shanghai. Aleo I
vish to thank you deeply for your Christmas.card. I am ,
glal you heve fornd rour work a productive heed. 1 know r"'L
you will be happy in it even though the conditions are diff
oult and the outleoock unclear, You are young enough to de
able to look forwvard to working with the difficulties and
ocontrivuting te thelr solution. I hcpe in the nrocess you
will keep in toueh with us here,

~ The Institute has been an active plane this winter., Ve
still have Nurkee and Lindberg here, while Folks Hilgerdt
i still living in Princeton although he is working at Lake
Sucoess. This last week Sir Henry Olay and Bertil Ohlin
were visitors at the same time, You cam imagine that it
was rathsr Yusy, dut provided s gpod opportunity for a pro-
ductive interchange of ideas.

This week we have Ir, Penrose, who used %0 be with the
1.L,0, and later with Mr., Winant in London, and Professor
Frank Tannemdbzut of Columdbia, arriving to stay until June.
They doth sxpect to produce a boock vhile they are here,

Loveday i now at Muffield. He writes to us frequently.
Working oonditlons in Oxford are still 4iffionlt, apparently
largely beemuce of the restristions on building and honsing.

Please remomder ne to Mr, Gordon., He is a good man,

Hrs. Riefler, as well as all your friends at the Institute,
join me in sending our very warmest greetings,

Sincerely yours,

Nz, Shan-Xwel Yong ¥infield Riefler
Central Prust of China

8 Yuen Ming Tuen Road

Shanghal, China
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Central Trust of Chinsa
6 Yuen Ming Yuen Koad
Shanghai, China,

Rovember 2, 1946,

Dear Mr, Riefler:

After our last meeting in
Princeton 1 left for the west coast where I
sailed for Shanghai, The journey was extreme-
ly rleasant, Naturally, it was a great satis-
faction to be re-united with my family after
ten years'devarture,especially to find thagt
everyone had been well,

Shortly after my arrival in
Shanghai 1 was avpointed as the Assistant Con-
troller-General of the Central Irust of China
which is a subsiduary of the Central Bank of
China, The functione of the Centrsl Trust re-
semble. in many respects those of the Recons»:
truction Minance Corvoration of the United
States, being a governmental financial organ
engaged in granting loans,buying materials,
promoting housing rro jects and handling state
trading. 1t is now carrying out the barter
agreements with Soviet Russia and Japan, %The
work of the Controller is to plan and supervise
the entire operation of the organization, The
Job is very interesting , and I feel that I am
doing useful work,

In addition to the Job in the
Central Trust I am serving concurrently as &
technical expert of the Revarations Commission
of the Chinese Cabinet, Ve are planning and
negotiating on the intricate issues involved in
that nroblen,

Shanghai anvears very much the
same as before except that the buildings and
streets have been worn out, The part of the city
devasted by war is relatively small and economit-
cally insignificant, <{he International Settle-
ment is now in the control of the Chinese, It
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remains the most imvortamt and prosperous place

in China, Yovulation in Shanghai has increased
sharply since the V-J Day as everyone likes to
return here &f even just to take,a lopk, Fanking
is not far from here. It is mo?%ﬁﬁefﬁ%%ed then
Shanghai, but the main government bulldings can
8till ve uvea uiler rvevair, Transportation is very
difficult and exprensive, Food suprply is under con-
trolZ, Rice is cheap but flour is expensive, Meat,
vegetables, eggs and milk are all vlentiful only
the prices are rising ravidly,

The position of workers in Shanghai has been
raiged purely for political reasons, As the govern-
ment is anxious to please the workerf lest they might
turn Commmnist, any threut %{ strike may bring them
financial gain, The wages are now ad justed to the
change in the cost of living index,in some cases high-
er than the cost of living index, ihls i1s certainly
& blow to the industrial entrerreneurs, The profit
margin is narrowed down, and besides, the need for
working capital is increased, We are, therefore, have
ing a depression in the midst of inflation, The
budget remains in deficit, but note~issuing is no
longer the only sourse of revenue &8 the goverment can
raise money by selling gold and ememy proverty, Soon,
surplus from U,S, will be sold for revenue, The sale
of enemy factories to the publiec,though helrful to
government finance, is nevertheless harmfuy%o the
accumulation ojéapital stock because the buyers usually
have no intention to rum the factories, They Just
sorap them and sell thEZemains. Since note-issue has
been cut down and yet the demand for money is still
large,the rate of interest has been driven up. It is
now on aversge 15 vper cent per month, The Central
“rust and other governmental financial organs have
established & priority system to allocate government
chean credit (around 5% per month) to essential
nroducers,

The political condition in China remainschaotic,
Recently , another attemnt has been made to bring
the two paties together, But there is no success, It
is possible, however, that some aggement may be reach-
ed this week,
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People all over “hina are clamouring for peace,
No one can see any gain in continuing the civil stiyfe,
Most of China is in acute poverty which cannot be
relieved until transportation is restored and funds
are used not for war but for reconstuction, %We are
most afriad of any possible conflict between the
United States and Soviet hussia which will lead to
another world war, Henry Wallace has found many &
symvathizer in Chins and his speech is widely dis-
cussed,

e are 8lso very much interested in the work
of the United Nations Assembly, But people usually
remaln synical to the effort being made there,

The intellectual life in China has sharvly deter-
lorsted, A larze number of university have been dame-
ged; libraries have bcen looted;teachers have been
starved, The atmosvhere is unfit for quite and lie-
surely life, But still a good many intellectuals are
struggling to retain as much cultursl 1ife as possible,
I am opstant visitor to the U,Sg Information Service
where,books and magazines can be found, A few friends
and myself are organizing an economic discussion club,
I have become & member of the Sino-Americen Club and
a member of the Sino-British Cuditural Society. We have
recently given & lunch party for Prof, D, B, Copland
who 1s Australian Minister to China,

Princeton must be very beautiful in the late
fall, I still remember the days I raked leaves in the
garden and burned them, and I could still vaguely
remember how it smells, Desvnite the hapny memory,however,
I am happy that I am now in China where with my fellow
men I have a great task to undertake,I am most thakful
for the privilege I got in the United States which have
enabled me to shoulder greater resvosibility,

There is a friend of yours in China, Mr, David L,
Gordon,who has become well acquianted with me,

Pleame remember me to Mrs, iiefler, Mr, Stewart,
Mr, Warren,Mr, Goldenweisser and Mr, Copper,

With best regards,
Sincerely yoggs.

g han-Kwel ¥OPE
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April 3, 1947

Dear Herbertt

It wvas good of you to :sive ne your reactions
t0 the taffar atosk article. Your whole thoushtMl
letter reninds me again that I have resolved to gsee
a graat deal of ryon thig year, and have soen nothing
of you, Yy on sarth dop't you stop over in Prince-
ton soatime on yrour many trips to fow Yorkt I 1
cet dowm your amy, you won't be able to sscape ne,

Sinceraly,

Winfield Tieflsr

Mr, Herbert Fels
1520 2Gth Sireet
Weshingzton, D. &,
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Official Depository of the Cable Address:
NATIONAL GOVERNMENT “ GOVERNBANK
THE CENTRAL BANK OF CHINA "
SHANGHAI y o
April 19, 1947. A

Mr. Winfield Riefler,

The Institute for Advanced Study,
School of Economics and Politics,
Princeton, New Jersey,

U. 8. A.

Dear Mr. Riefler,

Your letter of April Tth arrives here to-day.
The speed in which air mail goes has impressed me and
brought to me a very comfortable feeling that I am not
far away from my friends in the Unlited States, My
wife and myself are both deeply grateful for the kind
thoughts which you have expressed in your letter.

As you may notice in the letter-head,that I am
now working in the Central Bank of China. Since the
middle of February, there has been a re=-orientation in
China's economic policy, and Mr. Chang Kia-ngeau has
been appointed as the Governor of the Central Bank of
China. TUpon his assumption of office I was called
upon to serve as his special assistant. Although I
st11l hold my job at the Central Trust, I practically
spend all my time at. the Central Bank.

You may probably remember that Governor Chang
visited Princeton in the Spring of 1945 and was enter=-
tained by you and Mr., Stewart at the Nassan Club. As
the nation's foremost financier he has always been looked
upon by the people as one who could put Chinats finance
in order. His appointment i1s widely acclaimed as a
wise one.

The circumstances in which Mr. Chang finds himself
are, however, indeed very difficult. It will take his
hard effort as well as his prestige and popularity to
restore China's economic condition to normalcy. Inflation,
though less fervent as before, remains a serious problem.
High domestic prices have stimulated imports and prevented
exports and as a consequence there 1s a serious pressure
on the balance of payments. Though the foreign exchange
situation can be slightly relieved by import regulations,
but consequent upon such regulations, the small amount of
machinery and raw material, imported from abroad e.g.
coal, cotton and wheat, would not be sufficient for domestic
industries. Bottlenecks in the economic system such as
these are always threatening to create a situation in which
un-employment takes place in the midst of inflation.,
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After Mr. Chang's inauguration, efforts are being
made to concentrate private holdings of foreign currency
by 1issuing bonds in terms of U, S, Dollars. Short-term
Treasury Certificates also in terms of U, S. Dollars are
issued to absorb nation's excess purchasing power. These
bonds and Treasury fertificates have been welcomed by the
public. It is hoped that when the $500,000,000.00 Import=
Export Bank loan materlalizes the situation will be
substantially improved.

While I find my work extremely interesting I
often realize that my experience is yet insufficient. I
will appreciate it very much if you would frequently
enlighten me with your writings, either publications or
personal correspondence, so that I may benefit from your
advise as I did when in Princeton.

My best regards to you and Mrs. Riefler.

Yours sincerely, )

N ) ®)
/ 7‘//; 2~ ?L'V/w/ v%

—/ Shen-Ewei Fong v
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¥. Y. RIEFLER
kf2s/b7

Comments on The Gresk Problem h w3 v

A, Tbe slleged moral and character deficlencies of the present Gresk
Governuent are an inevitadle outcoue of nearly three years of propgressive
inflation. BEyper-inflation in any society acts ruthlessly to eliminate
leadership based on solemnity of character. Such Individusle become sud-
merged and urevailgble for public posts, Ths actuel administration of a
eountry in hyper-inflation rmet Inevitably be ¢onducted by individuels whe
bave demonstraisd their capacity to survive in en inflationary enwironmenti
e ocapacity that ie nearly alwsys bassd on dubious personal activities and

elastic ethlieal standards.

B, Gemuins:permanent stabilization of the Greel currency ie = gine gus non
to the success of the whole American progranm in Greece. On 1t will depend
npt only the success of other economis measures dirscted toward reconstruo-
tion of the economy, but also, internal soeial and political atability and
sbove gll, the ability to foster the emergence of a governing personnsl
possessing the character and ethisal standards to merit continued support
in their own right, and not merely support as an slternatiys %o Russian

penetration to the Mediterranean,

0. If 1% is at all typloal of other comparadle inflationery situations,
Grodk soclely today is rife with unrest and maliece toward a profiteering,
RONYSAL Xinhe. ostentatious and wnsarupulous leading caste. Jhe peasante
ham; proYably benefiited in paying off heavy sgrianltumsl indebtedness that
plajtmd reesnatynotion in the inter-war periocd, and are murviving today by
u).lln; in the black market and making no permanent money ssvings. The

t and professional middle slasses %% which the sountry should lock
for [leakership are probably completely adbscrbed in current survival, The

org/
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total volume of outstsnding private dbdt must de large in draclma But very
small in 4ollars at c¢urrent black market rates of sxchangs and mast de sved
largely by successful spegulators or speculative tralers, The currency sust
be olrevlating at a high vioolty and 1te dollar value at current relevant
(not officisl) rates of exchange must Be small.

D. Iffective currency stabilization will slow down the veloelity of siroula-
tion and create a vacuum both of curremey ond credit., Thus it will 4w w
the current speculative elaments into the banks, If the stebilisation iw
sarried through effectively and the banks are honestly and rigorously ad~
ninistered, the stabiilzaticon of the currency in and by itself will act a»
the most nowerful force that could be evoksed to improve the charsster of the
Ureak Government and of the individuals in actusl charge of administration,
The speculative clements will be Bankruptednous of cireulation, and the more
sober elements in the cofrmunity will again rise to the top. In danking terms
they will posssss the credit worthy qualitles of character and experienae

for sconomic resonstruction in sn enviromment of currensy stability.

2. There is prodadly little real effective money saving in Oreesce today,

such as there is and must be in foreign currensies. This sonditionm willl
prodedly sontinue until the currency is effectively stabilized and is expeated
to remaln so., BEven after effective stadiliration, Internal mavey ssvings will
terd to be exported for reasons of politicsl security o wafer . .

Internal investment of privats money savings in Oreece will be limited largely
to i se suns that can be prevented from escaping through exchange eontrol
teochmiques; Sechniques that are psonliarly difficuld to spply in a countyy

as ard axd unstable as Greece, and also Aifficult to make effentive

in/ try wxach as Greecs vhose economy for thonmands of years has piveted

ar comuereisl and trading sctivities throughout the Middle Hast rather

.org/
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than around internal primary prodnstion.

¥. Such internal investment as takes plsce in Greace st dspend on govern-
ment funds, With tex revenues that are inadequate to balance the dudget,
thase must he raised elther dy further inflationary levies or dy external
loans, If the currsney is to de stadiliged, the proportionate amount mmst

come from exteranal loans,

G. TFor the Amsricen policy of finaneial assistance to produce a construative
result, it must provide funds not ouly suffisient %o maintain life on a
relief basis-~1.e,, to meet recent deficits in the balance of payments arising
out of adnormally low Oreek sxports, In addition it met provide the dulk

of the funds for current internal investment, These two quantities are not
sdditive, invesiment funds will provide exchange for the current balance ef
payments. It is important however to somorehemd the internal investment
neceseities if the Amerlcan program is to succeed in terms of currency

stabllity and full internzl employment,

H, The T.A.0, Report on Oreek reconstructicn is s valuable dccument dut
it missed in ite central economics foous. The Greek economy hag never rested
on internal primary production of the type emphasized In the F.AD. Report,
or rather 1% has not restod on this type of economic astivity sinse the
wﬁ.y days of Athens asz a city-state. It has rested rather on commereinl
a‘atlpvitio: throughout the Near and Niddle Regf, merchandizing, sommerce,
ihi‘ ing, insurance, tourists, etc. This will probadly eontinue to e ths
Lo of Greek egonomic life 80 long as it ramains part of the free world,
Int Y sgricultural improvement, light industries, and hydso-elssiric
dw#lopumt are all valuadle but in terms of Gresk evonomiec reconstruction
they are secondary to the reestadlishment of Greeco as a merchendising,
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commercisl, saéd finsncing wenter for the Middle Rast, Reaenstruotion of
the Oreek banks as instrumants for ths financing of Middle Bastern commerce
{not simply Oresk commerce), of the Gresk merchant marine, and of sn enter-
prising but relishle commercial class, are the thres primary requisites
of Greek e sonomio survival.

Buggested Program

I. As the first move in the American finanoisl program looking $oward
the emnonie, political, social. and strategic reacnstrustion in OGresce,
I suggest the abolition of the drachma and the sobatitution, therefore, of
the dollar, This step would be simple, novel, bold and extraordinarily
effective. It would be charged by the Left as dollar imperialism, but that
aharge is already appliosble to the entire Assrican progrem. ¥o move thas
one oould meke would more effectively accomplish our ebjestives in the Miadle
Zast, It would stabilize the ourrensy without question, snd time lend to the
spsrgenee of a nev ruling group based on soder niddle-class merchandising
and professional baolkgrounds, It would give ths peasant a tangible and
compslling loyslty to the Vest, (Imagine ite effect slong the troubled
Hanchurian bordsr when the pessants on one sids of the line would hays
dollars to desl in as compared with nearly worthless money on the other)y
It wuld provide the Greek commeroial banmks with a pecuniary medium on whish
they gsould develop as the credit merchants of the Miadle Best. IS wowld
draw|back inte Greese, and to the use of the Gresk econozy, the cash balances
of Greek enterprise such as the shipping companies. Ws have an exsaple in
Ouba/of the stabilising effest of a wove of this kind, Throughout the yesrs
of ifs greateat unrest, Cuba used dollars as s medium of exchange and esesped
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many of the psewniary sonsequences of its internal instadility. The drief
adverse economic effect lay in the fact that it fasilitated the flight of
internal savings into external heards. However, these wounld probadly have
ceourred snyhow, In the Oreek sase, this odjection does not apply, If
mything could help bdring the internal sevings of a commercial natlen such
as Oreece Yook to the 213 of the Greek sconomy, it would bBe the previsfen
of e pecunlary medium possessing the *magie® attridbute of dollars,

2, The initial cost of introducing the dellar as the offieisl curremny
of Oresoe whould de small, Under conditions of inflation attenfed by high
velooity, a relatively small sim in dollars should suffice for the exchange
of the entire drachme note issue for 4ollars., The plan could ptwiéé that
the Greel Government {or Central Bark) could reintroduce the drachma at ery
time that they had the dollars to repay the currency loan,

3. With dellars pe the basis of their currency, the Oresl: Government
wm lcse the power te finance itself by recovrse to inflation, It womld
h foreed, consequantly, to rely on dollar loans to the extent that it ald
met pover its expenditures out of lecal revenues, .

B, This umuou would antomstically provide the American mimtukr
"with the powers hs would need t0 make Americen sssistance econstrustive and
m«'émw. It would enforce fisoal reform, and the Oreek Government would be
'nquiroa to exeaute séund development and construation progrzms as & basis
for Lhu Ameriean leans, The situation might ston develep to the point vhere
the International Bank could take over,

5, The egssntials in the program are!

(a) Insistense that the dracdkms e sbolished for the Yims and dollars
subsiituted.
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(b) Imsistonce on a semnd orgamization of the Greek central
baunk and of the Oreek private bamks, vith reliable and
sonsoientious hdminig%n«n pemnnel,

() Provision of ample disoretion t0 the American sdministrater
to place effective conditions on further financis) assise
tancs.

{d) Frank acceptancs by the United States that it intends te
sse the program through and to provide the necessary
assistance until the program is effective,
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FEDERAL RESERVE BANK

oF NEw YOoRK

45
NEw YORK 7, N.Y.

day 6, 1947.

Mr. Winfield Riefler,
The Institute for Advanced Study,
School of Econcmics and Politics,
Princeton, Wew Jersey.
Dezr Win:

Enclosed is ancther memorandum prepared by
Coombs containing further comients on your note about
stabilizing the Graek currency. As 1 recall it, you
said you wanted to have the facts of the problem de~
velopad and this memorandum carries that idea forward,
At this stage it does not seem to me that you have hit
upon the seclution of the problem althcuzh you may well
have soma opinions to offer in rebuttal. Mesnwhile,
we snall be trying to develop what we thinik may be a
more likely approach.

With best regards,

Yours sincerals

Allan Sproul.

Znclosure

Federal Reserve Bank of St. Louis
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May 10, 1947

Daar Allant

1 s haok from my trip South snd find your second letisy

on ryy Aemik. The firet arrived as I was departing and served

the good purpose of eeping ae guist on tha Greel situntion,
sven thoush I 414 not hmve tlas to assinilals the tntelleectusl
sonsents fully. iHow I home ts de able to digest both ssrmni~
catisng or ratisr all thres mewes and gonasquantly to ds detter
informed,

The dase memoranima on the pelitisal and scononiec haskeround
of the Orask recuegt is A magnifiaent 1ob of expert and informed
analysis. As befors, 1 am filled with envy of you, vour noaition
an? tha Nagerva saak, 1 wander if you amoreaniate wnat it ceans
to have imnadiate access not enly $o heautifully orgmniszed infor-
mation Yt alse io experts of saah competancs, caliber and sx-
varienge, I had the same fealing in 1939 whas 1 came to you for
heln on the Eastlonal suvesn staly of Business finaacing. Then X
wag surnrised but less so than this time, In this ocmse I had ex-
nected welleorepnized, up-to~the-minute information mt I 14 not
imagine you would rlready lave on your staff sonsone who was right
ot of the senter of the whole Creek situation, Jar I make thres
fammeral comnents? '

First. Of the varioue ingorrest preconcentions vhich I had,
those realating te tha saliber of tlw weraonnel of the present
repine vere nost in srror, I had imagined trat they wvers nore
volatile and venal, I had not imagined that the stadilizatien

- 1last yesxr wvas mufflolently effective in the ghort »umn and that ¢

hat elreedy mrodused many effents samicious to btul uob as favor-
able as I had hoved., Aprarantly s ard-heated, long~visionad,
tharooghly scelizated lealdsrship hag ssized wower, snd it g any-
thing tat attractive from our pefat of view,

The situstion certainly gives rise o despondensy over any
esustrustive aporoach to the prodlem, excent fhmkvhich-seemg t8
b4 raled out on general sequrity grounds, nxaely, thet of leaviag
1% oomnintely slene, If 4% is cur prenige thet the United States
i now responsible for s sudcesaful reconsiruction on ths dasis
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Hr, Allan Sproml Mey 10, 1947

&f native, non-cormmnist leadership, than mny vlan wideh we

adopt must opernte to shift the lealership ac for as possidle
from the veactionsry right, whers it now resis, towsrd the center,
he scononis sounternard wonld aeen $o me a plan whioh fostored
the emergonoa of o mdddle class. It may Yo thet the sonditions
are nod prosent that w111 contributs to this odjootive, That
sirply menns that our vwhole somdinent 4z foredoomed to fnllure,
1? we smhori at all, our sporonch mast work In that direetion, I
82111 foal that & nlan vhich provided for » definitive atabilizae
tion of the ourvency, one 2hst could mot conselwably be wpuet,
wuld favor on dalanoo the emerpence inte lemdership of individuals
vhe ashicved prominence on the basis of persomal oonsiructive sos-
nonic performanse rather than on the dasls of fanmily, monopoly,
sxhange spegulation, commmdity hoarding, dlaok rasicet evasiom,
ote, It moy well be that it mmm 20t be suffiolent to achieve
the desired result, Mt it wnld work in that direotion, I don't
aee that any of the ather programs 4o ewan as moh., My, Coomds?
bYasio mamorandun made me very possinistio. It seamed Yo 2y that
the economic situastion was teohnioally Zansible provided power
ghifted to an honmeost center povernment Yus, ag he atates, there
sppenrs o ho wory 1itile that serwes to compd that shift or even
o work in its direction.

W Hr, Cgonmbs presomts formidable date to shale me oub
of wy obaerwntlons adout the neaessity of pivoting resonstruction
around meronntile activities Tather than internal produntion. I
hape you apureciste that these odservetions of mine wore not diota
at suggestions for explorstion., It makes m=e decidedly uncomfortshle
o see them quoted as if they omme from a prepared momorandnm, They
sound foolishly bomdastlae, IXs it Mr. Coomba' judgment that there 1in
nsthing worth considering in the point? It is alwsys hard to Juatify
statistically the kind of considerntion I was sdvanelag, althar fronm
national inoome, smploynent, dr dalance of pwment fipures, For
axwrls, Aneriosn production sintlstics tend to winimize the impor-
tanee of forelgn trade in our economy--it{ gwpoars nesligibdle., Like-
wise the arncisl Immortanee of lLondon as & Tlnenoing, merchandlsing,
mércantile senter woe always J4ffleult to resd from its amnloyment,
halanne of paymonts, or national incoms statistios., My ouw advice,
for whatever it 1s worth, wonld still bBe to provide stoquataly and
sonsalouwly In any plan for coononic reasnstruniion for growth in
the Oresic extornal mersantile position. The F.A.0, report (wiieh I
1) 414 not oonvinocs me that the ultimete solution for that un-
happy sountry with its neeger resourses ssuld Be found in internsl
régources alome, That is why I feal it important 10 zive the Oreek
merahant a etrrensy on which he can cperate adroad,

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



ST T R R LTVIdSSTTIRG P UBLIASSIIeG noidings of the National Archives

Digitized for FRASER
http://fraser.stlouisfed

Hr. Allan dproad May 10, 1947

I om worry tihnt you did not extend pour analwrsis %o
tha roal sugpestion vhich wns the cocasion for owr sontact,
234 not ougrast either a 1007 dollar-bached drmodrm murrensy, or
s2lox of qold for drachoa, Roth hed ccourred to ne md both were
mejocted on peneral consideretions that are pretty sinilar to Mr,
Coomda' analysls, You will rosll that I oo stated In our coiwer—
sation. I an coramrmed about this docause I wonld not wish to Ve
associatod or to have iy nawe associated with sither nronosition,

Y sugmpestion wns that the drachna de withdrmm from oirenla-
tion 2nd fyom the voserves of the Greck danks and that dollar our-
renzy Do subdstitutel, As I read itr, Coomds' genersl memorandum
desoriding the stadilization effort last year, and the sconomio
progran that wng neaded then and is still needod now, I lept wishing
I lmd his fuldgnent on the differemoes batwvoon this mwmromch and the
ons setnually aned, 1.e., the gale of ;old agninst dracma, I lospt
foaling ithat ny suzeestion nrovided thoe missing link tint would have
olanged tho outlook commloetely. It seems to me that there would have
boan four essential 4ifTeremces: (1) It would have oinimized or
sliminatad the over-waluation of the currensy. Thus 1t would have
Yoan profitadbls to axport iobmood and ve would not hmve hal the nho-
nonenon of non-exportation at o tive of currency stadilizationg
%2) It would have incressed the internal oast of lwmry lmorts

this night not have been affeciive enough to reduse them to toler-
it lowels Dnt it would have woried in that 4directicn an comared
to vhat aotually harpensd). (3) It wonld have provided the wiole
population, inelnding pessants and lador, vith a stadbls mediwa of
saving and axchange, and not merely the nomeyed class ith a olassic
opportunity to inoreaze thelr personal profit dhy hoarding pléd
azainst the commmnity. (&%) It would have decrsassd the lIrain of
foreizn reserves by the axtent 10 whish it diminished the tendency
to hoard, bdoth finansial cascsete and coemodition,

*he lattar noint deaorves further exploration. A progran for
sccncula reconstrastion, inaluiing eurrends’ stadilization, that
nakex use of nonetary instruments is follouved by two types of dmina
on Toserves., “ho first anrises out of the sxpansion in the currensy
cirouletion {amt dank depoeits) that rexults from n deoreass in
velocity., The magnitude of this type of dmain Tarles with the
macess of the stadilisnticn wrogron., It is smollest when the
stabilization plan is 1llennoeived and not expented to last, It
is largest vhen the stodilization plan 1z a0 well oconoeived ¢iat
1t oot fnll, In other words wham it slininntes All expectations
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of fallurs, Thase varring raeulis ariss doomuse, in a nrecarious
finanelal setarp, the velocity of cirexlation both of deposits sand
currency is powerfully affectsd mol only by astual ourrency in-
stadility tmt alac by the expsatation of instability. I poreonally
gm propared to recomrand tlm?. adequete additiona)l foroisn resources
be mads avniladlie o meet n drain of this kind, that ia, a 4drain que
to deorosend vesloolty, 1f the goneral resonstrustion nlan 12 sound.
That is vy 1 made my sugzestion. The actual scdetitutisn of dollar
earrency for draohne wonld eliminate ecomplaetely any expectation of
farther ourrency instability in Orecca, It wonld, consaquently,
enll for plans t0 meet o waximm demand for curroney and reserves
Mme to a decrease 1n the velooity of alroxdntion, Mr, Coorbs has
egtinated that 80 =illion dollars would de recuired to mbstitute
201llar currency for 4d™achma at tho time of stabilization, and %
»illion additional woild W8 renuired to mest tha further demands
that arose froo p dearease in velooity., These 30 not soem 1o Mo

t0 Yo exprbitent asomnts in viow of the commitnent wnl the onds in
view 12 they would insare an effoctlve mtoons,

The gzeaond tyre of draln on financial reserves thnt may ascon-
neny o nrogree of stabiliration is o hoarding demand, Vealthy
indlvidualas, with losal currency or deposits in exsess of hrnd-to-
hand or %111 nonay needs, gy 4urn this onrsency in for geld, if &t
is avalladle, or foreign axshange, I1f they have no ourrency or 4e-
posits they may sall asests t0 acquire them and turn the resulting
gurrency in for pold or foreign exchange, I thelr credit standing
ia rood or they have preferread aseess Lo the banks, they nay dorrov
in loen) ouwrronsy to omm rold, Thay =ny hoard the s0ld or exchange
obtainal either at home or abroad in expectation of a further dswmln-
atidn, or ther =my nse it to importd comodities that are not essential
to the econory and wonld not ordlm_xri}: ba Saporied, dut promise
exoopiional profit opnortunitioss ander the oxleting chaotic aircus-
stances, oF thay may invest the fund adroad In forsign profit oppore
tunities. In extrone canes of anticipatod Anstabllity, theyr nay
porsonally follow their agsets M. leaving the country., Thise
type of drain on rescurces gontridutes nothing to the reconstruation
of the sconomy in which it ccours, It is at o maxism i€ the eta-
bilizotion plan is {ll-conoeived, and Molds litile promise of suocesss
1t 1s at a minirem or evon non-existant 17 the stodilisation plaa 13
80 seoure that there is 1little expsctation that 4t will not susceed.

It is important to distinguish between these two types of drain
beasuse thay will aceomany in varying degreo any practiosl attemrt
to stadllize oconditions. Any plonm actually ndemtod should conteanlate
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with squaninity tho first styne of draine-it is o condition of
snecess, Yqually 1t ahonld nininize the second tyne of draime-

it ononstitntes a dissination of rare resourcos and snly ocours

in magnitude when the reccnstmotion plan is sufflelently 111-
connnivel to invite fallure, In thess cirmuntances, the hoarding
frain of itsell 13 wmually gafflelent to comreri notential weaimess
into motual disaster,

The sals of gold for drachmas i3 a partienlarly vieicus emeple
of tke latter type of drain, It dissinstos rearce foreism resources
with no ald to the sconory of the countxy, It leaves a vacnwm in the
surrenay that is filled by farther note inflation. It offers the
wooltly, influmtiasl and guich-witted, a rars opportaity to ¥get
theirs while the coing is good.® A 1004 do0llar secural &rpshia lsms
wonld De glmost ns bad. It womld not produno sxpsotations of
smoaesgful lons~torn stabllization, Ressrves mt behind o owrrongy
hy lezizlation or adniniatrative {iat can hHo removed by tha same
naans. I would not ecpeet ths hoarding drain per =month to be as
large nndar o 100F 201lsr-bacred &rachma surrency as umier o IO~
Zrom o sell geld for Arachos, dut I wuld expect 1t 30 Do sufficlent
to weste forei;n resources inordinately nnd thus to jeopnrdiize any
plan for suoccessful reoconstruction in a sitzation o diffiomlt as
that of Oresge. As astated earlier, I would not nerscnnlly wish %o
bo agsoniated with cither plan,

™he program I have sugpested, nanely that the drachma be adol-
ished and the dollar sudstituted would opemsts to Leep the hoarding
drain $0 & miniwmm, It would eliminate the tendenny to sosk asourity
or to mmye profits Yy capital flight into elther pold or foreipn
currencies., The wealthy OCreel, ng well az the ocormon man, L.e., the
potantial homrder as woll ne thn rest of the communitywould have his
oxisting hand-to-hand currency in dollars mnd his Qeposits in dollar
nonounts, He would have w0 lnsentive vwimtewoer 4o zpeominie agninet
the eurrency or to heard in antiolpation of {urther collapse. This
would not be true of sny o ther plan. His smly remalining inoeniives
%o hoard or %o withirsw curroney above his Asy-to-dny rmods so Jar
as 1 aan ses woruld b2 the following: {a) fasr of failure on the part
22 the Oreak hamimas (b) fenr of administraiive selmuirs and son®inome
tiom of his bank acoountu; (&) desire to take advzatage of more profite
able investment opnortunities sdroad; (4) dsszire to import, and (e)
desire to enigrate nnd live abrond, Preoagure £or Arains of thaes
types wuld ds present under the dollar currency plan as under any
pther, dut they wonld e the only potentinl drmins to de eliminated
or mardsd agrinat, Tho lmge drain dus to proflt-making hoarding
vonld de elinminated, Turthermore, incsntives woull be eatadbll
t0 retnm hoardsd funds into elrgulation, Provided the banks vere
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scund and thore wes no expestation of comfiscatlion, there would

be no incentive for wealihy Oreeks to Iwep funds idle. Mr. Sooeds
has ladicated that the Oreek danks are closely controlled, 4Ae they
prodably posseas the ccnfidenes of the vresont horrdars, a dollar
ourrensy might well atiract back the funde thet were Agsinpated by
the sele of gold prozran dest yoar,

PMlonse forgive the amount of spase I umre dovatod 4o the abeve
point, The rasownl of tha ingentivs o Yonrd g 50 nenr the emmtwal
Justifincilon for arg proposal to aghleve ceomonic resits {howmgch
crereney staMltzaifon thet I fes)l I munt make the positiorn elenmr.

1 am Alstinatly encowrmyesd by one poind in Hr, Soombs! nencYan-
&, nivwly, his cmsidm Judgnent, heaod on hls Aireet exporimeo,
that a Jenter poverwams, 1f 1t gonld get inte nower, womld be able
to 7loat the egoncmic situatlon byt

(1) Introdueing rationing and price contrel for eenemtial
foods ant clothing.

E._} Gonssrvirg forelsn txohangs for essential irmorts.

1) Extadlishing an sxshange rate that reroved the over-
voluation of the sarrenay.

(%) Snforaing fisenl vaform, both 1n the alupe of less
rogressive taration and in the shaoe of alinination
of warnlns personnel.

s considored Iudgnant that a mationdng systom basited by nrdee con-
trol sould be run honestly and affectively, 1f 4t is 2inmited to the
items ho wpecifies, nostly food and clothing, is more remsenring than
anything ¢lse 1 have heard with Tegnnd o the Oreek situntion.

I w111 discoss the nrodlem of gekting o Santer sovermment ond
of persualing 1t to adopt such s progran 2% a later polnt in this
lotier, At this point I would 18ke to rot My, Joombhs' indsmont on
vhether my engpestion for the estadllialoant of 2 dollsr cvrency
would work at cross purposeg with the progrwe he cutlines, As }
have considered the matter, it geoms to me thatl o doilsr murrency
for Orence wonld contridnte nore thon any other to ruking it offective,

, 1 see nothing ir the d0llar stadilisxtion pronosel
to irmeds the sstadlishrwnt of an effective ratlming and price con-
trol mtm for food anl glothing woh ag he outlines. If sach @
s:rstm o he introdneed without dollar stabilization, one certolnly
bught to bho adble to sal it up under a stadle aurrengy, partioniarly
sinee the sxchange to purehmss the Mod and olothing dlstriduted will
cone fron the dollar lm diring the first rear. I can see aome cout-
price dimaritios that wonld de tromdlsaons ariging oventually 1f the
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prisces of the rationed goods vere established at lewels that vere
soriously out of line with prioe and cost levels as they finally
ook down after the dollar stabilirzation wvere completed dut these
presunably oould be asorrecis’ By adjusting the sontrolled prices.

Paint Dwe. Y. Coombdsa' plan contemplates the sonservation of
forolgn exchangs for aswential impords through the devics of import
ligenses as well as exchange contral. Inasmunh as exchange control
wonld be mash mere Alfficult to enforee if Orwece had a doller onr-
rency, this seeme to me $¢ b the most irportant point where my sug-
Sestion night sphrear to run counter to the progrss he hag in =ind,

Ky own fonling is that import lioensing shouid bs saough and would

he preferadle, I came o this as o remlt of my experience on tha
Pinanse Committes of tho lLeage of Hations where we devoled many ses~
sions to this prodlem as {t arcse in tha comntbries whiek had placed
their finanses undsr our smervision. Those somtries wers univer-
sally following policles that suhjectad imnorts t0 a dual oontrel,
i.0., through import licenses and alao ﬂu-ou:;h axchnngs psmita. The
rosudt of cur consideration wne the repemmoendatlon that the gystem of
import 1icenses be mals the gentral feature of lmnort sontrol and ex-
change Yo granted matomatioally for any lisensed import. Onr reasons
for this monglusion were teshmionl. It was testified slmost univer-
sally Dy those astmally in charge of the controls that the short tem
finanaing of commereisl importes and exporte was neds nesdlessly ocumder-
sone and expensive Yy the imrosition of two tarriers, both dirsoted to
the sanme objeat. They all agreed that imports cculd de adﬂmtoly
regulated Yy direct lmport lioensing slone,

1 an naturally isalined t0 carry over this reasoning over to
the Greek situation, If =y sugeestion that the dollar de introduced
as the currensy of the country wers adepted, I wonld conserve sxchange
on trading agconnt by refueing import licenses for lurury goods and Yy
1initing licenses to sssentizl Lmports.

This measure, together with tha slimination of the incentive te
hoard eurrency Yegsuse of the expectation of further inflation, would
elininate ths two big scurcss of ourrenay drain that operated during
the etadilisntion last year, There would remain as potential incentives
to cuns,.?ate forelgn exchang® rescrvee only the possibility of withe

a) 20 taks adwvantage of isvesiment opportunities abroad; (b)
to ssompe confisoation, and (o) to facilitate emigrstion. From Xr,
Coombs' descrintion of the actual situation in Oresce, it is A1ffleult
%0 imagine these poasidle sourees of drain aohieving important dimen-
sions. 80 long as profit levels in Oreece remein at anything 1ike the
Levels 2 desarides, wealtly Oreeks will find 1t more profitsdle %o
invest at home than abroad. 8o long as the extrome Rt roverning
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regice 15 as $0lidly ontrenshad in industry and finanos as well

as in GCovernment, thare would seem to de 1ittle danger that thay
worald withdraw dcllar funds from Greece to escape oonfiscation or

to faocilitate their own emigration. 1f the progran I en suggesting
shonld sooesd, this particular regime vonld Yo foreced to yleld pe-
1iticsl powver to one nearer the center. ¥ven under thwee conditions,
hovever, I find 1t A1fficult to imagine that they would faar perse-
outlon to the point where they would choosse tc leave the eountry,

Point Three. The ostadlishnment of an exchange rate that removed
over-valuation of the currancy would seom to ne to bo faoilitated Dy
the suggestion that the dollar e mbetituted for the drashma, I de-
lieve that the correction of over~yaluation under exchangs contreol is
8 nush mo1e d1ffieult prodlem, Daring my expsrience on the Finanos
Committee gt Conown this prodlem wma constantly on the agonda, The
axperts wers gonstantly arging for devaluation of over-valued our-
renciss under exchange contrel, Jorrective action was always slow or
non-existent, r, Coombs' 4isoussion of the choles of the rate of
5,000 drachnas instead of one at 7,500 which he favored, reminded ne
of many wvholly analogous discussions in the Tinance Tommittes before
the var, There sesms 10 de an inherent tendency townrd over-valumtion
in the administration of exchange contrel,

Point Four. TFilscal reform, both on the revenus side in the fom
of aore remmerative taxes and on the distmrasnent side in the fomnm
of elimination of inexpedient activities and surplus parsonanel are
aommon ohlectives both of his cosprehensive progrm and of the specific
sugrostion for the incorporation of a dollar currency in the plen,
Hy, Coomds is eloguent in arguing the aiffionlty of mstting the pres-
ant roging to nct effectively and of their skillful use of the pre-
earions political sitwation as dlackmall, The situation is certainly

ona of the moet A1fficult ever faoed, dut I 4o not ses howv the sud-
sutntion of & dollar currengy for the drashma would asccentuate this
a1reioul by,

Ny parsonal judgnent was ond still is that Americsm preosure
for fisnsl refornm and also for the adaption of the viwlo program
Hr. Coomds advances would be less 41ffienlt under a dollar stahilise-
tdon, This is a matter of political ndgment and not susoeptidle teo
‘Jefinitive prec?, pro or eon, The most I ean 40 is to cutline the
aneiderations that have led me to my conolusion, I have a fesling
het nost Ored: lader sad most Grueek pemsants have heard a zrest deal
gbout dollars and dollar carrency but have never handled dcllar our-
renay wnlses 1t came as an immigrant romittanss, 1 further feel that
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they would gount it as & greal boon if they recaived their wages

in the forn of &o!lar currensy or s0ld their crons for 4ollars. It
would sonetitute a tangidle svidenge of the intersst of the United
Statas in thelir welfare, pomsthing they would not sasily rgive up,

If this is tmue and to the extent 4t is irue, sn internal recotion
agalnst ths regins would shov a greater tendency %o swpport ogposi-
tion elaments friendly to the United States and not commmniat elemente,
if dollars were ilhe currency rather than drashmas. In other words, it
was my thought that the dollar proposal womld work to strengthem tha
politieal oenter, lideral and socialist, as the opposition to the
rezime rather than the oommunist left, I think Mr, Cossds would

- aZro8 that any mach effect, Lf it goourred in faot, vould wecken the

power of Lhe present regime to maintain the tastics he desorides,
narely, to dafer internal figenl reform Dsemse they are sure the
1tel Statos will not davre puak its oonditisnk to the point vhare
a Sommniet ooun §24tat 10 possible, It was part of my thought that
s Lollar emyrancy wuld tend to etrongthen the vhols 55¢ non-sommunist
elament in the popnlation as ageinst the Jommanist. In other words,
the wole comntry would want to hol2 the imericon affiliation and,
consequently, wonld support the demmnds of the Anerican adainistva-
tion rather than the regime. Certainly it would work in this direo-
tion., ‘hether suffialently sc Lo a 4ifferent question.

The only situation I o2n sse that wonld have the opposite re-
smlt, namely, that it would support the regime to the point whers it
wonld be able to defy our aonditions, would arise if the shhetitution
of dollars for the drastmas dy itself solved al! the econsmie prob-
loms of thw regine and left Greeos in no nead of further Amerioan
loans, Aecording to o, Coombg' memorandnr, thie is hizshly unifkely,

I wonld 18 aleo to expand my thought on the subjnsat of the
agtual ~ower an American reprssentstive would have in the situation
described by Hr, Gcomba., 1 personally think the 4ollar stadilizstion
pronosal wonld immrove his treding nosition, FPor axsmple, imapine
the situation that mrose last year when the femporsry stadilization,
sthieved throuzh sales of gaold for Adrachna, gave riss to a need for
more drashma to £111 the vaouum in the currency; and oompare this
sitvation with one that wonld arige 4f 2 dollar stablilization were
effectsd and there waz a domand for more dvllars to i1l the wagnm
in the currency. In both cases, the imerican representative on the
Ourrenasy Foard would recognize the nesd for the {noresse in cirenle~
tion bud in doth cases also he would want to make genuine fiseal
roform a condition of hip consent to the i{ngresse. In doth cases,
the regine would de playing the fear of a Comsmanist goup sgninet

Lmine fisoal reforn. In the former cnse, the srecific action ile
Amsrioan would da nsied to approve womld ba an expansion in the
drachma note lasue, ile,, a dacreanse in tha cover, Oriinarily such
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asotion is corplstely o matter of national sowvereignty. Zven the
et saspicious of cur Jongrasanen sight feel we had no dusiness
intarfering in situations of that sort. In tho latter cese, the
Americsn r epresentative, if he comsented, vould also hevs to pay
over hard dollars from the limited fund yut at his disposal by a
mepliciouns and reluatant Congress. I I porsonally were put in
the position of "trading 1t out® with the iype of realietic tough
Greek ¥y, Coombs desoribes, I would fesl =y trading position was
infinitely stronger in the latter case,

Jaat one word in closing, Your note invited rwaarks froz me
in reduttal. Pleass don't oonsider this letter a rebuttal in any
sense vhatever., lir. Boambs'! memorandum is one of the hest that I
have over soen. I an Zully sware of =y igncrance of the Oreek
position., 1 heve also participated enough in internnticnal nego-
tiations $0 Ywmow how irritating it is to come home, full of the
detalls of a whole tense situation, with an instinctive fesl for
its slemonts, to find nywelf facsed with & program or a basic mua-
gostion from someabody whe has hal mo real aontast with the problem,
I om writing at this langth to keey my resord stralpght over a mis-
songeption that would worry ne 1f it wers allowed to remain, snd
also to try to give yom more comprehensively the 1dess and consid-
aratisns that lay daek of my suggestion, Iiam sure from yeading
Mr, Coomds' atcments on oy sugeestion that he has not interpreted
aorractly the basic 1deas vhich I vas advancing. I hardly see low
he could have from the rongh notes vhish he saw. The ewssnoe of
the i4sa 1s {1} that {t would eliminate oapital transfer as e drain
on Ureek resources, (2} that it would eliminate the powver of the
rogine to finanece itself By inflation, and {3) that it would areats
a politionl dlisu vithin Greege such that the Amsrican administre-
tion eculd contemplate a fall of the regime, I intended my written
notes as sonething 1o recsll to you the 4rift of our conversation,
not as material for dlesemination or analysiz, I had a0 1dea you
ware in contaot with snybody as Intirmtely in contact vith the Greel
sltontion as My, Coomde, If I had, I would have asked for the
apportunity to lsarn from him before I peeped,

As aver,

Winfieldl ¥, Rieflar

¥r. Allan Sproml, President
Tederal Roserve Bank of New York
¥ York, W, Y,
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WAR DEPARTMENT -
WAR DEPARTMENT GENERAL. STAFF
OPERATIONS DIVISION
WASHINGTON 25, D. C.

28 April 1947

Dre Winfield Riefler
The Institute for Advanced Study
Princeton, New Jersey

Dear Dr. Riefler:

We received your letter of 2L April 1947 today and were delighted
to learn that you will be in Washington soon and will be able to meet
with us,

We should very much like to meet with you on the afternoon of the
l1st of May as you suggested, Our group is located in the Pentagon
Building, room 4C 768, telephone RE 6700, ext. 2954. In event that
you need transportation to get to the Pentagon, please call this of-
fice on the morning of the lst of May and I will meke arrangements
for a car to pick you upe

We outlined to you in our letter of 17 April the broad problems
facing the group, It is our understanding that you have been Chairmen
of the Committee on Social and Economic Aspects of Atomic Energy of
the Social Science Research Council.

As you can well imegine, the social aspects involved in possible
atomic warfare have n great bearing on the military aspects of our na-
tional security. Therefore, in addition to discussing our program with
you, we should like to hear your views as to how the sociasl and economic
aspects affect military employment of atomic weapons. Also we would like
your views as regards the social and economic concepts of our national
security which could meaintain the peace-~in other words, prevent the war
which the military concepte may visualize,

Hoping to see you soon, I am

Sincerely yours,

Acting Chief, Advanced Study Group
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May 1, 1947

Dear Allan:

Thenk you for sending me the memorandum.
I was getting worried. I have only had time to
read it hurriedly thie morning before I get off
for Hot Springs but I will be back by Monday.

As ever,

Mr, Allen Sproul, President
Federsl Reserve Bank of Yew York
Kew Yérk, N. Y.
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45
NEW YORK 7, N.Y.
May 12, 1947.

Mr. Winfield Riefler,
The Institute for Advenced Study,
School of Economics and Politics,
Princeton, New Jersey.

Dear Win:

Your long and interesting letter of May 10th would be good fruit
even if, as you seem to fear, it is the fruit of misconception, on my part,
of your approach to the problem of Greek currency stabilization. Let me
reassure you. I retained from our conversation the essential cutlines of
your proposal, and I considered your memorandum nothing more than a reminder
of the drift of that conversation. That is the way it was passed along to
Mr. Coombs with a view, as you and I had discussed it, to developing the
underlying facts and then reexamining the idea. Perhaps the use of the word
"rebuttal" in my note of May 6th was unfortunate. That word is ordinarily
agsociated with debate, and this was certainly not a debate -- it was &
mutual exploration of a proposal which, in the first instance, appealed to nme.

Mr. Coombs is now studying your further views and I suggest that,
when he is ready, you come up to lunch with us so that we can get the bene--
fit of the interplay of ideas which does not come through one hundred per cent
in correspondence. Could you do it next Monday or Tuesday, May 19th or 20th?

Meanwhile, one question about your insistence on the virtue of
substituting the United States dollar for the Greek drachma. In transposing
this idea to a one hundred per cent dollar-backe ’drachma, I was not thinking
in terms of the Greek Government merely changing present cover requirements
for the Greek currency, but in terms of the United States Government guaran-
teeing flor the drachma its one hundred per cent dollar backing. This would
seem to me to be as reassuring as substituting the dollar for the drachms,
and to have lesser political handicaps.

I hope you can come up to talk this all over.

Yours sincerely,

ATian Sproul.
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¥ay 19, 1547

Dear Mr. Winants

{ sn sanding you m:-upms.cw.omofaho
Anericem Statistionl Auaociat(cm Snlletin for iayeh., I¢
has an artiole in 1t Wy Augles and Prodis, two of e
mesbarg of our staff in 2. W.9D., esonaring the remlts of
thslr intaditpenoe work on Gewman armaments with the actual

_sitmation rewealed .in Oermany after the war, It fllnstrates
‘atridingly one of the wery great things that wns done at the

Amariom Febassy Arving “he var, I thomoht wou Tor wonld Lo
%0 ¥now adout 18, I suymoes you mmummwmo
Ay ¥ar® pudlished by t)e ’mm Pive Protaction Aseooin-
tion, mmmm:suymam +f the 3.Y.D,
staf? at Prinses msbmn@.. Ris dssarintion {2 this book
of pomm of the wort s vivid, You nar wont to ™end 1t for
your memoivrs,

The sppsarance 6f the Ameriomn Statistios) Assoofation

u'ue)& has romindad me of a situation vhich has made 00

sines I roturned, I don't thinl: that proper
mima in the foram of mefale, oitations, 8ic., hea
been siven %0 any of the merbers of our ata®?, Oondride-
tmnminmmmm. 1 tad a 1ot%o~ tha other
Any fram Ylorenoe Dardbits, wife of Leuis Dwedite, who was
dmmwformmmmmmmﬁ
m-m work thare, Mo nale a magpnificent cont+ivation, ne
you ooy, Ire, Mﬂz mwmm a3 hia wroesolived
tion s ol the work of meany of Mis colloagmer ot
‘mm Nsdorongh, I juat don's lmow how b0 ansuer trose
[letters, In theare myrthing we atmld Ao ahemit {40

2 Powone told m earlier mﬁnmﬂn\g that therse wem
& ohanos you might Gare to oome out heve t3 soo ug and do

|
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y 19, 19&7

soms uork on your ook here, I howe been uailing auziously
for word that you were bock in the Tast and Iroe. Wint are
the posaidbilities?

As ﬂme.

winfisld ¥. Elefler

Mr, Jotn G. Winani
510 Park Avenus
e Yok, 4. Y.
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‘ 100 PER CENT RESERVES FOR THA GRAERK DRACHMA
The fellewing aemorcnduz fe subsmittsd iz reply o your faguiry regerdiag

¥y, Mefler's propossd substitaticn of doliar swrrency for the preveat drashae note
sirculation ir Gresse. In estimatinz the amsunt of dollars requlred fer such aa
oporution, one murt naturally conpeive of an initial oconversion rats between dollars
and dreckass. Yo fusllitate anclysis, ¥r. Riefler's propocal hue Deen Tro-gset ee
ons af & 100 per eeat dollar reserve rejuiresent for the drashwe, thus puraitiiag
referenes 0 & dellar-droehox ezehupge rate without slterin: the sudstance aof his
praoposal.

hnmmtam'mwmaukdamm. by the originsl terms
of ils churter, wvas required to maintein a gold end foreiim exehinge reserve of
ad loast 40 per esnt sgainet ite note and othexr demand 1iabiifties, This re-ulre-
wonl was suspenced ia ‘1932, hesewer, and by Eeptember 1979, gold sad exchange
assete of the Bank vovered us sore than i per cemb of 1ts cutetanding notes and
other demond liabllities., PFelilowing the Axis iawesion of Greeos, 2 hypsrinilaticn
gemerated by ocoupntion charges sxpunded the note fssue {0 mesrly 6 suintillion
dresihmas by Noveaber 10, 1944, on which dute the first liberstion soveram:nt iotree
duoced a now 2rashme, e uivalent to 50 billioen eld draehmus.

The iot of Momotury Raforn sstabliishing the nav drashea limited {ts
oireulition to the absurdly low smuxizum of 2 bdllion drachoms, Sor w»hieh swailable
g0l umd exobunye reserves wovided s oover of more than 1,700 per eent. Huavy
budgetery defloite csused thie scximum to Do exossaded eithim thres acaths, howvever}
unhaupered Ly ressrve reuivenssis,; the Bank of dreees exjanded its note iisue to
105 billion drsehmse by the and of 1945,
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A Brisisheinitiated offcort at sonetary reforw, sudedied in the Anjloe
Groek Acressent of Jummary 26, 1946, provided that the Bank of Greees shouid uain-
tsia 4 fixed note Lfvsus reserve squiwslemt S0 2% wmillilom poumis steriing. To
ensint estabilistument of thisz reserve, the Britich Government zranted nn esshunge
stadilisation eredit of 10 million pounds (not evalluble fer sstusl expsaditure),
while the Bani of Grecee sed acide & Durther 14 million pounvis starling sod 4.03
sillion dollars to cenplote the sever ascouat. Over subsemuent months, virtmelly
unrestricted sale of gold und slloestion of exshunge agninst private imports
raridly eonsumed gzold snd axehsnge holdings ocutaide of the sover aseount snd,
after October 15, 1946, were pasmitied to est fute the cover woovupt fleslf. Thus,
the latest statensnt of the Bank of Greeee aveilable—thnt of Degouber 1%, 1946w
regoris & sover sovount of no rore than 18 million poumis, nssrly 30 per oent less
than the ressrw resulresssnts «peailied in the Anglo<drmek eevnondo agreewssut.
Although the fHritish Govwnment has cubsequently orwdited the Greekk Government with
£ alllton pounds syminst expenditure of British troops in Greeee, and expert pro-
eseds together with emisrint resitivnses have ocontinued to flos in, 4t $» Lelicwved
that sueh sxchunge reseipts have bess lirgely sllocated to coneurrent impert re.ulire-
sewnts rather then to restoration of ihs aote losuo ressrve,

3ines the goll nad doller Tessrves of the Uresk Government probably do
not exgeed 10«15 milliom dollers wt the pressnt mommt, and future dollar receipis
saot be fully devoted to lwmport re ulresenta, sstablishasnt of & 100 per esnt dollar
reserve scull he sffested tmly through losa or cutright great of the reculsite Dunds
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»y the United Steten, The dollar sppropristion re-uirved for this puryoce aey be
sotioated, wder werying sssumpiions, as folloss., As of the snd of Jamary 19T,
the draghsa sote oirsulation amounted to 542 billion draehiman) by new, it say be
estimated that s sireulstion of 600 bililous or sore bas bess resched. At the
pressnt olfielal esohenge rite of 5,000 druchucs to the dollur, a 130 per owmt
dollar soveraze of the dreshms note issus would thus re:uire approximately 120
miilicen dollsre. If, hovewer, ths drashes should be dewiusd to romghly 7,50
drashucs to the dollar, ss 4t must Af sxports are to revover/ dollar ressrve
recuirenemte wouli be reduced to roughly & siilios dollare,

It shenld b noted, Dowsver, that the currenily estissted note lssue of
60 biilion drachzan 1s far below the levels approprists to s prospective cashange
pardty of 7,500 drmeheas to the dollear; sithout aa almornally high velosiiy of
sireulativn and ourtsiled wolume of trenssotions, the Ml aote eiroulation
vonld he grosaly inadejuate to meet monetary reulrensnts. Assuaing that surrent
price lowais of 130 tiwee prewsr and wage retos of 8590 timss prewer will both
sventunlly settle down &% appravimately 130 times prewar, o zote sireulaticn roughly
120 tines 1939 wverage levels of 8.3 billion drechass, or 996 biilien drechmss will
sventually be required, Suweh a "aarwsl® nete elreulstion of nsariy & trillien
Arachaan would negescitate spprog-istion of roughly 120 millien dellars to provids
a 100 par osat TeBarve soverage.

The prisary f{setor determining the sexisun possible draln of eurvency

Y/ OCes uy ssmorandus *Politienl wnd Zeommie Buskoround of Greed Resuest for
Aneyions Assistance,® April 13, 1947, p. 39, for further expluzatiom,

e Py
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resarves by capital Zlight wnd/or an udverse trade balemse woull be the willingnems
of the United States to sut uwp new dollurs ia replussment of net lessus, (ne may
oonsller first the situstion in whioh oo further dollsar funds woul: be forthooming.
Given the nmurotie state of Ureek peyshwlogy likaly te prewell over e
foresoeabls uturs, suthorisstion of wnrestrioted espitel trensier vould uniuestionshly
oreate encreons piressure uron the doller rescurges of the Humk of (rveese, Over
the paat yuar, the docesiis mariet sbsorbded sulex of roughly 20 sililem dollers in
gold by the Bank of Grecos at prises swerszing mesrly §120 per cunee at the official
exchunge pority ani nearly 185 per cunce Lo terms ol the {ree meviet doller rvate,
The scaversion of drsshans into gold thus swoumted to roughly 47 millien dollars
st the free serket daollar rete »hile gsrital trinsfers of u further 10-J% aillion
dollare ware probudly effsoted. Sueh gel! wn:l axchsnge purchases eulvalent to
rowghly 70 million dollars were, of scurss, atvongly dependent upon replcovessot
of drashim:s theredy sithdram: Irem clraulation by new drachsc credite o privete
saterzrise end the zovernnmt, Thile cetebilshbawnt ¢f 4 100 per eent Zollar reserve
resuirenaat for the present note fssue of 600 billicn drashmus (80 m4llion dollars
st an exshanye reis of 7,500 drashmas to the d0llar) weuld probably limit further
enpital transfers to perbups no mere thax 2% milliom dellurs by exartin; steadily
iscreasing Jeflstionery pressure, I would stron ly doudt thet any Greex ;overvmmt
sonld sarvive the deflationary sensecusness of sush sutosstie sorvestion of cepital
flizht, Authorisation of umrestrietsd upim transier woul! be insvitably followed
by Wice demands {or dellsrs, disestrcus daflaticnsry pressure, ami ultimete wmuaspenzlios
of the ecnversion privilege or redustion of recerws recuirements to perait restorstion
of the normel lsw of oroedit.

R c—ran. =y

T

-3
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#ith respeet to poseible dralns upor currensy reserves resylting Crowm
eyelicai movesents of the trads Daluncs, only sxtresely tentative sstiswtes may
be msnrded. To fsolale the maximus delicite shich seek ayelieswl influences uiHb
oocaeion, one wist First of &ll exeiude extruordinury sxchange re.uirsmsats for
reoonstruation epd dewwiopmint, It ir sssumed, thercfors, that the nrocvestive
Amsricon assistance progran of 350 milliams during 1R7ws8 will puramdt full restoratiosn
of prewxr lewnls of damvstie outiut by 1947 while ncowel export cutlieta will de
Sally recovered or reploeasd.

Given such full recovery of the OQreek seonoay, and furthor assuming
that world prices settle down =% roughly -lesubdle their prewar levels, » rormsl
balsnoe of payncats eulliderics for (reeee mouls probebly recuire eoverage of
roukly 230 sillien dollare fo gontwolled lagorts by esport proeseds of arprovie
mataly 15% alllion dellase plus remittenee, sbippdnyg, tourlst, and other rseeists
af a Jurther 75 allllos dollers. Uafortunstely, the prewsr leselga tride expericoos
does not srovids ¢ mticfuotory Yeals for sstimatin; the maximus gap vhizh cyeileal
or olimetie influsness tiszht opes in such & ®norsal® belunce of ssyments., Thus,
gver the flws yours pregedin; the war, bllateral cleuring sgreenects »ith Germuny
anod other Enrcopusr ssrxate dasped dowp trede fluetunitlons connideradbly, rigorsus
sychsngs ooptrols limited lmports fyoa other surkets to cwrrent exshunyo avallabpilie
ties, shile & seifwsuiTiclency progrum -iesizned to lesrsn wellance uron fmperted
whieat &ns cotton Durther obscured the gyelical und sther werket inresa operslisg
ca the trrde belunoe,

Ia the abswnce of say lnstruetive prevur wxpériencs, one mky duly sugrest

at the neoent that the major threat to bel:nee of payrents s:ullibrium arising lrom
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S

., the Smport sdds would be failure of tHe YHOAD ARG GIREr IOOC ETOPS OWISE W mmu;
spether conditions, Borssl food fmpert recuiressats &t sversge prewar levels of
domestic cutyut sill grebedly epprowimate 70 aillion Mhﬁ; & tlsastrous erep
yoar, sueh as that experienced in 1345, ni:ht add ae maok a8 50 millien dolliurs teo
afndmun foo! import resuirensnta. On the export zide, sxclungs prooesds Tyvow
tobuots, the major export item, shoul: prowe fairly restistast to external depressices.
zeduotion of eatimsted normal expert progesds by reughly 20 per seat, or about
X atllion dollurs, ia a yuar of =orldeside depression would be santirely possible,
howover, whiles remittance and other regeipts mdpht simaliasecusly fall by s further
%3 xillicne below normal lovels. In the svent of such 2 clsestrous ecmbination of
adverse donsslie burvests and depression sbroud, thervefors, ¢ belasee of payments
deficit of as much as 100 million dollars alght throutes to dewelop.

Under 2 rizi2 100 per eont reserwe sysztem, of ecurse, sny impmmaing
deficit woul? temd %o sorrect itself wr preaipitsting s deflatienary sdjustaemt
of ihe costeprics «nd ineume rtrustars, thereby cheokin: the actusl loss of re-
aarves. This sutomatlio xechsnirm hus lony bees Jissredited, horever; the delletionary
sonperwinoss of an impendin: deflieit of sver %50 million dollars s ccmpured with
& "pornel® note sireulstion of 130 willion dellars wouls bs undearable., The wary
threat of sueh sn sveutuniity would probebly usessriteie sither a lovering of the
reserve re-uireseats or Ansrican groat of further dollar reserwes to persit resto-
ration of note lzsue to norssal levels through sredit oxpansion,

If; at the éta'tw axirens, the United States shoull be »illing to undiete
write vhatewver net loszs of ressrwss algbt be roiuesd by cariial Tiismt wndfor an
sdverss traie balanes, e mominl cot losm of dallers woulsd be snormous, Ae Inifonted
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“1n s enriler MORDECTAIR, MUY PUTSDATEP B EOM 5K LUIAGR GNGDARAE 108 UBia ewa
teansfer Bave smounted over the past yeur to the equlwelont of rourhly % uillioe
dollarss Over roughly the seme poried, Inpert costs huwe sxossded saport jrosesls
and other receipts by approxisately 230 sdllien dollars. 7The snmual net defielt
ia the bulanes of payments conescusatly smoumted t¢ 300 aillien dollars.

Mr. Ziofler apparently hes in mind an arvengement vhersby the United
States wouli grant further dallar reserves %o repluase vhntover nel losoes are scoe
al:ered jostifizble. ¥ith respect to publie finenoe, ior sxsmple, Voe Greex lovers-
went would %louo ihe poror to finunes ftaelfl by restwrss to inflation” and would
be gonsesuently foroed *to rely upan dollsr lesne to the sxtemt that 1t 41 not
cover Ats WIW out of losal revenuss. Nr, Riefler further ssserts that
e situation would satosctically provide the imericun adminiatretor with e
povers he would need 40 muke Amweriean assistense constructive and sffective.*

¥, Bieflerts analysis unfortunstaly overiocks the fest that seh an
Anoricsn nininistrator would mot pussess adecumte asnution porers 0 ling as the
prasantly acuts intermsticnal temsion sontinues., If presented =4th the falt sgeompld
of & bulgetary deficit, am Aworieon sdainistrater womld hasrdiy Jare to =ithheld
dollars reguired to puy the odvil serviee sl thersby % precizlists sericus intermal
disturbances. EelUuwr mould he dare to withhold the dellars reouired to recises

eredit dramn awey fror sssentisl uwees to finsnes capital flight, Esteblishmemt
of a 100 per ewnt doilar reserwe system would rether eometituts an open lavitstion
10 t4e Greek Gevernwoat to pursue s dellibersts poliey of uwipetery dissquilfhedum,
azsessive faportetion an: retordetion of all experts notl subjsoet to spoilage, und
lavish grent of ersdit Inoilities to politieel fawvorites.
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The presading oritisal sommsats upom My, Flsflerts provessl have been
hastily developed in the short spese of tize swsileble. 4 zore thorouzh atudy ef
the prorosal will do ;ludly undertaken st your reuret,

Memorandum tc ur. Sproul
frem C. A, Coombs,
April 29, 1947.

Calswm
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A DOLLAr CURRENCY FOR GHaiCH: FURTHER CULimINTS

With refareace to the proposal of wr, Riefier for the substitution of a
dollar currency for the preseat Greeik drachma circulation, I should like tc supple-
want ay wsmorandui of April 29 with several further comuents upon iir. Riefler's

analysis and conclusicns.

l. Structure of the Greek Zconouy -

Ia paragraph H of his wemoranduu, sr. Rieflar states that "the Gresk
acoanouy has never rested on intarnal primery prcducticn cf the types euphasized
in the FAO Report.Z;n Greek reconstructiq§7 e ¢ o it has rested rather on coumercial
activities thrcughout the Near and iiiddle Bast -- merchandizing, comnerce, shipping,
insurance, tourists, etc. . . . Internal agricultural improvewents, light indus-
tries, and hydro-2lectric developuents are all valuable but in terns of Greex
econcmic reconstruction they are secondary to ths re-establishment of Greece as a
merchandizing, commercial, snd financing center for the iliddle East."

To the best of my knowledge, based upcn parsonal experience in Greece as
well as upon statistics of the Greek Government, #r. Eisfler's commnsnts upon the
FAQ report are orronsocus. The following breakdown of the distribution of the Greek
working population above ten years of age in 1928 illustrates the hszavy predominance
of agriculture and industry in Greek economic 1life; in 1928 nearly 79 per ceant of
Groek smployment was concentrated within these two major fields. Workers employed
in transportation, finance, =znd ccmmerce constituted only slightly over 13 per cent
of the total; at the very most, half of these, or roughly 5 to 6 per cent of the
total labor force, might have been engaged in external trading or fisancial acti-
vities and an even sualler percentage in econcmic pursuits directly linked to other
filddle East economies. Since 1928, moreover, agricultural acreage has been con-

siderably extended while industry has also experienced a striking development; it
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ig most unlikely, therefore, that the percentage share of the working population
employed in agriculture and industry has substantially declined since 1928.

DISTRIBUTION OF GAINFULLY EMPLOYED WORKERS IN GREECE, 1928;/

Cccupation Per Cent
Agriculture and fishing 61.11
Mining and metallurgy 0.26
Industry 17.80
Trangportation Leh?
Finance 0.95
Commerce 7.68
Personal services 2.38
Liveral professions 3.56
Public serwices _1.84

100.00

Further convincing evidence of the primacy of industry and agriculture
in the Greek economy is supplied in the following breakdown of the Greek national
income in 1939, as jointly estimated by the Bank of Greece and Ministry of Finance:

THE NATIONAL INCOME OF GREECE IN 1939

Millions of Per Cent
Sources Drachmasg of Total
Agriculture 17,490 27.8
Livestock and allied production 4,800 7.6
Forests 2,058 3.3
Mining and salt production 673 1.1
Fishing and hunting 750 25,771 1.2 41.0
Manufacturing 7,500 11.9
Rural home industry 640 1.0
Building and construction 2,680 10,820 Led 17.2
Land transport 2,470 3.9
Sea transport 1,056 1.7
Posts-Telegraph-Telephone 400 .6
Commerce 5,650 9,576 9.0 15.2
Finance and insurance 2,600 4ol
Rents 4,200 6.7
Service of loans to the State 954 _T,7154 1.5 _12.3
53,921 85.7

1/ Nationpl Bank of Greece, Annuaire Economique de ls Grece pour 1'Annee 1938,
Abregeg(1939), p. 13.

|
J
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Milliong of Per Cent
Sources (Cont'd.) Drachmas of Total
Forward 53,921 85.7
Emigrants' remittances 2,108 3.4
State and community services 3,542 5.6
Personal services 870 1.4
Free profesgsions 2,426 6,838 3.9 _10.9
62,867 100.0

Thus, according to the above estimates, more than 58 per cent of the
natiqnal income in 1939 was derived from agricultural and industrial production.
Sea transport, commerce, finance, and insurance -- the categories regarded by Mr.
Riefler as the pillars of the Greek economy -- are egtimated to have prbvided no
more than 15 per cent of the total national income in 1939; I would strongly doubt
that more than half of this amount derived frem external transactions. An even
smaller share can be attributed to economic relationghips with other Middle East
countries -- perhaps 2 or 3 per cent of total national income.

To dispel further doubts that "commercial activities throughout the
Near and Middle East -- merchandizing, commerce, shipping, insurance, tourists, etc."
normally provide a substantial proportion even of foreign exchange receipts, one may
examine the following breakdown of the balance of payments of Greece on trade and
service account in 1938:

GREECE'S BALANCE OF INTARNATIONAL PAYMENTS DURING 1938 ON TRADE AND SERVICE ACCOUNT;/

‘Thousands Per Cent
of dollars of total

Receipts
Exports 93,636 63.7
Emigrants' remittances 23,697 16.1
Devisen accruing from shipping 9,938 6.8
‘Expenses of foreigners traveling in Greece 6,606 45
Interest on the disposable devigen funds of
' Greek banks abroad 240 0.2

nterest and dividends of Greek capital funds

invested abroad 8,000 5.5
oupons of Greek national loans paid in Greecs 3,076 2.1
tate account 1,619 1.1

146,812 - 100.0

I
1/ Bank of Greece, The Economic Situati i i
pank Append? : oml ion in Greece and @he Bank of Greece in 1938
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-
Thcusands Per Cent
Payments of dollars of Total
Imports 132,876 83.8
Insurance premiums 1,301 0.8
Expenses of Greeks traveling abroad 3,466 R.2
Interest and dividends cf foreign capital
funds invested in Greece 2,279 1.4
Service of external public debt 9,084 5.7
Cther State requirements 9,630 6.1
158,636 100.0

With respect to export proceeds providing nearly 64 per cent of total
exchange receipts in 1938, no less than 71 per cent were derived from shipments to
Germany, the United States, the United Kingdom, France, Italy, and Rumania; Egypt
accepted no more than 2 per cent of Greek exports, Turkey less than 1 per cent, and
other Middle East countries negligible shares. Greek imports were similarly de-
rived in roughly the same proportion from European and Western Hemisphere sources.
Transit trade primarily served the needs of Yugoslavia and other Balkan countries
through the port of Salonica.

Emigrant remittances, constituting 16 per cent of total exchange receipts,
ware almost entirely provided by American donors while interest receipts also flowed
primarily from investments in the United States. The tourist trade supplied Greece
with no more than 4 to 5 per cent of total exchange receipts; at least half of such
receipts were probably secured from American and European travelers. Insurance,

which Mr. Riefler mentions as a source of income, was on the contrary a debit itemg

British and Italian companies provided the bulk of insurance not only throughout the
rest of the Middle East but even in Greece itself,

With respect to shipping receipts, providing less than 7 per cent of total
exchange receipts, Greek ships sought carge throughout the world. Shipping receipts
derived from the Middle East trade provided perhaps 1 or 2 per cent of total exchange
receipts.

The conclusion is, I think, that Mr. Riefler's basic concept of the Greek

|

economic structure is not founded on actual fact.
|
I
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2. Effect of Hyperinflation Upon Governmental and Comuercial Morality
#ir. Riefler attributes (paragraphs A-D) the "character deficiencies" of

the present Greek Government and, more generally, of the Greek "leading caste" to
the demoralizing effects of "nearly three years of hyper-inflation." If ir. Riefler
“is referring to the hyperinflation of the occupation period, ths three-year time
period is correct. Une might add that the occupation-period inflation was succeeded
by a postliberation inflation of considerably lesser magnitude, extending for a
further fifteen months until January 1946. Mr. Riefler does not take account, how-
ever, of the currsncy stabilization measures introduced in February 1946 which have
subsequently secured a far higher degree of stability in the Greek price level than
that concurrently registered by American price indices. The price index which 1
developed while in Greece (and which is still used by the Greek Government) rose
by no more than 6 per cent from February to December 1946. Prices have reportedly
renained stable over more recent months for which no index number calculations are
currently available,

While the stability of the drachma over the past year has prcbably elimi-
nated the less competent among the speculative element, such a purge has not
noticeably improved the calibre of governmental and commercial morality. The moral
corruption of the Greek governing group is not a surface outgrowth of recent
inflation, readily curable by the surgery of deflation which iir. Riefler suggests;
such ethical deficiencies are rather deeply ingrained traits of character, primarily
attributable to centuries of Turkish domination, constant political unrest, recurrent
revolutions and foreign wars, and an age-old struggle for existence in an area serious-
ly deficient in natural resources. Such conditions have naturally not been conducive
to a growth of public and private morality; on the contrary, the highest rewards

have normally gone to the most astute chicanery.
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To the best of my knowledge, the governing group in Greece today dces
not differ substantially from that which the Metaxas dictatorship served. To a
large extent, moreover, the Metaxas dictatorship was characterized by the same
‘corruption, inefficiency, and political repression that exist in Athens today.

The distinctive characteristic of the present Greek Government lies rather in its
utter lack of any sense of national responsibility -- an attribute which the Metaxas
dictatorship possessed in a remarkably high degree.

Such irresponsibility on the part of the present government has been
fostered by a growing conviction over the past two yeurs that the United States and
the United Kingdom will underwrite any budgetary or trade deficit which may develop.
The validity of this conviction is being demonstrated at the present moment. By
extending a blank check dollar commitment to Greece, over and above the proposed
grant of 300 million dollars now before Congress, lr. Riefler's proposal might well
further undermine the incentive of any Greek government to try to work out its own

economic salvation.

3. Practical Application of Mr. Riefler's Proposal in 1946

The high degree of price stability maintained in Greece over the past
fourteen months has been achieved by a technique closely similar to that now pro-
posed by iir. Riefler. Unrestricted sale of gold, legal and illicit capital trans-
fers, and unregulated allocation of exchange for importation have wmade the drachma
virtually convertible into gold and foreign exchange. Through the powerfully
stabilizing effects of such gold sales, etc., the creation of a "currency and credit
vacuum," which Mr. Riefler now urges, was accomplished over a year ago. As of
January 31, 1946 the drachma note circulation represented an increase of no more
than sixteen times prewar levels, compared with average retail price increases of

158 times. The currency and credit vacuum thus created has been subsequently
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partially filled by expansion of the note circulation to 65 times prewar levels by
January 31, 1947 and perhaps to about 70 times at the present moment.

The major defect of this technique of currency stabilization is that it
presupposes (in the absence of effective sanctions against budgetary and external
extravagance) replacement of dissipated gold and foreign exchange assets by the
American Treasury. No foreign government hoping to remain in office after its
gold and exchange resources had been exhausted would otherwise embark upon such a
course. The Greek Govermment has acted on the conviction, however, that the
United States or the United Kingdom would be inevitably forced to supply whatever
foreign exchange assistance proved necessary to prevent economic chaos and further
growth of Communism in Greece. While this conviction has proved justified to date,
State Department officials are apparently determined to prevent any further drains
upon the American Treasury; imposition of rigorous exchange and import controls,
thus forcing the Greek Government to rely upon various fiscal and economic reforms
rather than dissipation of exchangs for the maintenance of price stability, has
been repeatedly urged in recent weeks by Department spokesmen. Virtually all Anglo-
American observers in Greece over the past two years would heartily endorse such a
State Department policy toward Greece.

By removing all remaining bars tc capital flight and to further dissipa-
tion of sxchange upon less essential imports, Mr. Riefler's proposal would not only
permit a recurrence of the experience of the past year on an even more expensive
scale but would even convert it into a permanent institution. The extensiocn of such
a blank check as a dollar currency to Greece would constitute an copen invitation to
budgetary deficits, lavish grant of credit, capital flight, and unbridled importation,
which would be accepted in Athens with astonished delight. I cannot agree with
Mr. Riefler's contention that discretionary authority by an American administrator

to withhold further dollars would constitute an effective sanction. Enforceument,
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or even public threat to enforce, such a sanction would serve only to strengthen
the Ccmmunist pressurss we are trying tc curb. The Greek Government is fully aware
of this weakness in our bargeining position and may be expected to press its conse-

guent advantage tc the limit.

C. A. Coombs
5/6/47
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FEDERAL RESERVE BANK

oF NEw YorRK
45

NEW YORK 7, N.Y.
April 29, 1947.

SPECIAL DELIVERY

Mr. Winfield Riefler,
The Institute for Advanced Study,
School of Economics and Politics,
Princeton, New Jersey.

Dear Win:

Enclosed is a memorandum discussing your comments on
the Greek problem, prepared by one of our men, C. A. Coombs, who
has had some firsthand experience in Greece. There is also en-
closed, as of possible interest to you, a memorandum which Mr.
.Coombs wrote a few weeks back on the general subject of American
assistance to Greece.

I am pursuing this matter further but want to emphasize
one point now —— the ability of the Greeks to "blackmail" us as
they did the British greatly weakens the argument that we cculd
enforce fiscal reform and credit control. I am also still
impressed with the political difficulties and possible reper-
cussions of substituting dollars for drachma as the currency of
Greece. That is why Mr. Coombs' memorandum recasts your
suggestion in terms of requiring 100 per cent dollar reserve.

With best regards,

Yours sincerely, .~

Allan Sproul.

P.8. I have been in touch with Washington and find that
any suggestions we have will not be lost if they are
not pressed for a few days. In other words, the
global figures haven't tooc much detail behind them yet.

Enclosures 2
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EIGHTIETH CONGRESS

CHARLES A, EATON, N, J., CHAIRMAN

CHRISTIAN A. HERTER, MASS., VICE CHAIRMAN
THOMAS A. JENKINS, OHIO WILLIAM M, COLMER, MISS.
CHARLES A, WOLVERTON, N. J. JAMES P. RICHARDS, $. C.
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August 8, 1947

Dre ¥infield W, Riefler
Orleans, iassachusetts

Dear Jre. Riefler:

I take great pleasure in appointing
wrou to the position of Consultant for the
Select Conmittee on Foreign Aid of the House
of Representatives. I consider the work of
this Cormittee to be of the greatest importance
and I am delighted that you have agreed to bring
your sbilities to bear on one of the most press-
ing problems of the day,.

Very sincerely, yo

Charles A, Baton
Chairman

Room 338, Housk Orrick BUILDING
Prone: NA. 3120, ExT. 1381
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FOREIGN AFFAIRS

AN AMERICAN QUARTERLY REVIEW

HAMILTON FISH ARMSTRONG
EDITOR

58 EAST SIXTY-EIGHTH STREET
NEW YORK 21, N. Y.

CABLE ADDRESS: FORAFFAIRS, NEW YORK

August 11, 1947

Winfield W. Riefler, Esqg.
The Institute for Advanced Study
Princeton, New Jersey

Dear Win:

I was laid up during most of my wvacation and am still
only under half steam. However, I have my wits about me
enough to know that your article is first-rate and that I am
delighted to have it for our Anniversary Issue. I don't
think you have itrod unwarily in the political and military
preserves. At any rate, what you say in those connections
fits in perfectly well with McCloy and Langer.

The only possible omission that I can see is that you
perhanss overlook some aspects of the procedure by which the
United States coaverted to war production. What degrese of
government assistance and control was needed? This seems
to have some important implications for the future, and msybe
you ean think the matter over and add a paragraph when you
get proofs, If you decide deliberately against going into
this matter, well and good.

With thanks again, and with all the best, believe me,

YoursZ:ver,
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FOREIGN % AFFAIRS

AN AMERICAN QUARTERLY REVIEW

" HAMILTON FISH ARM STRONG
EDITOR

‘58 EAST SIXTY-EIGHTH STREET
NEW YORK 21, N Y.

CAHLE ADDRE'II FQRA,FFAIR. NEW Y°RK

August 11, 1947

Winfield W. Riefler, Esgq.
The Institute for Advanced Study
Princeton, New Jersey

kDear Wins

I was laid up during most of my vacation .and am still
only under half steam. However, I have my -wits about me
enough to know that your article is first-rate and that.T am
delighted to have it for our Anniversary Issue. I don't
think you have trod unwarily in the political and military
preserves. At any rate, what you say in those connections
fits in perfectly well with MeCloy and Langer.

The only possible omission that I can see is that you
perhaps overlook some aspects of the procedure by which the
United States converted to war production. What degree of
government ‘assistance and control was needed? This seems-
to have sonpe 1mportant implications for the future, and maybe
you can think. the matter over ahd add a paragraph when you
get proofs. If you decide deliberately against going into
thls matter, well and good.

With thanks again, and with all the best, believe me,

Yoursszer,
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3 AMERICAN ASSOCIATION OF UNIVERSITY WOMEN 3
A1 o NATIONAL HEADQUARTERS, 1634 EYE STREET, N. W. né A §"§
@ (o] WASHINGTON 6, D. C. é ‘E
8 e v 3
i9 % EEI
3 3 Oct 6,47 M
S 5| ®R.32
o gDear Winfield Rieffler and all the rest of the ¥ 3 {7
3 §R effleors: = 3 ‘é?
E ?g Friday several of this staff went over to %
© the Pres Building to see a pra-¥iew of ROUND TRIP. s
£ 1 had no idea that. I would sse you in It in your role %

-as pin up boy. Particularly poignant wers the

@ :

@ emotions seeing you in action...as I have Just come to
<<flashington to this job to work again after the many year
° since the Child research center. As I sew you there
in the picture so comvincingly;and in resal competition
with §ollywood glamour boys, shaping fhwx public opinion
, we hopel!, I could rameber with dismay sitting én the t
top step in your home doing ..So help the young, 'Parent
Guidance' and remembering too the story of Donald
whacking you over the head with a wooden spoon to let
you know that he was digesting his training experiences.

er. Some day I'1l bes sesing David and

W

w

One other time you burst in on my unexpactedly

and brought with you the/associations of the old days.
happy

1 was 750 miles from civilization in the Herbart Hoover
. mining couniry north and west of Perth, Australia.
o We had driven fron YOUA”NMI the old mine center to an
é guter back sheep station through miles off spinnifex
£ and into the endless thickets of roof high Mulgd Scrub.
b.Thpre I found the story book life of British culturs get
'm going on in that home from whose windows could only be
m seen the unvarying Mulga scrub ,fancy looking at that fc¢
s for 25 yesrs ... The mother appsared in a navy blue
@ dinner dress, looking as though she had just come fron
Eliz. Arden's.a bunch of English Violets on the Mantle
shelf, and current magszines and books on the table,

Congratulations on the big work you have dons.

Feeling absolutely out of this world I picked ui
up what I remember as a feaders Bigest...was it?, to
see In very black on the white page your profile with ar
short argicle telling of your work in England,etec.

Both th#§ peper and the hour say get on with you
Job, but this morning I couldn't work till I got you

fun doing it. Please remember me to Mrs Rieffl

Donald making news of their o

off my chest.
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ADDRESS OFFICIAL COMMUNICATIONS TO
THE SECRETARY OF STATE

WASHINGTOM 25, D, €. DEPARTMENT OF STATE
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WASHINGTON

1‘) ar Wins Novamber 10, 1947
e H

As you know, the United Nations Sub~Commlsslon on
Employment and Economic Stebility is holding its first
session at Lake Success beginning November 17. <You are
a member of this Sub-Commission, in your individual
capacity, and not as an officlal representative of the
United States Government, Hence there will be no formal
instructions for your guldance,

We do, however, want to make avallable to you any
information or help that you may need,

During the course of the sesslon, offlce space can
be furnished at the hesdquarters of the Unlted States
Mlasion to the Unlted Nations at 2 Park Avenue, New York,
telephone MU 3-6810, and Mr, Willlem Fowler, the economle
officer of the Department who 1s statloned there, will be
glad to be of assistance to you,

As to advance preparation, I am sending you herewlth
& number of officlal Unlted Nations documents relevant
to the Sub-Commission's work, Included smong these is
a copy of the draft Charter for the Internationgl Trade
Organization, which was developed at Geneva last summer,
and which will be further considered at Habana beginning
November 21, with a view to obtaining final international
agreement n~n the Organization,

In addition, I should be very glad to talk with you
about any of the Sub-Commisslon's business that you
would like to discuss before the session opens, and I
hope that you will let me know if you feel that such
consultation would be helpful to you,

I should

Mr, Winfield Riefler,
Select Commlttee on Forelgn AiqQ,
Room 230,
01d House Office Building,
Washington, D, C.
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I should like to say agaln how very pleased I am
that you are going to serve on this Sub-Commission,

Willard L. Thorp

Sincerely yours,

Enclosures:

1. Charter of the United Nations,
2. Agenda, (E/CN,1/8ub,2/1)

3. Reports of First and Second Sesslons, Economic
and Employment Commission, (E/255 and E/445)

4, Resolutlons of the Economic and Social Council
at its Third, Fourth, and Fifth Sessions.
(Resolution 1 (III) of the Third Session
contalns the Sub-Commission's terms of
reference, )

5 Report of the Second Session of the Preparatory
Commlttee of the United Nations Conference
on Trade and Employment, (Geneva Dreaft of
IT0 Charter,) '
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THE INSTITUTE FOR ADVANCED STUDY
SCHOOL OF MATHEMATICS
PRINCETON, NEW JERSEY

November 18, 1947

To Profess.rs Alexanlier, farle, Iinsteln, Goldman, lLowe, ieritt, v,Neumann,
Panofsky, Flefler, 3iegel, Stewart, Vellen, Warren and Veyl

Dear Colleaguesy

In June last an informal committee of the Faculily was formed with
the consent of all members of the Faculty whoe could be reached at that time,
to arrange ior the purchase and presentation of a gift to Dr. Aydelotte on
his retirement as Director., This comndttee was cumposed of fanufsky, hlefler
and orses 1t was ranoisky's ha,py suggesticn that we obtain lalton's Views
of Oxford, 1810, This is a collector's item and it Las taken some time to
gets A sultable lealher cease for tils has been made, The artisan whe did
a ginilar task in commection with our gift to Dr. Flexner estisated the cost
ol the leather case would be 7150, This seemed & little expensive, so with
the advice of librarian Soyd the services of ancther artigan were obtained at
a cost of $75. The Views of Cxliurd were priced at 3150, meking the total cost
$230,

The pembers of the Faculty who are now in this country and wic presum-
ably want to contribute number fiftesn, This nakes the assessment for each mem-
ber §15.33. Check may be sent to me, The bills have already been ;raid,

At the sugpestlion of rrofessor Yerltt, and with the concurrence of seve
eral oilier mexbers of toe faculty, I have arraaged for the Faculty to drop in on

« Aydeloite at his home on Hattle joad at 5 otclock next Tuesday, Lovenber 25,
I hope all menbers of the Jaculty can be present, It wculd be well if we net
first in the Cormon Room of the Instiiuie about ten to {ifteen minutee before
five, ad then drove over 1o Dr, iydelotie's. [Ihie presentatiuzs will be very
slmple and informal and the whole affalr should ot last very long,.

I have sought the views oi ihe :embers of the Faculty ag far as 1 could
as the situailion has developed. I hope you will find these arrvangenents satipe
factory and approve of the gift, which sesms to e a very atiractive one,

Cordially y"r;vurs,

Yarston Horse
ﬂ»A <

&j w -
/// /#7
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Sforenhor 21, 1$%7

Dear Pongt

It it alvajrs good to hear frora you. A lettor
from Shanghai ieeea libe a nessece across the yer.rs
a® veil a* the ocftens* X » slaA yon likoA Toynbee”
hook. He 1is going to PBe at the Institute this winter.

I boro just recently eo~G h~d: froa Steeland vhero
t vent aa consultant to the Select Committee on Fcreitfi
Aid of the House of *.<3rre8<mtati”resf Yoxfclng on t2t0
Marshall ?lan. Currently 1 an at Loire Success eittir®
on the 9alb*»00Bftittee on 3ccncnic Stability* Aloxrad”r
Loretey is here fro~ Inland on the s,?.u.e awVcccniscion.
It seene a little lilrc ol* tines, eaos-pt that yortc at
Idee Success is »«ach sore foroal than it was at Gen/"ra.

I mu endoein” reprinto of a conple of articles I
ten publish*** recently.

*yW y be?t t0 you and Mrs. Fone,
Sincerely yen**,
Mr. Shoo-Ru*! Tone

Tho central Bant of Clhina
Shanghai, China
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. Offictal Depository of the Cable Address
NATIONAL GOVERNMENT GOVERNBANK

THE CENTRAL BANK OF CHINA
SHANGHAI

November 5, 1947.

Prof. winfield Riefler
Institute for Advanced Study
Princeton, N.J.

U. S. A.

Dear pProf., Reifler:

T fear this is indeed a much belated acknowledgement
of the receipt of the magnificent gift which you gave me for my
wedding. The parcel had apparantly been mislaid for quite a
few months before it was duly forwardsd to me at the Central
Bank. WMy wife and I are deeply grateful for your kindness and
are pleased to read the work of Mr. Toynbee, the great historian,
who is also widely known in China. Because of the ceaseless hos-
tilities in our country, we have found it very difficult to get
books, especially books which cost foreign exchange. Your in-
tellectual gift to us is, therefore, just like a bottle of water
to a traveller in the desert.

Yesterday evening, I was prcfoundly shocked to read in
the evening paper & news about ¥r. Winantt's suicide. The sudden
death of your distinguished former colleague whom you worked
with during the most difficult days of the last war must have
brought you sorrow. T have had only a brief contact with him at
the UU. N. Economic and Social Council, but have remembered him
3dince for his performance and statesmanship for which T have
great admiration. His death 1s a loss not only to his friends
or his cocuntry but also to the world as a whole.

I have been transfered from the Central Trust to the
Central Bank of ¢hina and am serving as an assistant director of
the Economic Research Department. The Department maintains a
staff of 120 persons and has a collection of some 100,000 columes.
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THE CENTRAL BANK OF CHINA
SHANGHAI

It publishes, asmong other things, a monthly and a weekly bulletin
on economic statistics and anslysis. I will appreclate 1t 1if you
will constantly benefit me with your advice which will, I am sure,

be most helpful to my work,
wWith best regards to you and Mrs. Riefler,

Yours sincerely

O

L e Sy

)

Shan-Kwel Fong
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JOHN FOSTER DULLES
CHAIRMAN

RICHARD M. FAGLEY
WALTER W. VAN KIRK
SECRETARIES

THE COMMISSION ON A JUST AND DURABLE PEACE
instituted by
THE FEDERAL COUNCIL OF THE CHURCHES OF CHRIST IN AMERICA
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297 Fourth Avenue, New York 10, N. Y.

December 20, 1947

MRrS8. GEORGE S, FRANKLIN

O. FREDERICK NOLDE
ASSISTANTS

COMMITTEE OF DIRECTION

HENRY A. ATKINSON
EpwiIN E. AUBREY
RoswELL P. BARNES
JoHN C, BENNETT
RussELL CLINCHY
ALBERT BUCKNER CoR
JAMES H. FRANKLIN
GEORGIA HARKNESS
HAROLD A. HATCH

W. ERNEST HOCKING
KENNETH 8. LATOURETTE
HENRY SMITH LEIPER
ELMORE M. MCKEER
HAROLD NICELY
JUSTIN WROE NIXON
G. BROMLEY OXNAM
ALBERT W, PALMER
ALMON R, PEPPER
HAROLD COOKE PHILLIPS
LUMAN J. SHAFER
ERNEST F. TITTLE

C. H. ToBlAs

HENRY P. VAN DUsgeN
A. L. WARNSHUIS
MARY E. WOOLLEY

Dr. Winfield W, Riefler
Institute for Advanced Studies
School of Economics

Princeton, New Jersey

Dear Dr, Riefler:

You are cordially invited to attend the special
meeting of the reorganized Department of International
Justice and Goodwill, at the Benjamin Franklin Hotel,
Philadelphia, January 8-9. A major concern of that meeting
will be the European Recovery Program, and your counsel
would be very helpful in our consideration of policy recom-
mendations for our churches, Chester Barnard has agreed
to chair the section dealing with international economic
policy, and Willard Thorp and David (Owen are speaking on
the U.S. and U.N, phases of the task. I enclose a copy of
the program and a card for your hotel reservations,

We hope very mach that you can arrange your
schedule to attend.

Sincerely yours,

Mot s,

Richard M, Fagley

RMF:t
Enels. 2
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