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BRETTON WO0DS AGREEMENTS ACT

TUESDAY, JUNE 12, 1945

Unirep StaTes SENATE,
CommITTEE 0N BaNKING AND CURRENCY,
Washington, D. C.

'I'he committee met at 10: 30 a. m,, pursuant to call, in room 301,
Se(alnate Office Building, Senator Robert F. Wagner (chairman) pre-
siding,.

. Present: Senators Wagner (chairman), Barkley, Bankhead,
Downey, Murdock, Fulbright, Mitchell, Tobey, Tatft, Butler, Capper,
Buck, Millikin, and Hickenlooper,

The Craameman. The committee will come to order. We are con-
sidering the Bretton Woods agreements and the bill which passed
the House of Representatives June 7, 1945, H. R. 3314, will be made
a part of the record.

(The bill, H. R. 3314, is as follows:)

[H. R. 3314, 7T9th Cong., 18t sess.]

AN ACT To provide for the participation of i:he United States in the Internntions]l Monctary
Fund &nd the Internationzl Bank for Reconatruction and Development

Be it enacted by the Senate and House of Representatives of the United Rtales
of Americg in Congress assembled,

SHORT TITLE
Secrronm 1. This Aet may he cited as the “Bretton Woods Agreements Act.”

AQCEPTANCE OF MEMBERSHIP

Sec. 2. The President is herehy authorized fo accept membership for the United
States in the International Monetary Fund (hereinafter referred to as the
“Fund”), and in the Internationa! Bank for Reconstruction and Development
{hereinafter referred to as the *Bank”), provided for by the Articles of Agree-
ment of the FFund and the Articles of Agreement of the Bank ag set forth In the
¥Final Aect of the United Nations Monetary gnd Financial Conference dated
July 22, 1944, and deposited in the archives of the Department of State.

APPOINTMENT OF GOVFRNORE, EXECUTIVE DIRECTORS, AND ALTERNATER

Sec. 8. (a2) The President, by and with the advice and consent of the Senute,
shall appoint a governor of the Mund who shall algo serve as a governor of the
DBank, and an executive director of the Fund and an executive director of the
Bank. The executive direcfors so appointed shall alse serve as provizional
executive direciors of the Fund and the Bank for the purposes of the respective
Avticles of Agreement. The term of office Tor the governor of the Fund and of
the Bank shiill be five years. The ferm of office for the executive directors shall
be two years, but the executive directors shall remain in office until their sue-
cessors have been appointed.

{h) The President, by and with the advice and consent of the Senate, shall
appoint an alternate for the governor of the Fund who shall also serve ns alter-
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2 BRETTQON WOODS AGREEMENTS ACT

nate for the governor of the Bank, The President, by and with the advice and
consent of the Senate, shall appoint an alternate for each of the executive diree-
tors. The alternate for each executive director shail be appointed from among
individuals recommended to the President by the executive director. The terms
of cffice for alternates for the governor and the executlve directors shall be the
same as the terms specified in subsection (a) for the governor and executive
directora.

{c) No person shall be entitled to recelve any salary or other compensation
from the United States for services as a governor, executive director, or alternate.

NATIONAT, ADVISORY COUNCIL ON INTERNATIONAL BONETARY AND FINANCIAT
FROALEMS

SEc. 4. (a) In order to coordinate the policles and operations of the repre-
gentatives of the United Btates on the Fund and Bank and of all agencies of
the Government which make or participate in making forelgn loans or which
engage in foreign finaneial, exchange, or monetary transactions, there i8 hereby
established the Natlongl Advisory Council on International Monetary and
Financial Problems (hereinafter referred to as the “Counc!l”), consisting of the
Becretary of the Treasury, as chairman, the Secretary of State, the Secretary
of Commerce, the Chairman of the Board of Governors of the Federal Reserve
System, and the Chairman of the Board of Trustees of the Export-Import Bank
of Washington,

{h) (1) The Council, after consnltation with the representatives of the
United States on the Fund and the Bank, shall recommend to the I'resident
general policy directives for the guidance of the representatives of the United
States on the Fund and the Bank.

(2) The Council shall advise and consult with the President and the repre-
sentatives of the United Btates on the Fund and the Bank on major problems
arising in the administration of the Fund and the Bank.

(3) The Council! shall coordingte, by consultation or otherwise, so far ag ig
practicable, the policies and operations of the representatives of the United
States on the Fund and the Bank, the Export-Import Bank of Washington, and
all other agencles of the Government to the extent that they make or participate
in the making of foreign loans or engaged in foreign finauncial, exchange, or
monetary transactions.

(4) Whenever, under the Articles of Agreement of the Fund or the Articles
of Apreement of the Bank, the approval, consent, or agreement of the United
States is required before an act may be done by the respective institutions, the
declsion as to whether such approval, consent, or agreement, shall be given
or refused shall (to the cxtent sueh decigion !z not prohlbited hy section 5 of
this aet) be made by the Council, under the general direction of the President.
No governor, executive director, or alternate representing the Uniited Stateg
shall vote in favor of any waiver of condition undet article V, section 4, or in
favor of any declaration of the United States dollar as a scarce currency under
artiele VII, section 3, of the Articles of Agreement of the Fund, without prior
approval of the Council.

(5) The Council from time to time, but not less frequently than every six
months, shall transmit to the President and to the Congress a report with re.
spect to the participation of the United States in the Fund and the Bank,

{6) The Council shall alse transmit to the President and to the Congress
gpecinl reports on the operations and policies of the Fund and the Bank, as
provided in this paragraph. The first report shall be made not later than two
¥ears after the establtshment of the Fund and the Bank, and a report shall he
made every two years after the making of the first report. ¥ach such report
ghall’ cover and include: The extent te which the Fund and the Bank have
gachieved the purpeses for which they were established ; the extent to which the
operations and policies of the Fund and the Bank have adhered to, or departed
from, the general policy directives formulated by the Council, and the Coun-
cil’s recommendations in connection therewith; the extent to which the oper-
ations and policics of the Fond and the Bank have been coordinated, and the
Conneil's recommendatlons 1n eennectinn therewith ; recornmendations on whether
the resources of the Fund and the Bank should be increased or decreased : recom-
mendations a8 to how the Fund and the Bank may be made more effective;
recommendations on any other necessary or desirable changes in the Articles of
Agreement of the Fund and of the Bank or in this Act; and an over-all appraisal

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



BRETTON WOODS AGREEMENTS ACT 3

of the ¢xtent to which the operations and policies of the Fund and the Bank have
served, and In the future may be expected fo serve, the interests of the United
States and the world in promoting gound international economic ¢ooperation and
furthering world security.

(7) The Councll shall make such reports and recommendations to the Presi-
dent as he may from time to time request, or ag the Council may conslder neces-
gary to more effectively or efficiently accomplish the purposes of this Act or the
purposes for which the Council is created.

(e) The representatives of the United States on the Fund and the Bank, and
the Export-Import Bank of Washington {and all other agencies of the Govern-
ment to the extent that they make or participate in the making of foreign lrans
or engape in foreipn financial, exchange or monetary transactions) shall keep
the Counecil fully informed of their activities and shall provide the Council with
such further information ot data in their possession as the Council may deem
necessary to the appropriate discharge of its respongibilities under this Act.

CERTAIN ACTS NOT TQ BE TAKEN WITHOUT AUTHORIZATION

Sec. 5. Unless Congress by law authovizes such action, neither the President
nor Any person or apency shall on bhehulf of the United States (&) request or
consent to any change in the quota of the United States under article IIT, sec-
tion 2, of the Artlcles of Agreement of the Fund; (b) propose or agree to any
change in the par value of the United States dollar under article IV, section 5,
or article XX, gection 4, of the Artlicles of Apreement of the Fund, or approve
any genera! change in par values under article TV, gection 7: {e¢) subscribe
to additional shares of stock under article II, mection 3, of the Articles of Agree- '
ment of the Bank; (d) accept any amendment under article XVIT of the Ar-
ticles of Agreement of the Fund or article ¥III of the Articles of Agreement of
the Bank; (&) make any loan to the Fund or the Bank. Unless Congress by
law authorizes such action, no governor or alternate appointed to represent the
United Statcs shall vote for an inerease of capital stock of the Bank under
article II, section 2, of the Articles of Agreement of the Bank.

PAR VALUE OF UNTTED STATES DOLLAR

Sec, 6. When the United States is requested by the Fund to ecommunicate
the par value of the United SBtates dollar, such par value shall not be com-
municated as other than 15%9] grains of gold nine-tenths fine,

DEPOSITORIES

8rc. 7. Any Federal Reserve bank which is requested to do so by the Fund
or the Bank shall aet as ity depository or as its flscal agent, and the Board
of Governors of the TFederal Reserve System shull supervise and direct the
carrying out of these functions by the Federal Reserve hanks.

PAYMENT OF SUBSCRIPTIONS

Skc. 8. (a) Subsection {c) of seetion 10 of the Gold Reserve Act of 1934, as
amended (U. §; C,, title 81, sec. 822a), is amended to read as follows:

“{e¢) The Secretary of the Treasury is directed to use $1,800,000,000 of the
fund established in thig section to pay part of the subscription of the United
Btates to the International Monetary Fund: and any repayment thereof shail
be covered inte the Treasury as a mizeellaneous reccipt,”

{b) The Secretary of the Tregsury is authorized to pay the balance of $950,.-
000.000 of the subseription of the Unite@ States to the Fund not provided for in
subsection (a) and to pay the subscription of the United States to the Bank
from time to time when payments arve reguired to be made to the Bank. For
the purpose of making these payments. the Secretary of the Treasury iz author-
ized to use ag a publie-debt transaction not to exceed $4,125,000,000 of the pro-
ceads of any securitics hereafter issued under the Second Liberty Bond Act, aa
amended, and the purposes for which securities may be issued under that Aer
are extended to include such purpose. Payment under this subsection of the
subscription of the United Stateg to the Fund or the Bank and repayments
thereof shall be treated us public-debt fransactions of the United States

(¢) For the purpose of keeping to a minimum the cost to the United States of
participation in the Fund and the Bank, the Secretary of the Treasury, after
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4 BRETTON WOODS AGREEMENTS ACT

paying the subscription of the Unifted Btates to the Fund, and any part of the
subscription of the United States to the Bank required to be made under art_u:le il,
section 7 (1), of the Articles of Agreement of the Bank, is authorized and dlret_:ted
to issue speclal notes of the United States from time to time at par and to deliver
such nofes to the Fund and the Bank in exchange for dollars to the extent per-
mitted by the respective Articles of Agreement. The special notes provided for in
this suhsection shall be issued under the authority and subject fo the provis‘to_ns
of the Second Liberty Bond Act, as amended, and the purposes for which securities
may be issued under that Act are extended to Inclnde the purposes for which
special notes are authorized and dirvected to be issned under this snbs=ection, but
such notes shall hear no interest, shall he nonnegotiable, and shall be payable on
demand of the Tund or the Bank, as the case may be. The face amount of special
notes issned to the Fund under the authority of this subsection and outstanding
at any one time shall not exceed in the aggregate the amount of the subseription
of the United States actually paid fo the Fund, and the face amount of such notes
issned to the Bank and outstanding at any one time shall not exceed in the'
aggregate the amount of the gubscription of the United States actually paid to the
Bank under grticle IT, section 7 (1), of the Articles of Agreement of the Bank,

(d) Any payment made to the United States by the Fund or the Bank as a
distribution of net income ghall be covered into the Treasury ag a miscellaneons
receipt.

OBTAIXING AND FURNISHING INFOEMATION

Sec. 8. {a) Whenever a request iz made by the Fund to the United States as

. 8 member tg furnish data under article VIII, section 3, of the Artlcles of Agree-
ment of the Fund, the President may, through any agency he may designate,
require any perscn to furnigh guch information as the Pregident may determine
to be essential to comply with speh request. In making such determination the
President shall seek to collect the information only in snch detail ag is necessary
to comply with the request of the Fund. No information so acquired shall be
furnished to the Fund in such detail that the affgairs of any person are disclosed.

(b) 1In the event any person refuses to furnish such information when requested
to do so, the President, through any designated governmental agency, may by
subpena require such person to appear and testify or to appear and produce
records and other documents, or both. In case of contumsacy by, or refusal to
obey a subpena served upon any such person, the district ecourt for any district
in which such person ig found or resides or transacts business, upon application
by the President or uny governmental agency designited by him, shall have
jurisdietion to issue an order requiring such person to appear and give testimony
or appear and produce records and documents, or both; and any failure to obey
such order of the court may be punished by such court as g contempt thereof,

(e} Tt shall be unlawful for any officer or employees of the Government, or
for any adviser or consultant to the Government, to disclose, otherwise thin in
the course of oficial duty, any information obtained under this section, or to use
any such information for his personal benefit, Whoever violates any of the
provisions of this subsection shall, npon ¢onviction, be fined not more than
$5,000, or imprisoned for not more than five years, or both.

(i) The term “person” as nsed In this seetion means an individual, partner-
ship, corporation, or association,

FINANCIAT, TRANSACTIONS WITH FOREIGN GOVERNMENTS IN DEFATULT

8Sec. 10. The Act entitled “An Act to prohibit finanelal transaetions with any
foreign government in defuult on its obligations to the United States,” approved
April 13, 1934 (U. 8. C, title 31, ser, 804a), is amended by adding at the end
thereof a new sectlon to read as follows :

“Srnc. 3. While any foreign government is a member both of the International
Monetary Fund and of the Interrnational Bank for Reconstruetion and Develop-
met, this Act shall not apply to the sale or putchase of bonds, securities, or other
obligations of such government or any political subdivision thereof or of any
organization or associatlon acting for or on behalf of such government or political
subdivision, or to the making of any loan to such government, polltical sub-
division, organization, or association.”
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BRETTON WOODS AGREEMENTS ACT 5

JURIBDICTION AND VENUE OF ACTIONS

8ec. 11. For the purpese of any action which may be brought within the United
States or {ts Territories or posgessions by or against the Fund or the Bank in
accordance with the articles of agreement of the Fund or the articles of agree-
ment of the Bank, the Fund or the Bunl, as the case muay be, shall be deemed tg be
an inhabitant of the Federal judicial district in which its prineipal office in the
United Stales iz located, and any such action at law or in equity to which either
the Fund or the Bank shall be a party shall be deemed to arise under the laws
of the Urnited States, and the district courts of the United States shall have
original jurisdiction of any such action. When cither the Fund or the Bank iz
a defendant in any such action, it may, at any time hefore the trial thereof,
remove such action from o State court into the district court of the United States
for the proper district by following the procedure for removal of causes other-
wise provided by law.

STATUS, IMMUNITIES, AND PRIVILEGES

SEe. 12, The provisions of article IX, sections 2 to 9, both incluslve, and the
first sentetce of article VIIL section 2 (b}, of the Articles of Agreement of the
Fund, and the provisions of article VI, section 5 (i}, and article VII, sections
2 to 9, both inclusive, of the Articles of Agreement of 1he Banik, shall have full
force and effeet in the United States and its Territorles and possessions upon
aceeptance of membership by the United States in, and the establishment of,
the Fund and the Bank, respectively. .

STABILIZATION LOANS RY THE BANK

Sec. 18. The governor and executive gdirector of the Dank appointed by the
United Btates are herchy directed to obiain promptly an official interpretation by
the Bank as to it® authority to make or guarantee loans for prograws of eco-
nomic reconstruction and the reconstruction of monetary gystems, including long-
term stabilization loans. If {he Bank dees not interpret its powers to include
the making or gunaranteeing of such loans, the governor of the Bunk represent-
ing the United States is heveby directed to propose promptly and support an
amendment to the Articles of Agreement for the purpose of explicilly authorizing
the Bank, after consultition with the I'und, to make or gnaraniee such loans,
The President iz hereby aunthorized@ and directed fto accept an amendment to
that effcet on behalt of the United Stites.

STABILIZATION OPERATIONS BY THE FUKRD

8E0, 14. {a) The goverhor and cxecutive director of the Fund appoinied by
the United States are hereby directed to obtain promptly an official interpre-
tation by the Fund as to (1) whether jts authority to nse its resources extends
beyond current monetury stabilizalion operalions Lo afford temporary assistance
to members in connection with seasonal, cyelical, and emergency fluctuatlens in
the balance of payments of any memher for current transaetions, and (ii)
whether it hag authority to usge ity resources to provide facilitles for relief or re-
construction or to meet a large or sustained ontflow of capltal on the part of any
meinber,

{b) If the interpretation by the Fund answers in the affirmative either of the
questions stated in subsection (a)}, the governor of the Fund represcuting the
United States iz hereby directed to propose promptly and support an amendment
to the Articles of Agreement for the purposce of expressly negativing sueh inter-
pretation, The President is hereby authorized and direcfed to accept an amend-
ment to that effect on behalf of the United States,

Passed the House of Representatives June 7, 1945,

S0UTH TRIMBLE,
Clerk,
By O. NEWLIN MEGILL.

The CuatrmMan. Mr. Secretary, Senator Tobey and I had the honor
of having been delegates to the Bretton Woods Conference, and be-
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6 BRETTON WOODS AGREEMENTS ACT

cause you were the head of onr delegation we will he delighted to hear
from you as our first witness on the legislation now before us. It
was introduced jointly by Senator Tobey and myself in the Senate,

STATEMENT OF HON, HENRY MORGENTHAU, JR.,, SECRETARY OF
THE TREASURY, WASHINGTON, D. C.

Mr. MorceNnTHEAD. Mr, Chairman and members of the committee,
when I appeared before the House Committee on Banking and Cur-
rency to discuss this Jegislation, I told the commitiee that in my
opinion, “the Bretton Woods agreements are good for every Ameri-
can citizen” and that “the program we are advocating is definitely
good husiness for the United States.”

In that statement T discussed the importance of Bretton Wooeds to
world trade. Before the war we were the largest exportirig nation
in the world. We needed exports to maintain jobs, to absorb part of
the output of American factories and farms, We were also a large
importer, the second largest in the world, We needed imported raw
materials for our industries and scores of imported products to meet
the everyday demands of our consumers,

After the war we will have even more reason for exporting and
importing, for expanding trade. To make this possible the produc-
ing and trading power of many countries must be restored and de-
veloped ; the currency restrictions and discrimination that stifle trade
must be relaxed and removed. And that, in substance, is what
the Bretton Woods proposals are about.

I want to emphasize another aspect of the Dretton Woods agree-
ments ho less important to American business—that of establishing
a world in which international trade and international investment
can be carried on by businessmen on business principles.

You cannot do business in an environment of disorderly currencies.
Carl Wynne, president of the Chicago Exporters Club, told the House
committee that arbitrary exchange practices make it difficult to im-
port or export without taking risks that are too big for the ordinary
businessman. :

As you know, during the 1930°s a number of countries began to use
their currency systems for the purpose of securing unfair advantages
in international trade. Germany in particular: developed numerous
devices for exploiting her creditors and competitors. The use of these
tricks by Germany forced other countries to adopt similar measures
in self-defense. The result was an era of currency warfare that vir-
fually destroyed international trade and investment and prepared the
way for total war.

American businessmen have demonstrated that they are more than
willing to take their chances in fair competition with the business-
men of any country. All they ask 1s an opportunity to sell a better
product at a better price. DBut they cannot trade if the marks or the
pesetas they collect for their automobiles and their movies are arbi-
trarily changed in value, or cannot be sold for dollars.

That is what happened to many American companies when they
sold goods to Germany. They could either take blocked marks or
some commodity that Germany was willing to offer in payment. The
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American commercial attaché in Berlin reported that one company
had to take 8,000,000 mouth organg in payment for petroleum, an--
other 200,000 canaries for a large press for making antomobile bodies,
and a movie company was bamboozled into taking a live hippopotamus
for its films, ’

This was only one of the many currency tricks widely used in the
1930’s. Germany had meore, than 85 different kinds of marks, some
selling at discounts up to 50 percent. She had about 40 bilateral clear-
ing agreements under which exports to Germany were paid for only if
the country took German imports. This country could not and would
not do business on that basis.

I should add that this country was the principal victim of these
unfair currency practices. Between 1928 and 1938 the value of our
exports fell by nearly one-half while world trade fell by one-third.
We know a country cannot always keep the same export markets. But
we believe that changes in trade among countries should result from
productive efficiency, not from exchange restrictions.

With such currency practices as these, international trade and in-
vestment can no longer be conducted along business lines. They be-
come a matter of international politics, and they may become an
international racket.

One might suppose that when nazism is destroyed, its strong-arm
currency practices will be destroyed, too, Dut this will not necessarvily
happen. Many countries had to adopt similar measures in self-defense.
They still have them. And now, as these countries look on their shelled,
bombed, and pillaged lands, as they contemplate the difficulties of
reconstruction, there is real danger that they may bhe tempted to con-
tinue and to extend these practices. .

If we do nothing to help establish orderly exchanges, to help these
countries get foreign capntal for reconstruction, they will feel com-
pelled to revert to barter deals, clearing agreements, competitive
exchange depreciation, and multiple currencies. And these devices
will be used with greater ingenuity and with greater effectiveness
than ever before.

Rebuilding and restoring the devastated countries, as T see it, is pri-
marily a job for their domestic industrics. Certain basic essentials,
however, will have to be imported. These include transportation
equipment and industrial and agricultural machinery. If private in-
vestors abroad will not lend the necessary capital on reasonable terms,

-eountries will be forced to seek help in other ways. Foreign loans
might then be arranged on a political basis, This could only mean the
rule of power politics in international economic relations.

I repeat, the businessmen of this country do not want to do business
that way. The extension of these tactics must mean in the end the
domination of international trade and investment by governments.
This country has the greatest interest in seeing that international trade
and investment are determined by economic and not by political con-
siderations.

We in the Treasury have been aware of these dangers. In 1941, we
began to work on postwar currency and investment problems. We
prepared a tentative proposal for a world fund to set fair currency
rules and to help countries abide by these rules. We also prepared a
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tentaiive proposal for a world bank to encourage private investors
to malke sound and productive foreign loans, the risks to be shared by
all countries.

Our discussions showed that other countries were convinced our
proposals offered a practical basis for the solution of common monetary
and financial problems. That conviction explains the cooperative
gpirit at the Bretton Woods Conference, -All the 44 countries were de-
termined to protect their own interests—the United States no less
than others—yet all were aware that their own well-being depends
on international cooperation. On some points national differences had
to be reconciled; and I may add that Scnator Wagner and Senator
Tobey, both delegates to the Conference, rendered conspicuous service
in this delicate task, :

Personally, I take pride in the fact that in spite of all the obstacles
and pitfalls, we did get an agreement on the basis of the proposals
submitted by this Government. We had to compromise—of course
we did—that is the democratic way. DBut it is one thing to compro-
mise on details, on pracedures; and it is quite another to compromise
on fundamental principles. That is where we drew the line.

One aspect of the Bretton Woods agreements deserves special
emphasis—their relation to peace., Peace is more than a political
problem. It is a complicated structure that can be built only upon
the solid foundation of econemic order and prosperity in all countries,
Teace and prosperity are two sides of the same problem, We can-
not neglect one without endangering the other.

We all know how horrible war can be, and we are all determined
to do everything possible to prevent these horrors from happening
again. But you and T knoew that if peace Is to endure there must
be jobs, there must be hope of economie betterment.  Otherwise, men
fall easy victim to the rabble rouser, to the quack with a dangerous
nostrun.

Tt is mtch the same with nations as with men. In either case
scufling, pushing, and shoving soon lead to blows. And when blows
are struck in a crowd, there is likely to be work for the police riot
squad.

there was no riot squad on duty 1o prevent World War 1I. There

were no rules of the game to prevent pushing and shoving; and the
economic scuffling of the 1930’s developed the gangsters who finally
discarded their economic blackjacks and brass knuckles in favor of
the tanks and bombs that bathed Europe, and most of the world, in
blood.

International moenetary and financial problems have been a source
of conflict for a generation. We must see that after this war they
do not become the basis for new conflicts. That will be possible
if international trade and investment are put on a business rather
than a politieal basis. In my opinion, the Bretton Woods proposals

ive us the opportunity to decide whether international trade and
investment will be carried on through private enterprise on the basis
of fair currency rules or through governments on the basts of bilateral
agreements. - _

International cooperation is a continuing and difficult task. But
we are making progress. The over-all job of building a world
security organization is being worked out at San Francisco. Despite
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BRETTON WO0ODS AGREEMENTS ACT 9

the obstacles to final agreement, the Conference nevertheless moves
on. It will succecd because the people of all countries insist that it
must succeed.

The fact that at Bretton Woods we were able to get representatives
of 44 nations to agree on proposals for a monetary and finaneial pro-
gram is evidence that with care, patience, and understanding, we can
get agreement on all international problems.

The people of this country have shown that they are enger to have
our Government take the leadership in dealing with international
economic and political problems. There is no difference of opinion
among Americans, no partisan division in Congress on this policy.
Action by this committee approving the Bretton Woods agreements
will be an inspiration to war-weary and hungry people everywhere,
to people who have faith that the United Nations can and will work
together to bring about a better world.

The Cragman, Thank you very much, Mr. Secretary. That was
a very fine statement and I am in agreement with every word of it.

Mr. MorcentHAU. Thank you, sir.

The CmalrmaN. I say that as one of the members of the delega-
tion,

Mr., MoreeNTHAU. Thauk you.

Senator Hickenroorer. Considering the reference to Senators
Wagner and Tobey, 1 would say it was an especially fine statement.,

The Criagmax. Thank you very much, Mr, Secretary. We will
now hear Mr. Acheson.

Se-l;ator Tarr. Mr. Chairman, may I ask the Secretary a few ques-
tions?

The CratrMaN. Certainly. 1 beg your pardon.

Senator TarT. I do not suppese the Secretary wants to go into de-
tails and therefore that he wiil have others from the Department to
do that,

Mr. MoreexTEHATU. Yes, sir.

Senator Tarr. But I should like to ask the Secrctary a few general
questions. '

Mr. MorgEnTmaU. All right.

Senator TarT. I should hike to know what other American money
will come into this picture. Let us suppose the Japanese war would
come to an end within 30 days, we will say, what are our commitments
on lend-lease, and otherwise, if there are any such commitments out-
side of the Bretton Woods agreements?

Mr. MoreexTiaw. T am asking Mr. Acheson to sit next to me as he
might be helpful in making any answers,

enator Tarr. That is all right. T have in mind, for instance, the
French agreement and the Dutch agreement, and whatever there may
be in the way of an agreement with Britain, and so forth; what would
we be obligated for? T do not suppose it is an absolute obligation,
but, for instance, how much would we be expected to furnish the
British under lend-lease if VJ-day should come now?

Mr, MoreeNTHAD. May Mr. Acheson answer that question?

Senator Tarr. Yes.

Mr. Acuesox. There are the three agreements to which vou re-
ferred—the French, the Belgian, and the Dutch. There is also, not
an agreement, but a general program with the British. So far as
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the British program is concerned, yon make it difficult to answer by
saying “suppose VJ-day came in 30 days.” The British program is
one which carries on from VE-day to VJ-day. If VJ-day should
come within 30 days then that program will come to an end. But,
I take it, 1t is not at all likely Vf—day will come in 30 days.

Senator Tarr. No; but T was trying to get an idea of the general
situation. For instance, there ig a civilian population in England
as contrasted to the absolute war set-up in the Far East.

Mr. Acmrsox. There is nothing in the British program to carry on
after VJ-day. I presume it would come during a period when ships
are at sea, and until some arrangement could be made to divert the
whole flow, which is in considerable volume, that would go on, but
that would be a very short time. But so far as lend-lease is concerned,
or to more directly answer your question, so far as the British part
of lend-lease is concerned, there is no plan looking beyond VJ-day.
And inasmuch as you have mentioned the French, Belgian, and Dutch
agreements, I will answer that the French agreement looked forward
to u program running to the middle of 1946. That will probably be
revised so that it will become simply a program for the year 1945, and
that will also be true of the Belgian and Duteh programs,

Senator TarT. As I recall it, originally the French program alto-
gether ran to about 214 hillion dollars.

Mr. Acue:oN., Yes. But that would be cut down to slightly more
than half if it were to run to the end of this year, Both of these
programs are based on the proposition that we have §,000,000 or more
men in those areas, and that they have to be redeployed; that a tre-
mendous burden is placed upon the whole transportation and pro-
d:-ctive gvstems of those three countries, and therefore we will allow
lend-lease to run along until we get our people out of those areas
and take that burden off of them.

Senator Tarr. I take it the first things that are going to the
Freneh are machines, equipment, and so forth.

Mr. AcmesoN. There is a provision in both agrecments that at any
time the President determines it is not absolutely essentizl for our
own purposes, these agreements go on a repayment basis, so that
we wou'd be repaid at any time the President wishes to put that
into effect.

“enator Tarr. Then those would become in the nature of loans.

Mr. AcHESON. Yes,

Senator Tarr. They would probably be turned from lend-lease into
loans.

Mr. Acurson. That is correct.

Senator Tarr. Would something of the same sort be done with
the British in case of VJ-day?

Mr. Acneson, There is no plan that I know of in contemplation
or in existence ahout that.

Senator Tarr. Can you tell us whether Mr. Hopkins promised
Russia anything in the way of continued lend-lease?

Mr. Acargon. I cannot, because ¥ do not know,

S-nator Tarr, When did Mr. Hopkins get back? .

Mr. AcuesoN. I understand from the radio announcement that he
is to get back todav.

“enator Tarr. Well, Mr, Chairman, if that information is avail-
able I think we ought to have it. For instance, as to how much the
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loan to Russia is to be, whether made through lend-lease or by means
of any other negotiation Mr, Hopkins has had.

Mr. MoreeNTHAU. I might add that I am not aware that subject
entered into the conversations.

The CHamgmaN. Do you mean the conversations Mr. Hopkinsg hag
had with representatives of Soviet Russia ?

Mr. MorgENTHAD. Yes. I have not been advised that any question
of loans was a part of the conversations,

Senator Tarr, Is any lend-lease going to Russia today?

Mr, MorgeNTHAT. Yes. Isnotthat so, Mr. Acheson?

Mr. Acerson. Yes; there is, Senator Taft.

Senator Tarr. Have you any idea of the volume or scope of it?

Mr. AcErson, You see, there was an announcement a month or so
ago, right after VE-day, that——

Senator Tarr. There were two or three announcements and they
seemed fo contradict each other. I want to know what is actually
happening.

Mr. AcuesoN. I only Imow of the two announcements; one put out
by the Acting Secretary and one by the Secretary. I do not think
they contradicted each other. The idea of it was that such lend-
lease as was going forward would be in connection with the prosecu-
tion of the war, and that we were reviewing all requests of the Soviet
Union for lend-lease to see whether or not they would contribute to
the actual prosecution of the war.

Senator Tarr. It was going forward at the rate of $100,000,000 a
month, was it not?

Mr. Acmeson, Well, I should think not, but I could not definitely
answer that question offhand. T would have to get the figures for you
if they are available. .

Senator Tarr. The general purpose of these Bretton Woods agree-
ments is to put up $6,030,000,000 of our money, along with money from
various other nations, to loan to countries that need it. T thinlk it im-
portant for the whole picture that we know how much is going to
those conntries by other methods than the Bretton Woods agreements,

Mr. Aceeson. As I understand the situation at the present time, so
far as the Soviet Union is concerned, lend-lease is not being used for
the purpose you have in mind.

Senator Tarr. At any rate I think we are entitled to know the kinds
of things that are going to Russia to the end that we may properly
evaluate the legislation we are considering here. I think, Mr. Chair-
man, we ought to have a list of the kinds of things that are going to
Russia, and approximately in what volume. And I think we ought
to have the same information as to the Belgians, the Dutch, and the
British, because nearly all of it, as T see the picture, is distinctly post-
war reconstruction. % think we ought to have a list of the things
that are going forward, so we may judge whether they are really for
war or are for postwar reconstruction.

Mr, AcursoN. I think in the last report of the Lend-Lease Adminis.
tration you have that brought up to the 31st of March.

Senator Tavr, The reports of the Lend-Lease Administration are
very much in the naturc of propaganda. We do not get informa-
tion in detail. For instance, they never give the exact kind of things
going to France, Britain, and so on. It is all lumped together, ac-
companied by pictures, and they do not furnish anything in deta’l. I
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think we ought to have a list of the lend-lease, and anything else, go-
ing now to Europcan countries where there is no war today, and ap-
proximately the volume in which it is going. I think we ought 1o
have that information, and must have 1t before we can pass intel-
ligently upon how much of the Bretton Woods agreemenis 1s needed.

The Criairman. I am sure the Secretary of the Treasury will give
us that information. :

Mr. MoreeNTHAD. Surely.

('The information referred to appears on p. 450.)

Senator Tarr. Very well. That is an entirely satisfactory response.

Now, there is one other question: What about the recommendations
that have been in the offing for the Export-Import Bank of Washing-
ton. Can you tell us, Mr. Secretary, what legislation the Govern-
ment. is going to ask for the Export-Import Bank of Washington?

Mr. MorarNTHAU. The most recent information,.or I will say con-
versation was one I had yesterday with Mr. Clayton. I understand
from Mr. Clayton that they will shortly introduce a bill in the House
pertaining to the Export-Import Banlk.

Senator Tarr. The present capital of that bank I believe is $700,-
000 000.

Mr. MoroeENTHAT. Yes, sir.

Senator Tarr. Will that be increased to $2,200,000,000 or something
of that kind ?

Mcr. MorernTEAT. That figure has not yet been settled in the execu-
tive branch of the Government. Itis under discussion now.

Senator Tarr. But that bill will probably be intreduced before this
commiftee passes on this legislation.

Mr. MorcextHAT. From the conversation I had with Mr. Clayton
I think it will be introduced tomorrow.

Senator Tart. Is the Export-Import Bunk going to make loans
directly to governments only, or in some cases to others?

Mr. MorcExTHAT. As you probably noticed, I was conferring with
Mr. Acheson just to be sure that my information was accurate. They
could make loans directly to governments, but the normal process i
to underwrite American exporters and importers.

Senator Tarr, I understand you to denounce direct loans in your
prepared statement. You say:

International menetary and finaneial problems have been & soutrce of conflict
for a generation. We must see that after this war they do not become the
basis for new conflicts. That will be possible If international trade and invest-
ment are put on a business rather than a politieal hasis.

Again you say:

The Brelton Woods proposals give us the opportunity to decide whether inter-
national rrade and investment will be earried on through private enterprise on
the basis of fair currency rules or through governments on the bagis of bilateral
agreements,

Is not that just what the Export-Import Bank is going to do, make
bilateral agreements that will carry on this trade?

Mr. MorcexTHAU. But that is with reference to some of the shorter
loans, loans for from 3 to 5 years, we will say, that the Export-
Import Bank would participate in those, But with loans running
from 20 years to 30 years for public utilities, that require a long time
to repay, those would be conducted by the world bank.

Senator Topey, Isit not a fact when the House Committee on Bank-
ing and Currency considered this bill Mr. Wolcott, the ranking mi-
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nority member, spoke of the Expert-Import Bank and recommended
an increase for the prime purpose of a distinetion between short-term
and long-term loans over there?

Mr. MorGenTeaT. That is quite correct.

Senator Tarr. Do T understand that the Export-Import Bank is to
be limited to short-term Toans? )

Mr. MorgentaAU. That is my understanding.

Mr. Acursox. Not altogether,

Mr, MorerNTHAU. Will you let Mr. Acheson answer that question?

Senator Toery. Their loans would be short term in comparison with
loans for, say, 40 or 50 years?

Mr. Acumson. Yes, sir; shorter than that.

Senator Torey, There 1s a distinction between the two?

Mr. Acursow, Yes, sir,

Senator Tarr, Is 1t not possible that we can use that power for
making loans on a pelitical basis, and that that will encourage other
nations to make loans on a political basis also?

Mr. AcuesoN, The Secretary has asked me to take up there.

Senator Tarr. All right. _

Mr. Acmesox. The comparable bilateral arrangements to which 1
think you refer, Senator Taft, are those by which you channel trade
between two countries. In other words, barter arrangements, That
is not the purpose of Export-Import Bank loans.

Senator Tarr. You say “foreign loans might then be arranged on
a political basis. This could only mecan the rule of power politics
in international economic relations.” T take it with the Export-Im-
port Bank it is all right for us to engage in power politics byt it is
not all right for other pcople to do so. Or do you think we are so
noble we won’t 50 engage in power polities?

Mr. MorcExNTHAU. I do not think that refers to the same thing,

Senator Buteer. Mr. Chairman, in connection with the request made
by Senator Taft for a list of the articles that are being furnished by
us under lend-lease to various Eurepean countries, I would like espe-
cially for the principal items of food and the amounts thereof to he
indicated in such a statement.

The Crairmax. All right.

Senator Burier, Mr. Secretary, on page 2 of your statement you
say:

Between 19258 and 1938 the value of our exports fell by nearly one-half, while
world trade fell by one-third.

Did not the Reciprocal Trade Act become effective in 1934 ¢

Mr. MoreExTHAT. If you say it did, I am sure that is right.

Senator Butuer, I am quite certain it became effective in 1934,

Mr. MorgeENTHAU. Yes, sir; I am so informed. '

Senator Buteer. I wonder what kind of explanation you can make
on the fact that our export and import business would drop more
rapidly than that of other countries of the world at a time when we put
into effect the Reciprocal Trade Act.

Mr. MorcENTHAT. In the first place, T was referring to the years
prior to the time when the reciprocal trade agreement went into effect
and when it did go into effect we could not negotiate very promptly all
trade agreements. I have some facts on that if you care to hear them.

Senator Burrer. All right.
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" Mr. MorcenTiiau. During the past 11 years reciprocal trade agree-
ments have been concluded with 28 countries, including 8 out of 10
of our best customers. That is for 65 percent of cur trade. OQur ex-
ports to trade-agreement countries rose by 63 percent, and to non-
agreement countries only 32 percent, from 1934 to 1938. Our imports
from trade-agreement countries increased by 22 percent, and from
nonagreement countries only 13 percent. .

Senator BuTiEr, But the fact remains that the foreign trade of
other countries rose more rapidly.

Mr. MorerxTaaw. That was prior to 1934,

The CuamrmaN. Any other questions?

Senator Fuisrigar. With particular respect to the statement on
page 3:

This country bhas the greatest interest in seeing that international trade and
invezstment are defermined by economic and not by political considerations.

It occcurred to me that before the war we did business with such
countries as Japan and Spain without any regard to political con-
siderations. It does not seem to me that in the future we can isolate
the economic from the political; and in stating several times that this
must be done on an economic basis without regard to politics, that is
not quite correct,

Mr. MoraeenTHAT. The discussion at Bretton Woods——

Senator Fursricar. Is not this a part of the political international
arrangement? In other words, let us assume we are not going to
have an international organization, in the political field would you
say this particular scheme should go forward? .

Mr, MorecEnTHAU. Senator Fulbright, the discussion at Bretton
Woods was based on the economic needs of a country and not on the
political needs. And the thought all through the discussions was, par-
ticularly as affecting the small countries, such as Greece, Czecho-
slovakia

Senator FureriguT. And the Argentine and Spain.

Mr. MoreenTHAU. I did not put them in, ]
I Senator Furericar. But you will be faced by that situation, is what

mean.

Mr. MorcExTHAT. T can only report to yon—and the two American
delegates that are sitting here at this committee table can either affirm
or deny what happened—but the thought was——

The Cuamman. T have just checked with Senator Tobey, and neither
one of vs heard any politics at all at Bretton Woods,

Mr. MoreeNTHAU. The thought was that those countries could come
to n world bank or a world fund and get their financial needs taken
care of without having to sell their political souls. And that was
the whole idea. T am sorry, Scnater Fulbright, but I would not be
honest if T did not stick by my guns on that, and that is my conception
of Bretton Woods. These are to be financial institutions run by finan-
cial people, financial experts, and the needs in a financial way of a
country are to be taken care of wholly independent of the political
connection. -

Senator Furerient. Then if this country has no foreign policy and
blunders alon%1 as it did for the last 20 years, you would go ahead and
finance, say, the Argentine, regardiess of what you thought it would
do, and the same as to any other country,
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Mr. MoreEnTHAU. You put me in an embarrassing position, but I
will have to answer,

Scnator Furerienir. I do not mean to embarrass you, but do want
to know what the idea is,

Mr. MoreExTHAU. I understand. But I will go through with it:
If the Argeniine was a member of the bank and the fund, and she
needed certain financial help to meet her requirements, being a member
her requirements are to be taken care of independent of her political
ideology. I choked on it, but I went through with it.

Senator FoLericut. It seems to me that is going pretty far, and I
do not quite agree that that is a sound policy. :

Mr. MorgeNTHAU. That is in the record, too.

Senator Fursricnt, It would seem to me that it means the fund will
have no relationship to the State Department. But let us assume the
State Department does develop some consistent policy in foreign rela-
tions, I cannot help but believe that our financial policy should be
subservient o the political policy as established in the State Depart-
ment. It does not seem proper that our various relationships with
other countries should be conducted entirely separate from and without
any regard te other relations. -

Ir. MorcENTHAT. I would rather not answer that on the record.

(Thereupon there was discussion off the record.)

Senator Tarr. I should like to know how you can say their require-
ments will be taken care of regardless of what may be done by 0?21181‘5.

Mr. MorcextHAU. I do not know about that.

Senator Tarr. We have only 27 percent of the votes in the fund,
and 30 percent in the bank. Or it is somewhere between 27 percent
and 34 percent. How can you say what will happen? Supposs
Russia should violently object to a loan to the Argentine, do you
think the board would have the right to go over their head?

Mr. MorgENTITAT. All that T was trying to say, Senator Taft, was
the spirit evidenced at Bretton Woods in regard to how the hank and
the fund should function. All the discussion was on the economic and
finaneial requirements of those countries. And, as Chairman Wagner
has said here, at no time was a question raised as to the political
ideology of a country.

Senator Tarr. Do you think when a board is set up, composed of
the great nations and the small nations of the world, they are not
going to be affected by politics about the making of a loan to a nation ?

Mr. MorceNTHAD. I am repeating myself on this, but the insti-
tutions will carry out their work as far as it is humanly possible to
do it—and it depends on the people running it—on a strictly business
basis.

Senator Tarr. We may be as noble as we are pleased to hope we
will be, but what justification is there for the theory that the English,
the Russians, and other people will take that position? Aren’t they
going to use any weapon they have for their purposes in Europe?

Mr. MoregexTHAD. Gentlemen, T hope you will believe I am very
sincere. I think in these things like Bretton Woods we have to
assume the nations of the world have learned something while goinﬁ
through this bloody war we are just emerging from in Europe, an
that we have the right to assume as between nations there is going
to be & new conception of dealings one with another. If there is not,
the world is lost.
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Senator Tarr. I certainly would be glad to be able to join you in
that hope. But I think it hard to imagine having an international
body of this sort free from politics resorted to by people sitting on
the hoard.

Senator FuLerierrr., I don’t see why it should be. I think politics
is not such a disreputable thing that it cannct be accepted in this or
any other international organization, if by politics 1s meant some
regard for the best interest of one’s own country. Take the best
example, Japan; I don’t see why we should not have taken account
of what she was doing in the way of trade before the war. Appar-
ently politics didn’t enter into it at all. It was a strictly commercial
proposition. If they could afford to pay for scrap metal we would
sell it to them. That scems to me to be a very stupid policy.

Mr. MoreexTHAT. I happen to agree with you, but I am only
Secretary of the Treasury. ’

Senator FurrrierT. This statement, I assume to be represented by
not only your own view, but that of the administration.

Mr. MorernTHAT. That is correct.

Senator Furerisur, Therefore, .I don’t think the administration
should say we are not going to have any consideration for politics
in varicus countries. It seems to me to be perfectly proper to say,
“Yes, we are, but we are going to try to be intelligent about it.” That
does not mean we are going to try to control Europe’s internal poli-
tics. That is quite different from saying that all the internal affairs
of a country is of no interest to us, which seems to me also rather

stupid. .

é::nator Topry. Mr. Secretary of the Treasury, I would like to read
here from the agreements, article IV, section 10:

Politieal activity prohibited. The bank and its officers shall not interfere in
the political affuirs of any member; nor shall they be influenced in their de-
cisions by the political character of the members concerned. Only economie
considerations shall be relevant to their decisions, and their considerations ghall
be weighed Impartially in order to achieve the purposes stated in article I,

Senator Tarr. Mr. Secretary, may I ask one more question?

Mr. McreenTaaU. Please,

Senator Tarr, You say that foreign loans might be arranged on a
political basis. Of course, there is nothing to prevent other countries
making any foreign 16ans they please, I assume. You say:

If private investors abroad will not lend the necessary capital on reasonahle
termg, countries will be forced to seek help in other ways, Foreign loans might
then be arranged on a political hasis. This couldl only mean the rule of power
politicg in international eeonomic relations. I repeat, the businessmen of this
country do not want to do business that way. The extensgion of these tactics
must be in the end the domination of international trade and investment by
governments. -

I do not guite see why the establishment of the fund and the bank
do not mean the domination of international trade and investments
by governments.

Mr. MorgexTHAU. Well, what was meant by that statement, Sena-
tor, and I can see where it could be misunderstood, is that, lacking the
banl and the fund, loans would be negotiated between governments
for strictly political considerations. T mean these smaller countries
desiring loans would have to go and call on their more powerful neigh-
bors, and the governments would work out their needs as they have in
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the past, their financial needs being a small consideration as com-
pared with their political needs,

Senator Tarr. I don’t see why a small nation cannot go, anyway,
to the bankers and others and other governments and ask for loans,
Imt what seems to me clear is that you set up a bank like this; it is
the bank that is going to decide whether Rumania gets a loan that
perhaps Russia will want, or whether Spain will get a loan that per-
haps England wants. It seems to me that the bank has more power
and there is more opportunity for the domination of international
trade and investment by governments through the setting up of these
organizations than if they were never set up.

Senator Toeey. Don’t you think the distinction is this

Benator Tarr. Don’t you think the Secretary might answer the
questions? .

Senator Tosry, Well, I thought maybe I could help him, but there

~is a difference. 'We do not propose under this agreement to carry on
international trade and investments, We propose to stimulate inter-
national trade and investments, There is quite a distinction. It is
the difference between being entrepreneurs of international trade and
of trying to stimulate an international trade. That is what we seek to
accomplish,

Mr. MoreeNTHAU. T accept your answer if Senator Taft does.

Senator Tarr. It sectms to me that by this bill your bank is going
to have the power to decide whether this country is developed or
whether that country is developed, whether this country can success-
fully trade or that country can successfully trade.

After all, the amount of this fund is going to be pretty limited.
Yon are going to have to pick and choose. I think they can just
dominate international trade through their control ¢f loans just the
way we are charging that the bankers and Wall Street are domi-
nating trade in the United States. That has been the charge that
has been made for years. I don’t see how this is going to be very
different.

Mr, MorcEnTHAU. I would have given anything if you had been
with us at Bretton Weods, It would have been most helpful.

Senator Tarr, I think you would have regretted it in the end,

Senator Torex. I think he would have been a changed Robert Taft.

Mr. MorerNTHAD. I say it would have been helpful because to have
gone through that conference there for 3 weeks and seen the appronch
that the various representatives of governments made to this proposi-
tion was almost like a religious revival, and T repeat myself when I
say that we have to have a new conception of dealings between gov-
ernments, I think what happened there at Bretton Woods certainly
gave me the impression and belief that we have fought this war for
something. If we cannot go on in a new faith and a new confidence
as between governments, well, then all that has heen happening in
the last 5 years is just a tragedy. I think if you had been there you
would have felt this spirit which honestly existed. I can only say
that Senator Wagner and Senator Tobey, who were there, could
probably express it better than I could.

Senator T'arr. I cannot argue the question of religious revival with
the Secretary. However, there is one other question I would like to
ask. That 1s, the question of the general purpose of this is to in-
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crease International trade. Is the purpose affected by the fact that
Japan and Germany are practically out of international trade? Didn’t
they have a very large volume of international trade before the war?

Mr. MorgENTHAT, No. That is a general misunderstanding, if
you dont mind my saying it. I haven’t the figures here, but %}er-
many’s trade was 1n a limited number of articles. I would be glad
to furnish those statistics, but continental Europe can so easily pick
up Germany's export and import trade that the disappearance of
it will never be noticed.

Senator Tarr. Well, it seeems to me—I den’t know—I have no par-
ticular view as to what ought to be done with Germany or Japan, but
it seems, as far as I can see, from the ideas that are current, that
whatever increase we might gef in infternational trade by this and
other means is going {o be more than balanced by what we lose in in-
ternational trade figures after completely eliminating (ermany and
Japan,

In other words, we say we have to make these people prosperous so
they can buy our goods, but in Germany we say that we must make
them absolutely flat so that they cannot buy our goods. It seems to
me the two policies are practically contradictory.

Mr. MorgexTHAU. If Germany is to be deindustrialized, as I hope
she will, and made self-sufficient for food, clothing, and the simple
requirements needed to maintain the people oo a basis of a standard
of living not to exceed that of her neighbors, all of the studies which
we have made show that her former position in world trade, in the
export and import fields, could so readily be absorbed by just con-
tinental Europe, not including England, that it never will he missed.

Senator Tart. I cannot see how you can take 130,000,000 people
of the most highly industrialized nations in the world, or among the
most highly industrialized nations in the world, and just bar them
out from all international trade without substantiaily contradicting
and to a large extent nullifyving any good that may come from the other
agreements. I cannot understand how you can do more than hope to
adjust and make that up. '

Mr. MorgenTHAT, If you had the time to spend an afterncon or an
evening I would be very glad to come to your office and put all these
figures before you.

Germany’s trade before the war and the eliminating of those pos-
sibilities afterward—eliminating her as an exporter and importer.
I would be very glad to come down and go into the thing to just as
great a length as Senator Taft desires.

Senator FGreriGaT. Your views about Germany, with which I
agree—isn’t that a political consideration that induced you to that po-
sition? Tt seems to me that is an exariple of a political consideration
that iz perfectly proper. '

Mr. MoreEnTHAT. I Was trying to give Senator Taft as intelligent
an answer as I could.

Senator ForeriauT, I thought it was an intelligent answer, and 1
say I agree with you. It seems to me it is in the nature of a political
consideration, or that it is somewhat inspired by political consid-
erations.
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Mr. MorgeENTIia. Well, I think it is more inspired by the desire for
peace in the world.

Senator FrunrienT. Well, that is a political consideration. That
is what I mean by a political consideration.

Mr. MorgeNTH AU, If that is what you mean I agree with you.

The CrarrwaN. Are there any further questions of the Secretary?

(There was no response. ) '

The Cmamrvan. Thank you very much.

Mzr. Acheson, how long do you think you will be ?

Mr. AcursonN. I think about 20 minutes.

The Cuamman. All right. 'We will be delighted to hear from you,
as we always are.

STATEMENT OF HON. DEAN ACHESON, ASSISTANT SECRETARY OF
STATE, WASHINGTON, D. C.

Mr. Acuesox. Senator Wagner, and members of the committee,
I would like to talk for a %ew minutes about the general back-
ground which calls for institutions such as those which were put for-
ward at Bretton Woods, and then describe briefly some of the pro-
visions and functions of the two institutions. We have been talking
in the last few minutes about these institutions as though thely were
just ideas which were put forward in a perfectly normal world, and
the question was whether they could be changed this way or that way
a, little bit.

I think it might be well to bring out the actual conditions with
which we are faced in the world, and why we have to have institutions
such as the organization being created at San Francisco, the ones
proposed at Bretton Woods, as well as the trade-agreements program,
and other international institutions.

I would like to talk for a moment about Europe, but what I say
about Europe is equally true of the Far KEast. ‘There is a situation
in the world, very clearly illustrated in Eurcpe, and also true in the
Jrar East, which threatens the very foundations, the whole fabric of
world organization which we have known in our lifetime and which
our fathers and grandfathers knew.

There are living in western Eyrope, in the western European allied
countries, more pecple than live on the North American Continent

- from the North Pole to the southern border of Mexico. There are
180,000,000 people in the countries which are allied with us in western
Europe. That excludes the enemy countries. Those people in the
period before World War I and in the period between World War 1
and World War IX were in a very real sense almost the heart of inter-
national trade and production, They were the heart in the sense that
the operation of their economic life drew into Europe and pushed out
of Europe the goods which furnished over half of the foreign trade of
the world. That 180 000,000 people imporied from overseas—I am
now talking about the international movement of goods—they im-
ported from overseas annually before this war over 140,000 000 tons
of goods, almost a ton per person, which was a great factor in world
trade,

Senator Tarr. Who imported 140,000,000
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Mr. Acrrson. 140,000,000 tons were imported by 180,000,000 people
in the western European allied countries,

Senator Tarr. Yes.

Mr. Acursox. Which is nearly a ton a person. We in this country
imported about one-eighth of a ton per person. 8o you see the relative
importance of the two people so far as world trade 1s concerned. The
whole organization of life before this last war in the European allied
countries was based on overseas trade. It was essential for their life
and it was essential for the life of a great many other areas of the
world : the Far East, the East Indies, the West Indies, Africa, and
South America.,

The raw materials which went into that area of Europe of which
I spoke were turned into manufactured goods and sent out again.
What I want to point out to you is that within a few months after
Hitler crossed the Polish border the entire system of life of that 180,
000,000 people was drastically changed. Not one single solitary ton
ot goods moved from overseas into that area. It was one of the great-
est revolutions that ever occurred in the history of the world.

) Not only did that occur, hut the Germans organized a system in
Europe which turned Europe in on itself and with perfectly amazing
skill made that system work and work so effectively that the Germans
were able to fight all the rest of the world and support reasonably well
the peoples of Europe.

To do that not only was the direction of trade changed, but all of
the institutions for financing, ownership of property, direction of
industry, direction of transportation systems, alrof these were changed
1o create a new European order which for & years occupied the energies
of those people. It was existence on a lower gcale, but it was effective,

‘Within a few months after D-day, we in turn destroyed Hitler’s
system. We destroyed it utterly and completely. The whole Euro-
pean system of production and trade was as completely ruined and as
completely set aside as was the earlier system Hitler destroyed.

S0, when you come to the day of liberation in Europe you find there
180,000,000 people, excluding former enemy peoples, who are com-
pietely flat.  You find that the railway systems have ceased to operate;
the power systems have ceased to operate; the financial systems are
destroyed. Ownership of property 1s in terrific confusion. Manage-
ment of property is in confusion. Systems of Inw have to be changed. -

If you want to get an illustration of what happens in the purely
physical fields you can get it from taking a period of 7 months as a
measuring period. Before this war, to take two countries, France and
Belgium, 1 a period of 7 months imported 29,000,000 tons of goods.
That gives you some measure of the activity of those two countries, -
During the existence of the German system, the German period of
occupation, France and Belgium received from the rest of Europe
during a period of 7 months 7,000,000 tons. This was much less than
before, but still a substantial amount. In the 7 months from D-day to
January 1, 1945, France and Belgium received from all sources a little
lessb{han 500,000 tons of goods. That gives you a measure of the

roblem.
P The Crarvan. Was that mainly food?

Mr. Acueson, That is everything; whatever they got; food and
railway equipment—whatever else could be brought in. Now, of

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



BRETTON WOODS AGREEMENTS ACT 21

course, that was a very unusual period because a war war going on. 1
cite it to indicate what has happened to the industrial and social life
of Europe. It has come to a complete and total standstill. All stocks
of goods have been used up. There is no coal. The railroads cannot
move. 'There is ho power. The financial systems are in disorder. The
ownership of properties and management of properties all are in dis-
order. To a very large extent the same thing is true of the Far East,
That is the kind of a world for which institutions have to be provided,

Senator Tarr. Wouldn’t shipping do a lot more good than institu-
tions? Isn’t the reason they haven’t got money is they haven’t got
ships? France has a gold balance in this country.

Mr. Acnrson. Yes, they have gold balances.

Senator Tarr. The only reason they haven’t any imports is because
they haven’t any ships?

Mr. AcuesoN. No, I think it is more than that. If I may go on,
Senator, I would like to finish what I have to say and come back to
these questions.

What I want to point out to you is that this is not an easy thing,
such as Senator Taft just suggests, but it is something which 1s strik-
ing at the very roots of the production of goods, the transportation of
goods, the furnishing of credit, and the consumption of goods.

What is not at all unlikely to ocenr if drastic steps are not taken has
occurred once before in history. When things are very close to us they
do not seem to us very important or very significant. When you lock
at some similar situations long years back, you see what can happen.
Once before the world was cut 1n two as our world has been cut in two.
That was at the time of the Moslem conquests in north Africa and the
Fast. Between 632 and 732 the Moslems split the known world com-
Pletely intwo. They conquered all the provinces of the Persian Empire
and of the Fastern Empire, all of north Africa, all of Spain. They
were finally stopped in France at Poitiers in 732. The Mediterranean,
which had been the connecting link in the then known world, the high-
way of trade, fell into the hands of the Moslems, What immediately
happencd, and what went on for the next thousand years, was that
Europe was turned in on itself, The empire of Charlemagne had fo
turn nerth, toward the North Sea and toward Germany. It was cut
off from the eastern empire, was cut off from world trade. There
being no trade, towns disappeared. There being no towns and no
money, the state disappeared as an institution. There were no treas-
uries. There were no public works. There was 1o investing. There
was ho private industry, There were only two things in Europe to
which Europe could turn at that time and those were land and labor,
and, cut off from the rest of the world, it took Europe a thousand years
to get back to where it had come from before.

Now that you may regard as an overdrawn picture. I assure you it
is not overdrawn at all, and unless the strongest and meost vigorous
steps of an institutional character are taken to bring about collective
action and collective security in the economic,dpolitical, and monetary
fields, you may very well have a Enrope turned in on itself attempting
to organize itself on the hasis of the two enduring factors, land and
labor. How would they.go about even attempting to function in the
field of international trade and internationaf finance? They would
have to do it without outside help, by resorting to all the methods which
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the Secretary of the Treasury has just told you about. They would
have to engage in the most narrow forms of bilateral arrangements,
clearing arrangements, exchange controls, multiple currencies, and
every sort of economic warfare arrangement.

Except for France, the European countries are practically without
foreign exchange or foreign funds of any sort. They would have to
indulge in every kind of a restrictive practice to force their exports
on other people and to get such imports as they vitally needed.

It is in dealing with that situation that the two Bretton Woods
institutions are important and essential. The two institutions are the
fund and the bank. The fund attempts to set up the environment in
which these restrictive practices will be done away with and by which
the monetary mechanism is set up which permits those practices to be
done away with. The bank sets up an institution by which loans can
b? made and devastation can be repaired and development can take
place. o

Now, the fund, as has been sald many times, is a series of promises
and the means by which those promises can be carried out. "What the
fund attempts to do is to say to its members. “We ask you to undertake
four promises and we will give you help in carrying out those four
promises. The first promise is that you will define your currency in
terms of gold. In other words, you will define your currencies in such
a way that there will be an established and understandable and fixed
relation between all the currencies of the world, so that they will not
fly, in terms of one another, all over the range of value.”

Senator Murnoce. Would you permit a question there?

Mr. AcuEsoN, Yes, sir.

Senator Murnock. We have recently found, in this country, that
notwithstanding the fact that we hold, as I recall the figure, about
three-fourths of the monetary gold of the world, that our gold hold-
ings are not sufficient to maintain the 40-percent reserve ratio. We
have found it necessary to recently cut that from 40 percent to 25
percent, I am wondering if the entire gold monetary holdings of the
world are sufficient to adequately base this international monetary
system that is contemplated by the fund.

Mr. Acmrsow. Very possibly not, Senator Murdock. If this ar-
rangement contemplated a 40-percent coverage of the currencies of
the world. the answer would be clearlv. “No.” We do not do that.

Senator Murpoox. T disregard the 40 percent. T am wondering if -
it iz sufficient even to maintain it at 25 percent.

Mr. Acarsox. This plan does not contemplate any percentage basis.
What I am talking about is defining their currency in terms of gold,
I am talking about defining them in the terms of a common denomi-
nator, so that there is some common denominator that will relate to
the frane, to the pound, to the peso. If currency is defined in terms.
of gold then you know what it is in relation to the other currencies.
That is the importance of this fund.

Senator Murpock. Then you deem it, as I have followed you, ahso-
lutely essential that the currencies of the world be tied to a common
denominator.

Mr. AchrsoXN. Yes, sir.

Senator Toprv. Of course, what Abe really means is if there is not
sufficient gold there is plenty of silver to augment it,
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Senator Murpock. The distinguished Senator has anticipated my
next question. I am wondering now why, in the face of the fact
historically we have had two methods which have been used as common
denominators throughout history, or, at least for a long period, it is
rather difficult for me to understand, and especially is it 8o in view
of the present gold situation, which necessitates our reduction of gold
reserves, why we do not in this fund set up, that we are about to estab-
lish internationally, bring into the picture the other metallic money
which has heen used down through history and which is in present.
day use by hundreds of millions of people,

Of course I have in mind silver: and I hope that as the discussion
proceeds that someons familiar with the situation and sponsoring this
great international organization, or organizations, will tell me why
we dont’ facilitate those institutions by using not only gold, but what-
ever silver is necessary to supplement the lack of it. I don’t ask the
present witness to do that, but I hope that someone along in the dis-
cussion will do that for me. I am sure that other members of the
committee might be interested.

Senator Mrruirin. I should like the honor of joining you in that
request, or that hope.

%enator Murbock, I am always honored to have the Senator from
Colorado associated with me, and I hope that somebody will tell us
that before the discussions are ended.

Mr. Acurson. I am sure somebody will, Senator Murdock and Sen-
ator Millikin. It is clearly not within my field or not within my
knowledge so that I cannot do that.

Senator Tarr. Do you think this is a system based on gold or any
other metal, Mr, Acheson?

Mr. AcursoN, ¥ was trying to point out to Senators Murdock and
Millikin what we are talking about here is defining currencies in
terms of gold, not the use of gold as a cover or a basis of eurrencies,

Senator Tarr. Well, I recall reading a statement somewhere by Mr,
Keynes in which he said he was just the opposite of the gold standard,
which I took to mean that it was purely a managed paper-money
currency that was contemplated under the fund.

Mr. Acarson. Can we leave that until we get the situation before
us a little bit% It seerns to me those are just questions of words, ques-
tions of how you want to describe something or how you want to
stress various important factors of it.

The Caamman. We will have a witness that will deal with the sub-
ject of gold and silver.

Mr. Acueson, Yes; I am sure you will,

In answer to this matter Senator Taft has brought out, the British
like to say that this is a departure from the gold standard, We like
to say that this resembles the gold standard. Neither one of us has
any differences as to what the plan provides. We differ in the words
we like to use about it. I don’t think a debate throws much light on
the question. It is merely a way of presenting it to people, but the
important factors I want to bring out are that the first thing that the
fund asks its members to do is to define their currencies in terms of
gold. Having done that the funds asks them to do the next thing
which i= to maintain their currencies within 1 percent, up or down, of
that defined value.
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The fund then has currencies which are related to one another in the
terms of a common denominator, currencies which are held at that
relationsbip. It is clear that in all cases you cannot hold the cur-
rencies at that relationship so the fund goes on to its third promise,
which is that if a change in the value of currency is contemplated by
any country it will consult with the fund,

In other words, a change in the value of currency is a matter of
international concern and is not purely a matter of unilateral con-
cern. Members are asked to come and consult if they wish to make
a change. When they consult, under an agreement which gives them
g right to make a change that is within 10 percent, they must consult
first. They must hear the arguments of the other fellow. They must
be able to define what they want to do. They must subject it to criti-
cism, but if the change is within 10 percent they have a right to do-it
without the fund’s consent,

Senator Tarr. You mean they can depreciate their currency 10 per-
cent whether the rest of the world agrees te it or not?

Mr. Acnmrson. That is right, after they consult, after they hear
arguments, and after they have a discussion about it.

Senator BanknEAD. How many times can they depreciate it?

Mpr, Acuesox. Only once; it must be within the 10 percent. Onice
you go beyond that then the second consideration comes into effect.
If the change is more than 10 percent then the fund has to say wheher
it agrees or disagrees. It may agree. If it agrees, all right. The
change can be made. If it disagrees and if the member persists in
changing the value of his currency, then either the member may be
expelled from the fund or his dealings with the fund may be suspended
or curtailed, or the fund may take such action as'it wishes.

Senator Tapr, With one important exception, Mr. Acheson. which
1 think nullifies the whole statement. I read from article IV, sec-
tion 5 (f):

The fund shall concur in a proposed change which is within the terms of C-11I
or C-IIT above if it i satisfied that the change iy necessary fo correet a fuanda-
mental disequillbrium, In particolar, provided it is so satirfi~d. it shall not

oblect to a proposed change hecause of the domestic, sogial, or political policies
of the member proposing the change,

In other words, it can only do so if it is satisfied—
in partieular, provided it is so satisfled, it shall not object to a proposed change
because of the domestie, social, or political policles of the member proposing the
change. '

So, all a fellow has to do is to say, “We are going to rin an unbal-
anced budget,” and immediately you are forbidden to object to a fur-
ther devaluation of his currency; isn’t that correct ?

Mr. Acurson. Noj that is not correct, Senator Taft, and I will tell
you in a moment why not.

Senator MiLLkin, Mr. Secretary, may I ask you a question?

Mr. Acuarson. On the same point as Senator Taft’s question?

Senator Mruiigry., Noj it is not.

Mr. AcresoN. Perhaps I had better answer Senator Taft’s question
first, then. I thought you had one on the same point.

The provision you read, Senator Taft, is nct in any sense whatever
an instruction to the fund that in considering a request for a chance
it shall agree to the request. If it is necessary to correct a funda-
mental disequilibrium, in other words, if the value of the currency has
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been fixed at a point which cannot be maintained because costs have
increased in the country or because they made a wrong guess, or what-
ever reason it may be, and if therefore it is necessary in order to cor-
rect that unbalanced situation that the currency be revalued, then the
fund must agree to it. Obviously it must. It would make no sense
not to. The agreement goes on to say that, in considering hat ques-
tion, the fund shall not oﬁj ect because of the social or political policies
of a country. .

The reason for that is very clear. The reason for thit is that coun-
tries which wish to have a social security system or whatever systems
they wish, are entitled to have those systems, hut if those systems
affect their internal conditions so that costs do increase and the value
of their currency is then thrown out of relation with ot her currencies,
that is a disequilibrium which must be corrected.

There are only two ways in the world to deal with shat. BSuppose
Great Britain wishes to have the Beveridge system. Cireat Britain is
not going to subject the Beveridge scheme to the veto of any other
country in the world. And neither would we if we ~vished to push
our social security system further. We would insist on the right to
do it. There cannot bhe any international system that says you can-
not do that if the nation wishes to do it.

Suppose doing that does increase your costs in your country and
you are therefore at a disadvantage in the foreign imarkets of the
world, and a change in the value of your currency is necessary. There
are only two ways of dealing with that situation. One of them 1s to
say we will make the change because costs are higher in the country
and nobody is injured by the change. It merely prts the country
back in the position it was before the change. There 15 no harm done
to any other country in the world. That is one way of dealing with
it and that isthe way the fund proposes to do it.

The other idea is that held by the extreme advoca:es of the gold
systern prior te World War I, who felt that there was something fun-
damentally wrong and wicked in changing the value o your currency
and therefore that nation which wishes to go forwarc. with a social-
security system must lose its foreign markets; must Fave unemploy-
ment at home ; must have all its business and industrial organizations
going through the wringer, finally having a great fall in prices and
then regaining its foreign markets. That method is a method which
the nations of the world will not tolerate. Maybe they should. May-
be it is wrong, but the facts of )ife are that they wor’t stand for it.
That is what this provision deals with,

Senator Tarr. May I state, as I understand it, in the first place,
one of the purposes of this whole thing is to protect people from com-
petitive devaluation of their money.

Mr. Acurson. That is correct.

Senator Tarr. When we come to the actual provisions in the first
place they can depreciate it 10 percent without anybocy objecting?

Mr. AcHesoN. Yes.

Senator Tarr. Secondly, they may depreciate it if i1 doesn’t exceed
a further 10 percent, but in that case the fund may either concur or
object, but shall declare its attitude within 72 hours if the members
so request. In the third place—

if the proposed change is not within I or IT above, the fund riay elther concur
or objeet, but shall be entitled to a longer period in whiek to declave its attitude,
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That is, they may depreciate it 50 percent and the fund may either
" eoncur or object, but shall be entitled to a longer period in which to
declare its attitude. ) _ _

Now, on top of all that, on the question of how effective this is, it
says— '

The fund ghall coneur in a propesed change if it is satisfied that the change
fs necessary to correct a fundamental disequilibriuvm. In particular, provided
it is so satisfied, it shall got object to a proposed change because of the domestie,
social, or political pelicies of the member proposing the change.

Well, we can say that no substantial fundamental disequilibrium
has ever occurred in any nation except as a result of its social or
political policies. By putting that in there the fund is barred from
objecting to any devaluation of the currency, I don’t think there is
anything that can be peinted to that is not a result of the social or
poﬁtical policy of the member proposing the change. They may put

up tariffs, They may refuse to take any imports. They may adopt
any policy they want to that throws them out of balance and the fund
immediately is barred from objecting to devaluation of their currency,

Mr. AcuEsoN. No; there is a most complete and. absolute non
sequitur in your statement, Snator Taft, which is that because you
cannot object to something on account of social and political consid-
erations, therefore you cannot object to any devaluation. Now, that
is a complete and total non sequitur,

Senator Tarr. I say any request for a i0-percent devaluation is
bound to be a result of social and political policies that they do not
want to change,

Mr. Acugeson. If there is a fundamental disequilibrium, in other
words, 1f whatever the nation has done has brought about a situation
where it must change its currency to remain in the same position it
was before, no one in the world is injured by that change,

Senator Tarr. But it doesn’t prevent one of the big purposes of the
fund itself here, to prevent devaluation of currencies. It absolutely
permits any devaluation of a currency in any nation as a practical
matter. '

Mr. Acursox, You just keep on saying the same thing. It is not
true at afl.

Senator Tarr. Well, I can read English. That is what it says.

Mr. Acuxsox. The purpose of the fund is not to prevent any deval-
uation. It is to prevent competitive devaluation. It is to prevent
countries from getting advantages by devaluating. It is not to prevent
countries from readjusting difficulties so that after the readjustment
their currency has actually the same value as it had before. That iz
not the purpose of the fund. We are not setting up some rigid gold
system under which nobody can ever change the value of his currency.

Senator Tarr. Yes; but the fund has no discretion. The whole
question 18 whether that country has adopted social and political poli-
cies that it wants to retain that kave brouglit about this fundamental
disequilibrium, Of course, that is how all fundamental disequi-
libriums are brought about.

Mr. Acugson. Well, what of it? Suppose they are brought about
by it. What business is it of ours? _

‘Senator Tarr. Well, you say the purpose of this thing is to control
that situation, but I cannot see where you will have anything that
you haven't got now after this act goes into effect.
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Mr, Acieson. Yes; that is exactly what we will have. 'What we
want to prevent and, under this act, what we will prevent, is competi-
tive devaluations by which the devaluer gets an unfair advantage.

Senator Tarr. Let me say

Mr, Acuesox. Let me finish.

If the devaluer has undertaken social or political policies which in-
crease his costs, then when he adjusts the value of his currency he is
just exactly where he was before. That is not an unfair practice. We
don’t want to prevent it. The fund doesn’t prevent it and nobody is
injured by it, '

Scnator Tarr. You spoke of competitive devaluation. Isn’t that
bound to happen? Suppose France devalues 10 percent. Immedi-
ately Belgium devalues 10 percent. That 10 percent devaluation goes
on until you get every country actually devaluing 10 percent except
our country. Then we come along and under section 7 we change the
value of tﬁe gold standard so that the whole thing is washed out.
Then the thing begins over again with another 10 percent. That is
just on the 10 percent provision, without all the rest of it I have been
talking about.

Mr, Acaeson. What you continually overlook, Senator Taft, is that
we are not permitiing and not contemplating arbitrary reductions——

Senator Tarr. You permit a 10 percent arbitrary reduction,

Mr. Acueson. You have one area

Senator Murbock, Iam very much interested in getting your answer
to this guestion, and I hope you are allowed to answer before you are
interfered with again, : _

Mr. Acuesox. You have one area of 10 percent within which a
nation has a right to change the value of its currency. Everything
has a historical basis and the historical basis for that is the experience
of the British in the twenties. In the twenties the British went back
to a 4.86 pound. The Dritish believed that the troubles which they

ot into after that came from the fact that they guessed wrong. They
%elieve that they should have put the pound back at a figure 10 per-
cent lower, and that unemployment and all their troubles followed
from adhering to the wrong value of the pound. So the British are
absolutely and fundamentally convinced that you cannot look forward
and pick out the exact bull’s-eye at which your currency should be.
They believe that there must be a latitude of 10 percent to correct a
bad guess. That s what the fund provision is in there for. It only
permits one devaluation of 10 percent, and it is only within that area
that a nation has a right to change the vahie of its currencies,

Now, if everybody was ill-disposed, and if everyone wanted to do
just as evil things as he could and did what Senator Taft suggests—
that is, devalued 10 percent—the things Senator Taft contemplates
would happen, I don’t think people will do these things; but, at any
rate, that might occur if everyone acted from the lowest possible
motives and tried to cause harm,

After the first 10 percent valuation, then further devaluations must
be the result of a real change in the position of the nation. You can-
not pull a change out of the blue sky and say, “I want to devalue 10
or 15 or 20 percent just because that will give me an advantage over
my competitors.” ¥You must show that what is happening In your -
country makes your cost bear such a relation to other people’s costs,
that to get bacK where you were you must make a change in your
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currency. The fund will agree to those changes if they are necessary.
That is the purpose of the fund. You cannot say to them, “Well, you
must change your social-security system.” The British were in that
situation once before and they don’t like it. They say, “We are not

oing to stand for it again.” They should net be required to and
they won’t do it. But that doesn’t mean at all what Senator Taft
says that those requirements of the agreement mean. It does not
mean that-anybody may do anything he likes and call it the resalt of
social and political measures. You must show that there is a funda-
mental disequilibrium and the extent of it,

Senator Rapcrirre. Show to whom, Mr. Acheson?

Mr. Acueson. To the fund.

Senator Rapcrirrr. So that the fund has the decision, not the de-
valuer?

Mr, Acugson. That is right.

Senator Tarr. If England wants to change and we cannot avoid
their change, it is decided by a majority of the board vote, is it$

Mr. AcxesonN. By a majority of the total votes; yes.

The CaArstan. The Senators have to be on the floor now.

Mr, Secretary, can you be here at 10: 30 tomorrow?

Mr, Acueson. Yes, sir.

The Cramrmawn, This hearing will be adjourned until 10:30. The
committee will meet at 10:15. We have another matter to consider
outside of this, '

{Thereupon, at 12:15 p. m., an adjournment was taken until to-
morrow, Wednesday, June 13, 1943, at 10: 30 a. m.)
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“WEDNESDAY, JUNE 13, 1045

UNITED STATES SENATE,
CoMMITTEE 0N Banking anp CURRENCY
Washington, D.a.
The committee met at 10:30 a. m., pursuant to adjournment on
Tuesday, June 12, 1945, in room 301, Senate Ollice Building, Senator
Robert F. Wagner (chairman) presiding.
Present: Senators Wagner (chairman), Barkley, Bankhead, Dow-
ney, Fulbright, Mitchell, Tobey, Taft, Butler, Buck, and Millikin.
The Cuarrmay. The committee will come to order, and we will
have the pleasure of hearing again from the distinguished Under
Secretary of State.
Mr. Acussox. Assistant Secretary, You promoted me.
The Cuatrarax: Well, T would like to. Will you continue now?

STATEMENT OF DEAR ACHESON, ASSISTANT SECRETARY OF STATE,
WASHINGTON, D. C.-—Resumed

Mr. Acitesox. Yesterday we were discussing the principles to which
members of the fund were asked to agree before the machinery of the
fund went into operation to help them keep these agreements. The
first one was the one of defining their currencies in terms of a common
denominator, gold. The second principle, is that having defined their
currencies, they were to maintain them within 1 percent of the defined
value. The third principle was that if they wished to change the de-
fined value of their currency, they were to consult with the fund.
They had a right to change once within 10 percent, and thereafter
the fund could express its agreement or disagreement, If the fund
disagreed to a change, then the member could be asked to withdraw or
its operations with the fund could be suspended or curtailed.

I think at the elose of the last session we were discussing the reasons
for the change as of right within 10 percent. Why does the agree-
ment permit members to change their currency once i all time within
10 percent? The reason for that, I think we were explaining, was
that all of these countries who we hope are to become members of the
fund have been off a fixed relation with gold for some 15 years, and
during that time they have had the great changes brought about by the
depression and the great changes brought about by the war. The
will now be asked to define their currencies preeisely in terms of gold,

It would be guite unlikely they could get that definition exactly
right on the first attempt. Therefore, they are given an opportunity
and a right to modify the definition within a range of 10 percent up
or down, but only once. They can only do-that once,

20
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Senator Buck. In what period of years?

Mr. AcresoN, There is no fixed period of time. They can take as
long as they need, Senator Buck.

Senator Tarr. That means you have to regulate every exchange
transaction in the United States in order to see 1t does not vary.
In other words, you are fixing the price of all the foreign money
permanently; is that correct?

Mr. Acugeson. Noj; I do not think you have to regulate every trans-
action. 1 think the transactions will regulate themselves when the
monetary authorities dealing in the currencies define the value.

Senator Tarr. I suggest you have to regnlate the thing, and that
nobody can ever sell foreign currencies to the United States except
under the most complete regimentation and price fixing and control
by a national body rather than an international body; isn’t that
correct.?

Mr. Acmrson. T would think that is not correct, Senator Taft,
The mechanics, I think Dr. White can explain better than T can,
but the principle seems to me perfectly clear that if you have the
Government of the United States and the fund itself dealing in
these currencies freely at the defined values, then it is impossible for
human beings to make any meney doing it any other way.

Senator Tarr. Supposing a Chinese trader came over here and
offered Chinese dollars, or whatever they are calleds

Mr. AcHEsoN. Yuan.

Senator Tarr. And offers Chinese yuan—offers 50 percent of the
fixed price here in New York City; that is a crime, I take it. He
is arrested immediately, and you have a black market in Chinese

uan.
7 Mr, AceegoN. But the point is: Why would he be doing that when
both the fund and the Government would be dealing in Chinese cur-
rency at the fixed rate? :

Senator Tarr. Because the Chinese would have exhausted all fur-
ther power to send yuan to the fund very quickly, and they want
to sell yuan, and they want to get some dollars, They are willing
to do it at 50 percent. 'The Chinese are experts in that sort of thing.
T don’t mean to say anything derogatory about the Chinese, but they
don’t know what a stable currency is.

It seems to me you are imposing here a complete Government
control—something we mever have had before—on the price and
purchase and sale of an important commeodity, namely, foreign
exchange.

Mr. Acmeson. You see, the illustration which you give is one which
is just practically impossible, because if the situation results which
you give as the premise, that they have exhausted their quota in deal-
ing with the fund and people are offering exchange at one-half of
the defined value, obviously the value of the yuan would have to be
redefined. :

Senator Tarr. Why would it be? The general tendency of govern-
ments is to absolutely fix the price first and say that everybody that
violates it goes to jall. The OPA doesn’t change their prices just
because there is a black market in meat.

Mr. Acaeson. We are not talking about a black market in meat.

org/
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Senator Tarr. No; we are talking about a black market in foreign
currency, which is a Iot easier. to conduet than a black market in
meat and more difficult to prevent,

Mr. Acuesox. I think as far as I can go with you, Senator Taft,
ig to say that in my opinion that ig an impossible situation, hecause
it would have been corrected by a change in the value of the currency.

Senator Tarr, I don’t think that answer is true, Mr. Acheson. It
is not the natural thing to do. What are we doing today? We are
maintaining the price of the franc in France at twice its value and
making our scldiers over there buy at that increased price for every
French product they buy—twice as much as they ought to pay.

Mr. Acugsoy, That is the very thing that the fund and this.whole
mechanisin 1s designed to correct. The fund will not undertake to
operate In a currency which is so grossly misvalued as the franc is.
We just wouldn’t do it.

Senator Tarr. Nevertheless, it is a fixing of the price of foreign
currency in the United States, and you have to pass a law making
it a crime if you deal in foreign currency at any other price.

Mr. AcmesoN. That is not true. It just doesn’t become true by
your repeating it.

Senator Tarr. Why not?

Mr. Acnmrsox. Because, in the first place, nobody is required to
maintain a currency which is as absurd as the one you have sug-
gested. You would not have begun with such a currency. You
would not have maintained operations in it. It would be contrary
to the whole purpose of the fund.

Senntor Tarr. May I suggest China is a member; has a quota; it
is in the fund today. You are going to agree on a price. Whatever
p&ice you agree on, 6 months after that, that price may well be away
off.

Mr. Acmeson. China is not in the fund today. The fund has not
been established. Nobody can come into the fund until the fund
agrees to the price of the currency, Nobody would agree with the
Chinese on a price such as the present official value. You assume
that everybody does the most stupid possible thing and then that all
these results will follow.

Senator Tarr. This agreement sets up an international! body that
fixes the price of foreign currency in the United States and places
every transaction under the law, necessary compliance with the law,
with the penalty of going to jail if you disobey it. _

Mr. Acumeson. There is no penalty of going to jail. There is a
provision in the agreement which says that contracts in foreign ex-
change which are contrary to the provisions of the fund shall not be
enforceable in any of the member countries. It doesn’t say anything
about going to jail or anything else. You simply cannot enforce in
any of the member countries a contract in foreign exchange which
is contrary to the provisions of the fund,

In arder for a country to come into the fund it must define its cur-
rency in terms of gold, so that you avoid the very situation of fact
that you assume. If the definition is wrong, it ean be corrected
within 10 percent. If greater correction is required, you must do it
by agreement with the fund.
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Senator Tarr. T want to suggest another situation. That is the.
provision regarding capital transfers. You will have to determine,
won't you, in practically every case, whether it is a capital transfer
or a current transfer—whether the exchange transaction is for cap-
ital purposes or for current purposes?

Mr. Acueson. No.

Senator Tarr. Why not?

Mr. Acueson. Because in most cases it doesn’t make any difference.

You don’t care what they are. The only point which you are driving
at, I think, is that the fund says that the members may not come to the
fund for assistance in correcting maladjustments which come from
flights of capital. If the fund so requests, a member from whose coun-
try there is a flight of capital must take steps to prevent it. So, if
there is a flight of capital from some country, the fund asks the mem-
ber to stop that or else they will suspend its dealings with the fund.
If the member does not want to stop it, it does not have to, but it
cannot continue to come to the fund if it does not stop it.
! Benator Tarr. And in order to determine whether there is a flight
of capital or whether it is a current transaction, you have to examine,
it seems to me, every exchange transaction in that currency and decide
whether it is a transfer of capital or a current transaction.

Mr. Acueson. The country from which the flight of capital is going
on will take steps to stop it.  You won’t have to examine every trans-
action. It i3 perfectly simple to catch the main items which constitute
a flight of capital. It is not a difficult thing to do.

Senator Tarr. I would like to just read from Lord Keynes’ state-
ment on the subject:

Not merely as a feature of the transition but as a permanent arrangement, the
plan accords to every member government the explicit right to control all egpital
movements. What used to be 2 heresy is now endorsed as orthodox, In my own
Jjudgment, countries which avail thewselves of this right may find it necessary
to serutinize all transactions, so as to prevent evasion of ecapital regulations.
Provided that the innocent current transactions are let throngl, there ig nothing
in the plan te prevent this. In fact, it is enconraged. It follows that our right
to control the domestic capital market is secured on firmer foundations than ever
before and is formally accepted as a part of agreed infernationul arrangements,

The point T want to make is that it seems te me not only is it per-
mitted to the government but, in order to carry out the functions OP the
fund, I think they have to control the capital movements and will find
it necessary, as Lord Keynes says, to scrutinize the transaction so as to
prevent the evasion of capital regulations.

Mr. Acuseson. I think you just happen to be wrong about that,
Senator Taft. As Lord Keynes says, it is a right which is given to
the country. It is alse something they may be called upon to do if
there is flight of capital and if they still wish to come to the fund.

Senator Barxiey. Do you suppose there is a possibility that Lord
Keynes objeets to this plan because it differs from his own?

Mr. Acarson. I don’t think he objects to it. T think it deoes differ
from his very widely, but I don’t think he has any objection to it.

Senator Tarr. Oh, no. He is all for IHe likes regulation, He
wants to regulate every capital transaction. That is his philosophy of
government. He wants to regulate every current transaction. He is
enthusiastic about the fund, because it gives him the riglt to do so.
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Mr. AcuxsoN, Going on to the fourth principle, which is that cur-
rent transactions in currencies shall be free. ]11at is one of the great
principles of the fund agreement, that governments shall not put re-
strictions upon the right of their citizens to deal currently in their
currencies; that is, to buy goods and pay for them by services.

Senator Tarr. Provided they do it at the fixed price or within 1
percent of the fixed price.

Mr. AcnrsoN. That they shall not place restrictions on the right of
their citizens fo deal in their currencies. That is a provision of the -
fund agreement, and that is a very important provision of the agree-
ment, because that is the provision which does away with the whole
group of exchange controls, clearing arrangements, multiple curren-
cies, and all the methods which have been used between the two wars
and during the wars to regiment and control trade and financial
movements.

Now, it will be pointed out, I am sure, that this principle does not
go into effect immediately upon the going into operation of the fund.
There is a transition period. Obviously there must be, because all of
these countries at the present time have their currencies under rigid
control. They are in considerable difliculties during the war. It
will take them some time to reorganize dealings in their currencies,

Senator Tarr. It will go into effect against us immediately, but
not against everybody else in the world ; isn't that the condition$

Mr. Aciieson. Noj that is not the condition at all, Senator Taft.

Senator Tarr. Why not?

Mr. Acuaeson. Under the fund agreement there is a period of 3
years during which any nation that wishes to may postpone putting
these provisions into operation. It may continue its exchange con-
trols for a period of 3 years. We may, if we wish. Anyone may, if he
wishes. At the end of the 8 years a country then has to report to the
fund whether it wishes to remove these restrictions or not. 1If it does
not, it is given another 2 years to do it. If it does not do it at the end
of that time, dealings with the fund may be greatly suspended, or
the country may be asked to withdraw.

Senatof Tavr. If I recall, in the first place, it only permits two .
things. We have them. Thereforp we can impose them. So the
fund goes into effect against the United States immediately,

Mr, Acurson. We have a great many restrictions at the present
time.

Senator Tarr. Any that you want to continue?

Mr. Acmrson. No.

Senator Tarr. Becanse we are not in the position where we are a
debtor country and have to continue them, so we open our exchange
market completelv: is that correct? :

Mr. AcaesoN. We do as we want to do, as you just said by defini-
tion; just as soon as possible after the war is over, we get rid of these
restrictions. 'That is what we want to do, and that is what we will do.

Senator Tarr. These nations may not only maintain them, but in
the case of members whose territory has been occupied by the enemy,
they may introduce new restrictions immediately,

Mr. Acneson. That is correct.
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Senator Tarr. So that we may have a lot more restrictions after the
war than before the war under that provision, hecause nearly all the
countries in Europe have been occupied; isn’t that correct?

Mr. AcmesoN. Well, nearly all the countries have been occupied.
‘Whether you will have more restriction after the war than during the
war I think is probably a question.

Senator Tart. It says this goeson for 3 years. T cannot see the rush
about putting this fund through when none of these things are going
to take place until 3 years after it isset up.

Mr, AcuesoN, Of course, that again is one of those associations of
ideas which distract you from the situation., Because you may have
8 years within which to correct something, 1t does not mean everybody
must take 3 years, and obvicusly, the existence of the fund and the
help which the fund offers the various countries will bring these
restrictions to a much earlier end than otherwise would be the case.

Scnator Tarr. May I read what Lord Keynes says:

What, then, are these major advantages that I hope from the plan to the
advantage of this country? First, it iz clearly recognized and agreed that
during the postwar transitional perlod of uncertain duration we are entitled
to reiain any of those wartime restrictions, and speeial arrangement with the
sterling &rea and others which are helpful to us, without being open to the
charge of aecting contrary to any general engagements inte which we have
entered.

So obviously the British intend to make full use of this escape clause,
They are not going to remove any of their relations with the sterling
areq, or any other restrictions under the provisions of this agreement.
Isn’t that correct?

Mr. AcuxesoN. I haver’t the faintest idea of whether it is correct.

Senator Tarr. Don’t you think Lord Keynes puides the policy of the
British Government in the partieular field of exchange?

“Mr. Acmmson. I would say we don’t know what the British Gov-
ernment is going to be until some time next month when they have their
election. Lord Keynes, I presume, would have some influence in any
British Government. What you have read is a statement of Lord
Keynes that the British have a right to do this, and that the right is
very important, and that they should have that right. The British, as
you know, are in an extremely difficult financial position and will be
for some time after the war. They have to exercise the greatest care
and caution in order to get themselves out of it.” Other nations are

oing to be in the same fix, If you look at this whole situation real-
istically I think you will see this is a very great constructive step.
Nothing can be done in this world by ordering a group of countries to
do something, You cannot possibly get an agreement between these
countries that on VJ-day every restriction which has been put into
effect before and during the war will be automatically swept aside.
That is just impossible, and to insist upon it is to insist that we shall
make no progress at all.

What we have been able to do is to work out an arrangement here
which meets the absclutely pressing necessities of all of these countries
for a certain amount of leeway in getting on their feet after the war,
and at the same time set up an institution which points the direction
in which we hope that everyone will go and which gives powerful aid
in going in that direction. That seems to me to be a constructive
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measure, much more so than the suggestion that we throw out the
whole thing because perfection has not been achieved.

Senator Tarr. I am not saying that at all, but you are claiming
that you are removing these restrictions. I say you are not removing
them; that the things claimed for it have been surrendered by these
maodifications without costing us less money.

Mr. Acueson. T don’t think I said what you said I did at all,
Senator Taft. I made it perfectly clear I was pointing out that we
were not removing restrictions immediately; that there was a 3-year
period, with a 2-year additional period during which it could be
accomplished, but the existence of this fund would bring that about
much more speedily than without it. It never would be brought about
without some such institutions as were proposed at Bretton Woods,
and we hoped that the lengths of time mentioned in the agreement
would not be altogether necessary. We hoped it could be done sooner
than the extreme period provided there. That is all T have ever
claimed for it.

Senator Tarr. After this 3 years they report, then they have an-
other 2 years. 8o they have 5 years after the date on which the fund
begins operation. It says any member shall consult the fund as to
further restrictions. There 13 nothing about getting rid of it in
b years.

Si notice Lord Keynes says, “There is a period of uncertain dura-
tion.” Then the fund may if it deems such action necessary in ex-
ceptional eircumstances make reports to any member that conditions
are favorable for the withdrawal of any particular restriction, but
obviously there will be a majority of the Board who have these re-
gtrictions, so I think they certainly will treat with great tenderness
anybody who wants to eontinue them. I don’t see any assurance in
the act you are ever going to get rid of the restrictions,

Mr. Acurson. Well, you are entitled to take that view of it. There
i= no contract signed that on any particular day you will get rid of
them, but, as I say, in a world in which we want to get rid of them
if anybody can suggest a better way of getting rid of them, that would
be fine. This is the best way anybody has been able to think of.

Senator Forsrwnar. Couldn’t you say that that is true of all of
these international agreements? What we are doing is to create
machintry for doing these things, which, if we have intelligence,
we are going to work out. You cannot guarantee any result.

Mr, AcrEeson. That is true.

Senator FuouericHT. It is merely machinery through which you
hope to be abie to solve these questions.

Senator Tarr, What I object to deing is putting up $6,000,000,000
and not getting what we are supposed to get.

Senator FurericuT. Well, the alternative is to do nothing.

Senator Tarr. No; the alternative is not to do nothing. The al-
ternative is to make a reasonable agreement with Britain and try to
stabilize the pound. If you did that you would solve half of your
whole exchange problem. 1 am willing to loan England money. I
would be glad to have a voluntary and constant permanent commis-
sion to censult on exchange problems, I think there ought to be
such a commission, The problem is this: Here is an $8,000,000,000
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fund. We are putting up $2,750,000,000, more than half of the real
money in the fund, and as far as I can see, with 30 percent voting
power. Isn’t that truet

Mr. Acueson. Isn’t what true?

Senator Tarr. We put up more than half of the real money with
30 ﬁercent voting power,

r. AcuesoN, No. We have voting power which is directly pro-
pertioned to the money which we put up.

Senator Tarr. Have you prepared a list of the nations “under these
quetas showing how much gold each one will put up and how much
EOOd currency they will put up, and how much paper money will

e put up?

Mr. Acurson. I don’t know whether the Treasury has done that.

Mr. Warms. We will be glad to do that.

Senator Tarr, You say you have prepared such a list?

Mr. Wrrre. We have one for our own use. We will be glad to
submit it in such form as will be most helpful to you.

Senator Tarr, Well, mine 15 just a rough guness at the value of cur-
rencies. But as far as I can see, the real money in the fund, the gold
and paper money that will be of any value to us apart from what we
give it, is aboit $5,000,000,000. We put up about $2,750,000,000. The
other 3 billion of the eight s just so much—it is not exacﬂy waste paper,
it is an obligation on t %e part of nations to ay who are unable io pay.

Mr. Acurson. Of course, we can go into that. Your whole attitude
seems to me to be wrong, both from an economlc point of view and a
political point of view.

Senator Tarr. No; I don’t think it is wrong.

Mr. Acmeson, Well, if you will let me finish my sentence, Senator
Taft, I will try to brlng out, why 1 think it is wrong. I think it is
wrong from an economic point of view. I think it is also an unfortu-
nate attitude to take in the United States toward other countries to
say that we are putting up the only real money and everybody eise is
putting up waste paper. Idon’t beheve that is the way to get on with
economic cooperation. But my point is that what is put in the fund

~ is currency which can be used to IE) uy things. Each of these currencies
1s just as useful as any other currency for the only purpose for which
any currency is any good ; that is, to buy something. If no one wants
to buy anything with the currencies, of course, they aren’ aity good,
but if someone does want to use them and if there 1s an expanded in-
ternational trade people will want to use them

Sengtor Tarr, Oh, you are not being realistic about it at all. For
instance, Greek paper money is worth just exactly the paper it is
written on. It never will be worth any more unless we choose to give
them dollars for it. Otherwise, it isn’t worth anything.

Mr. AcmesoN. If you want to buy some olive oil in Greete, does
Greek currency have any value, or doesn’t it #

Senator Tarr. Yes.

Mr. Acmeson. Of course.

Senator Tarr. I know, but the net balance of trade in Greece is
such you have no difficulty whatever in buying Greek currency for
nothing, unless you stabilize it, and T think you will still be able to
buy it for half of what you stahilize it at, but putting it in the fund,
it has no value, Nobody will buy it because it is so0 easy to get.
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Mar. AcagsoN. People will buy it if they need it for the purpose of
trade,

Senator Tarr, I think that is a very unrealistic position, to put
paper money into the fund which is not worth the paper it is written
on, a large amount of it.

Senator Torey. We have a world that is prostrate. If we are goin
to live in it ourselves we have got to make some effort to get it bac
on its feet. There has to be an element of faith, an element of con-
tidence somewhere. That is what we are trying to do here. We can
afford to take some chances. I am willing to do it. The risks are
small compared to the benefits that will come from this. The world
is in extremis, We have got to do something,

Senator Tarr. Well, I say thatisbaloney. It will ruin this country,
that kind of a doctrine. Every cent we give away must come from
the American workingman,

Senator Topey, We are not giving anything away., We are making
a eontribution——

Senator Tarr. You say we ought to give it away.

Senator Torey. No. I say I am willing to take chances.

Senator Barxuey. I move that the witness be given a chance to say
a few words and let the committee do its arguing in executive session,

Senater Frinericat. 1 second the motion.

Tl;e Cxatryax, Well, it was rather interesting. May we continue
now

Senator Dowxey. Mr. Chairman, may I intervene? Mr, Secretary,
I understand we in the United States have two-thirds, or maybe even
three-fourths of the gold in the world. Whatever the specific figure
18, it i8 very great.

Mr. AcaesoN. Yes.

Benator DowNry, Unless that gold can be used as a foundation for
international trade it really has no actual value at all, more than its
value for commerce. In putting up a few billions of gold in this great
enterprise we are merely attempting to salvage the value of that gold
itself, if you want to reduce it to some very cheap, sordid outlock. If

rou wanted to do that, that gold just isn’t worth anything unless it
comes the foundation of international trade. I just wanted to make
that observation.

Senator Tarr. Do you agree with that, Mr. Acheson?

Mr. AcursoN. T think basically what the Senator says is right. .
Senator Tarr. But practically, isn’t what they get not our gold, but
our goods? Tsn’t that the necessary result, isn’t that the only reason

they want our gold, to buy our goods?

Sgnator Downey. Too bad they didn’t have some of our gold to buy
some of our goods in 1930, 1931, and 1932.

Senator Tarr. Well, that is dnother argument we haven’t got to yet.

Mr, Acnmrson. Senator, we could go along here in this dialectical
manner guite a long time, I think, without throwing much light on
the situation.

Senator Tarr. I think we are throwing some light on it.

Mr. Acarson. What we are trying to do is create some sort of an

" international monetary system. There was such a system before World
War 1. That system will never come back. There was a system of
economic warfare in currencies between the two wars which was really
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no system. Now, we have created something which goes the greatest
possible distance toward creating an international monetary system
.n this world under which there can be international trade, under which
trade can grow, and that is absolutely essential to bring any sort of
order and peace to this world. Now, that is what we have tried to do
here, and that is the basic principle,

Senators may say if they wish that we don’ need any sysfem; that
all the United States needs to do is to lend money here and there. In
the long run you will lose by that every time. The only hope there is of
peace is to create a system which will work.

This system, we believe, will work, if as Senator Fulbright says,
it is run with intelligence. It won’t work if it is run stupidly, but we
believe it will be run with intelligence. That is the basic thing. All
these other things are side 1ssues and confusing,

Senator Tarr. That is not the basic thing, it seems to me. You
don’t mean this fund is going to solve the British currency and finan-
cial problem, do you, surely?

Mr. AcHESOX. 03 I don’t elaim, Senator Taft, that this will solve
all the problems of the world. It will doa great deal to help.

Senator Tarr. Isn’t the key to the currency problem the British
situation today? '

Mr. Acmreson. No; there is no key. Ewverybody is looking for a
trick answer, They think that there is & key which unlocks some
golden door and then you don’t have to worry,

Senator Tarr. Oh, I don’t mean that. JYsn’t the most important
thing to stabilize currency for the British to be able to set a figure
for the pound and agree with us and be in position to maintain it, in
some way disposing of their block balances, in some way getting Tid
of that constant threat against their currencyE The maintenance of
po(;md: isn’t that the most important currency problem in the world
today ¥

Mr. AcaesoN. No; I don’t think it is the most important currency
problem at all, It i is part of an important currency problem, yes.
This is the old argument about the key currencies again,

Senator Tarr. Exactly.

Mr. Acauson. I know I never can convince you and you never can
make me back down and say this is all a great big mistake.

Senator Tarr. Well, we can bring out in evidence what your posi-
tion is. Isn’t it true that unless that is done this fund cannot
maintain the value of the pound, unless there is somé other solution
of that problem by loans and other arrangements with the British ?

Mr. AcHeson. Noj it doesn’t mean at all that it depends on what
the value of the pound is,

Senator Barxrry, If this organization, this set-up, will make soms
contribution to the solution of the financial situation and the stabili-
zation of the pound in Britain and other currencies in other countries,
beyond that it is up to the country to do whatever else is necessary
to complete the circle of its stabilization and survival, but if this
makes any substantial contribution, isn’t it worth tlylng? And leave
it to the other countries, all the other countries, to do whatever else
is necessary to stabilize the1r own gituations beyond what this can do.

Mr. Acurson. That is correct, Senator? It will make a very great
contribution.
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Senator Barkrey. The fact it may not go the whole distance
Senutor Tarr. May 1L .
Senator Bargrey. I wonderif I eould finish a sentence. )

The CHamrman. I would like to get an answer from the witness,
too.

Senator Baxxiev. Nobody claims this thing will settle all the
currency problems or the economic problems of any country or our
own, but if it creates a situation where the atmosphere and the
machinery is set up by which progress can be made, it will be easier
for the countries to go the rest of the distance, outside of what this
may do, in order to stabilize world conditions.

Mr. Acurson, That 1s right. It is essential for them to have an
orderly financial world m which to take the other steps. Clearly
in countries like Great Britain other things are necessary. There
does have to be some action taken to advance credits to the British
in the intermediate period after the war. There does have to be
some action taken by all of Britain’s creditors in the sterling arew
in order to fund those debts over a long period, and reduce them,
to make it possible to pay them over many, many years, but all of
those steps are made infinitely easier if you have an orderly inter-
national fivancial world than they would be if there was perfect chaos.

Senator Tarr. May I read what Lord Keynes says about his views
in the English situation and see if you agree with it?

Third—

This is the third great advantage to Britain:

Third, the wheels of trade are to be oiled by what iz, in effect, a great addition
to the world’s gtock of monetary rescerves, distributed, moreover, in u reason-
able way. The quotas are not go large as under Uie Clearing Union, and Lord
Addisen drew atlenticn to that, but they are substantial and can be inercased
subscquently if the need Is shown. The aggregate for the world is put provi-
sionaily at 2,500,000,000 pounds. Qur own shure of this—for ourselves, and the
Crown Colonies, which, I may mention, are treated for a1l purposes as g part
of the British monetary system, in itself a useful acknowledgment ig 325,000,000,
a swmn which may easily donble, or more than double, the reserves which we
shall olherwise hold at the end of the transitional period.

He intends to keep it for a while at the end of the transitional
period.

Mr. Acneson, Ithink thatisa gross misrepresentation of what Lord
Keynes says. ' _

Senator Tarr. Let me finish it. Then you can comment on it.

The separate quotas of the rest of the sterling area will muke g further large
addition to this, Who is so confilent of the future that he will wish to throw
away so comfortable & supplementary aid in time of trouble?

He refers to this supplementary aid as something that is essential
to really solve the British situation. Then in another place he refers
to this as just temporary, not an iron ration,

The guotas for drawing on the fund’s resources are sn iron ration to tide
over temporary emergencies of one kind or anclher,

Now, isn’t it clear from that that this is not going to solve the
British problem if he looks at something else as essential, either a
direct loan from ug, or some other kind of an arrangement ?

Mr. AcuesoN. Well, it is not clear from that, Senator Taft. It is
just clear from the nature of the facts that no one thing is going to
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solve the British problem. Ihave said that over and over again. This
is not g panacea. This fund alone will not solve the British problem
or the French problem, or all the preblems of any country, but it wi
make a solution of the problems possible,

Senator Tarr. I am just suggesting you are putting the cart before

" the horse. That is, the fundamental situation in the world will have
to be settled by other means before this fund can be put to work.

Sanator Barkrey. If it could be set up by other means we would
not be here arguing about that, '

Mr. Acerson. I think that is right.

Senator DowxeY. We could have starvation and chaos. Those are
the two other possibilities.

Mr, Acurson. Now, I think, Senator, I have stated the principles
of the fund which the membhers were asked to agree to. The mecha-
nism of the fund can probably be explained much better by Dr. White
than it can be by me. I think it is enough to say that the fund is a
reservoir of gold and currencies, a reservoir into which each member
puts a certain amount of his quota in his own currency, and a certain
amount in gold. From that reservoir countries may purchase cur-
rencies which they need in certain amounts and under certain restric-
tions. Those currencies when purchased are used to take care of tem-
porary difficulties in their balances of payments which may run for
2,3,4,5, 6, or T years, and then they repurchase their currencies again
as they recover from those temporary difficulties. Broadly speaking,
that is the whole plan—the mechanism is much more complicated, but
that is the way it works. _

There are certain safeguards which T shall mention because it will
probably be said at once that this is merely Ioaning money to people
who have no credit worthiness at all. There are certain safeguards
which I have jotted down.

First of a'ﬂ, there are safeguards that apply before dealings can
be had with the fund at all. They have to do first with fixing and
agreeing on the par value of the currency; that the fund will not
agree to any par value if that par value would require recourse to
the fund on an unreasonable scale to muintain it. That means that
the fund will not agree on a value for the franc or the yuan, which is
completely out of line with realities and would require recourse to the
fund on too great a scale to maintain it.

There is also another safeguard which is that in the case of occu-
pied countries the fund may agree on a tentative rate and may im-
pose conditions upon dealings with the fund until the condition of
that country becomes clarified and it is possible to agree on a definitive
rate. ' :

In the third place, the fund may postpone exchange transactions
with any members where given exchange transactions might result in
prejudice to other members. That is, if the dealings of anyone with
the fund are likely to put a drain on the fund which would prejudice
other members, the fund may postpone the transaction,

Finally, if a member changes the par value of its currency despite
the objections of the fund, it may be declared ineligible for dealings
with the fund and may be asked to withdraw.

All of those safeguards have to do with the beginning of dealings
with the fund, or termination of dealings, so far as they relate to the
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par value of the currency, and they are very strong and very sub-
stantial safeguards.

Now, there are other safeguards which have to do with operations
that are going along. The fifth in number is that a member cannot
use the fund to meet large outflows of capital, and if it continues to
come to the fund for that purpose it may be declared ineligible, We
were discussing that with Senator Taft a moment ago, Furthermore,
if a member persists in maintaining exchange restrictions after the
fund believes that they are no longer necessary, that is after the
member has come out of its transitional period, again the transactions
may be stopped. Also if a member fails to perform any of its obli-
gations under the fund agreement, it may be declared ineligible.

Then there are a whole series of service charges which Dr. White
will go into at greater length. They are also safeguards against the
abuse of the fund. There are repurchase provisions which he will
explain in more technical detail, but which really mean that members
going to the fund must use their own reserves in the same proportion
that they call on the fund. There are exceptions to that where reserves
of other countries have fallen to » very low level, but the normal
operation is that a country going to the fund must use its own foreign
exchange resources in the same proportion that it uses the fund’s,

Then there is a safeguard that the gold value of the currency which
it uses to purchase other currencies must be maintained. Finally,
there iz in in article V, section 5, a provision which gives the fund
very great discretion in taking whatever steps are necessary to protect
itself. 'Whenever the fund is of the opinion that a member is using
the resources of the fund in a manner contrary to the purposes of the
fund, it shall present to the member a report setting forth the views
of the fund and prescribing a suitable time for reply. After presenting
such report the fund may limit the use of its resources by the member.
If no reply to the report is received from the member within the pre-
scribed time, or if the reply received is unsatisfactory, the fund may
continue to limit the member’s use of the fund’s resources, or may,
after giving reasonable notice to the member, declare it-ineligible to
use the resources of the fund.

Now, that, I submit, gives the fund complete authority to limit the
drawings of a member 1f it finds that the member is acting contrary
to the purposes for which the fund is set up, and that is very important.

That, Mr. Chairman, I think, is enough from me on the fund. The
bank I believe is pretty cleéarly understood. If you would like me to
talk about that, T will; otherwise, I shall cease talking.

Senator Tarr. I would like to ask Mr. Acheson some further gues-
tions when the other members are through.

Senator FuLpricaT. 1 wanted to ask one. Ididn’t hear—I may have
missed it—a brief description of the way it is organized. I mean, is
there a board of directors, or what is the mechanies of it? If you will
give it just briefly. .

Mr. AcuesoN. There are two separate entities.

Senator Foisriarr. What 1s the nature of the organization?

Mr. Acmrsox. The nature of the organization appears in article
XIT in the articles of agreement. It begins on page 22. SBenator Wag-
ner was the American representative on the committee that drew up
those managerial sections and I think he knows all about them. In
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short, there is a Board of Governors created, with a governor from
each member country.

Senator FuLertgar, Each member country, That is what T had for-
gotten.

Mr. AcuesoN. Then there is a group of ezecutive directors, 12 in
number, They are clected or appointed by the countries and that is
the real day-to-day managing group.

Senator I'orerigrr. That 1s the real board of directors?

Mr. Acursox. That is the real board of directors, The Board of
Governors meets annually and at certain other times, and has certain
reserve powers, which are mentioned on page 22. Those powers must
be exercised only by the large Board of Goverriors. The smaller group,
the executive directors, are in continuous session. That is a full-time
job. They have a managing director whom they hire. He is not one
of the representatives, and he is the executive operating head of the
bank., The votes which each director casts are the votes of the coun-
try which appointed him or elected him.

The United States, and four other countries, each has the right to
appoint an executive director. Our director does not cast 1 vote. He
casts 27,750 votes, I think. That is, he casts one vote for each $100,000
of our quota plus 250; and similarly the British have the right to ap-
point a director. e casts a number of votes. His would be 13,250,
The Russian director would cast 12,250. The Chinese and the French
also appoint directors. Then there is a provision that if any country,
or if two countries have their currencies used so that the fund has less
of their currency than their quotas, they are given the antomatic right
to appoint a director, too. That means countries who are really cred-
itor countries. It is possible that the Canadians would come in under
that, and mavbe some other countries whose currency would be used.

Senator Frrericar. An additional director?

Mr, AcmrsoN. One of twelve, and that reduces the number to be
elected.

Senator Fousnierr. But it stays at 127

Mr. Acueson. It is a rather complicated arrangement which I can
go into if you like.

Senator Tarr. As I understand it, are there four—the United
States, the United Kingdom, China, and France—which elect one
director?

Mr. Acnesox. There are five: the United States, the United King-
dom, the Soviet Union, China, and France; they will appoint a di-
rector,

Senator Tarr. Then there is a list of other nations who appoint
five more. Among those are, of course, eligible, the British Domin-
ions, Certainly one of those five would be another British Dominion,
possibly two more. I suppose, in view of the size of the quotas of
India, Canada, Australia, and South Africa, over a billion dollars,
they probably would be pretty well able to elect two out of the five,
so you have three British members of the board, I rather assume.
Then you get two from South America which are elected separately.

Mr. AcmesoN, That is right.

Senator Tarr. But, of course, the proportion is determined not by
the number of directors but by the number of votes which they can
cast; is that correct?

Mr. Acurson. That is correct.
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Senator Tarr, What I want to suggest is this, and it has relation
to your safeguards again, As I see 1t, this board is controlled by
- what you might eall the debtor countries. I figure that of the 8,800
votes, or however you figure it, 3,900 come from Europe. That does
not count people who are in the European range. Practically every
country in Europe wants dollars today. In addition to the three
billion nine, there is over a billion of British Dominions, and T notice
that England reserves the right to vote India, at least, and Australia
is rather in the debtor class. I suggest that all of these so-called
safeguard, insofar as they are safeguards of creditor countries, may
not be exercised by the board. We have no right to insist upon their
being exercised. I suggest that when you loan your meoney, when
you put your money in the hands of a board contrelled by debtors,
those debtors ave going to be very liberal with debtors. Do you think
that is a fair criticisim of the set-up of the fund today?

Mr. AcuesoN. Well, I wouldn’t like to pass on its fairness. I don’t
think it is altogether an accurate eriticism. The United States under
the various provisions here will have a vote which ultimately will
probably come up to about 33.

Senator Tarr, 33 percent?

Mr. AcHEsoN. 33 percent. It starts out-at 27, but as the currency
is used it will go up. The South American countries have votes
which will probably have another 10 percent. Some of those are
likely to be creditor countries. .

Senator Tarr. Brazil was no creditor conntry 8 or 10 years ago.

Mr. Acirson. But it happens to be true now, and may be for some
time, . :

Whether the concept of debtor or creditor is going to determine
how they are going to vote is something you may have an opinion on,
as well as 1.

Senator Tavr. I suggest that the board of 12 on which we have
only one representative is going to have a moral effect even if the
voting is different. Here 1 American representative with a third
of the voting power and 11 other directors with a majority of the
voting power. It seems to me in the first place he is going to be
talked down and in the second place not have the votes.

Mr. Acnrson. I wouldn’t worry very much about that. I think
in a short time you suggested that there would be other British
dominions. Undoubtedly Capada under the provisions would be en-
titled to have a director, Canada is not going to be a debtor country
and is not going to be talked down. And tﬁere will probably be a
Dutch director, And the Dutch, whether Holland is a debtor or
creditor, are going to behave the way we are going to behave, They
are very conservative people and all through this Conference behaved
in a very conservative way and always have and always will in bank-
ing matters.

Senator Tarr. I suggest that the Dutch are closely tied into London.
They will do what the British want them to do. And I suggest the
Canadians will do what the British want them to do, in the ultimate
resolution,

Mr. Acarson.’ That is your suggestion, ag you say. It wouldn’t be
my suggestion. I think you are wrong about that. I do not think
that either the Dutch or the Canadians would be overawed by the
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British, and I think that the British will be acting as a creditor
nation. They are not going to do anything foolishly. But at any
rate you have—— . :

Senator Tarr. Well, the point I suggest is that all these safe-
guards are not compulsory safeguards written into the act. They
are things that are in the discretion of this board.

Mr. Acugson, There cannot be compulsory safeguards, Senator
Taft. 1 was talking with a banker, for instance, down here at some
meeting which you attended, and we illustrated the point this way.
T said, “suppose you were very ill and not expected to recover, and
you were the president of a great bank, and they said, ‘No; we are not
going to tell you who your successor is going to be, but we want you to
write out some things here which will enable him to run this bank as
successfully as you have. I won’t tell you who he is; it doesn’t make
any difference. You just give us the rules as to how to run this
thing’” T said, “Would that make your last hours happy?”

And he said, “No. Of course that’s crazy.”

There are no rules that you write out as to how to run a banking
institution successfully. If there were, bank examiners could do it
It requires management and intelligence.

Now, if you think that the people who are elected here will not use
intelligence on this thing or will not operate it the way it is supposed
to be operated to be successful, then of course it will be a fatlure, and
I cannot possibly argue against that,

Senator Tarr., I suggest conditions in the world today are. these:
everybody wants dollars, and a great bulk of the nations are debtor
nations, that their interests are adverse to ours, and yet that we are
handing them our money to dispose of as they wish to dispose of it.

Mr, Acueson. I don’ think we are doing that at all.

Senator Tarr, Well, then T want to suggest one other thing I want
to ask on this thing, You have spoken of a number of safeguards, and
as I see it once you set this fund up there is no safeguard against giving
every country its 25 percent of its quota every year if it asks for it, as a
Ifractical matter, and it has been assumed all the way through here—

sord Keynes assumes it in this statement I read—that every nation—
Russia assumes it; that is why they wanted their bigger quota: that
they have a right to walk in and take out 25 percent of their quota
every year in any currency that they wish to ask for. Isn’t that it?
Is there any safeguard against that automatic loan whether they need
it ornot? In other words, that draft, it seems to me, is based purely on
the antomatic requirements of this fund, in that 1t differs from the
bank and has no relation to the need of the people who get it.

Mr. Acueson. Well, I—

Senator Tarr. Isn' that so? _ _

Mr. Acreson. Noj that isn’t the least bit so, not the slightest bit so.
I am looking for the very first provision here which says that the only
reason that anyone can come to the fund for any purpose at all is in
response to current need.

I do not have the place. Perhaps Dr. White ean give me the number
of that. What is the provision that says that the drawing shall—the
first one?

Dr. Warre. You can use thig article 111, section 4.

Mr. Acazson. No.
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Dr. Warte. Do you want that one?

Mr. Acarson. No. It is the very first one here.

Dr. Warre., That is the important one.

Mr. AcresoN. It says something about need.

Dr. Wurre. Oh.

Senator Tarr. Suppose you read article V, seetion 3. It is gov-
erned by that. _

Mr. Acueson. Yes. It issection 3. That is the one I was looking
for. It is on page 8 here:

Conditions governing nse of the fund’s resources. A membhber shall be entitled
to buy the currency of another member from the fund in exchange for its
0Wn currency subject to the following conditions:

Senator Tarr, “Shall be entitled.” I mean that is pretty clear,
that much, What other conditions?

Mr. AcursoN (reading):

The member degiring to purchase the currency represents that 1 is presently
needed for making in that currency payments which are consistent with the
provisions of this agreement, )

Now, the very first thing that I wanted to bring out is that he must
show that the amounts are presently needed. That does not mean
that anyone has a right to walk into this fund and withdraw 25
percent a year. Nothing could be further from the truth than that
concept. It is only if amounts are presently needed for making pay-
ments in the currency of that country that he has any right to come
in at all.

Senator Tarr. That is not what the English says. The English
says only that he has to represent that. It doesn’t give the board any
power to question his representation, and the board has no power
to question his representation, Mr. Acheson. And that is the con-
struction and the only reasonable construction to put on the language.

Mr. Acueson. Well, that may be the construction that you wish to
put on it, Senator Taft.

Senator Tarr. No, He represents, That is all he needs to do.
And isn’t it true that this struggle for quotas in Bretton Woods, from
Russia and England—and England’s Lord Keynes’ slight disappoint-
ment in not getting more—was due to the fact that they wanted that
right to get that money?

Senator Furorigrrr, It is perfectly obvious that those are the ones
that need it. That is one of the purposes. No use in our wanting a
whole lot of it.

Mr. AcarsoN. There is no idea whatever that a person walks in and
goes through the empty formality of saying, “I need this presently
to make a payment,” and no one can look into it. That would be too
childishly absurd.

Senator Tarr. Well. Mr. Acheson, it is childishly absurd. Tt is
the whole basis on which this whole thing has been negotiated with
these countries.

Mr. Acuaeson. I assure you that that is not so.

Senator Tarr. Isn't there a special agreement with Russia that they
can get $1,200,000,000 at the rate of $300,000.00¢ a year now, regard-
I~ss, because they cannot prove anything; they don’t have any ex-
change? The Government runs the whole works, So all they need
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to do is to need it in the currency payments that are consistent. All
they say is they want to spend $1,200,000,000, Of course they want to
import it. And wasn’t it understood with them that they were to be
specially treated?

Mr. AcHEsox. It was not understood by me. I do not know of any
such understanding. I don’t believe there was one, if you are asking
me.

Senator Tarr. I am asking you.

Mr. Acmrson. No.

Senator TarT. I am asking you if it is not a faect that there is an
understanding with Russia that they are entitled to draw this $300,-
000,000 a year out of this thing?

Mr. Acnieson. As far as concerns any information I have, Senator
Taft, that is not correct.

Senator Torey. Where did you get that information?

The Cramyax. I never heard that either,

Senator Tarr. Tt has been commonly stated, because the Russian
situation is peculiar. They have no necessarily—they don’t have
money in Russia as most other nations do. The whole thing is run by
the Government. They can create threugh Government control any
gitnation they want to.

Senator MirLaxin. Mr. Chairman, T should like to ask a question
or two.

The CrialRMAN. Yes.

Senator Minotkix. Is Mr. Taft’s question true or nof correct as to
a_n{7 amount ! He mentioned the specific amount, Is il

Mr, Acuigson. The same answer would go for all.

Senator Mirrixix, The same answer would go for anyone?

Mr. Acnresox, Yes. There is no trick in my answer.

Senator Miurkrs. Are there any special arrangements of any kind
with Russia regarding what it may do with this fund ?

Mr. Acurson. Not as far as I know,

Senator Miuikrx, Not as far as you know. What are the curren-
cies at the present time that have reasonably stable international valunet?

Mr. AcuesoN. That i, T think, too difficult for me. I think I had
belter leave that for the Treasury.

S;anator MrrrixaN, Well, you would say cur own money ; would you
not?

Mr. Acmesox. I suppose that most currencies now have or have not
a reasonably stable value depending on whether or not they now have
an excess or a favorable balance such as the Brazilians and others, or
have a stabilization agreement with us. But what they would be I
don’t know.

Senator Mirrxin. Would we not say that our currency has a
reaonic.l.;:i]y stable international value in relation, we will say, to the
pound ?

Mr, AcwrsoN. That is right, Senator Millikin.

Senator MirLikry, The pound has a reasonably stable international
value, does it not?

Mr. AcrEsox. Well, it is held there now by reason of the restrictions
which have been put on it during the war

Senator MLtikin, Yes,
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Mr. AcmrsoN. In dealings between the two Governments. Whether
it would have a stable value if you took all of those off is another
matter. It probably wouldn’t.

Senator MirikiN, When we gel outside of those two countries, what
other countries have it? Would Swiss curvency?

Mr. AcaEsox. Yes. '

Senator Minerxin. Would Swedish currency ?

‘Mr. Acmesox. Swedish, yes; I should think so. You could have a
reasonably stable value with the frane, but this present one isn’ rea-
sonably stable; no.

Senator MiLLikin. Would you say that the conditions are now clear
enough in France to give the franc a reasonably stable value?

Mr. Acaeson. W’eﬁ, I just don’t know enough about it. T couldn’t
angwer that. ’

Senator MirrakriN, Have we omitted any country which, roughly
sptlzak%ng, has a currency that carries reasonably stable international
value?

Scenator Tosey. Canadian dollar.

Senator MirukiN, Canadian dollar?

Mr. Acueson. Yes, the Canadian dollar. There may be some
others. I think you have included some that probably haven’t got it.

Senator Tarr. Most of the South American currencies are stable
today. They might not be tomorrow. :

Mr. AcursoN. With most of those or many of those, we have had
stabilization arrangements, so that we have made them stable in
some respects,

Senator Tarr. Well, no. Isn’t it true, though, that they are
dollars?

Mr, Acurson, That is so, yes,

Senator Tarr. So that they are actually able to do it themselves.

Senator MirLikin, Let me pursue my question a little further now.

Senator Tosey. He has got a point. '

Senator Muouixrn. I think you will agree, Mr. Secretary, that there
is a definite relationship between a stable government and a stable
Currency. '

Mr. AcursoN. There is—there must be—some explanation for it.

Senator Mruuirin, Is it possible to conceive of a stable currency
in a country with an unstable government ?

Mr. Acmuson. I don’t know. I don’t know what significance that
has. If you

Senator MirtigiN, Well, I will develop that.

Mr. Acueson. For instance, before the war I suppose that the
French franc was stable at the rate at which it was kept by the tri-
]éart-ite agreement. Nothing was more unstable than the French

overnment. It changed sometimes twice a year.

Senator Mitiikin., Yes; but it changed within a stable system up
to that time,

Mr, AcarsoN. Oh, you mean that if you have complete revolution
and throw everything out and change the system?

Senator MrrLixeN. I mean this: That a change in the Government
of the United States or a change in the Government of Britain or g
change in the Government of France, operating within a stable over-
all system, is not necessarily an clement of instability; is that not
correct }
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Mr. Acmeson, Yes; if you were going to have revolution and
repudiation of debt and everything, of course, you couldn’t have a
stable currency.

Senator MiLLikIN. So that will you agree with me that as to all
of these other countries in continental Europe, for example, other
than those that we have mentioned—and T think the only country
that we have mentioned in continental Europe that might have a
semblance of a stable currency from an international standpeint is
France—are not all of those countries, in your judgment, confronted
with more than a possibility, with a rather strong possibility, of
one or two or more revolutions and counterrevelutions before they
will achieve what might be called a stable svstem of zovernment.?

Mr. Acreson. Well, I wouldn’t want to limit that danger to those
particular countries. I should think that we mlght look with some
apprehension upon the whole state of the world.

Senator MiLLIkIN, Yes.

Mr. Acueson. Certainly that is a danger if we are not able to work
out some sensible international economic arrangements.

Senator MiLurgix, I wouldn’t take in too much territory. I am
just thinking now of continental Europe. With the possible exception
of what it may be possible to evaluate as a stable currency of France,
is there a country in continental Europe, with the posszbﬁa exception,
let us say, of Denmark and Sweden—I mean, and Switzerland—is
there a single country in continental Europe that isn’t faced with a
probablhty of one or more revolutions and counterrevolutions within
the next few years?

Mr. Acusson. I suppose that there ig hardly a country in the world
that isn’t faced with that, if we do not work out some intelligent,
sensible arrangements,

Senator Muigin. Now, then, confronted with that, how can you
possibly set up anything resembling a stable currency for those coun-
tries that are confronted with all of those instable elements which are
bound to reflect on the stability of the thing we are trying to do?

Mr. Acumson, Well, I think I see what you have in mlng This is
the cart-before-the-horse argument, or the chicken-and-the- -egg one,
Do you set up stable governments first and then work out economic ar-
rangements, or do you with economic arrangements aseist in creatlng
stable governments? I should think that the way to begin is to begin,
and I do not conceive it possible to have stable governments anywhere
with the whole economic arrangements of the world in a state of chaos.

Senator MiixiN. Well, do the proponents of this fund go so far
as to believe that this Jittle blood i injection that we are giving to these
countries in continental Europe Wlll stay this process of revolution
and counterrevolution ¢

Mr. Acueson, No. ¥ think—T am not sure that you were here a -
moment ago when I earnestly disclaimed any argument that this was
a panacea.

Senator MiLirin. Noj; I was not.

Mr. Acueson, This isnot going to do that at all.

Senator MuLiKi¥. You would not make an argument of that kind.

Mr. AcresoN. But there must be a great many things done

Senator MuLigIx. Yes.
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Mr, Acueson. And if as to each one we say, “No, this isn’t the time
to do that ; we must do something else,” then 1t is like shooting at quail.
When a covey goes up, if you say, “No; I won't take that one. I will
take this one,” and then your gun waves around in the air, you don’t
shoot any quail at all. You have to get your eye on the bird and go
through with the situation first.

Senator MmLixin. Do you get any quail when you are confronted
with the fact that you can’t possibly raise a covey because of the very
nature of the place where you are hunting ¢

Mr. AcuesoN. Well, of course that’s true,

Senator MuruigiN. And is that not the situation in the greater part
of continental Europe so far as reaching any stability in currencies
is concerned for the next few years? And if you will go along with
me on that—or if you won'i, let it be my thesis: If that be true, then
you are just attempting futilities, because what is done will be re-
pudiated and wiped out by the successor revolutions that are bound
to come. .

Mr. Acurson, Well, I think that yon were not here yesterday when
I was talking about what seemed to me to be the situation in Europe
and in the Far East, which is one of unparalleled seriousness, in
which the whole fabric of social life might go to pieces unless the most .
energetic steps are taken on all fronts, and on all fronts at the same
time. That is why you have to do all of these things at once. You
have to take the steps they are taking in S8an Francisco to try and give
some order so far as aggression is concerned in the world. You have
to take these monetary steps. You have to take the steps we are
taking in the trade-agreement field. 'We ought to have and will have
other meetings in the field of trade and commereial policy. A whole
gamut of things must be done and must be done very quickly, because
there isn’t much time, and this thing will go to pieces.

You are quite right that this is a very serious situation. Yesterday
I was bold enough to say that there has been no such serious situation
for over a thousand years, and it seemed to me not unlike the troubles
that Europe was in after the Mohammedan invasions. It is very
serious indeed.

Senator Mroririx. Let me ask you this question: Under the long
view the drafts that are made on the fund for dollars, and as far as
the bank is concerned the loan of dollars, again will have to be made
good by imports into this country, will they not?

Mr. Acueson. Yes, I think so,

Senator Tarr. Mr. Acheson, May I, just to get back to this one
thing we didn’t finish ? This basic question was whether this provision
of section 3 (a) (1}, saying that— :

‘The member desiring to purchase the currency represents that it is presently
needed for making in that eurrency payments which are consistent with Lhe
provisions of this agreement— '
is a safeguard or isn't a safeguard. T suggest that the words are so
broad, “consistent with the provisions of this agreement”—look at the
{Jurposes of the agreement on page 1. I suppose that is the thing to
ook at first, Is there any nation that couldn’t make the showing,
even if the Board has the discretion, which I don’t think they have,
to question their representation, that they need money in that currency
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_ to buy things in that country? Isn’t that so broad that it is really no
safeguard at all?

Mr. Acurson, Well, I think the very breadth of it makes it the safe-
guard. That is what I was going to argue, and I was drawing your
attention to that.

Senator Tarr. I don’t understand what you mean, That is non-
sense.

Mr. AcHmrsox. Because I was pointing out in section 5 here that
it is very clearly stated, in my opinion, that whenever the fund is of
opinion that any member is using the resources of the fund in a
manner contrary to the purposes

Senator Tarr. Well, look at the purposes on page 1. Why, they are
s0 broad that you couldn’t use anything contrary to the purposes of
the fund, practically, unless you—except for capital purposes, things
that are expressly stated as exceptions. .

Mr, Acnieson. Well, tet’s look at them,

Senator Tarr. To promote international menetary cooperation; to
facilitate the expansion and balanced growth of international trade,
and to contribute to the promotion_and maintenance of high levels
of employment and real income and to the development of the pro-
ductive resources of all members; to promote exchange stability; to
assist

Mr.) Acrmson, That is an interesting one. Don’t let us go over
that too fast.

Senator Tarr. I am suggesting that there are so many of them, you
don’t have to conform to them; you can conform to any of the others
and meet your requirements under article V.,

Mr. Acmeson. Well, that wouldn’t be my view, that somebody could
say, “Well, it's all right. I am promoting cooperation.” The answer
is: Are you promoting exchange stability? Now, if you are not, then
you will have your drawings on the fund restricted.

Senator Tarr. Oh, no; because if .

Mr. AcnEesor. That is why I say the breadth of this thing is the
protection.

Senator Tarr. If you do any of these other things, you can get your
money. So, of course, you are always doing those. Any government
is always doing them.

Mr. Acueson, You cannot have mechanical restrictions, Senator
Taft, which will make the thing work.

Senator Tart. I quite agree. But I am just suggesting that this
was not a safeguard and that as a practical matter, under the terms of
the fund, every nation in the world would be able to come in and get
25 percent,of their quota and draw it down without any restrictions,
and the Board has no diseretion to refuse them., That is my con-
tention and I think substantially true, and I do not think anything
you have said answers it.

Mr. Acrresow. Well, T would bet my money that if you were the
American director on this fund you would find that this was a safe-
guard; and, as you would argue as strongly on my side as yon are
arguing on the other side, you would prevail in securing a decision,

Senator Tarr. One other thing, just one question before we go on
the floor. We are debating the reciprocal trade treaties. The prin-
cipal argument for the reciprocal trade treaties is that the State De-
partment must have bargaining power. Now, I suggest that if you
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hold this Bretton Woods thing at all, it will give you a great deal more
bargaining power than anything you can do with a 50-pereent rate.
I suggest that you are giving away $6,000,000,000 here for nothing,
at the same time that you are demanding bargaining power by a re-
duction of the tariff under the reciprocal trade treaty. What do you
think about that argument? TIs it a fair argument?

Mr. Acmesox. Well, I think what you are doing if you hold up
these things is getting into the very situation that Senator Millikin
is talking* abount, where you produce such utter chaos in the world that
nobody can determine anything; it will all go to pieces.

Senator Tarr. I still think that we have the bargaining power. If
we ever had the bargaining power, we have it, but right here we are
giving away a large section of it in preseniing them with this $6,000,-
000,000 in this fund from which they can all draw.

Senator Mrrrkin, Mr. Chairman, it seems a perfect observation
to me that if this additional request for 25 percent of bargaining power
is a crucial, vital thing, we would be in a much better position if we
had a 100 percent bargaining power.

Senator Fuipriorrr. You mean in the reciprocal trade?

Senator MririkiN. Yes, exactly. .

Senator FoLericaT, Perhaps we would be better, but T am afraid
they wouldn’t get it.

Senator Minrikin. That is unfortunate. That is the fault of the

stem,

Senator Tarr. Mr, Chairman, there are a great many questions I
would like to ask, but I do not insist on asking them of Mr. Acheson.
I mean the question particularly of the scarce currencies, and a num-
ber of other things in the act, but I suppose I could ask Mr. White, per-
haps. Ishe going to testify?

The Caamyan. Yes. _

Mr. AcmesoN. Dr. White will testify. T will be glad to——

Senator Tarr. Have you conferred? Ishe going to testify?

The CuHammaN, T conferred with some members here. 1 haven’t
had a chance—I thought we would go on this afternoen at 2:30 over
2}1; the Distriet of Columbia Committee room, right opposite the floor

ere.

Senator Tarr. T am afraid I won't be able to be there. T am afraid
I will have to be on the floor with the reciprocal trade agreement.

The Caamman. All day?

Senator Tarr. I would guess so.

Senator Bock. What safeguard is there, Mr. Acheson, to prevent
the fund being depleted of dollars? Suppose they all came in.

Mr. AcHesox. You mean what will happen under the scarce cur-
rency provision?

Scnator Buck. Yes. I mean could they drain it of dollars?

Mr, Acumsox, Nobody can ever drain it of dollars.

Senator Buck. Not any individual. A combination. Suppose they
all came in for dollars and all asked at the same time for 25 percent.

Mr. AcuusoN. Well, yon have two questions, Senator Buck. One is
what is the factual situation. )

Senator Buck. Yes.

Mr. AcarsoN. Another is how it will work. Now, with respect to
whether there is a real danger that currencies will become scarce and
then the scarce currency provisions go into effect, there is, on the basis
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of the figures, very little likelihood that the dollar is going to become
scarce, We have, for instance, a record of the only time at which the
dollar was o searce currency. That was between 1934 and 1938, That
came about through a great flight of capital from Europe, with-
drawal of America capital, flight of other capital to the United States,
but during that 5-year period on current account there was a favor-
able balance so far as the United States was concerned of $1,000.-
000,000, a little less than $1,000,000,000.

Now, the fund is dealing only with current account. The money
in the fund is not fo be used to check flights of capital; and therefore
we look at the favorable balance of the United States on current ac-
count and find that in those § years it was $1,000,000,000, which is the
only time the dollar has become scarce,

It is true that during those 5 years there were all sorts of restric-
tions which -if they had not existed would probably have increased
this in the neighborhood of two billion or three billion or four billion,
a much larger sum. Now, how much. how many dollars are there
to cover a favorable balance of the United States on current account ?
Well, you have In the fund itself about $4,000,000,000 in gold. You
have that., Under the repurchase provisions the other countries have
to put up an equal amount of their own currencies, their own reserves,
so that would be another four billion, or eight. Then you have a re-
quirement that rtewly mined gold outside of the United States should
be used; and in a 5-vear Eeriod or a 3-year period, say, that might be
another $4,000,000,000. So you would have 12. Now, if you take
from that amount two for errors in calculating for other countries, you
would have over a 3-year period at least $10,000,000,000 without
considering any capital investment from the United States.

If the Colmer committee’s judgment is right and these Bretton
Woods institutions lend enough stability to the world so that we would
lend, they say, between 2 billion and 3 billion dollars a year in the
first decade, you get up in the neighborhood of 16 or 18 billion dollars.
On current account we cannot. possibly foresee a deficit of more than
one, two, three, four, or five billion, however much you want to mul-
tiply the one. So I think there would not be any real danger of the
dollar becoming scarce. But if dollars did become scarce, then the
fund puts into effect a rationing system of dollars so as to provide for
fairness and not discrimination against the United States. That is
the way it works.

Senator Tarr. Mr. Acheson, following that question up—you have
opened the subject: In the first place, theoretically, purely in theory,
dollars could be exhausted in 2 years. Isn’t that correct?

Mr. AcaesoN, No; I don’t see any possible way in which they could
be exhausted in 2 years, .

Senator Tarr, Theoretically. I am not talking about actuality.
I am not saying it would happen. Why not? :

Mr. Acurson. Well, why could they, theoretically

Senator Tarr. Well, if nations having quotas of $5,500,000,000—
and they have some six billion outside the United States—all drew
down their dollars, they could draw twenty-seven fifty; they could
draw the first year 25 percent, thirteen seventy-five, and the second
year, thirteen seventy-five,

Mr. Acmeson, Senator Taft, nobody
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Senator Tarr, Which would be all of the dollars in the fund; isn’t
that correct?

Mr. AcuesoN, Nobody can possibly draw dollars just for the fun
of drawing them. You only draw them to meet some adverse factor
in your balance of dollars,

enator Tarr. But don’t overlook this fact, that in the next 2 years,

if you set this thing up today, the next 2 years is going to be an

era when everybody will want to buy goods in the United States and

won’t be making the stuff to send back. So that you cannot go back

to any normal peried. You have an exceptional, extraordinary

Eeriod. We have been lend-leasing. We have been exporting 12
illions of goods every year under lend-lease,

Mr. Acireson. Ver %Yargely military.

Senator Tarr, And importing 8 billion, so we have had an adverse
balance of $8,000,000,000. : :

Mr. Acurson. Mostly for military equipment.

Senator Tarr. Not an adverse; a favorable balance for us. Surely.
And it won’t be that mueh, but it doesn’t seem to me that a billion three
seventy-five for each of the next 2 years is an unreasonable expectation
of surplus exports over imports.

Mr. Acureson. Then you think that we would have a favorable bal-
ance of, say, 4 billion in the next 3 or 4 years?

Senator Tarr. Well, I think it is very easily possible,

Mr. AcuesoN. All right. Let us agree to 1t. Then why does that
make the dollars scarce?

Senator Tarr. Well, I am only saying that theoretically on the basis
of the thing, if countries with quotas of fifty-five hundred used 25
percent of their quota the first year and 25 percent the second, all to
buy dollars, why, the dollars would be gone. That is all I am sug-
gesting.

Mr, Acuesox. No; because they have to put up an equal amount of
their own currencies, so you double that right away, and you would
then have twice as much as you think the deficit is going to be.

Senator TarT. Surely enough, they have to put up, but they take the
dollars out and pay in their own currency, but the dollars are their
own,

Mr. AcuesoN. No. Under the repurchase provision they have to use
their own gold or foreign-exchange resources to purchase,

Senator Tarr. I suggest the repurchase provision will not be ap-
plicable for the next 2 or 3 years, that these nations will all be say-
ng—-

Mr. AcpEson. Well, they can’t

Senator Tarr. That they can’t repay it.

Mr. Acarson. You can’t have it both ways, Senator Taft. Some-
iimes when your argue you say there is more gold outside the United
States, more gold in dellars than there ever was before,

States, more gold and dollars than there ever was before,

Mr. AcuEson. Well, you haven’t said it today, but you said it on
other oceasions when you debated with me, '

Senator Tarr. Oh, no, no; not than there were before. Oh, no.
I say there is a large amount of foreign gold abroad ready to buy, and
so some of these people will be ruled out. I assumse it i3 very badly
distributed, and I assume repurchase of the gold that Russia has, that
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they will get their billion two hundred million. T assume the repur-
chase of the gold in South Africa, that the British are going to take
all the dollars they can get. And then there may be some other coun-
tries that won’t. It probably won’t be gone. I agree it probably won’t
be gone in 2 years. . .

Mr. Acnrson. Well, let us take your assumption about Russia as a
test of the validity of your facts. You assume that Russia will draw
all of its quota but that the repurchase provisions will not be applicable
to Russia, :

Senator Tarr. Will not operate.

Mr. Acueson. Now, you can’t assume that.

Senator Taer, That is right ; will not operate by 8, 4, 5 years. Inci-
dentally, if a nation won’t pay——

Mr. Acurson. You can’t——

Senator Tarr. If a nation won’t pay something hack, they won’t pay
it. How are you going to make them pay it?

Mr. Acmeson. Oh, now you are just saying that the fund is not
going to operate according to its own principles.

Senator Tarr. I am saying a nation’s obligation to pay money is
something that cannot be enforced by individuals.

Mr. Acneson. Obviously I cannot argue with you if you say that
every provision in the fund to which T refer will be inoperative and
every one_to which you refer will be operative, because that loads the
dice in your favor, naturally,

Senator Tarr. 1 suggest you are asking us to anthorize an interna-
tional body to use $6,000,000,000 of cur money, and I think I have a
perfect right to assume that they will use it in the way that they pos-
sibly can use it. I don’t think we can have any safeguard whatever
that they won’t use it the way that the fund permits them to use it, in
the most extreme form. T think we have the right to assume that
before we go ahead with an aet,

Mr. Acmesox, All right, Now you have thrown the bank into this
to get the $6,000,000,000. .

Senator Tarr. That accounts both.

Mr. Acaeson. That is right.

Senator Tarr., T shonld perhaps have said two billion seventy-eight.
I didn’t mean—I am talking about the fund for the present.

Mr. Acneson, Yes,

Senator Tarr. The bank is better safeguarded. The bank, we
have a veto on the loans and dollars. If you had anything like that
in this fund, I think I would withdraw my whole opposition to it.
I mean that is essentially the thing. But in this case we hand over
$2,750,000,000 without a string of any kind.

Mr. Acueson, I think we can shorten the argument by my complete
admission that if the question that you are asking me 1s that, assum-
ing that none of the provisions in the fund to which I have referred
will operate, that all the other countries will operate with bad faith
and will not carry out their obligations, then all the disasters that
you can think of are likely to happen, except that, under those circum-
stances, the fund will blow up so badly that nobody will use any of it.

_Senator Tarr, I am suggesting that the fund might work in normal
times, hut any condition like that of today, in which the normal de-
sires of these nations would be to buy billions of dollars of goods in
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the United States, is an abriormal condition under which the fund
will not operate and under which all of these things you speak about,
the repayment of money, just won’t happen. Just as you are putting

- off the removal of these exchange restrictions for 5 years, you are
going to have to put off the repayment of the money for 5 years. As
a practical matter you are trying to impose the fund on a world situa-
tion which is completely abnormal, before you have made the essen-
tial basic loans or whatever may be necessary to restore it to some
normality. That is the reason that I think I have a right to say that
the provisions that you pointed to in the fund are not like they are
under present conditions. If you can once get the thing going, 10
years from now I would say many of the objections that I am making
would be more or Jess out.

Mr, AcuesoN. You understand, of course, that you do not under-
take any foreign exchange transaction with any member of the fund
until {he fund believes that the member is in a sufficiently stable con-
dition so that it can, without injury te the fund, conduct those trans-
actions. You don’t begin—if you ratified this thing tomorrow, you
don’t. begin operating with every member of the fund. You under-
stand that clearly? There has to be an agreement with the fund.

Senator Tarr, There has to be an agreement as to the stabilization
formula, which, incidentally, seems to me to be something that can-
not he made today, because 1t depends on the balance of trade in these
ditferent countries in a postwar period which is purely imaginary.
I don’t see how you can sit down today and fix the particular thing
that you are speaking about. The fund won’t operate as to those
countries then, I suppose.

The CramrMax. Well, gentlemen, the word has come over that we
are needed on the floor to make a quorum.

Mr. AcursoN. Do you wish me to come back this afternoon, sir?

The Criatraran. Well, we are not meeting this afternoon. The Sen-
ators all want to stay on the floor. So we are mecting tomorrow again
at 10:30, and Dr. White will start in the morning unless there are
some other questions that are to be asked of Mr. Acheson.

Senator Tarr. Well, the scarce currency I want to follow up, but T
cah follow it up with Dr. White; I have no choice.

Senator Toerv. Couldn’t we meet at 10: 15, and gain 15 minutes?

The Cirairazan, What? :

Senator Toey. Could we not meet at 10: 15, and gain 15 minutes?

The Crairman. I am afraid not.

Well, thank you very much for your assistance, Mr. Secretary.

Mr. Acmeson. Yes, sir, I am glad to be here. 1 get promoted.
[Laughter.

(Whereupon, at 12: 20 p. m., an adjournment was taken until tomor-
row, Thursday, June 14, 1945, at. 10: 30 a, m.)
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THUREDAY, JUNE 14, 1945

UnITED STATES SENATE,
ComyrrrEe oX BanziNe axp CurreENCy,
Washington, D. C.

The committee met at 10:30 a. m., pursuant to adjournment on
Wednesday, June 13, 1945, in room 301, Senate Office Building, Senator
Robert F. Wagner, chairman, presiding,

Present: Senators Wagner (chairman), Barkley, Murdock, Ful-
bright, ‘Tobey, Taft, Butler, Buck, and Millikin.

he CuairmanN. The committee will come to order, We have a
very distinguished witness, Assistant Secretary White of the Treasury
Department.

Mr. White, we will be glad to hear from you on what we are con-
cerned with, something you know all about, as I know and others know.

Mr. Wrnee. Thank you, Mr. Chairman,

STATEMENT OF HARRY D. WHITE, ASSISTANT SECRETARY OF
THE TREASURY, WASHINGTON, D. C.

Mr. Warre. I have a prepared statement, Mr. Chairman, which is as
follows:

To establish a sound monetary and financial basis for international
economic relations after the war the TTnited Nations must deal with
two distinct problems in the monetary and credit field. . The first ig
to promote stable and orderly exchange arrangements under which
international trade and investment can safely and profitably be carried
oli. The second is to encourage international investment for produec-
tive purposes so that countries can again produce, trade, and prosper.
The Bretton Woods proposals deal with these two distinct problems
through the International Monetary Fund and the International Bank
for Reconstruction and Development.

The fund secures the cooperation of all countries in a program for
raintaining fair exchange practices. All members of the fund are
required to define their currencies in terms of gold or the United States
dollar. Changes in the established paritics can be made only after
consultation with the fund and only to correct a continuing disequilib-
rium in a country’s international economic position. In this way the
fund places the sanction of international agreement on orderly ex-
change adjustments and outlaws competitive exchange depreciation,

Obviously, it will not be possible, after 6 years of complete disrup-
tion in world trade, to determine with certainty the rate in terms of
gold that will be appropriate for each country. To permit prompt
correction of an ervor in the initially accepted parities, changes aggre-
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gating not more than 10 percent may be made by a country after con-
sulting the fund but without the concurrence of the fund. On ail
other changes in parity a member must request the coneurrence of the
fund, Ifa country changes the parity of its currency after the fund
has expressed its objection, the country becomes inehgible to use the
resources of the fund and it may be compelled to withdraw from
membership.

The estaglishment of a structure of reasonable exchange rates can
thus be realized, and the maintenance of stability of those rates facili-
tated. But more is needed. Under the fund, countries agree to elim-
inate as soon as possible the restrictive and discriminatory currency
practices that stifle world trade. It will not be possible for many
countries to remove immediately all of the restrictions that they have
continued during the war. They will need time, until they. are agnin
producing and trading at something like prewar levels. Therefore,
during the postwar transition the fund permits countries to retain
controls which are still necessary; but they undertake to remove such
controls as soon as this becomes possible without excessive use of the
fund. Without the fund, countries could at any time place whatever
restrictions they wish on exchange transactions, or engage in any kind
of eurvency cutthroat practices. That is precisely what some of them
did in the 1930, with such disastrons consequences to world trade.

To maintain stable and orderly exchange arrangements, and check
easy resort to harmful restrictive or unfair competitive devices, coun-
tries must be able to have help at a time when there is pressure on the
exchanges. The fund will have resources of 8.8 billion dollars in gold
and currencies to be used specifically for this purpose. With the
assistance that the fund can and will provide, countries get time to
take the measures necessary to restore their international economic
position without the necessity of resorting to drastic measures of con-
traction and restriction which so frequently help spread depression.
The aid given by the fund will be in limited amounts and under ade-
quate safeguards. :

It has been said by some critics that the fund will offer credit in a
novel way contrary to accepted credit principles. There is, however,
nothing novel about the method under which the fund operates. We
have used much the same method in our bilateral stabilization agree-
ments, involving commitments of several hundred million dollars,
without any loss. Indeed, the fund has even more safeguards than we
were able to employ in our bilateral arrangements. The compre-
hensive character of the provisions that safeguard the use of the fund
and protect the value of its resources is too often overlooked. They
are an important element in the fund’s constitution and should be
known to those wishing to understand the fund. An outline of the
more important of the safeguarding provisions follows:

1. Each member must subseribe gold and its own currency in an
amount equal fo its quota. This subscription is returned to the mem-
ber when 1t leaves the fund after meeting all its obligations. When
a country buys foreign exchange from the fund it must put up addi-
tional amounts of its own currency equal to the value o}_) the foreign
exchange which it buys from the fund. Thus, the fund always holds
currency equal to at least twice the gold value of the foreign exchange
which it has sold to a member.
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2. The fund cannot lose from the depreciation of any currency. All
_of the currencies held by the fund bear a gold value gnaranty. In the
event of depreciation of a currency, that country must supply an
additional amount of currency to maintain intact the original gold
value of the fund’s holdings. :

3. The fund can always sell the currencies it holds to members wha
have to pay for imports from these countries. The currencies held
by the fund cannot be blocked and their use for the purvoses of the
fund cannot be restricted in any way. If a country withdraws from
the fund, it must buy back any currengy the fund holds in excess of its
subscription and it must pay with gold or convertible exchange.
Otherwise, the fund can liquidate its holdings of the currency to
reimburse itself. Except in case of repudistion, the fund takes no
real risk of loss, A country that repudiates its obligations to the
fund would become a financial and economic outcast.

4. There are quantitative limits on the purchase of foreign ex-
change from the fund. The net amount of foreign exchange pur-
chased by a member from the fund in a 1-year period may not exceed
25 percent of its quota, and in the aggregate may not exceed its quota
plus its gold subscription. Further purchases can be made only if the
fund specifically waives these limitations and then only under condi-
tions preseribed by the fund, which may include the deposit of appro-
priate collateral in addition to the member’s currency.

5. A country purchasing foreign exchange from the fund must use
its gold and monetary reserves in equal amount if these reserves
exceed its quota. There are also provisions requiring a member to
repurchase its own currency from the fund as its gold and foreign
exchange reserves increase and exceed its quota. Thus, while the
currencles held by the fund are constantly changing, the fund’s re-
sources tend to return to their original composition.

6, The fund will not permit its resources to be used to support a
currency if it believes that the exchange rate is untenable, Xrtic]e
XX, section 4 (b), states that the fund will not agree to a rate if
“In its opinion the par value cannot be maintained. without eausing
recourse to the fund on the part of that member or others on a scale
prejudicial to the fund and to members.”

7. The fund will not begin operations with a country that is not
prepared to maintain stable and orderly exchange arrangements.
Article XX, gection 4 (i), states:

The fund may postpene exchange trangactions with any member if its eircum-
stances are such that, in the opinion of the fynd, they would lead to use of the

regources of the fund in a manner contrary to the purposes of this agreement
or prejudicial to the fund or the members,

8. The fund’s resources cannot be dissipated in a capital flight.
Article VI, section 1 (a), states:

A member may not make net use of the fund’s resources to meet a large or
sustained outfow of capital, and the fund may request a member to exercise
controls to prevent such use of the resources of the fund.

9. The fund can limit or stop a2 member at any time from using its

resources contrary to the purposes of the fund. Acrticle V, section 5,
states:

‘Whenever the fund is of the opinion that any member is using the resources
of the fund in a manner contrary to the purposes of the fund, it shall present to
T9673—45—-85
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the member a report setting forth the views of the fund and prescribing a suit-
able time for reply. . After presentlng such a report to a member, the fund may-
limit the use of its resources by the membet. 1If no reply to the report is recelived
from the member within the prescribed time, or if the reply recelved is unsatis-
faetory, the fund may continye to ljimit the member’'s use of the fund's resources
or may, after glving reasonable notice to the member, declare it ineligible to use
the resources of the fund.

10, If a member acts contrary to the provisions of the fund on main-
tenance of the parity of its curreney, on the termination of discrimi-
natory currency practices, or on any other provision, the fund may
declare the member ineligible to use the resources of the fund.

The above-listed safeguards make our participation in the fund one
of the safest Investments. No participation involving international
transfer of funds can be wholly without risk, but the protective fea-
tures safeguarding the assets of the International Monetary Fund are
g0 complete as to reduce the risk of loss to a minimum.

One other and a very important provision should perhaps be empha-
sized. The fund will levy charges on the currency it holds in excess
of the quota of a country. These charges increase progressively with
the net amounts of foreign exchange purchased by a member and with
the length of time during which the funds are employed. All charges
are payable in %old, with minor exceptions. Thus, there is always
strong pressure being exercised to restore the make-up of the fund to
its original pattern.

Powers and safeguards have been given to the management of the
fund which will enable it to apply proper standards of credit worthi-
ness. If a country in gvod faith abides by the principles of the fund
and if it meets the tests specified in the agreement, then the aid given
to that country is quite in aceord with the credit principles that should
govern stabilization operations,

So much for the fund. Turning now briefly to the bank.

The countries that have bgen devastated by war and the countries
that lack the modern means of production will need some foreign
capital for recomstruction and development. The Bretton Woods
Conference proposed the establishment of the International Bank for
this purpose. The bank will have capital of $9.1 billion to encourage
private international investment for scund and productive purposes.

The principal business of the bank will be to guarantee securities
of foreign governments and corporations sold to private investors.
In cases where a loan cannot be made on reasonable terms, even with
the bank’s guarantee, the bank would be permitted to make the loan
directly. For such loans, it would have 20 percent of its own capital,
and it could raise additional sums by issuing its own securities.

The bank will be concerned with long-period loans for specific
projects of reconstruction and development. A loan will be made or
guaranteed by the bank only after a committee investigates the
project and reports that the loan will eontribute to the productivity
of the borrowing country and that it will be in a position to service
the loan. Loans made or guaranteed by the bank must first be guar-
anteed by the government of the country in which the project is
located or by its central bank,

"Obviously, there are risks in the bank. Obvicusly, some loans will
not. be repaid in full. That’s why a bank of the character recom-
mended is needed. The risks of loss will be shared by all countries
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that subscribe to the bank. Even so, the loss will not fall wholly on
the member governments. The bank will collect commissions of 1
to 115 percent annually on the outstanding principal of the loans it
guarantees to make. - These commissions will be held as a special
reserve to meet the obligutions of the bank if the loan should be de-
faulted. It is estimated that these reserves will be adequate to meet
all defaults if four out of five loans made or guaranteed by the bank
are met in full. Even with the experience O%L}che 1920%, this would
appear to be 1 conservative reserve for losses.

If defaults cannot be met from accumulated reserves the bank will
call upon its capital. Eighty percent of the capital of the bank is
set aside as a surety fund for this purpose. It should be noted that
the aggrepgate of outstanding loans made or guaranteed by the bank
may not exceed the unimpaired capital and reserves of the bank. In
this way holders of securities, guaranteed or issued by the bank, are
given the greatest possible protection.

We have said, and it will bear reiteration, that the fund and bank
by themselves cannot assure either sustained prosperity or enduring
peace. They are nevertheless an important part of the structure
essential to those goals, Other measures are obviously necessary, both
in the domestic and international field, The bank and the fund not
only make a very important contribution to those goals directly but
also provide a favorable environment in which these other measures
can be more effectively carried out.

And now I should prefer to spend a little time on some points that
I think would be of special interest, and then if you like I would be
glad to answer any questions,

Senator Tosey, And, Mr. White, having heard you were here when
most of the other witnesses testified, I take it you have heard the
collogquies that have taken place around this table, and you in turn
could go ahead as you like in answer to those things as questions have
been asked in which they were involved.

Mr, Wurre. All right, Senator Tobey. Some of those points I will
refer to, and others may develop if there are further questions, if that
is agreeable, Mr, Chairman,

e CHArrMAN., Yes.

Senator Muroock. 1 would like for you to discuss somewhere in
your statement, Mr, White, this question; I don’t care to have you do
it now: Whether or not a reduction in gold reserves such as the
Senate passed recently would be considered as equivalent to depre-
ciation or devaluation of our currency ?

Mr, Wurre. I can answer that briefly now, but I would prefer, if
there is any expansion of that discussion, if you could hold your
thought and I could take it up later.

Senator Murbock. Very well. :

Mr. Warre. Because it may take me afield.

Senator Murnock. That is entirely satisfactory.

Mr. Warre. 1 could say that T do not think so, and then I will leave
the reasons and further replies to any comments that you may have
to make on the subject for later discussion, Is that satisfactory?

Senator Morpocxk, That is fine. :

' Mr. Warre. One of the aspects of the fund that is frequently over-
looked and is very important to a proper understanding of the risks
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that we are undertaking in participating in the fund relates to a
number of provisions safeguarding the resources of the fund, and I
would like to spend a few minutes indicating definitely what are the
safeguards and how effective they are to our own investment and to the
resources of the fund. L

I think it might be helpful if I could refer you to specific provi-
sions, and I should like to do that. There are two general types of
safeguard in the fund. One relates to safeguard of the assets of
our own investment and of the resources of the fund, safeguards
against possible monetary loss. That is one type of safeguards,
There is a second type of safeguard, and there is a certain amount of
overlapping obviously, but not enough so* that they are not better
treated separately. The second type of safeguard relates to the pro-
tection of the powers of the fund against abuse. I am going to talk
about the first type of safeguard, and then I will go to the second.

Quite obviously there are risks inherent in any participation in
international financial transactions. One cannot think of any type
of safeguard which would eliminate all risk of monetary loss. There
is some risk, DBut what we have attempted to do was to include pro-
vigions in the fund which would reduce those risks to a minimum,
‘We were aware, in our very early discussions, of the various oppor-
tunities of loss, of the various loopholes that had to be plugged., We
think that we have effectively plugged those loopholes and protected
the assets of the fund against all sources of loss except one, which I
will indicate.

Now, the first provision that I want to eall your attention to is
on page 7 of the articles of agreement, article IV, section 8,

Senator Muroock. What page is that?

Senator Furbrigur. 7.

Mr. Wrire, That is on page 7.

Senator Murpock. In tgis [indicating] ¢ .

Mr. Warre. In this book, in the articles of agreement. That is
correct, sir. Page T, halfway down on the page, section 8. This pro-
vision 1s designed to keep the assets of the fund, which are made up
of various currencies, at their same gold value, In other words, any
depreciation of any currency does nof affect the gold value of the
aggregate currencies in the fund, becanse the country whose currency
may have depreciated has to put more of its currency in. It has to
put enough more of its currency in to maintain the original aggregate
gold value. The provision reads:

The gold value of the fund's assets shall be maintained notwithastanding changes
in the par or foreign exchange value of the currency of any member.

And the next section deseribes that—

‘Whenever the par value of a member's currency is reduced, or the foreign
exchange value of a membet's currvency has, in the opinion of the fund, depre-
cinted to a signifieant extent within that member’s territories, the member shall
pay to the fund within a reasonable time an amount of its own currency equal to
the rednction in the gold value of its curreney held by the fund.

Now, the effect of that provision is that the fund’s total assets of
gold and various currencies—of pesos and dollars and sterling and
milreis and francs—are always worth the same amount of gold. TI#
starts with $8,800,000,000; it still has that aggregate value as long as
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it continues to function. If may have made, doubtless will have made,
some earnings that would be added on, but the original assets continue
to have the same gold value,

That is the first provision, : .

SBenator Barriey. In other words, the lower the gold basis becomes
the more they must put in to keep it af par, to keep the basis the same?

Mr. Warre. That is right. You might state it that way, Senator
Barkley, or we might prefer to say that any reduction in the value
of eurrency in terms of gold, any unit of currency, has to be compen-
sated for by requiring more of that currency 1o be put in,

Senator Minuikin, Mr. Chairman.

The Cramyax, Yes,

Senater Miruikin. It is equally true, is it not, Mr. White, that the
value of (a) and (b) of section 8 depends entirely on the value of
the currency in relation to gold?

Mr. Wurre, Yes. Well, that is fixed at the start, Senator.

Senator MriinikiN. Yes; it is fixed, but it may be fixed incorrectly.
You may be dealing with a currency that is so instable that you cannot
give it a proper reference to gold; is that not possible?

Mr. Wirrre. There are two parts to your guestion, Senator, You
are partly correct in this sense—that when the currency of any country
is put in the fund it has o stable value at that time.

Senator MiLLIEKIN. Yes?

Mr. Waurre., Otherwise they cannot enter the fund fully.

Senator Miunikiv, Yes?

Mr. Wurre. Now, subsequent to that, Senator, as you say, the cur-
rency may depreciate.

Senator MmLikin. Yes.

Mr. Wirre. If it docs, the member country whose currency it is,
has to put in more of that currency, so that the gold value of the
aggregate which they put in is always the same.

Senator MoLikix. And in establishing the original geld value of
the currency, there also you have a question of appraisal?

Mr, Warre, That is right.  And we will come to that g little later,

Senator Miruikiw. And you have to make a correct appraisal?

Mr. Wirre. You are quite correct. And that is one of the provi-
gions that we will be concerned with later. Do you mind holding your
further questions, Senator, until we come to that point?

Senator MicLigin. All right.
~ Mr. Wurre. So much for that first provision,

Senator Murnock, Suppose they would increase?

Mr. Warrk, Then the reverse is true, Senator Murdock. They
got—m :

Senator Torey. Paragraph (c).

Senator BARKLEY, ( c§ '

Mr. WHiTe. The only reason I am not stressing that is that doesn’t
happen so frequently, and it would not be a cause of loss.

Senator Murpoex. It doesn’t happen so frequently,

* Mr. Wrrrre. The second provision that 1 want to call your attention
to is on page 3. Page 3, article IT1, on the top of the page, section 8
(a), right on top of the page, “Time, place, and form of payment.”

Now, this provision is designed to make certain that the collateral
of the country which borrows from the fund, if you want to call it
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borrowing—we prefer to call it purchasing of exchange—the col-
lateral held by the fund is at least twice what it owes the fund. That
is quite important. The collateral left with the fund by a country
is at least twice in gold value what it owes the fund. And that is
taken care of by two provisions. The first provision is (a). That is
the subscription of each member shall be equal to its quota and shalf
be paid in full to the fund at the appropriate depository on or before
the date when the member becomes eligible—as sort of entrance fee,
if you like—a country has to pay its quota partly in gold, partly in
its local currency. Before it can do any business 1t has to put in that
amount of money in toto.

Senator Bugkx. Every country has to put in some gold ?

Mr, Warre. Every country, some gold, yes. The less gold a country
has, the less it puts in, The actual provision states that a country has
the choice of putting in either 25 percent of its quota in'gold or 10
percent of its gold holdings. And, Senator Buck, the purpose of that
1s this: A country that has a lot of gold holdings, such as the United
States, for example, or France, would elect the 25 percent of its quota.
Qur quota, for example, being 234 billion, a fourth of that would be
somewhere in the neighborhood in $675,000,000. A country, however,
that has a small amount of gold, like Greece, for example——

Senator Buck, Would take 10 percent. _

Mr. Waurre, Would take 10 percent of its gold holdings; and one
of the purposes of that provision is not to exclude any country from
participation merely by the fact that it has lost most of its gold or
never had much gold.

The second part of the provision that assures double collateral
will be found on page 8, article V. Page 8, article V, sections 2 and 3,

A Vorce. Section 2 is all right.

Mr. WaITE. T'Wo and three.

That section provides that when a member buys foreign exchange
it has to pay in an equal amount of its own currency. If a country
comes to the fund to buy foreign exchange—some people like to refer |
to it as borrowing from the fund—the country that does the borrow-
ing or does the purchasing has to put in an additional amount equal
to its purchases or borrowings so that the fund would have at least
double the amount due it.

Now let me try to make that clear. Supposing country X has a
quota of around a hundred million dollars, it starts by putting a
hundred million dollars in the fund, some gold, some of its local
currency, whatever the name of its currency might be. Now, that
remains in the fund. Supposing country X during the first year
comes to the fund to buy sterling, dellars, francs, various currencies,
or any one of them, up to the maximum which it i1s permitted under
usnal circumstances, namely, 25 percent of its quota; in other words,
during the course of the first year it buys $25,000,000 worth of dollars,
if you like. Country X would have put in $25,000,000 of its local
currency.

Now, then, what does the fund have? The fund has the original
hundred million put in by country X, plus the $25,000,000 which
country X hag to put in to buy 25,000,000 of some other currency.
So the fund has $125,000,000 worth of the currency of country X.
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What does country X owe the fund? $25.000,000 for whatever
currency it bought. So at the end of the first year the fund would
have collateral which is worth five times more than the borrowing.
It has 500 percent coliateral.

Senator MitrixiN, Mr. Chairman.

The Caamrman, Yes.

Mr. Warre. Senator?

Senator MitLikix, That, Mr. White, all depends upon the correct-
ness of the valuation of the cur rency of the particular country in
relation to gold, does it not?

Mr. Wuite. Quite, Senator. Your point would apply to many of
these provisions, and we will come later to an examination of the
merits of the particular provision we are now discussing,

Senator MrrairiN, All right.

Mr. Warre. But that qualification would apply right through here

Senator MmLiriN, Yes.

Senator Brex. May I ask one question: Are they limited to 25
percent of the deposit?

Mr. Warre. During the first year,

Senator Buck. During the first year,

Mr. Warre. Except under special conditions. That limit may be
waived.

Henator Buck. In subsequent years can they be increased to a hun-
dred percent?

Mr, Warre. The next year another 25 percent.,

Senztor Buok. That is 50 percent,

Mr. Warte. That would be 50 percent. And I want to show how
the amount of collateral diminishes from five times to double. The
second vear the country X took their full quota the fund would have
$150,000,600 of currency unit X, while country X would owe the fund
$50,000,000.

Senator Buck. Three times as much.

Mr. WaiTE. It would be three times. The next year it would be
175,000,000, and they would owe 75,000,000; and if they took their
full quota, country X would owe the fund a hundred million dollars
for the currencies it hought, and the fund would have as collateral
$200,000,000 of unit X. In other words, the fund would never have
less collateral than twice the amount owed to the fund, which is as
safe a margin of good collateral as anyone could want to ask. Rarely
do you get 200 percent collateral of this quality. We will examine
the quality of the collateral a little later.

Senator Mitrigix. Mr. Chairman,

The Crarrman, Senator Millikin.

Senator MirLikrx. Would this be correct, Mr. White: That if a
t:‘ountr‘irl makes repeated drafts on the fund Would thet not in itself
show that its own currency had an element of instability in it?

Mr. Warre. Not necessarily, Senator, for this reason. Under nor-
mal circumstances you are correct. You might he correct, but not
necessarily so with the kind of operations that occur with the fund,

Senator MmrigiN, T do not want to interfere with the orderly
Presentation,

Mr, Waite. No. That is quite in point.
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Where there is an increasing demand for foreign exchange, as for ex-
ample, in countries that are experiencing what we call a flight of
capital—

Senator MmN, Yes. ' .

Mr. Wurre. Where the resident does not have confidence in his own
Currency—

Senator MizpigwN. That is right.

Mr, WatTe. As was the case in France, you will remember, in 1935,
'86, and 37, and in many other countries where they preferred the
dollar both for speculative reasons, and for security reasons. They
didn’ have confidence in either the political stability or the economic
stability or in the value of the currency, they would get out of their
own eurrency into the dollar, and that would create a big demand for
dollar exchange, and in that case you would be correct. DBut in that
kind of operation, which we call a capital operation, they cannot come
to the fund for dollar exchange. The only time they can come to the
fund to purchase foreign exchange is when they need it to pay for goods
and services on current account. It frequently happens in a coun-
try’s history—it happens with us as well as with other countries—that
there are periods of maybe 1, 2, 8, 4 years or more, when the demand
for foreign exchange is in excess of the incoming supply, and when
they need to acquire foreign exchange either by the sale of gold or
through some credit operation, -

. Benator Mrmzarin, But generally speaking, even for goods and
services, 1f the currency of a particular nation%las a stabilized relative
value, it would not have to funnel into the fund, would it ¢

Mr. Warre. Noj the member country would not go to the fund——

Senator MILLIKIN. Yes.

Mr. Warre. For the currency unless it needed to acquire foreign
currencies because it was buying more than it was selling,

Senator MILLTRIN. Yes. :

Mr. Wante. Of goods and services.

Scenator Mruuixin, As T get the picture of —the demands that are
made on the fund will come about because the particular currency
standing on its own feet does not have a stable value——

Mr, Warrn. No; not necessarily.

Senator Mmrixin. Such as a trader would be willing to accept on

- its own feet.

Mr, Wurte. The experience of almost every eountry—I don’t think
there are any exceptions—is that there are periods when it needs to
acquire foreign exchange in excess of what 1t is getting from its ex-
ports.

Senator Mririgin. I understand that. But if that is a repeat pex-
formance—

Mr. Winrre. It frequently is.

Senator MiLrirIx. If that continues, becomes a regular habit, does
that not in itself show that there is a basic instability in this currency$

Mr. Warrn. Let us rather put it this way, Senator, and I think I see
vour point. If a country is continually confronted with an adverse
balance of payments——

Senator MiLuikN, Yes, -

Mr, WaiTE. Continually, year after year after year, then it is what
we call in basic disequilibrium, Tt may not be because of a weakness
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in its currency. It may be for other reasons. It may also be due to a
weakness in its currency. In that case something has to be done. And
we will come to that.

Senator MiLLixiy, All right.

Mr. Wnrr, But that is a_definite possibility,

Senator Murpock. Mr, Chairman, in line with Senator Millikin’s
question, I think, if I understood you, Senator Millikin, you have this
in mind. Let us suppose now that we don’t create an international
fund, and there is a demand on the part of country X, let us say, out of
Tine with the demands of the other countries for for'e1gn exchange.
Where—how do they get that now? How would they get it without
the international exchange?

Senator Mrrrikix. Well, in normal times that is worked out through
private international exchange,

Mr. Write, Well, in

Scnator Murpock. Now, that suggests this question to me. Why
can’t they {follow the channels that Lhey normz’?ﬂy would ¢

Mr. Waire. They do.

Senator Muroocx. With the fund in existence?

Mr. Wirrre, They do.

Senator Munvocr, They still go through the norinal channels?

Mr. Waire, They do pleubely that.

Senator Murpock. As long as they can?

Mr. Wurre. Not as long as they can.

Senator Murpock. Ts that what you had in mind?

Senator MirtiriN. Not only that; but I say when they go beyond
that and have {o come to the fund, and have to repeatedly, that shows
in itself there is a basic instability.

Mr. WarTE. I think that is a misunderstanding and a misapprehen-
sion which T wonld like to clear up.

Senator Miurigix, Yes,

Mr. Warre. But it comes under another point.

Senator MiLrixiN, All right.

Mr. WorTe. But, Senator Murdock, when I say that with the fund
countries will funetion the same, what I mean is they go to their
usual sources to get foreign exchange. It may be to sell gold, It may
be they are getting credit from commercial concerns, short-term eredit.
It may be they will get short-term credit from banks for a seasonal
movement. That will go on just the same. It is only when the central
bank or the treasury or the stabilization fund—whichever is the fiscal
agent of a government—sees from the operations that there is an
inadequacy of foreign exchange that can be met only by dipping into
its gold reserves more than they think is desirable, that the central
bank comes to the fund te buy foreign exchange.

Senator Murpock. So that when the condition, let us say, becomes
abnormal, wonld that be true? Then they come to the fund?

Mr. Warte, Noj it is not an abnormal condition. - It is a common
condition, but it is a condition that would apply only to countries
some of the time.

Senator Murnock. Well, let us say, as long as ¢ountry X can func-
tion through the normal chanrels in the acquisition of foreign ex-
change, she would not come to the fund?

Mr. Warre. Well, I am afraid I have to give both a “yes” and a
“no” answer to that, and I will explain it, Senator Murdock,
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Senator MirtiriN. I believe, Mr. White, if sometime during the
presentation you could give us a case example of what finally cul-
minates in a Tequest on tﬁe fund for something— '

Mr. Warre. I will be glad to do that.

Senator MiLuIIN. It would tend to clarify the whole thing.

Mr. Wirre. Suppose I do that right now, then the discussion might
more easily be followed.

Let us take country X the case you cite. Supposing country X has
a favorable balance of payments, In other words, it is selling more
coffee and cotton and whatever else it sells, in excess of itg imports;
so that there are sums due it. That country does not come to the fund;
it has no occasion to come to the fund. ?E is acquiring gold or other
foreign-exchange assets.

Supposing, however, that, as is possible after the war—2 or 3 years
from now, it is buying more than it is selling, so that it has to get
foreign exchange. It may be sterling, it may be dollars, or both.
Now, it can get that foreign exchange in one or all of three ways:

(1) It can take gold out of its reserves, sell that gold in New York
to the Treasury, or in London, and buy doflars or sterling and make
it available to its traders. It can get foreign exchange through
the sale of gold. That’s clear. That 1s once way.

The second way is to borrow abroad. If it is o temporary shortage,
if it is a seasonal movement, if the central bank expects, in other
words, that in a few months the movement will be the other way, it
can go to a commercial bank and borrow, Sometimes the credit of
some countries is good enough so they don’t have to leave any collateral.
If they have a stabilization arrangement with us, as some of the
countries do, they can get dollar exchange from us in return for their
own currency. That is a bilateral arrangement. But let us leave that
out of the discussion for the moment. :

The third way that they can get foreign exchange is to cut their
imports, cut their purchases, by imposing exchange restrictions or in
any other way, and try to stimulate exports by depreciating their
currency {in terms of gold). o

The latter course, which countries frequently resort to when they
do not have adequate gold reserves, has unfavorable consequences for
the rest of the world, '
qufilI%ator Mirikry. That is what you are trying to reach with this

nd ¢ :

Mr. Wurte. That is what we are trying to avoid., So we say to that
country : “If you are in that position, you can coms to the fund. Your
central bank comes to the fund, and if you need it for current exports,
to pay for current goods and services, and not for a flight of capital;
if you need it for the purposes which are indicated, and if you are
pursuing policies which are in accord with the principles of the
fund”—and that is something T want to discuss later—“then you have
a right to come to the fund and say, “We want to buy dollars, and here
is our currency in payment.’” Country X goes to the fund and bu
dollars if it needs them, or sterling—it is permitted to buy only tﬁz
specific eurrency it needs—and puts in its own money, whatever it may
be. It may either continue to buy for several years, or it may stop
buying. In any case, they have to pay interest on that, and that
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interest increases the longer the delay in repurchasing their own
currency from the fund.

They later begin to repurchase, because by the time several years
have passed they are on the other side of the swing, Either they
begin to have a favorable balance of payments or they have to pull
their belts in and cut down on imports. They begin to repurchase
that exchange, and they begin to buy back their own money, paying
for it with dollars or gold. So over a period of 4 or 5 years the fund’s

_ holdings will tend to be back to the original position,

In other words, the fund is a sort of cushion, It provides reserves,
if you like, when a country is in difficulties. Instead of doing the sort
of things that will be bad for the other countries, as in the thirties,
member countries in difficulties can be taken ecare of temporarily by
the fund in the same way as a situation would be handled by & bank
that has o good eustomer who runs into a bad season: the customer
can come to the bank and borrow with adequate collateral and then
pay back the loan when conditions are better.

The adequacy of the collateral, the value of that collateral, which
is important from the point of view of our risk is a matter I want
to take up later,

- Senator Barxkiky., But if the individual who wants to borrow the
motey from the bank, under your illustration, happens to be a stock-
holder in the bank, he is not relieved from the obligation of putting
up collateral to secure the loan that he makes from the bank.

Mr. Warre. But neither is he relieved from any collateral require-
ments with the fund. He always has to have it

Senator Barkiey. That is what I mean, It is a parallel situation,

Mr. Warte. Right,

Senator Barrrey, The fact that a nation is a stockholder in this
fund in no way relieves it of the obligation to put up the collateral
if it uses the fund.

Mr. Warre. That is quite true. More than that, Senator Barkley,
I do not think there is any bank that requires either the quality or
the amount of collateral that this fund requires. And that is what
I want to show: that the risk of monetary loss arises from only one
source, I will indicate what that source is,

Senator Topey. Is it not your opinion, then, Mr, White, that any-
one who in eriticizing—and we expect them to criticize—that anyone
who in criticizing this fund makes the sthtements that we are throw-
ing money down a rat hole or that we are giving money away and
it 1s not going to come back, and with that dogmatic expression be-
hind it, is about a hundred percent wet? Isn’t that right?

Mr. Wurre. They just don’t understand the fund.

Senator Torry. And they don’t want to understand the fund.

Mr. Wite. Well, I don’t know about that. But they don’t under-
stand the fund.

Senator Tosey., No; that type of mind starts with the premise that
the whole thing is no good and spends all its time justifying that
point of view. That is the trouble.

Senator Mitiirin. Well, isn’t that dogmatic? Mr, Chairman, may
I read something?

Senator Tosey. It is truth, just the same. Sometimes dogma is
truth.
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Senator MrrikiN, When I got home last night I found my April 7
issue of the Fconomist. I would like to read into the record what
it has to say about Brefton Woods:

The Bretton Woeds bill {s not making very rapid progress, and it is reporied
that the administration has abandoued its original hope of getting it through
before the San Francisco Conference opens. Whether the decizion, when it
comes, will be favorable or unfavorable is still obscuare, though the greatest
probability would seem to be that the bill will be pazszed with amendments.
An impetus in this direction has been given by a report by the eminently re-
spectable Committee for Economic Development, whose reservedly favorable
attitude may serve to offset the more downright hostility of the American
Bankers' Association.

Beth the CED—

That is the Committee for Economic Development—

and the ABA, however—and this is a very general attitude—profess more inve
for the Reconstruction Bank than for the Monetary Fund. The ABA would
abolish the fund entirely and transfer to the bank the only funection now
attributed to the furnd which is thought te be useful-—the muaking of loans to
facilitate the stabilization of currencies. The CED does not go u€s far as this,
but it wonld restrict the activities of the fund to currency transsactions for the
correction of temperary disequilibrium, The bogey, to hoth orgunizations—

And mark this well, please—

The bogey, to both organizations, iz the posgibllity that the fund will be left
holding ouly weak currencies. This ig, of course, a necessary consequence of the
purpose for which it is created, and the fact that it is w'ged as an objection
shows how far the American business community is from seeing the fund in
the same light in which it appears to other couniries. The bhill may he passed
by Congress, but there is every indication that Bretton Woods will mean dif-
ferent things in dlfferent countries.

Mr. Warte. T am glad you read that statement, because that points
up precigely the point, Senator Millikin. It provides an excellent
busis for the discussion which will follow.

The Cramyax. May T inquire, was that statement made before the

"House paszed the hill?

Senator MruikiN, This was April 7. The issue of the Economist
is very delayed now. It takes several weeks,

Senator Toney. A lot of time has gone since then, and T would like
to mention, Mr. Chairman, to put into the record, following this
article, a most fulsome editorial praising the Bretton Woods agree-
ments, in the American Banker, and in it it praises the wonderful job
the House has dome, the statesmanship, and the fine results secured,
Erlll'ld praises it almost without limit. I think it would read well right

ere,

(The article referred te is as follows:)

[American Banker, May 29, 10451
THe BreTron Woors CoMPROMISE
{Thank ye)u,' Megsrs. Congressmen)

The “compromize” Amendments 1o the Drefton Woods bill represent a grand
and heart-warming accomplishment. American democracy can be proud of such
8 demonstration of wisdom and effectiveness. We ean be proud of the work of
the House Ranking and Curreney Committee for having drafted so wise a frame-
work for United States participatiom in the International Monetary Fund and
the International Bank for Reconstruction and Development.

There appears to be no doubt that the amended bill will pass the House by
4 good majority and that while there may be some political fulminations in
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the Senate, the amended hill will be substantially enacted inte law by autumn,
if the Senate provess conld be speeded up so that it ean pass npon the measure
before its summer recess, it would be better.

The world hug waited too long alveady for the patlern of economic coopera-
tion in the peace. Waiting has been disillusioning. It has strengthened {he
forces abroad which tremble as the result of past experiences with the United
States. They remember the ineptitude of our international econoctnic policy (or
lack of one) in the past abhd wonder whether we can be trusied to be more
consistent in our foreign loans and cxporf-import and tariff program in the
future. Their fears lead them to argue that the way of safety for their countries
is by special trade agreements, barter arrangements, and jmperial preferences
until the world, and particularly the United Staics, hag settled down to a new
and stable working stage in world trade long after the wur, There ate many
practical and worried men of affairs who find Lthemselves thinking sueh thoughts,
partienlarly in Great Britain. Every hour of delay in fixing the pattern of
world economie cooperation makes such thinking seem logical. Thig is why we
urge earliest possible action in the Senate on the Bretton Woods bill.

However, the outline of United States participation seems pretty clearly set
in these House cominiitee amendments. There has been no sign that the in-
terpretativn which they place upon the fund as an instrument for sbhort term and
témporary stabilization credits only will not be acceptable to the other 43 nations
which formulated and signed the Bretton Woods agreements. Wherefore, it
would seem, the world c¢an proceed in the resumption of inter-nation trading
upon the assumption that within the foreseeable near future the Bretion Woods
fund and bank will be in operation.

That is all to the good for world economic health. It helps to dispell that
sinking sensation in the pit of onr stomachs when we contemplate the possibility
of a drift again from economic warfare, isolationism, and imperialism into a
World Wuar 111

Let us hope that the United Nations Confercnce on International Organization
currently meeting at San Irancisco ig equally fruitful and that when the agree-
ment arrived at there is before our Congress it will receive equally wise treat-
ment and, if needed, Interpretation, which- will strengthen the cause of sanity
and democracy in world order!

The compromise amendments added by the House comnrittee to the Brefton
Woods bill do those two very things: (1} The stabilization loan limits ex-
pressed for the fund definitely strengthen the hands of its management In
preventing abuses of its powers, The reguirement that the United Btates Gov-
ernor of the fund and bank be subject to an advisery eouncil and responsible to
Congress democratizes our participation, Both were needed additions to the
bill.

Of course, the mere passing of a law, however wisely drawn and amended, wiil
not assure us of a4 wizely managed world fund and bank. Equal wisdom must
atiend the selection of its personnel.

But, for the drafting of the compromise amendments and the approval of the bill
by 50 great a majority as to assure House passage, we compliment and thank the
members of the Honse Committee on Banking and Carrency. Its members worked
diligently and intelligently, first to understand the Bretton Woods proposals and
the criticisms almed at their weak points, and then ingeniously and swiftly
resolved the conflicts into o compromise which gives the world the go-ahead signal
on ceonomic cocperation, Chairman of the Committee Brent 8pence displayed
extraordinary skill in legislative leadership in bringing about this result and in
keeping the cominittee hicarings on a high plane when there was so mnch tempta-
tion to induige in political demagoguery. Representative Jesse Woloott, who
ag Republican cougressional delegate to the Bretton Woods Conference, kept
himself uncommitted, o that ag a member of the House Banking and Currency
Committee he could make up his own mind, performed a public gervice of world-
wide significance when he saw how sensible were the criticisms of the fund and
then sponsotred the cause of compromise to incorporate them in the hill. These
two men, one a Democrat, the other a Republican, proved themselvex talented
legislative workmen. The prestige and influence of the entire membership of the
House Banking and Curvency Committee is handsomely enhanced hy the fine
handling of the hearings and issues involved in the Bretton Woods bill. We say
again, we thank you.

We believe we can add that the 1ittle people of the whole world algo are saying,
“Thank yon." They eannot understand why anything, money or material,.chould
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be allowed to stand in the way of the effective democratic cooperation of nailons
toward the world economic peace which is neeessary to end world wars and
freedom from fear.

Senator MiruikiN, I am making the point, Senator Tobey, that it
is more than dogma by a few obstructionists who think that this fund
will wind up with weak currencies, and I am citing the opinion of

The Economist that they regard that as the very purpose of the fund.
Let me repeat again:

This is, of course, a necessary consequence of the puarpose for which it is cre-
ated, and the fact that it is urged as an objection shows how far the American
business community ig from seeing the fund in the same light in which it
appears— .

to whom f.—
to other countries,

Senator Torey. Yes. Well, now, as a corollary to that I point out.
that the American Bankers Association, through the very estimable
gentlemen at the head of it, opposed the fund particularly, and they

ave their reasons for it; and now that it is a fait accompli as far as
the House goes, with some amendments which are legislative and not
to be referred back to other nations, the American Banker, the daily
paper of the banking profession, now comes out and praises the ac-
complishment, which includes the fund; and I thought it would be
helpful, in view of the tenor of this editorial, to put in the record at
this point the American Banker’s pronunciamente of approval.
That 15 all. _

Senator MizLigIN, I think it would be a very goeod thing to do.

Mr. WHITE. T am glad you read that, because that does point up
some of the misunderstanding. 1 might suggest that, while the Lon-
don Economist is a very estimable paper, I do not think it is any more
estimable that the Commercial and Financial Chronicle or many others
in this country, and the opinion stated therein is the opinion of one
or more journalists in the economic field and is not to be taken as
the last word in the subject. _

Now let us examine what is the value of the currencies that are in

- the fund, and what is meant, if anything, by weak currencies and strong
currencies. I think it is worth spending time on because so much stress
seems to be laid upon that point which springs from a misunderstand-
ing of the operations and the safegunarding features of the fund.

ow, then

Senator Murpock. Mr. Chairman, is it understood that the article
referred to by Senator Tobey goes in-the record hera? :

The Cramrman. It will be; yes. .

Mr. Warte. You remember I said that the fund has collateral of
at least 200 percent. If they utilize their full quota, it goes down
to 200 percent. Prior to that, it is 300 percent or 400 percent. Now,
that is what you apparently have some doubts upon and to which"
you think that writer refers.

Senator MiLuixin. I am afraid, and, Mr. White, I will tell you
frankly, I am afraid that this result which these fellows in London
think 1s the purpose of the fund, will in fact be the result, regardless

of whether it Is the purpose. Now, that is the whole purpose of my
probing into this thing.
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Mr. Wimte. And that is an understandable fact, and we are glad to
explain it, and I am sure that you are eager to get at a correct
understanding.

Senator Mirurgiy. T am. ;

Mr. Wmare. And that is why I am glad to take the time to explain
it. One must remember that it is a point of view which we are going
to examine,

Senator Mnwirix, I should like to add, Mr. White, that without the
benefit of that opinion I would still have the fear in my mind that
that might be the result, and regardless of the flow of opinion one way
or the other I should like to probe it for my own satisfaction.

Mr. Warre. Quite so. And it is because you have that fear, and
it is because I am sure you want to get at the facts, that I am happy
to discuss if.

These currencies, remember, have a collateral value in gold of at
least twice what any country owes them. Now, the question you are
raising is as to the adequacy of that collateral value.

Senator Mizuki~y. That is right.

Mr, Warre. In other words, when I say that the cruzeiros——

Senator MiLzakiN, That’s it,

- Mr. WHITE. —are worth $200 million in the fund if Brazil—taking
that country simply for purposes of illustration—has bought a hun-
dred million dollars’ worth of foreign exchange, then what you seem
to be hav 1n§;dfears about is: Are the cruzeiros worth $200 million?

Senator MizuigiN. Exactly.

Mr. WmrtE. Now, there are provisions in the fund aimed precisely
at that difficulty, which I assure you we foresaw in the early be-
ginnings. We wanted to make certain that the currency held by the
Fund had a value in excess of what the country owed the Fund, and
we proceeded to surround the value of the collateral with such safe-
guards as we could provide. What were those safeguards? They
were the following:

In the first place, the currency that is in the fund has no strings at-
tached to it. Tt is better than the same currency in anybody “else’s
hands. Let us refer simply to country X. Country X might have re-
strictions on the use of its currency. It may say to foreign holders of
its currency, “We have restriction on the use of our currency for such
and such purpose.” - But country X, in undertaking membership
in this fund and depositing its money, agrees that it will put no such
restrictions on that currency. 1In other words, the currency that is held
by the fund is better than similar currency in anybody else’s hands
because there can be no strings attached to it,

Secondly, when you say that you doubt the value of the currency,
remember that the question of the value of the currency only arises—
and this is important to remember-—only if and when the country
withdraws, either because it withdraws voluntarily or because it is
compelled to withdraw from the fund.

Senator MiLLikix. Mr. White, if T may make the suggestlon—I
don’t want to interrupt you undul

Mr, Wurrs, That is perfectly aIv 1 right, Senator.

Senator Mrcrikin, That is like saying to a bank that the value of
the collateral behind a4 loan only arises in its crucial form when the
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debtor is bankrupt and the note is no good. I mean we must have
a constant proof of the valuation of the collaterial behind the loan.

Mr. Wurre, That is correct, and I think you have stated it well, if
I may medify it in one respect, as to the collateral which a bank accepts,
the question of collateral becomes cruecial only when it is necessary
to sell that collateral.

Senator Mmurin. Yes?

Mr, Wirte. The value of that collateral is constantly being valued.

Senator MILLIEIN. Yes.

Mr. Wirre. That is what I indicated in the very first provision, that
that collateral must be kept at an equal gold value, just the same as
if a bank took stock as collateral, and the stock fell in value, it would
say to its elient, “You have to put in more of that stock.”

Senator Mitrikin. That all comes to my original inquiry, which I
assume you are coming to.

Mr, Wurre, That is right.

Senator MrLLikin. Yes.

Mr, Wurrr, The fund, then, has certain local currencies which it
may have to sell in order to get gold or certain other currency baclk
Correct ? _

Senator Mizririn. That is right.

Mr. Wmite. One of the provisions in the fund requires—that is
page 47, Senator, section 6. Section 6 must be taken together with
certain other sections that I will point out.,

It says that if and when the bank finds it necessary to sell its collat-
eral, either because, as I say, the member is withdrawing and owes the
fund gold or certain other currency, or is being expelled, then that
collateral has a preferred status. In the first place, if the fund sells
the collateral and does not receive the full value of what is due it,
then the country that is withdrawing agrees to make up the difference.

In order to muke sure that that currency has value all the time,
all the member countries agree that if asked by the fund they will
buy that currency before they buy the currency of that country held
by anybody else. Inasmuch as every country is always dealing in
other currencies, and inasmuch as the amounts involved are small
relative to the total amount of transactions engaged in, what we in
effect have—and mark this, because it is important—what we in effect
have is a continual market for the collateral in question. The fund
may not at that time be able to get the value that was placed upon each
unit of currency, but if necessary it receives more units, and if those
are not enough the country agrees to give still more. Therefore,
if g country withdraws, the fund can suffer no loss.

Senator MiLuigix. Mr, White, may I ask

Mr, Wrrte. The only loss that the fund can suffer—and this is
what I referred to when T said there was one exception to the possi-
bility of loss—the only loss which the fund can suffer is if a country
repudiates its agreement. If a member government breaks its written
pledge made to 40 other governments—if any country did that to the
remaining members of the fund it would become a virtual outlaw
so far as economie credit transactions are concerned, and it might
be equivalent to committing economic suicide so far as international
credit transactions are concerned.

Senator Torey. It would be an economic pariah,
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Mr. Wirre, It certainly would. What individual or what country
would extend credit to a country that repudiates an obligation of
that character. It isn’t as though it is a war debt. It isn’t as though
they said, “Well, you gave us this money because we were fighting -
for you.” Nothing like that. It is an obligation entered into the
open eyes and under conditions which are certainly reasonable.

Therefore I say that the risk of monetary loss that the United
‘States runs in its participation in the fund is almost negligible. Even
if country X did repudiate, the fund would lose some money, but the
loss of that money would be spread ameng the other members.

Senator Murixkin, Well, if country X withdrew, or, if you wish
to put it the other way, if country X repudiated, we would be in the
position of a bunch of endorsers on a nete taking over the collateral
angd realizing the best they could out of it. .

Mr. Waite, Yes; in which case——

Senator MiuiriNn, Whereupon for the first time the currency of
country X would reach its own proper level in relation to other cur-
rencies.

Mr. WrnE, Well, the second part of your statement raises ques-
tions which are not apposite. I was directing my remarks exclusively
to an explanation of the risk of monetary loss,

Senator Mirrigy, Yes,

Mr. WHiTE. The rest deals with something else.

Senator Topey. Mr. White, on this analogy between loss and repu-
diation, and so forth, take an ordinary commercial loan, and the bor-
rower repudiates. He has repudiated and lost caste with his bank,
as that is a more or less private transaction with the bank itself, And
that is the case of a defaulting nation. The one who acted in bad
faith iz not only slapping down the United States but all 44 nations
comprising the brotherhood of nations, with all of whom it has to
work and do business; isn’ that correct? :

Mr. Warre. That is entirely correct. And the publicity that would
accompany that would be— )

Senator ToseY. Prejudice among all nations.

Mr. Warte., It would be a serious step and any minister of finance,
in my judgment, would prefer to default on any obligation that was
outstanding, rather than an obligation to an international institution,
of the kind we are discussing.

Senator Mmursrx, Mr. Chairman, I should Jike tc suggest that you
cannot quite consider this problem in relation to an isolated country.
You might find a whole block of countries which through no desire
of their own found themselves in a position where they just could
not make good their obligations, And that is not at all imaginative.

Mr. Warte, Senator Millikin——

Senator MitrixiN. Tt is entirely possible. Tf we did not have those
crucial problems, those crucial dangers ahead of us, perhaps there
would he no reason for the fund and for the bank.

Mr. Warre. That is true of certain types of obligations. It may be
that during a period of depression a block of countries affected equally
by a depression of a major character may find themselves unuble to
meet the ordinary kind of obligation. But we have made this a very
unusual kind of obligation. We have attempted to foresee every
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danger of loss and blocked it, and we think we have done not a good
jobﬁ)ut an excellent job. . . ) )

One of the provisions in the fund makeg it possible—requires, 1n
fact—the fund to make arrangements with the country in guestion.
If a country withdraws—and it is only in the case of a withdrawal,
you see—while in the fund, all a member country has to pay is the
interest, We are speaking only of the case of repudiation. There
is nothing to force a country to repudiate, no economic conditions,
because if they find themselves in serious difficulties, the fund bas
the authority, in the event a country withdraws, to make arrange-
ments with the country allowing it time—1 year, 2 years, 3 years, or
4 years or more—in which to fulfill jts obligations. _

The obligation to the fund differs from the type that you are
speaking of in the sense that the country doesn’t necessarily have
to raise the money. The money is usually already in the central bank
on deposit in the name of the fund. Tt differs also, of course, in that
the obligation is to an international organization representing most
of the governments. Further, it is an obligaton arising from finan-
cial aid given under conditions under which the terms of repayment
are clearly indicated and expected. Such difficulty as may arise for
repayment would result from the difficulty of transfer of payment,
but provisions to take care of this difficulty are included. The fund
owns currency on deposzit with the central bank. To convert that
currency into gold or other currencies, the fund could sell that currency
on the exchange markets of the world. If the fund attempted to
liquidate it quickly, a drastic fall in the unit value of the currency
would result. The country whose currency is being sold would have
more to lose by such a fall in the value of 1ts currency than the fund
because if the proceeds to the fund are not equal to the country’s
debt to the fung the country must make good the difference. More-
over, rapid depreciation of a country’s currency from such a cause
iz bad for that country in many ways. That 18 one reason why a

“country would prefer to liquidate its obligation to the fund if reason-
able time for repayment is allowed. The articles of agreement pro-
vide ample authority for granting a reasonable period of repayment,

Senator Minuigix. Mr, Chairman, yesterday in the discussion with
Secretary Acheson I suggested in my own opinion that, with the pos-
gible exception of one or two countries, every nation of continental
Europe is faced with one or two revolutions and counterrevolutions,
In the face of that pobability, if you are willing to go along with
me that it is a probaEility; or if you are willing to assume it, 1f you
won't go along with me; how do we protect this fund ?

Mr. Warre. That is a perfectly good question, Senator. 1In the first
place, I would agree witﬁ’ you that it is a possibility. Whether it is a
probability would be a matter of judgment, I wounld be inclined even
to go along with you that it certainly is a probability with some coun-
tries; and it is because of that probability, as Mr. Acheson pointed out,
that we are so concerned with doing everything we possibly can, even at
the risk of some monetary loss, to try to prevent it.

Senator MiLLixiy, It may have a block effect. It may affect a
dozen countries almost at once.

Mr, Witk Yes. Let us examine it.

Senator MiriiriN. The collapse of one would be contagious——
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Mr. Warre. True,

Senator MizLixiN, And go into another, and you might have an
almost simultaneous collapse of 2 dozen countries.

Mr. Waite. That is quite true, and the seriousness of that situation
has led us to see what we could do to avoid it. The Bretton Woods
proposals will not avoid it wholly. They should make a contribution
toward that, DBut let is assume the conditions in your question.
Now, what would the fund lose as a consequence of that? You know,
Senator—you have doubtless been at conferences, had some dealings
with, or have done some reading on, the responsibility and the task
of an incoming government, a new government that 1s the result of
a revolution. And you are talking about revelutions now.

Senator MiuLikin. Yes.

Mr. Warre, You are talking about an overturn and a complete
shift, and the question you are raising is, Will the incoming minister
of finance, as one of his first steps, repudiate the obligations to an
international organization made by his predecessors or the preceding
government ? '

One of the difficulties that a newly established government, whether
it comes in as the result of a revolution or as the result of a war, or as
the result of a dubious democratic election, one of the first tusks is
financial reconstruction. The minister of finance knows he cannot
reconstruct his economy without assistance from the outside. One of
the last things that a minister of finance who has any sense of re-
sponsibility would do would be to repudiate his obligation where he
hopes to get some help. The new government wouild not want to
repudiate, they would want to meet their obligations. They would
want to keep their eredit unimpaired; to meet the interest due on
foreign-held bonds of their countries, even at considerable trouble,
annoyance, and expense. They don’t want to impair their credit.

A minister of finance would be the first to come to the various gov-
ernments and say, “Gentlemen, there has been a change, it is true, but
we are going to stick by our financial obligations to'ttis international
organization,” beeause while they might not like to do it, it would be
very evident that if they didn’t they would be creating serious obstacles
for themselves.

Senator MiLLikiv, I wounld suggest you have been giving a perfect

icture of responsible governments. Those governments—I am think-
ing of several of them in_ Europe—have good credit. They can get
money from us and probably from Great Britain, They have reason-
ably stable governments. Those governments do not give us our prob-
lems. Our problems arise from governments that have not ha® a his-
tory of responsible financial management and there are many of them
in Europe,

Mr. Wurrr. Yes; there are a number of them that have operated
their financial policy——

* SBenator MirrrxiN. When I say that T am not calling any names.

Mr. Wurre. That is right. There are some, and we don't need to
mention any names, but, Senator, those are the very countries who
find themselves in most need of help, and they are the ones which are

most reluctant to kill the goose that lays the golden eggs they need
so badly. -
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The first concern of any Minister of Finance that comes into office
is credit, both domestic and foreign. That is what he operates on,
and for him to take a step which would prevent his being able to
undertake the necessary ceonomic reconstruction would be, as I say,
suicide. T don't say it might not happen. There may be irrespon-
sible Ministers. They may be economic morons. 1t may happen, and
if it does happen then the fund would suffer a loss, but bear in mind,
Senator, that those countries probably would be countries with small -
quotas and the loss would be spread among others.

I don’t say those countries would not repudiate their debts. T say
it 15 unlikely that many would do it, and that is a risk we should he
willing to take because the risk of not deing something is infinitely
greater, as you so well point out yourself.

Senator li‘m Mr. White, may I suggest it seenrs to me you don’t
get the full picture. What you would find is not repudiation of fund
obligations,  What you face is general inability to pay the obliga-
tions. Each one of these countries that is in bad shape is going to
owe something to the fund, but that is just a small proportion of it.
They are going to have loans called.

Ify it is going to survive the fund is not going to hold up & country
that is not able to-keep up its balance payments for sometime. So
that what you face is general bankruptey in that country. Surely,
they would like to pay their fund debts and their other debts, But
take the case of Germany after World War I. You had the Dawes
plan, vou had the Young plan, you had plans of receivership by which
you tried to enable them to get on their feet, and you failed. Austria
was in the same position. They were not able to pay any of their
debts. There was a time when South American countries could not

ay any debis, because their balance was so bad during the depression.
ractically you could not get dollars in Brazil. They were not able
to buy there.

But the danger you face is not that they don’t want to pay this debt.
It is that you are likely, unless you are willing to lend money indefi-
niately, to have a very considerable number of countries that are bank-
rupt, particularly if they lie down on the front and don’t get their
balance payments back where they should be.

Mr. WHiTe. Senator, what you say relates to certaln historieal
episodes. May I point out wherein those differed from what we are
talking about here, and why what has been true and what may be
true again for similar episodes is not true of thd fund. You were
not here when T began, maybe it will orient you if I say I was direct-
ing my remarks to one point, namely, that the assets of the fund
are of a character which make almost negligible any monetary loss
that would oceur to the fund.

Senator Tarr., Well, as far as the American taxpayers are con-
cerned, there is $2,750,000,000 gone. It is no longer available to us.
We may some day get it back if the fund is dissolved, I agree, but
in the meantime we haven’t got it.

Mr. Warre. Senator, I am glad you put it that way because that
question seems to need clarification. If we put two hillion seven in
the fund, it is true we don’t use it, but that is precisely the case when
we gﬁt Ewo billion seven in gold and put it into Fort Knox. We don’t
use that.
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Scnator Tarr. We can use it. ‘

My, WarTE. We ean use the international fund in exactly the same
way as we use the gold in our stabilization fund.

Senator Tarr. Wait a minute. We have to have a certain amount
of gold to back up reserves, don’t we?

Mr. Waits. Yes.

Senator Tart, And we have just been forced to reduce the reserve
ratio from 40 to 25 percent. In order to maintain our currency we
have to have gold and this 2 billions is no longer available for that
purpaose.

Mr. Wnrte. Everything vou say is true, but the point I am making
is this—

Senator Tarr. Well, my point 1s this—-

Senator Murnocxk. T think the witness ought to be given an oppor-
tunity once in & while to answer a question, Mr. Chairman. I must
insist on it.

Senator Tarr. With all due respect, I think it is a perfectly fair
and courteous exchange.

Mr. Warrs. Senator Taft and I understand each other.

Senator Murvock. That may be true, but there are others here who
want to understand it, Tf you and St,nator Taft want to have n discus-
sion to yourselves, that is up to you, but if we are going to have a
discussion beneficial to the group, once in a while the witness ought
to be permitted to answer a question. I say that with the utmost
respect for Senator Taft.

Senator Tarr. All right. Go uhead, Dr. White,

Mr. Warre, When you put two billion seven in the fand, it is quite
true, as Senator Taft says, we don’t use that. We don’ nse it because
we don’t need it. In precisely the same way if England puts in a
billion and two sterling it does not nse it. If we put gold in Fort
Knox, if we receive gold in payment for goods because we are selling
more goods than we are buying, we get go]d for it and we put that gold
into Fort Knox, Now the queqtion of gold as a monetary base is a
separate question from what we are talking about here. I would be
glad to discuss it, but that is a separate question. The only use we have
for that gold is in international transactions.

The only use we have for that gold in international transactions is
when we want to buy forcign exchange. If we are buying more goods
than we are selling, we have to buy foreign exchange. It may be
sterling, it may be drachma, it may be pesos, it may be yuan. If we
reach that stage the central bank, in our case the Federal Reserve
Bank of New York will sell gold in ‘oxder to obtain that kind of foreign
exchange. In other words, it will take gold out of Fort Knox, figu-
ratively speaking, and purchase necessary foreign exchange, but until
it needs that forelgn exchange the gold remains in Fort Knox un-
touched.

Now, that is precisely what happens to the gold put in the fund. So
long as we do not have an adverse balance of payments, so long as
we do not have to buy more foreign exchange than we receive, so long
as that is true, we don’t use our rights in the fund, and we don’t use
the gold in Fort Knox. If we do. have an adverse balance of payments
then we can buy exchange from the fund in precisely the same way as
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every other country does and in precisely the same way that we use
the gold in Fort Knox.

So that when you say the two billion seven we put in the fund has
no use, what you are in effect saying, and correctly saying, is that
gold we receive on balance has no use until we have an adverse balance
of payments.

enator Tarr. Mr. White, I think that is a lot of language to cover
up the fact that as long as we have this gold we can do as we pleass
with it. We can use it for backing our bank reserves. We can buy
foreign exchange with it if we want to, but once it is in this fund we
cannot do a thing with it. 'We cannot get it out. It is entirely at the
diseretion of a beard we cannet control in any way. They dispose of
it as they see fit, Tt i3 just the same as if you say, I have $2,000 in the
bank, Iecanspend it or do whatever 1 want to withit. 1f I have $2,000
invested in a country like Germany or somewhere, that maybe I can
get back and maybe I cannot get back, 1 cannot do anything with it at
the moment.

Mr, Warre. Senator, you have made a very effective statement. The
only trouble iz that it contains one basic misstatement which malkes
your conclusiong unwarranted. The only things you can do with
the geld in Fort Knox are the two things which you name; either
you can leave it there and include it as a monetary base which we
are not concerned with for the moment, because that is a separate ques-
tion. I would be glad to discuss it, but it is separate. Or you can
buy foreign exchange. That is precisely what you can do after you
have put dollars in the fund. You can buy foreign exchange with
your local currency. That is what every country does.

Senator Tarr. If we have it here we can buy any foreign exchange
we want to. Ifwe put it in the fund it goes automatically to any nation
that happens to want it, at the discretion of a board we cannog control,

Mr. WaiTe. What foreign exchanges would you want to buy? Re-
member, virtually all the foreign exchanges could be purchased from
the fund.

Senator Tarr. We might want to buy Russian exchange.

Mr. Warre. Then you could buy it from the fund.

Senator TarT. We could only buy a small portion of it,

Mr. Warrs. Russia will probably utilize its privilege to buy dollar
exchange, which means Russia will put more rubles in,

Senator Tarr. I mentioned Russia particularly to show I haven't
any prejudice a%ainst Russia. It is a theoretical discussion, but the
two things are fundamentally different. Unless we dispose of this
gold we can do what we please with it here. You cannot say that
about the $2,750,000,000 of our money we put into a fund controlled
by a board which we do not control, that is the same thing as having
it here, It isnot the same thing.

Mr, Wurre. Let me repeat W%mt I thought ¥ said and what I wish
to be said in my own words, and let us drop the point at that. That
the dollars we put in the fund represent our quota. That as a mem-
ber, because we put those dollars in the fund, we can buy an additional
amount of foreign exchange in precisely the same way that any other
country can.

Now this is true, and possibly this is the point you may have in
mind, Senator, that the gold is immobilized until you want to use it.
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Senator Tarr. You have unsalable stock in a concern you don’t con-
trol. Youare a minority stockholder. It isnot a marketable or liquid
value. You can put it on your books if you want to, but it is not the
same thing as having gold that you can do with as you please. :

Mr. Warrs. I think we have probably explored that as far as is de-
sirable. We just don’t agree about that. :

K Senator Tarr. But you say it is just as good as if we had it at Fort
nox,

Mr. Warre. Let us say rather it is almost as good.

Senator TaFT. Suppose there is the full number of dollars in the
fund, there may be in the next 2 or 3 years, and they get all that gold
that way~-they either get dollars and buy gold or at any rate, the gold
is gone, the net result being we have loaned the countries $2,750,000,-
000, so that the net result of the transaction is to translate gold into a
foreign loan, :

Mr, Wurre. The last part is a reasonable statement, Senator, but
the fund owes the United States Government two billion and three-
quarters, which if the United States wished to withdraw, or if it were
forced to withdraw, it would receive out of the assets which were in
the fund. '

Senator FursrieHT, May I ask one question that grew out of this
discussion? As I understand, you are giving this fund a preferred
status in each of the countries. :

Mr. Werre. That is correct.

Senator Furerricnr. Even though a country gets in difficulties and
even though other creditors who own its bonds, we will say, private
creditors who own bonds, the fund gets first call on the assets; is that
correct ! '

Mr, Wirre. That is right.

Senator Furericur, So that even though that might happen, if
there is anything at all, you get first call on it. If it goes competely
bad, if there is anybody who is paid off it will be the fund; is that

ri%l/}t?

v. WarTe. That is true. I wouldn’t say if there is anything.
There must be something, because no matter how badly off a country
is it always sells goods.

Senator Fursrigirr. T agree, but theoretically we will assume it
evaporates into thin air.

Senator Tosey. And isn’t it also trué that this money which we put
in must always be considered in the light of the objective?

Mr. Wmite. Of course, After all, what is it that we want out of this
fund? We don’t want the interest we make on putting our money in.
You see, we would get some interest on the fund and the countries that
do not resort to the fund are the ones that get the inerest. The others
pay the interest. But that is not what we are interested in. We are
taking some risks, Senator, there is no question about it.

We are going to quite a bit of trouble to get into this fund and we
certainly are not in it for any profit. We have a stabilization fund
which the Treasury has been operating for 7 or 8 years. It has made
quite a lot of profit during those years, but it was not set up to make
profit. This is a much larger venture, more comprehensive in scope,
but the theory is somewhat similar. That is why we are going into it.
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Senator Tarr. I am not attacking that argument, I was only trying
to eliminate the general theory that this isn’t going to cost us anything.
I think the other argument is the real question, but I think we cught to
admit that it is equivalent to loaning to foreign nations roughly around
$6,000,000,000, The guestion is should we do that? _

Mr, Wrirre. Well, Senator, if you put it that way, I think I would
agree. In other words the $2.750,000,000 put in may be a loan, the
only thing we receive for that loan is interest.

Senator Tarr. Well, do we get interest or not ?

Mr, Wurre, We get interest in this sense, Senator: The country that
borrows exchange has to pay interest on what it borrows.

Senator Tarr. Could it be declared as a dividend ?

Mr. Warre., A dividend can be declared. Tt a dividend is distrib-
uted the country whose currency has been purchased gets the dividend
in proportionate amount.

enator Tarr. Well, it is most unlikely that a dividend would be
declared. Wouldn’t you want to build up a reserve ¢

Mr., WirtTe. In the bank you would, that is true, but not likely in the
fund. T wounld be delighted to draw a balance sheet at the end of 10
years and I think you would find we would have substantial interest
in return which would probably be equivalent to the cost of borrowin%
our money, but it is true that it could be regarded as a sort of loan.
think you have stated it succinetly in that one statement,

Senator Tarr, As to Senator Fulbright’s theory of a prior lien, I
don’t quite see that, For instance, country A has this interest in the
fund. They probably owe four or five times that much. If country
A, which is Rumania, we will say—rnot for the record—owes a lot of
money to conntry B which is Russia, also not for the record, it seems
to me there might be circumstances where they would be much more
anxious to pay their debt to B than to the fund, relying on B to keep
up their balance of payments. It is probably much more important
for them to keep in good standing with B than it is with the fund.
If they are thrown out of the fund, too bad, but somebody else is going
to take care of them. T don’t quite see the point that there is any
prior claim on the fund,

Mr. Warre. Rumania may not wish te make it a prior claim, but
she has already done so by her initial agreement for participation
in the fund. The money she owes Russia, in the first place, Russia
does not have on deposit in Rumania. That is not likely if it is
a debt, but she has money on deposit that belongs te the fund.

In the second place, and more important, Rumania has already
agreed that there will be no strings on that, and that the fund ean
sell it to any market of the world that needs Rumanian lei. More than
that, the member countries have agreed if they need any Rumanian
currency they will buy it first from the fund. I explained that before
you came in.

Senator Tarr. I maintain the same thing is true. They can take
a chance on their lets around the world, but they have to pay the
Russian debt. :

Senator Forericar. All of these other nations besides Russia are
interested and they would all be interested in this fund. T think all
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the pressure of economic relations of other couniries would be in favor
of the fund.

Senator MrLvirin. Mr. White, wouldn’t it be correct to say that
the lien applies to the fund of the debtor countries that are with the
fund? That is the sole extent of the lien.

Mr, WHITE. Yes.

Senator MiLixin. Beyond that there is, I believe, under the para-
graph you cited, there 13 an obligation on a country that it has to
make good deficits,

Mr. Warre. That is correct. _

Senator Mruuikin. But it is not an enforceable obligation, is it?

Mr. WrnTe. None of these obligations is enforceable. You cannot
enforce any of these obligations In the sense you can go in with an
army and collect your debts. Final enforcement depends on the gov-
ernment’s word. If a government repudiates it, as it might, ¥ say
that iz a risk you take.

Senator Muiki~. I do not say it would not be made good, but it is
not enforceable in the sense you take a judgment out and put it in the
hands of a sheriff to collect some asset.

Mr. Wmrte. That is correct. It is not enforceable in that way.

Senator Tarr. You spoke of these Rumanian leis which would be
scattered around the world.: Don’t I understand under the act itself
those might be Rumanian I O U’s?

Mr. Warre. I don’t think T understand your question.

Senator Tarr. Cannot I O U's be substituted ?

Mr., Wmorre, The Rumanian currency, which is in the fund, can he
substituted. :

Senator Tarr. It can be withdrawn and put in Rumanian I O U’s?

Mr. Winte. In Rumanian Government T O U’s.

Senator FursrienT. One other question. As between the bank
which seems to reccive the approval of the banking association, and
the fund, I would gather that this is less likely to lose money than
a loan made by the bank.

Mr. Warre. That is entirely true and that is the conclusion of, I
think, almost every banker and economist who understands the fund.
Some of these safeguard provisions are in the appendiz. We put it in
the appendix hecause we didn’t want to lengthen the document and a
great many people never read the appendix, but it is quite true that the
risk of monetary loss is much less in the fund than in the bank.

Senator FrrericHaT. The arguments have been just the opposite in
most of the things I have read. '

Mr. Warre. That is true,

Mr, Chairman, I would like to say something off the record.

The CHammaN. This is off the record.

(There was discussion off the record.)

Senator Murpock. Mr. Chairman, T would like to ask this question,
going back to the very interesting question of Senator Millikin where
he refers to revolutions and counterrevolutions and that it may affect
a whole bloc of countries rather than just one. Isn’t the very purpose
of your Bretton Woods agreement an economic deterrent to those very
conditions?
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Mr. Wrirre, It is precisely for that reason we are interested in going
into this, If the world looked to us as it Iooked to many of us in 1925,
1926, and 1927, we would not be Interested in undertaking any such
major international arrangements, It is because what we see ahead of
us 1s fraught with such great danger to our economic system and to our
welfare and world peace and world security that we are taking the
trouble of trying to devise institutions and that we also are wﬁlmg
to take the risk of monetary loss.

Senator Tosey. Itis because the need is indicated.

Mr, Werre. That is correct,

Senator Muroock, We have lost a lot of money without such an
institution and the very reason I see for such an institution is that we
take less risk with it, even monetary risk, than we take without it.

Mr. WarTE. I agree with that.

Senator Mirrigin. Mr. White, I think you have said this about three
times and I want to put it in my own groove.

Mr. Waire. Did I repeat myself unnecessarily ?

Senator MuwrikinN. No. T was glad to hear you say it, and you
said it very plainly, but I would like to put it in my own groove.
Do I understand it is Togical that if one concludes that the fund is
unsound and undesiiable, that he must also reach the conclusion that
the bank is likewise unsound and undesirable?

Mr. Waere. No; I shouldn’t think so, Senator, because the fund
and the bank are different institutions, designed for different pur-
poses and they perform different functions. One could say this,
Senstor, that either standing aione undertakes greater risks of, I won't
say failure, but is able to do less effective work than both standing
together, If the fund should fail the risks undertaken by the bank
would increase, but it doesn’t necessarily mean that the bank would
likewise fail.

Senator Murigin, So if the determining feature in reaching a
conclusion on this subject swings around the degree of risk, it %01-
lows that if we conelude that the risk is too great in the fund, we
must conclude if is too great in the bank,

Mr. Wurre, That is excellent logie.

Senator Tarr. Mr. White, the next thing that interests me you say
we make an agreement with Mexico that we will give them dollars
for pesos. You don’t mean an unlimited amount, do you?

r. WarTE. No; there is 8 maximum of 40 million.

Seglator Tarr. $40' 000,000, Isn’t that equivalent to a temporary
loan ¢

Mr. Warte. It is equivalent to quota in the fund,

BSenator Tarr. Yes; but I still don’t sec why if they buy $40,000,000
in pesos and we have 40,000,000 pesos that temporarily it iz not =
loan, practically.

Mr. WHiTE.. Oh, yes, you may call it a loan if they buy dollars under
the agreement,.

Sen‘ltor Tarr. Haven’t we been ﬁnancmg Mexico in the last 2 or 3
years in different ways?

Mr. Wrrre. 1 dare say we have given some aqmstance to the Mexi-
cans.
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Senator Tarr. Didr’t we practically loan them the money to pay
the oil companies for the oil wells they confiscated ?

Mr. WarTE. I don’t remember any loan we gave Mexico for that
purpose. You might be interested in this fact, Senator, we had a
stabilization arrangement with Mexico over the past few years which
they had the privilege of availing themselves of, and they didn’t avail
themselves of that privilege. There js no knowing at what point, if
at all, they will buy any dollars with the pesos they have, so when
you speak of a loan to Mexico, I know we made some loans for some
small productive purpoese, but I don’t remember just what they were.

Senator Tarr. How about lend-lease. Do you remember what they
have gotten under lend-lease? :

Mr. Warte. No; I don’t. I know we have given them some help.

Senator Tarr. Isn’t it a fact that we have been pouring money
into Mexico right through the war, one way and another?

Mr. WarTe. Possibly.

Senator Tarr. Going back to the question I asked Mr. Acheson
yesterday, I knew I had somewhere thig idea about Russia having
some special relation to this fund, in regard to drawing down 25
percent of their quota every year, $300,000,000 a year. Mr. Edward
E. Brown, who, of course, 1s a delegate in support of the thing,
wrote an article in February and that is where I got the idea. Tt is
not. quite what I had in mind, but I will read it to you and ask you
to comment on it: )

Russia, with a complete zystem of state trade, does not require credit for
strictly stabilization purposes, and it may be admitted that Russia will probably
use up her quota In the first few years of the fund’s existence to pay for imported
capital goods necessary for her economic reconstruction,

So that T take it Mr. Brown had the idea, certainly, as a delegate,
that there was some agreement that Russia was not to be held to the
extreme terms of this fund, but was to be able to draw down 25 per-
cent of their quota for reconstruction. Is that correct?

Senator Tosky. Mr, Brown is right here.

_ Mr. Warre. Yes. He can speak for himself, and will.

Senator Tarr, I only bring Mr, Brown in because that was my
excuse, I didn’t think I had invented the thing yesterday, and I
was somewhat shaken by Mr. Acheson’s flat denial of any knowledge
of it. That is why I went back and leoked it up.

Mr. WHrite. T think you also included in your question, unfortu-
nately, something else.

Senater Tart. A special agreement.

Mr. Warre. I think you mentioned the fact there was an agree-
ment with respect to Russia. One of the key words is “stabilization.”
You see, a stabilization operation is a very special term. It doesn’t
mean a loan. If it meant a loan, we would call it a loan. It bears
certain close resemblances to a loan and some people refer to it ns
a loan, which is all right if they understand what it is, hut if somebody-
in the Treasury said, “We just made a loan to Mexico of $40,000,000,”
we would not understund it.

Senator Tarr. I understand that.

Mr. WaiTe. I would like to take up the meaning of the word “sta-
bilization” and how it relates to Russia’s operations with the fund.,
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Now, stabilization is a transaction which is designed to meet a
country’s special need for foreign exchange. When a country needs
foreign exchange in excess of what it can easily obtain through its
exports and through the sale of gold, then it has to acquire it in some
other way. If it acquires it through what we call a stabilization
operation and you refer to as a loan—and you can, if you like—then
it is a stabilization operation. What is its purpose! What is its
cause? Why do we have stabilization operations? Because in evt;r{
country there are emergency situations; there are developments whie
make it necessary for a country to have more foreign exchange than
it can easily get. How does that arisc? That arises in special ways.
If a country like Brazil, for instance, has a failure in its coffee erop or
its cotton crop, its two principal exports, its cotton and coffee may
drop in price and not yield enough foreign exchange. That is one
illustration. :

A second illustration is if the country is selling fo other countries
who are experiencing a depression, they decrease their impact and
the impact falls on one of several countries which then find themselves
unable to get enough foreign exchange.

Another illustration would be if a country is experiencing a severe
decline in its gold reserve and either through flight of capital or be-
cause it has been utliizing it in preceding years more rapidly than
it should have, or because there was a capital inflow which suddenly
censed or because—and this is important—because of the most serious
emergency of all, a war. When war strikes a couniry and devastates
it, as it has a number of the European countries, it disrupts its balance
of payments after the war.

In the first place, its productivity capacity is so curtailed it cannot
develop an-export market quickly.

Senator Tarr., It seems to me what you say is perfectly true, but
doesn’t it lead to the conclusion you cannot separate stabilization from
every other obligation of a country involved; that the only possible
difference is between short-term help and long-term help, emergency
help and permanent help?

Mr. Wirre. The most serious emergency that a country can expe-
rience is war. It reduces exports while import needs are greater than
ever, so a country finds itself with declining foreign-echange resources
and greatly expanded needs. The stabilization operation 1s precisely
what a country of that kind nceds. Russia finds itself in need of
foreign exchange and it is going to get it in many ways, as many
ways as she can. T dare say Russia will probably be eager to obtain
credits from concerns like Baldwin Locomotive, General Electrie, and
General Motors—I dare say she will also try to horrow money from
mank investors. T dare say she will attempt to get credit from Gov-
ernment organizations in England and the United States. T presume
she will use whatever avenues are available to be to get all thé short-
term credit, medium-term credit, and long-term credit she can, all
the avenues of foreign exchange that would be available to her in-
cluding her quota in the International Fund, she will come to the
International Fund and she will obtain foreign exchange. How much,
I don’t know. It depends on what she gets from the other sources.
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Senator Tarr, Do you agree with Mr, Brown’s statement?

Mr. Wiere. May T proceed ?

‘We know that she will come to the fund. How much she will want,
I don’t know, It is not unlikely she may tanke her maximum quota.
The alternative to that, which 1g the same alternative which exists
with all countries, and which we wish to avoid, the alternative to
her getting foreign exchange is that she will adopt one of two, or
both, procedures. One, she will cut down her imports, which is an-
other way of saying we will sell less and everybody will sell less.

Secondly, she will try to increase her exports and’if necessarly
dump on the market whatever goods she has. She could resort to all
kinds of arrangements such as Germany and Japan resorted to.

Senator Tarr, You say so many things that I disagree with that I
cannot keep up with you and cannot remember the things you say, but
it seems to me the argument you are now making is simply the argu-
ment that if we don’t lend every country a lot of money, somehow or
other they are going to stop international trade,

Mr. WaiTe. That is not the argument I am making,

Senator Tarr. Why, yes; you are stating that if we don’t give
Russia these credits they are going to fold up and dump a lot of stuff
on our markets. Therefore we have to lend them a lot of money.

Mr. Warte. I don’t think I said that.

Senator Tarr. Mr. Acheson said yesterday that there was a restric-
tion on buying the curency of another member of the fund, and it
reads as follows:

The member desiring to purchase the currency represents that it is presently
needed for making in that currency paymenis which are consistent with the
provisions of this agreement,

I suggest what you are saying now entirely eliminates the force of
this provision

Mr. Warre. I'm sorry I cannot agree. :

Senator Tarr. Well, isn’t that the necessary conclusion from what
vou have been saying about war demands and everything being within
the purposes of the fund?

Mr. WarTE. No. May I expand a bit on that? Before I do, may
T digress to Senator Millikin’s question ¥

I haven’t returned to the point you so kindly postponed. I am
hoping I will have time to answer all these questions.

The CEarMaN. You probably will have to be here tomorrow,

Senator Tarr. Oh, I haven’t even begun to question Mr. White. I
have a lot of other questions.

W’}Il‘_he QCIIAIRMAN. Senator, why don’t you spend an evening with Mr.
1te ¢

Senator Tarr. Go ahead, Mr. White. There are many technical
questions and those are questions which Mr, White is very competent
to answer, but I want to mow why the conclusion you make isn’t
that practically any need for money today is within the purposes of
the fund and therefore why that doesn’t practically nullify this sup-
posed restriction on the granting of money out of the fund to every
nation that wants it.

Mr. WarTe. May T suggest somé needs that would not be in accord
with that?
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Senator TarT. Yes.

Mr, Wuite. Supposing, using the illustration you just used as
relevant to some other discussion yesterday, supposing England
wanted to buy dollars from the fund in order to permit India te
withdraw some of her balances in the form of dollars.

Senator Tarr. Why not? Here is England, not ravaged by war,
but trying to borrow money from India to put themselves in an
absolutely indefensible position; why isn’t the payment of indirect
balances absolutely necessary? '

Mr. WHrTE. They connot purchase exchange for that purpose. 1
would be glad to go into the reasons if you want me to take t?le time,
but there 18 no question as to the fact that it is explicitly excluded. Tt
would be contrary to the purposes of the fund. :

Senator Tarr, I see no difference between what you said England
cannot do and Russia can do.

Mr. Warte. You are not questioning the fact, you are questioning
the. wisdom of excluding capital transactions. .

Senator Tarr. I am really trying to show there is no difference,
that in one form or another a loan to a country is a loan to a govern-
ment, and the idea you can separate stabilization and any other loans,
except in volume, just doesn’t exist. It all comes out of the same pot
in the end. : :

Mr. Wirte. In other words, you don't think it makes any difference
what a country uses the fund for. In the same way you would say that
if an individual eomes to a banker and says, “I want to borrow
$10,000,” the banker would say, “Don’t tell me what you dre going to
use it for. The only question I have to ask is, Do I want to lend it#”
I think you will find the banker would ask, if he 1s 2 competent banker,
“What do you want this money for?”® There are certain uses that
are excluded and the reasons for their exelusion ave valid, and I would
be glad to discuss them with you. :

genator Tarr. Let me ask you this question: Suppose India says
we want this money to buy pounds, representing that it is presently
needed for making payment in that currency, and they buy all the
pounds they can buy; 6 months later they find that has badly upset
the pound and the pound is struggling along, and they need their
currency stabilized from the fund. How can you refuse them? They
are only paying their debts. _

Mr. Waite, We foresaw that possibility and took care of it b
another provision. If a member country pursues a policy whicﬁ
will subsequently make her dependence upon the fund greater than
reasonable, if, for example, prior export of eapital is responsible for
depletion of her reserves, that would be cause for the fund to say to
that country, “I am sorry, but you have depleted your reserves for
this other purpose. You are defeating one of the purposes of the
fund.” A country must not act in a way that violates any oue of
the purposes of the fund. That iz why Mr. Acheson, I think, so well
pointed out that we have one of the most powerful protective clauses
that any lawyer could draft to enable the directors of the fund to

- protect its resources. :

Senator Tarr. Well, I don’t agree with that. I don’t think it could

be weaker or more general.
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The Crairsran. Mr. Witness, we ure required now over there on
the floor to put our names on the roll call. We are going to meet
tomorrow at 10: 30.

Mr, Warre. Would it not be possible te go on this afternoon?

The Cuatraran. Noj; we cannot. I have discovered that. I think
next week we wil] be able to, but while this legislation is pending the
Senators have told me they have to be on the floor.

Mr. Waite. Is it possible fo appoint a subcommittee of Senator
Taft and myself to explore this?

The Cramrman., Why don’t you have Iunch together? We will
adjourn now until 10: 30 tomorrow morning.

(Whereupon, at 12:25 p. n., an adjournment was taken until
tomorrow, Friday, June 15, 1945, at 10: 30 a. m.)
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FRIDAY, JUNE 15, 1845

Unrrep StaTrs SENATE,
ComuiTTeE oN Bawging axp CurrexNcy,
Washington, D. C.

The comiittee met at 10: 30 a. m., pursnant to adjournment on
Thursday, June 14, 1945, in room 301, Senate Office Buiiding, Senator
Robert F. Wagner (chairman) presiding.

Present: Senators Wagner (chairman), Barkley, Radeliffe, Mur-
dock, Fulbright, Tobey, Taft, Butler, and Millikin.

The Crarman. The committee will come to order. We are still
hearing from the distinguished Assistant Secretary of the Treasury,
Mr, White.

Mr, Winite. Mr, Chairman, Mr. Ned Brown, of Chicago, is hers,
and, as you know, he is very busy. We would not like to keep him in
Washington idle any longer than is necessary. Would it be agree-
able with your committee if I retire in his favor and then as soon as
he is through T will be on the stand? I will be here should he get
j;h;o?gh before the end of the session, or whenever the next session
is held.

The CrARMAN, I3 that agreeable with the committee?

Very well. Mr. Brown.

STATEMENT OF EDWARD E. BROWN, CHAIRMAN OF THE BOARD,
FIRST NATIONAL BANK, CHICAGQ(, ILL. '

Mr. Browy. Mr. Chairman, my name is Edward E. Brown. I am
chairman of the board of the First National Bank of Chicago. I was
one of the delegates, as I think all of the members of the committee
know, on behalf of the United States, at Bretton Woods.

Prior to that time I had been at Atlantic City where the experts of
some 18 nations met for about a month, Defore that I had been
in the Treasury reviewing the record of some of the bilateral dis-
cussions which had taken place between representatives of our Gov-
ernment, the Treasury, State, Commerce, and Federal Reserve par-
ticipating in them, and various other governments,

I have no prepared statement for your committee. Beginning 2
or 8 years before Bretton Woods there was a general recognition
that at the end of the war in the case of a great many countries, both
those devastated in the war and other countries whose economy had
been seriously disrupted by the war, but which had not been physically
devastated, that they could not maintain currency systems without
some outside assistance. The hilateral discussions revealed a gen-
eral agreement amongst the various nations that it was desirable to

TH6TI——45——T o1
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set up some sort of an international organization to assist in the
stabilization of eurrencies, and make it more feasible for countries
to settle their balances on current account. ' .

Tt was also felt that after the experience of the last war and the
experience of the 1930’s, that private lending on a large scale for
reconstruction and for the development of undeveloped countries
could not go forward except under some form of a guarantee, either
of our Government or of an international organization; and that it
was desirable to set up an international bank for the purpose of en-
couraging long-term loans by the citizens of countries which were in a
poslition to export capital to countries which could use it advantage-
ously,

0131,‘5 of the bilateral discussions and out of the conference at Bretton
Woods came the two agreements that arve before you. The first relat-
ing to the international monetary fund is essentially a credit organi-
zation—a mutual credit organization.

Each country is assigned a quota. It puts up the amount of its
quota in gold or its own currency, principally in its own currency,
and in return it receives the right—the conditional right subject to
various limitations and restrictions to obtain credit from the fund
in the currencies of otlier countries up to the amount of its quota.

The Bank for Reconstruction and Development is based upon the
principle that the export of eapital by a country in a pesition to export
it to countries that ean advantageously use, it, whose productive
capacity is increased by getting it, which has reasonable or good
prospects of being able to return it, is advantageons not only to the
country that loans the money and the country that receives it, but to
all other trading and manufacturing countries of the world, because
it promotes a high level of infernational trade.

t was felt that after the experience of the people of the United
States with foreign loans in the twenties and thirties and the many de-
faults that occurred, the people of the United States would not loan
money abroad except under some form of a governmental guaranty.
That guaranty conld be given by the United States by the making of
a loan through some organization like the Export-Import Bank, or it
could bo given by an international organization in which the risk
would be shared by all the principal trading countries,

- Benator Tarr. Did you say you didn’t think it was possible to
develop the export of capital without Government guaranty ¢

Mr. Browx. Not on any large scale without some sort of guaranty,
Senator. While we could do it throught the Export-Import Bank, or
some other similar organization, since all the other countries of the
world wounld benefit by the export of the capital from the United
States and from other countries, it was thought only fair that all the
countries should share in the risk invelved in the extension of such
long-term eredit. The bank has met with general acceptance in this
country and unless the committee wishes me to discuss it, which I shall
be glad to do, I will direct my remarks to the fund.

Senator Tarr. I think it might be a good time to discuss the bank
and the policy that is involvef in it. That is, if that is agreeable to
tﬁe chairman-—before he goes on to the fund, if he has time to do
that,.

The CHAIRMAN. Yes.
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Senator Tarr. We haven't discussed the bank yet. Do T understand
you feel this export of capital is an essential feature of postwar
American policy for the benefit and general improvement of the
world? |

Mr. Brown. I think it is highly desirable both for the benefit of
the world as a whole and for the benefit of our American economy.

Senator Tarr. Would you agree that this Colmer Postwar Kco-
nomic Report in the House of Representatives, which says, I think, as
I remember it, that they believe that we should invest abroad at the
rate of—J think it was two or three billion dollars a year for the next—
well, 10 years ahead, so far as I can see!?

Mr. Browx, Personally I doubt if our total export of capital should
reach that sum. I was one of those who believed that the export of
capital if it is made at too great a rate to be in harmony with the
economy of this country and in harmony with the economy of the
countries receiving it, that it can create debts which cannot possibly
be servieed, T think it is difficult to say or predict how many dollars
we should export on an average. I have heard statements that ex-

orts of eapital of as much as five or ten billion dollars a year should
Ee made. I think that is too much. Whether two or three billion
dollars is too much, I don’t know. If youn ask my own personal opin-
ion, Senaior, I would say that probubly from a billion to twe billion
dollars a year would be more nenrly a desivable amount.

Senator Tarr. This is the statement of this Colmer committee,
which, I assume, is in accord with the general Treasury policy:

If these meuasures are adopted, if the United States reaches a satisfactory
solution to its postwar problems, production loans for the sum of two or three
billion dollars may be made for gome time after the war. Lending of this
magnitude would huave a lasting benefit both to the United States and the
rest of the world.

Then in another place they say, “After a period of 20 or 30 years of
making foreign loans gnd direct foreign investments, the position of
the United States will be similar to that of the United Kingdom before
the present war.” Do you think that is an excessive amount of foreign
loans and investment, or not? You say 5 billion a year is too much.
Do you think this is reasonable?

r. Brown, I would say it was roughly reasonable, .

Senator Tarr. So that would require a loan policy that was beyond
anything contemplated in this International Bank, wouldn’t it ?

Mr. Brown. I don’t think so,

Senator Tarr. As I understand it the International Bank is limited
to three billions of dollars, approximately, in their lending policy un-
less we put in more,

Mr. Brow~, No. The Bank will operate primarily by guaranteeing
loans, and it cannot make or guarantee loans in excess of its unim-
paired capital. - Its capital is approximately $10,000,000,000, so it
could guarantee loans up to 10,000,000,000 in dollars and those loans
could be floated in the United States.

Senator Tarr, I didn’t understand that. Do you mean to say that

* American banks could make loans up to $10,000,000,000 and have them
guaranteed by the bank? ‘ :

Mr. BrowN. Yes,

Senator Tarr. But if loans are made in dollars, they are subject to
the veto of our representative on the bank, are they? :
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Mr. Brown. They are. ‘

Senator Tarr. Although we only put $3,000,000,000 in, they can
loan 10 billion ?

Mr, Brown. Yes.

Senator Tarr. How do they get the other $7,000,000,000 in case they
are called upon to pay it? Because the other 7 billion is in pounds
and Czechoslovakian money and all sorts of money—how do they get
the other 7 billion to enable them to make good on any such guaranty?

Mr. Brown. Well, assuming 50 percent of your loans are defaulted,
that would be $5,000,000,000 which would mean that to make up the
$10,000,000,000 guarantee they would have to collect $5,000,000,000
from the subseriptions of various counties. '

Senator Tarr, In gold or dollarsg?

Mr. Brown. In gold or dollars. The subscriptions have to he paid
in gold or in the currency in which the guaranty loan is made—we
will assume dollars.

Now, take the United States contribution of $3,000,000,000 and take
Canada’s and Cuba’s, and the United Kingdom, the Scandinavian
countries, Holland and Belgium, it is inconceivable to me that you
would get a situation where even if the whole $10,000,000,000 were
guaranteed that the guaranty of the bank would not be good. 1 think
the bank is a highly conservative institution in that respect and there
was a great deal of criticism of it at Bretton Woods in that instead of
having power to make or guarantee loans for only $10,000,000,000,
that is, only equal to the amount of its tinimpaired capital, it should
have authority to do that for two or tliree or five times that amount.
Finally a fight was made that it should have the right to guarantee up
to one and one-half times it eapital, but the more conservative view
prevailed.

Senator Tarr. Do you think our representative in the Treasury
would be likely to approve loans in dollars of over $3,000,000,000¢

Mr. Brown. Over a period of years; yes. Ishould say that our repre-
sentative would not approve loans which would represent an export
of capital to a degree that would injuriously affect the economy of the
United States. If we were in a boom era and prices were high, vou
might increase the boom by foreign lending and reduce at the same
time the supply of eapital available in this country. Under certain
circumstances I think they would tend to hold down the amount of
dollar loans they would approve very materially,

If on the other hand conditions in this country were such that busi-
ness was slack and that it was highly desirable that more manufactur-
ing should take place, they might very well adopt a more liberal policy.

%enator Tarr. Do you favor the making of foreign loans by the Gov-
ernment to stimulate manufacturing? Do you think that is a sound
economic policy ? :

Mr. Brown. I don’t know what you mean, Senator, by this ques-
tion. These loans are to be made by private individuals. They are
to be guaranteed by an international organization, of which it is true,
we have about 30 percent, but in which all the other governments of
the world arc met, and. I think that it is sound business for such an in-
stitution, and I think it is sound business for the Export-Import Bank
to guarantee foreign loans.

gelnator Tarr. I understand that, but I was questioning whether—
yvou stated one of the reasons for making it was if we didn’t have
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enough manufacturing in this country—to stimulate manufacturing.

Mr. Browx. I didn't state that, Senator. ’

Senator Tarr. Then I misunderstood your statement. That is what
I wanted to clear up. .

Mr. Browx. You asked me if I remember it, whether I thought that
the representative of the United States on the bank would approve
dollar loans to the extent of $10,000,000,000. I said that I thought
he might, that the amount, of loans he would approve in any one year
would be governed in part by the conditions of employment and pros-
perity in this country. I think that is correet.

Senator Barkiey. Right there, I would like to ask, in any policy
of loaning money, dirvect loans by the Government of the United States
to stimulate employment, loaning to foreign countries would be wholly
outside of this organization—this does not contemplate direct Gov-
erniment loans to other people, does it?

Mr. Brown. It does not.

Senator Barxiey. It is a guaranty by this bank of loans made by
private institutions?

Mr. Browx. Yes.

Senator Barxiey. We might assume that they made loans up to
$10,000,000,000. You certainly could not assume that all of them
were going to default and the whole ten billions would go into the
sinkhele. The amount of the liability of the guaranty—the ultimate
amount of the guaranty would depend on whether any of them de-
faulted. If none of them defaulted, of course, the capital would re-
main unimpaired.

Mr. Browx. That is true.

Sengtor Tarr. Am I mistaken? Isn't the bank authoerized to make
direct loans if it wants ta?

Mr, Browxy. The bank is authorized to make direct loans out of its
own capital paid in. It is also authorized to borrow money and the
antount of its borrowings and its guaranties cannot exceed its unim-
paired capital. If it loans money in dollars it must borrow in dollars.

In other words, it cannot borrow dollars and make loans that are
not repayable in doliars. In other words, it has got to keep a covered
position n dollars.

Senator Tarr. What 1 meant is that it may make direct loans or
it may guarantee other people’s loans. It cannot do one thing in
greater volume than the other. It cannot call in this capital.

Mr. Brown. It eannot call in its capital except for the purpose of
meeting defanlts on loaus beyond the initial 20 percent which 1s paid
in. It can only call the additional 80 percent for the purpose of
meeting losses,

Senator Tarr. So it does contemplate primarily a gtarantee system.

Mr. BrowN. Yes.

Senator Tarr, Not direet loans—the direet loaning power is more
or less limited; is that correct ? .

Mr. Browx. If it found it more advantageous to sell its debentures,
for instance, for dollars, it could, use the proceeds of those debentures
for loans equal to the amount of dollars it borrows,

Senator Tarr. Having called in the 20 percent, do you think it
likely, supposing the bank is in operation successfully, 1s it likely it
would try to sell debentures in the United States too, in order to
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raise more money for divect loans, or not? What do you think is the
probability of the policy ¢ :

Mr. Brown, I think 1t is quite probable that it might at some time
do it. If there were a number of small loans, rather than guarantee-
ing loans to Guatemala, or some other country, of $500,000, it might
lump a number of Toans and make a sale of a five or ten or fifty million
dollar issue of debentures. I think the probability is that the greater
part of its operations will be by guaranteeing loans of other countries,
but I think it will probably also sell a certain amount of debentures.
It cannot sell debentures payable in dellars or float debentures payable
in any other currency in the United States without the consent of the
United States representative on the Board and it has to maintain a
balanced position as to any obligations it incurs and the loans repay-
able to it, so that if it Ioans dollars it would have loans equal the
amount of its own obligations repayable in dollars.

Senator Tarr. Debentures like that would be pretty much sought
after in the United States, probably, wouldn’t it}?) I mean it would
be a pretty good security.

Mr. Brown. I should say that with the conservative limitations put
upon the bank, in the present money market a loan guaranteed by
the bank, or a debenture of the hank, would probably sell on a 3-percent
basis. That is a matter of judgment and tuture money market,

Senator TarFr. Do yeu favor in addition to this bank, the enlarge-
ment of the Export-Import Bank? Would you contemplate that that
bank also would in effect make or guarantee permanent investiments
in foreign countries?

Mr, Browx. Did I state I favored enlargement of the Export-Tm-
port Bank?

Scnator Tarr. I though you mentioned it. I don’t know. You
mentioned it as being a supplement te the International Bank;
whether you meant to enlarge its capital, or not, I wouldn’t say. But
its present capital is only $750,000,000 and is pretty much used up, so
I assume that it would have to be enlarged. .

Mr, Brown. You ask me the question if I do favor the enlargement
of the Export-Import Bank, and my answer would be yes, but when
ylim put a statement into my mouth that I didn’t make, I don’t like
that., )

Senator Tarr. Well, that was not intentional. I am sorry. I
though that was in accord with the general policy that has been
advocated of increasing it from $750,000,000 to $2,200,000,000, or
some point that has not been decided on. However, what T wanted
to ask was whether you thought part of this foreign investment
should be made through the Export-Import Bank as well as what is
made through the International Bank.

Mr. BrownN. I think there are certain types of transactions which
should be made through the Export-Import Bank rather than through
the International Bank for Reconstruetion and Development,

Senator Tarr. What are those? We will probably have that bill
befoge us? What are the types of investments {6 be made in that
way

Mr, Brown. I should say for instance, if Mexico wanted to im-
port a considerable amount of American agricultural machinery for
the purpose of reselling it to its agricultural population and that it
would have to take the notes of its farmers payable over 2 or 3 years,
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much as agricultural implement dealers give time to farmers in this
country on the purchase of agricultural implements, that such a loan
with the term running 2, 8, 4, or 5 years, the proceeds of which were
to be used exclusively for the purchase of American manufactured
goods is the sort of an operation which ought to be taken care of by
the Export-Import Bank. '

Senator Toeey. In other words, short-term uses instead of long-
term security?

Mr. Brown. I would say shorter loans. These long-term loans are
the sort that would be bought by insurance companies, trust companies,
and individual investors. They do not like to buy obligations payable
in 3 or 4 years.

Senator Tarr. AsIremember the Export-Import Bank made a loan
to Brazil in connection with the building of a steel mill. Would you
think that that kind of a thing would now be transferred to the Inter-
natfifo?nal Bank and reserve the Export-Import Bank for short-term
stutr ¢

Mr. Brown. I don’t know about the details of that loan, althongh
we hold part of it in our bank under the gnarantee of the Export-
Import Bank. I would say that sort of a transaction would normalily
go to the International Bank for Reconstruction and Development
rather than the Export-Import Bank, )

Senator Tarr. Have you any views on the Export-Tmport Bank as to
whether its loans should be made to governmients or guaranteed by
governments, o whether it should be made in the ordinary functions
of export trade to private individuals? This Mexican case you men-
tioned is & loan to the Mexican Government to enable it to finance its
gro;vers. Do you think it should be confined to (Government loans, or
not!?

Mr. Brown, Well, T would say that the loans ought to be made as in
the case of the Brazil Steel Co. and in many cases, to private firms,
I think in every case the grarantee of the government or the central
bank of that government should be required. My reason for that is
that unless you get such a guarantee you have no assurance that the ex-
chunge will be made available to pay the interest and amortization of
your loan; but either in the case of the International Bank for Re-
construction and Development or the Export-Import Bank the loans
would be made to private corporations or municipal corporations, but
the guarantee of the government, of the central bank, would he re-
quired primarily to insure that the exchange would be available and
also to give the benefit of greater security to the loan,

Senator Tarr. I thought under the International Stabilization
Fund exchange would be always available to governments making
loans, Do they impose any restrictions on private transactions of
normal character?

Mr. Brown. There is an express provision, I think, that presently
existing exchange controls ean be maintained during the transitional
period of 5 years, There is alse a proviso that the resources of the
bank shall not be available for capital export.

Senator Tarr. Yes; that is true; but the question of exchange—it
seems to me the purpose of this was so that you could be sure there
would not be—the purpose of the fund is to assure you you won’t have
that—I don’t think it would do that—certainly not for 5 years. So ¥
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think the argument you make for the Export-Import Bank asking a
Government guaranty was probably sound.

May I ask one other thing? One of the general arguments for
thig is that it will produce peace in the world. I am a little troubled
by this theory of exporting capital so that we own billions of dollars
of property all over the world—haven’t we experienced that that
has created hard feelings? We have been absentee landlords and
they are always accusing us of exploiting people. Isn’t it likely to
build up hostility to us rather than any genuine friendship?

Mr. Brown. You say that has always been the result. I think our
largest export of capital from the United States has been to Canada.
I should say our relations with Canada have been greatly benefited
by the fact that American citizens have invested very large sums of
money and they are deriving large returlis from their investments
in Canada. I think the same thing has been true in a good many
other countries, I am quite willing to agree with you, Senator, if
we go to a South American country and representatives of the bond-
house bribe the government to make a Joan at very high interest
rates and then the money is spent by contractors and a large part of
it is wasted, or perhaps it is used to build an opera house, assuming
the opera house was built without graft, but the loan was unproduc-
tive, that when you come to collect the interest and principal on such
loans, that it does result in hard feelings, I think that loans that are
made with the proviso in the International Bank for Reconstruction
and Development, that the purposes of the loans shall be carefully
looked at; that they should be of a nature to aid the productive
capacity of the country and ability of the country to provide more
goods for exports and thereby obtain more foreign exchange—I think
that international investments properly made help international rels-
tions. I think the relations between England and this country were
greatly stimulated by the fact that for 50 or 60 years English capital
played a great part in the development of the Central West and Far
West of this country.

.Senator Tarr. Do you think that improved feeling toward Eng-
land in the Central West?

Mr. Brown. I do.

Senator Tarr. Well, I certainly do not. I went down last year to
Puerto Rico. The American sugar companies in Puerto Rico are
the target of every Puerto Rican politician as having exploited the
people of Puerto Rico. I don’t think it is true.

Foday in Cuba, the fact that we have invested large sums of money
in Cuba is the principal argument of the tremendously growing com-
munistic movement in Cuba today. It enables them to build ap feel-
ing against the United States and American capital.

Senator MirLigry., May I interrupt?

Senator Tarr. Surely.

Senator MILLIKIN. 1&1‘. Brown, is the line of distinetion perhaps
between countries that have a standard of living comparable to ours
and those countries which have a very, very inferior standard of liv-
ing in comparison? For example, you mentioned Canada. We have
much the same outlook and a relatively comparable standard of liv-
ing. We don’t have those same stresses and strains that Senator
Taft mentions in Puerto Rico where we have a revolutionary move-
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ment because people are oppressed. Isn’t the distinction to be found
inhi;heg conditions in one kind of a country as distingnished from the
other?

Mr. Browx. I think in Puerto Rico you have political domination
by the United States. I think in the case of countries like Argentina
where there are very large American investments by meat-packing
concerns owned in the United States and where the standard of Livin
18 certainly lower than it is in this country, that the investment o
money down there which has greatly increased the productive facilities
of the Argentine, has tended to promote good feeling.

Senator MiLLixiN. May I ask one more question?

Senator Tarr, Surely,

Senator MiLrrkin, Ig it the intention of the bank to attach social
conditions to its loans? For example, let us assume we made a loan
to X to the south of us for the construction of a steel plant. Would
there be any conditions attached to the loan regarding the wages
paid to those who build the steel plant and the wages paid to those
who operate the steel plant? Would there be any condition of that
kind attached?

Mr. Browx. None.are set forth in the document. There were cer-
tain people at Bretton Woods, certain technical advisers and volun-
teer advisers, even to the American delegation, who thought that it
would be desirable to impose conditions regarding labor unions and
wage rates and other things. Once the loan is made the money can
only be spent on an audited system of vouchers. Generally speaking,
the only amount that can be loaned is money required to pay for the
foreign exchange which is required to pay for the imported. articles
that go into the project. For instance, if we Ioan money for a rail-
road in Brazil we would loan them meoney for the rails and signal
equipment and locomotives, We would not loan them money for the
labor to build the track or the ties or for the station buildings, which
the country would have to provide out of its own capital resources.

Senator Mmrrxin, In addition te the charge in the country where
we have made the loan that our money would be used to oppress peo-
ple, I am wondering what the effect would be in this country on some
segments of our population. Would they feel we were using our
money in foreign countries to obtain substandard wage rates, and
so forth? In other words, would you be building up agitation in our
own country through the use of our money in foreign countries?

Mr. Brown. I cannot see any possibility of that, If you lean money
for the purpose of developing foreign countries or opening up their
agriculture, or for the purpose of aiding in their industrial develop-
ing, the nataral effect of that would seem to be to raise the standards
of living in those couniries.

Senator MirLikiN. What was specifically in my mind was that in g
number of loans we have made to the south of us during the war in
order to encourage the production of war essential minerals we have
attached in one way or another provisos for wage scales which are
substantially higher than those which prevail in the country getting
the loan. That has resulted in quite a lot of internal trouble in thosa
countries. I am just wondering not only what the effect there is going
to be, but what the effect here of loans of that kind might be,

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



100 BRETTON WOODS AGREEMENTS ACT

Mr, Brown. Well, there is nothing in the bank propesals which
would justify the bank interfering with the wage scales or union con-
ditions of the people engaged on the project.

Senator Mitukin. Like all bankers, they could interfere as bankers
do, if they wanted to; couldn’t they?

Mr., Browx. I wouldn’t say that because the money which is loaned -
is to be used to pay for foreign exchange for imported articles in
connection with the project. lgtj,nwwld not be used to pay the local
Iabor on the project. If we loaned money to Brazil, for instance, in
order to pay for rails imported from the United States and from Eng-
land or a signal system imported from Sweden, I cannot see how 1t
would affect—how we could possibly impose any labor conditions on
Brazil in connection with the project.

Senator Mmuikin. Thet would be outside of the functions of the
banl, would it?

Mr. Browx, One of the defects in International loaning in the twen-
ties, particularly as it ap&»lied to South America, but it was also true
of Germany, that no differentiation was made between the loan of
money heeded for the foreign exchange in connection with develop-
ment projects and loaning them money required to pay for purely local
expenditures for labor and home-grown supplies.

enator Rapcuirre. Mr. Brown, whenever loans are made by a
bank or any institution, there may be indirect results affecting social
conditions, That would apply in this country or any other country.
But it seems to me to be rather unreasonable to expect a bank to
so guide its policy because these indirect results might come about.

enator Tarr, Don’t you think there are a lot of people in the
Government today who would like to use that to raise wages? I don’t
say it is a bad thing. I am just asking whether you don’t think that
is likely to happen. -

Senator Barkrey., Mr. Chairman, what is the use of speculating
about what some individual banker might want to do, or what his
motive might be? Tt seems to me to be using up valuable time, I
would like to have Mr. Brown get into the fund, if he has said all he
wants to about the bank, : '

Senator Tarr. I haven't quite finished my questions about the bank.

The CHarman. Well, Mr. Brown suggested that this Iast matter
we were digcussing had nothing to do with the provisions of the articles
of agreement for the hank.

r. Brown. I am %{ad to answer any questions about the bank,
but you know better than I do what sort of people are employed by
the Government. I don’t live in Washington, and you de.

hSenator Tarr, Well, T will have to draw my own conclusions from
that. :

Senator Barxrey. I think it ought to be said that on the whole they
are not below the average of American citizens.

Senator Tarr. O€ course, it is true when a man makes a loan of
money he can attach any condition to it that he sees fit; that is, he has
that power. Under this International Bank they could impose con-
ditions if they watned to; whether it would be wise or not we cannot
ju%fe at the present time.

r. BRown. Yes; and they will impose conditions such as that the
money has to be used for purchase of imported material, since the
loan 1s designed to provide foreign exchange. They will impose con-
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ditions that the project has to be useful, to increase the productive
capacity of the country.

You ask me whether they are going to impose conditions about
-wages and working conditions, union conditions, and I would say there
is no intention in the draft of the document that they should do that.

Senator Tarr. Mr. Brown, I only want to suggest that international
investment on such a scale as this, It seems to me, would make trouble.
You brought up the question of Canada: In Canada American money
is looked upon practically as Canadian money, There is such close
friendship between the countries there is not likely to arise any feeling.
But in other countries it is always a question. The moment a foreigner
comes in, that fellow is a foreign devil, or he is exploiting their people,
or he is an absentee landlord. ,

I only wanted to suggest that that kind of thing carried on on such a
tremendous scale as seems to be contemplated here—I am just won-
dering whether that would not be productive of more hard feeling
than it would be of peace.

Mr. Brown. It ismy opinion that international investment on a scale
that increases the productive capacity of countries who cannot pro-

.vide their own capital, which advances their development by many
years, if it is made on not too large a scale and is made for productive
purposes, will increase international good will and good feeling.

Senator Tarr. Just as another instance of what I had in mind,
besides Cuba, there is Mexico. Apparently the feeling against Ameri-
can investments in Mexico and- the ill-will was so great that the
government confiseated all American oil wells, How are we going
to guard against that in the postwar period, against the confisca-
tion of American investments or international investments?! How
can we prevent a continuation of that?

Benator Bakniey. Isn’t there quite a difference between a loan
made by this International Bank for development purposes and the
private exploitation of foreigners going into a country and gobbling
up all their natural resources, which is what happened very largely in
Mezxico?

Senator Tarr. Since Senator Barkley interrupted me, may I say T
cannot sec any difference between foreigners going in on their own
and gobbling up resources on the one hand, and on the other hand,
gobbling them up on the guaranty of an international bank? It is
both gobbling up resources, ,

Senator BarkLry. In the Iatter case the exploiting would take place
by the citizens of the country where the money was borrowed and
not by somebody on the outside. If you go on the theory that any-
body who borrows money is going to be mad at the lender, the Gov-
ernment of the United S};ates probably is awfully sore at everybody
in this country because it is borrowing a lot of money from all of us.

Senator TaFr. This is not-a question of borrowing money. Itis a
question of foreigners coming in and owning your big plants and
resources. ‘This 1s not only an International Bank; it contemplates
American investments all over the world as I see it, and I want to
suggest that while some of that is all right, if it is not carried to
extremes, ] think it is going to make more trouble in the world and
more hard feelings than it will do good and promote peace in the
world. You don’t agree with that.
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Mr. Browx. I don’t agree with that. T happen to have been in
Mexicc a great many times. I don’t agree with your Mexican
analogy at all.

Senator Tarr., Well, if Mexico had done that to us and we had
been some other country—if they had taken and confiscated our oil
wells and we had been some other country that I know of, we would
have gone to war about that. It would have been a cause of war,
the fact that they had confiscated our citizens’ property in Mexico.
It happened that we had a Government determined to he at peace
with E[exico and trouble was avoided, but that kind of thing might
casily lead to war, as I sec it.

Mr. Brown, Then 1 would say that a loan guaranteed by the Gov-
ernment or by the Central Bank of the Government, as provided in
the International Bank for Reconstruction and Development would
give you g safeguard against a charge that you had gebbled up their
natural resources. We canceled a lot of investments of various oil
companies in Teapot Dome and Elk Hills after they had been made,
I don’t want to go into a disenssion of the Mexican oil situation, but
at least the Mexican Government claimed a good many of those oil
concessions had been obtained by means of:

Senator Tarr. The International Bank will have a representative,
won’t they——

Senator BarkLeY. Let him finish his sentence. By means of what?

Mr. Brown. By fraud. -

Senator BarkvLEY. Yes.

Mr. BrowN. And bribery.

Senator Bargrey. Anyhow, this Internationai Bank will not be
loaning money to Americans to go into some othet country to develop
and expleit 1€ they will be making those loans to some foreign agency,
will they not, to develop its own country?

Mz, Brown, It will probably loan it to some Mexican corporation,
privately owned, possibly municipally owned, perhaps some province,
perhaps to the Government itself.

Senator Tarr. It might be either, might it not? It might be an
American who had obtained a concession from China, we will say, to
go in and build a mill in China?

Mr. Brown. It could be,

The Cuatrman. At Bretton Woods we talked about international
cooperation. We were quite insistent we were going to have that, too.
We are not talking that way here now.

Senator Burrer. In the making of loans internationally the psychol-
ogy isn’t any different from making loans domestically by your own
bank. If you owe a loan and you get in trouble you are not making
fricnds with the banker. The banker is generally a pretty good fellow
until collection day comes along. Of conrse, if he has made a good
loan in the first place he may keep the friendship, but otherwise the
borrower isn’t very friendly.

Mr. Browxn. Well, I can only say that I have loaned a lot of money
as a banker and that I still count most of the people who borrowed
money from us amongst my friends,

Senator Boruer, Well, you made wise loans.

Mr. BrowN. T have had people blame me for loaning them too
much money, particularly people who thought T ought not to have
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loaned them any in 1928 and ’29, when they were very anxious to
borrow it. .

But, generally speaking, I think a bank grows through its custo-
mers who have borrowed from it and who remain friends of the bank.

Senator BarrrLey. If this is the only day in which Mr. Brown can
appear here, I think we ought to get down to the fund.

enator Tarr. May I suggest that while the bank is less contro-
versial, it invelves in some ways a more fundamental departure and
has greater bearing on the general question of the future foreign-
trade policies of this country than the fund over a long period. I
think that is very important., I don’t think it should be neglected.
It has been neglected from the very beginning. It was dragged in
as & sort of a stepchild. I don’t see how there can be any objection
to investigating the policy of the bank which is a part of American
foreign investment.

Senator MirLigiN. I think the point is that this particular witness
has to leave and we want to get some testimony on the fund from him,

Senator Tarr. All right. I have finished, as far as I am concerned.

The Cosmryan. Very well. We will go to a consideration of the
fund now, Mr, Brown. :

Mr. BrowN. Well, T have taken part in a great many discussions
in & great many places on the fund. I have heard, I think, almost
every possible objection which can be raised to it. I think the objec-
tions to the fund in the last analysis center around two things, on
the part of informed critics of it.

First, the fund is a kind of novel loaning institution in that it is
not up to the management to determine who shall have credit and to
impose—if they give credit—such conditions as they see fit, but the
borrower has a restricted and conditional right to horrow money up
to the amount of its quota, That is an idea which is opposed to the
general thinking of hankers, of whom I happen to be one, and busi-
nessmen who believe that the lender should have the right to make
or refuse a loan; should have a right if he makes a loan to impose
any conditions that he wants on the making of the loan.

If T could set up an International Monetary Fund and leave that
discretion in the hands of the fund management and get the other
nations of the world to join in it and put up their share of the capital
required for it and to assume their share of the risk, I would be in
favor of doing so, but T think to anybody who took part in Bretton
Woods, who tock part in the Conference and heard the representa-
tives and experts of other countries at Atlantic Ciiy, who settled
nothing, but put forward their views, who have gone over the record
of some of these bilateral discussions, would realize that he could not
have gotten any great proportion of the varieus nations of the world
to go nto an international stabilization fund unless their rights of
access to it were defined. Their rights of access to the fund are not
automatic as some people state. They are subject to a good many
conditions and restrictions. .

A country cannot take more than 25 percent of its quota in any one
year. It must borrow the money for the purposes of the fund and
represent that it needs the money for the purpose of settling transac-
tions on current account,
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The fund management has the right to vefuse even initial access
to the fund if it finds that use of the resources of the fund would be
contrary to the purposes of the fund and injurious to its other mem-
bers. 'The agreement necessarily is a compromise between the point
of view of leaving absolute discretion in the management of the fund
and giving an absolute right of access to the fund on the part of the
members, I think the restrictions are such that with proper man-
agement they will work. I think the interests of the various coun-
tries in the fund, not alone of the United States, are such that they
will see that the restrictions and conditions are not violated. :

The second greatest objection to the fund, or the one most often
urged, ig the objection that the whole thing is premature, that you
cannot possibly have currency stabilization until the world is settled
down, until various countries have balanced their budgets, uniil they
have built up a balanced state of trade where their exports and im-
ports, including services on hoth sides, balance each other, till the
danger of internal political upheaval is past.

Again, the question comes that the condition of a great many
European war-devastated countries, the condition of a great many
countries whose economies have been completely dislocated by the
war, is such that without outside 'assista.nce they cannot on their
own resources set up a turrencK which their own citizens will accept
and use as a basis for even short-term transactions. They cannoy
have a currency which will have such a relative stability that their
people will be willing to engage in foreign trade, manufacture for
export, or make contracts to buy goods for imports, because they do
not know what their costs may be or what prices they will get if the
exchange value of their currency fluctuates rapidly. And unless
something is done it is my belief that you are going to have a con-
tinuing chaotic condition in those countries and that they will in-
evitably go to some form of totalitarian government, simply because
it will be the only way that their people can get food to eat. And
I think that if such a thing happened apart from the destruction of
any possibility of increase 1n foreign trade it wounld increase military
and naval expenditures on the part of the United States that would
cost us Tar more than any possible risk that is involved in our contri-
bution to the fund.

Senator Tarr, I do not quite understand. 'What military operation
do you refer to?

Mr. Brown. I would say, for instance, that if another war broke
out;

Senator Tarr. Oh, well, if another war broke out, T agree it would
be infinitely more expensive. I thought you said something growin
out of a particular country that went Communist or something o
the kind, or was disturbed by failures.

Mr. Brown., Well, I think that chaotic economic conditiong in a
country produce civil wars and civil wars are apt to produce wars
between nations.

Senator Tarr. I think that is right.

Senator MiLcrxkiN. Mr. Brown, would this be a correct statement
of your thought, which I think is a very interesting one: That as you
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have an increase in totalitarianism our own military risks increase;
therefore we have to spend more for armament, and so forth? Is
that your theory? '

Mr, Brown. I think so. Y would put it this way: As unsettled
and revolutionary conditions and wars in other parts of the world
increase, our own necessity for expenditures on armament increases.

Senator MmLigin. In other words, in the ahsence of actual involve-
ment in war, necessarily we would have to increase our expenditures
for military preparation due to the increased tensions in the world
due to the things you are talking about?

Mr. Brown. Yes, sir. It seems to me that you simply cannot wait
before you do something about it. Now, it is perfectly true that we
ag a goverrment, through lend-lease or scme other device, can give
great quantities of money to various countries through direct loans,
subsidies, what will you; but it seems to me that going into the In-
ternational Monetary Fund is & much cheaper and a much less risly
way of bringing about a result which is very necessary for the self-
interests of the United States, because I think we do need foreign
trade, I do think we do want to avoid chaotic eonditions in the rest
of the world, in our own self-interest, Unless you have some relative
degree of currency stabilization, you won’t have any great volume of
foreign trade, and you will have very heavily increased military
expenditures,

Senator MmLixix. Mr. Brown, you say that from the standpoint
of a Senator who is trying to pass unbiaged judgment on the matter,
he has to decide whether these particular measures together with the
whole program of foreign help will tend to halt or at least ameliorate
the progress toward Communist or other totalitarian forms of govern-
ment, or whether we are simple throwing a bucket of water into a
great conflagration and wasting it; isn’ that true? From our point
of view isn’t that one of the things that we have to consider? Tt is
your theory, as I understand, Mr. Brown, that doing these things
will halt or have a tendency to soften these revolutionary movements.
Against that might be the argument that what we are proposing to
do here is just 8 wasted bucket of water in a great conflagration.

Mr. Brown. Well, I think that unless the United States by one
means or another assists other countries who by themselves find it
difficult, if not impossible, to maintain currencies which have relative
stability and which can be used as a basis for calculations by their
nationals and by our people in foreign trade, that we will suffer a
tremendous loss both Eecause we won'’t have export trade and also
because we will be put to much greater military expenditures. I can-
not predict that the adoption of the Bretton Woods plans is neces-
sarily going to prevent the development of tofalitarian governments.
I think it will have a tendency to prevent chaotic conditions devel-
oping abroad and will consequently greatly increase the chances of
a peaceful and cooperative world in the future. Nobody can say
absolutely that this, that, or a whole collection of things will perform
that result.

Senator Rapcrirre. Mr, Brown, even though the viewpoint that
this is merely a bucket of water is not overpessimistic—it seems to
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me that it must be—has anyone brought forward any suggestion in
regard to replacing the Bretton Woods propositions with anything
which would seem or promise to be effective or efficient ?

Senator MiLiriN, If yon are directing the challenge at me, Sena-
tor——

Senator Rapcnirre. No.

Senator MiecomiN. I would answer it in this way——

Senator Tarr. I call your attention to the proposals of Mr. John
H. Williams, of the New York Federal Reserve Bank, for a key cur-
rency approach. There are other plans. There were other plans
Er()pos%d before this became a central feature, weren’t there Mr.

rown?

Senator Rapcurrre. Yes; I know there were other plans proposed,
but I wondered if anyone felt that they were an adequate substitute
for these, whatever they may be worth,

Mr. Browrs. There have been plenty of plans, Senator. No. 1 is the
question whether this plan is better than other plans. Question No. 2
is even if you thought the other plans were better than this plan,
whether there would be any chance to get the other plans adopted.

Senator Tarr. Well, the only suggestion was that there wag no other
plan. I just wanted to clear that up. That is all I was answering,
all X was suﬁgesting.

Senator Rapcrtere. 1 did not suggest there wasn't any other plan,
I suggested whether there was any which would promise to be more
nearly adequate than this. That was the point T had in mind.

Senator Tarr. May I ask this, the thing that oceurred to me in con-
nection with the bucket-of-water argument of the Senator from Colo-
rado; isn’t half of this thing wasted? I mean nations are entitled to
draw down their money whether they need it or not, as I see it, They
are entitled to draw down for purposes not connected with currency
stabilization. Isn’t your own statement on Russia, for instance, that
undoubtedly this will be used to buy machinery in this conntry—isn’t
that a statement that has little relation to currency stabilization—
that particular hillion two hundred million ?

Mr. BrowN, Well, I would say it depends—I think my language
was that Russia would undoubtedly use its quota in the fund to pay
for imported capital goods, principally from this country, which 1t
desired for its economic reconstruction, and that this would not be
regarded as for strictly stabilization purposes in the general use of
the word “stabilization.”

Senator Tarr. Well, isn’t it——

Mr. Brown. But again, you take the case of Russia, and defining
what you mean by “stabilization purposes,” the purpose of the fund
is to take care of the country’s situation where the halance of pay-
ments is upset but which within 2, 3, 4, or 5 years you can reasonably
expect will have it restored. If Canada should have a couple of se-
vere crop failures in 2 successive years, it would be regarded as entirely
proper, within the purposes of the fund, to advance the money to
Canada.

Benator Tarr. Yes; but what I mean now, 12 billion—I mean
£300,000,000 a vear to buy capital goods and build plants is a perma-
nent loan, isn’t it? It is not any stabilization. It is not any tempor-
ary stabilization question. That is permanent. That is, the cost.
That is a permanent loan.
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Mr. Broww. It js a permanent investment, Whether it is a per-
manent loan depends on how soon Russia would be able to pay it off.

Senator TaFr. It is the kind of loan we have said was the proper
thing for the banlk to undertuake, isn’t 1t ?

Mr. Brown. It wonld be, but I mean suppose that you say building
plants; Russia will, in addition to building plants, andonbtedly want
to buy tremendous quantities of agricultural machinery which have
a life of 3 or 4 or § years.

Senator Tarr. That is Export-Import Bank business, but that is
not currency stabilization, I mean, as I see it;isit?

Mr. Brown. It depends what you mean by currency stabilization.
I think that I have nothing to retract—that T would say it is not
strictly a stabilization loan, On the other hand, you can take the
viewpoint or argue it, if you want to, that if Russia had been dev-
astated by a crop of locusts, and its principal article of export was
wheat, and it had no wheat to export, that it would be a stabilization
loan to give it the money, to wait until it got next year’scrop. If Russia
has been devastated by German armies and wants to borrow money
which it feels it can repay in 3, 4, 5, or 6 years, and is willing to
undertake to repay it, for the-purpose of getting its agriculture going
and getting itself in a poesition where it can export goods, it seetns to
me that it would be a proper thing for a short-term loan,

Senator Tarr. The only thing, it seems to me, though, Mr. Brown,
that that kind of argument just confuses the whole thing between cap-
ital loans and temporary loans and stabilization loans. Surely they
are all for the same purpose. Personally, T think it is all in the same
pot. I think the whole question is how much meney Russia is going to
borrow and when they will pay it back. I don’t know when they will
pay it back, but what I want to suggest is that, as far as this fund is
concerned, Russia is really—that 300,000,000—that billion two hundred
million seems to me to be wasted as far as currency stabilization is
concerned, They don’t need it for that purpose., As a matter of fact,
Russia has no currency, have they? I mean they have no private own-
ership at all?

Mr. Brown. Oh, ves; they have money in Russia.

Senator Tarr. They have no private ownership?

Mr. Brown. Yes. '

Senator Tarr. Well, put it this way, then: All trade is done by the
Government with foreign countries outside? That is the only——

M. Brown, I would say all trade is run through Government-
controiled companies with state monopoly. So with manufacture,

Senator Tarr. And so when you talk about removing restrictions on
trade, you do not remave them 1n Russia, do you?

- Mr. Broww. You do not.

Senator Tarr. They can just refuse to take your goods if they
don’t want to take them, and nobody else can take them. That is not
an exchange restriction, because they do not restrict it; they just do
not buy your goods. Isn’t that correct?

Mr. Brown. That is perfectly true.

Senator Tarr. So that as far as Russia is concerned we cannot
achieve the removal of the depreciation of currency ; we cannot achieve
the removal of restrictions on exchange, They can run their foreign
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trade the way they please, and the Government is the only person who
runs it. Isn’t that correct?

Mr. BrowN. Well, when you say depreciation of currencies, I would
say that they can run their foreign trade in any way they wish to
run it. They can buy from whom they please and sell to whom
they please.

Senator Tarr. Well, isn’t it true that as far as the stabilizaiion ques-
tion is concerned, from any technical standpoint Russia should just
have been left out of 1£? T see why they can’t be. T don’t objeet
to their being included, but I only wanted to suggest that a lot of this
8 billien 800 million or our $2,750,000,000 is wasted under this pres-
ent situation ; that if we took that whole thing and applied it to maybe
one-third of the countries that are in the fund, we perhaps could help
those countries to solve their whole problem with this money; whereas
now those countries will get a little piece of this fund, and then it is
going to have to be supplemented by large loans or other arrangements.
Isn’t that a fairly correct statement of the whole effect of this?

Mr. BrownN. No; I wouldn’t say it was. I would say that a country
which has a system of state trade doesn’t in a strictly technical senss
need stabilization funds or have a stabilization problem. Obviously,
if all trade is under the control of the government, they can balance
imports and exports by starving their people, if they want to, and
buying less, or they can sell goods at a loss to produce funds for export
if they want to. I do think, and I understood you to say that you think,
it was desirable to include Russia in the fund.

Senator Tarr. If you are going to have this kind of a fund, the
international fund, you have to include Russia. From a political
standpoint I can see it has to be done. T just think it is a necessary
result of this kind of a fund which throws away some of the money
ag far the purposes of the fund are concerned.

Mr, Broww, I don’t

Senator Tarr. Tt dissipates a large part of the fund.

Mr. Brown. I don’t think it throws it away, because I belicve my-
self that Russia can and will pay back its advances from the fund.

Senator Tarr, Well, I do not mean that it will not be repaid. Idon’t
mean to say that, T meant to say that it is wasted as far as this imme-
diate currency stabilization problem is concerned. That is what I was
suggesting.

Senator MiLLixkIN. Mr. Chairman, may I ask Mr. Brown a question ?

The Cmatraran. Certainly,

Senator Muigin. Mr. Brown, I am somewhat concerned with the
effect of the operation of this fund on the tarifl or export and import
policies of the country. In theory, if you give me the right to regulate
the value of our money, I ipso facto have control over our exports and
iinports, Now, we are delegating to this Beard that has charge of the
fund the power to establish the relative values of money. Are we not
by that token granting that Board power to regulate the export and
import policies of the world, interfering with the power, let us say, of
this country to regulate our own export and import policies by con-
gressional action or congressional delegation, keeping in mind for the
purpose of my question that we do not control the fund ; we only have
30 percent, or something of that kind, of the voting power of the fund.
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Mr. Brown. Well, in the first place, the values of all currencies are
stated in terms of gold, and it 1s expressly provided that the fund
cannot change the gold value of any country’s currency without the
consent of that country. The fund could no more change the gold
value of the dollar, of the pound, than ¥ could. If a country wants to
change the gold value of its currency, it has to consult with the fund;
and, with certain small exceptions, if it acts without the fund’s con-
sent, it can be denied the use of the resources of the fund.

Senator MrLikix, But from the——

Mr. Brown. I don’t see, as far as the value of our money or the
desirability of Awerican dollars is concerned, that the fund has got
anything to do with it. If you mean that in the long run, if a coun-
try loans money abroad, whether it loans it through participation
in this fund or directly or in any other way, that it can only get it
back by taking goods or services or gold, I would agree with you.
If you loan money abroad, you can take repayment in goods or serv-
ices. You can take repayment in gold. But there isn’t enough gold
to go around. Ultimately you may get more than you yourself want.
You can loan more money for the purpose of paying interest on the
obligations you already have and for the purpose of covering the
export of more goods, but finally you get tired of loaning money, and
then you have either got to stop exporting or lose your money.

Senator MiLrakiN, One of the things, as I understand, we are try-
ing to remedy is the manipulation by countries of thelr currencies
to affect their foreign trade. Aren’t we doing the same thing at least
initially when we establish the relative values of moncys of the
countries?

Mr, Brown. No; I would say not. The initial value has got to
be established by agreement between the country and the fund. In
the case of a country which really sells and buys gold at a given
level, the value is automatically determined by that fact. In the case
of a country which doesn’t buy or sell gold, or isn’t prepared to,
at a given level, which is on a completely inconvertible basis, the
fund and the government of that country have to agree on a value;
and the fact that you have an international body or group agreeing
on the value of other countries’ currencies initially would, I hope,
mean that the value of those currencies would be determined as well
as could be. I realize that under present conditions in the world
it is very hard, if not almest impossible, to set a value on a great
many currencies, and that a great many of the initial -values will
inevitably have to be changed up or down,

Senator Mmrikin, Let me put it to you this way, Mr. Brown.
Let’s assume that the fund, by some stroke of miraculously good
judgment, is able to establish the proper relationship of all cur-
rencies to each other. Will not that determination affect the export
and import situation of each of the countries whose currencies have
thus been valued?

Mr. Brown., Well, the valuation of a country’s currency in rela-
tion to the terms of other currencies necessarily plays an important

* part in determining the course of its imports and exports, but I
don’t see what the mitial determination by the fund has got to do
with the question, because the country and the fund have got to
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agree on an initial value. If they don’t agree, the country does'nt
participate in the fund.

Senator MiLLirIN, I am willing to assume, for the purpose of dis-
cussion, that the fund makes a miraculously accurate determination
of the respective relative values; buf, once determined, and every
time that it is changed, if it be changed, my thesis is that we arve
affecting at the same time the relative position of each of those
countries in relation to world trade. From that I take the next
step~—and I am just speculating here to clurify my own mind. From
that I take the next step; that to the extent that the fund does that,
it interferes with the other controls that the countries may have over
their export and import business; that in our own ease that control
is in Congress, and in our own case so far ag the fund is concerned
we will be in a minority position. It do not know whether there
is anything to it, but I just want to get the benefit of yomr vast
experience,

Mr. Brown. Well, they cannot change the gold content of the
dollar. So that, taking the mass of the other world currencies—and
they have to be expressed in terms of gold—I don’t see how any
action of the fund would affect the question.

Senator Tarr. Let me ask you specifically, Mr. Brown

Senator Fuiericrr, May I ask Mr. Brown, Mr. Chairman, one or
two questions?

Senator Tarr, Oh, excuse me. All right,

The CralRMAN. Very well,

Senator Furerionr. I have one or two questions.

Do you feel that there is any substantial chance of the Joss of the
amount we put into this fund? Do you agree that this is better pro-
tected than the amount of the risk in the bank?

Mr. Brown. Well, I would say that the fund—I am not lalking
about the dollars in the fund alone. Undoubtedly the greatest de-
mand by other countries is going to be for American dollars. T mean
the American dollars will go out of the fund in large part, and they
will be replaced by other currencies. If we are willing to receive
imports and if we are willing to receive services of other countries
in a sufficient volume, the thing ought to get into balance, and the
dollars would not become scarce, If all the dollars in the fund
were used up and dollars were rationed, and we decided to get out,
cur money would be frozen, if you want to put it that way, mn a lot
of other currencies; sterling, Canadian dollars, Mexican pesos, what
will you. Maybe in franes, Polish, or other currency. We would be
entitled to get those other currencies at their gold parity with the
dollar, what they were then worth, which means that if we were
willing to accept payment in goods or services we could collect our
money. If we are not willing to accept payments in goods or serv-
ices, there probably won't be enough gold to get payment in, and
we will be sitting with a frozen c¢laim but not a lost claim; and even
the only place where I would feel danger of final and ultimate loss
would be in the event of another general war or

Senator Tarr. How about another general collapse like that of
1932 and 1933 % ' )

Mr. Brown. I do not think that that would do it, because we might
freeze, but I do not think that our collapse in 31 and "32 would
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have been nearly so great if we had been willing at that time to have
taken imports from other countries. 'We were not,

The Crairyman. The tariff prevenied that.

Senator Tarr. Well, no. Wait g minute,. We were willing to have
bought $4,000,000,000 worth of goods in 1930. That was when the
collapse was going on—after the collapse; is that true?

Mr. BrowN. The stock-market collapse had started, but not general
business.

Senator Tarr. 1929. 1930 was fairly poor, too.

Senator FruswiguT. The operation of this fund successfully would
be inconsistent with the recognition of a high-tariff exclusive policy
on the part of this country, wouldn’t it? It contemplates a reason-
ably free flow of trade, does it? :

Mr. BrowN. Well, it depends what you mean by a high tariff. I
mean if the country—if we loan money abroad, I don’t care whether
we do it privately or whether we loan it through the International
Bank or loan it through the fund, in the long run unless we are will-
ing to take imports an% services we won't get our money back, and——
© Senator Furerigur. What T mean by “high tariff” 18—

Mr, Browx. T think that you can have a high tariff on certain
articles, and if your total imports are great enough, why, you will
balance up. If you have a high level of employment in this country,
our past history has always been that even against pretty high tariffs
we have imported things like fancy English woolens and French per-
fumes and German china and a lot of other things.

Senator MuuikiN, A large free list.

Mr. BrowN. Wehave a large free list, -

Senator Tarr. Are you through, Senator Fulbright?

Senator FuuericHT. One other thing., There has been a criticism
that the period of these loans is too long, that instead of--I under-
stand in the House this matter was argued, and I would like to hear
you comment on it: That instead of contemplating, I believe they
use the word “cyclical’—it might be 6, 8 years; it might be limited to
18 months. 1 would Like to have your view az to how long that
shonld be.

Mr, Browx, Well, I think the dislocation of world trade due to the
war, the destruction caused by the war, is such that the periods of
time required to get countries into a position to balance their pay-
ments, to catch up, where a country has been off balance, are much
greater now than they were before the war. It is a situation as if
a conntry had had a succession of four or five very heavy crop failures
one after the other, and that you have got to give a greater length of
time than 18 months if you are going to get trade going again and to
have a reasonable chance for a country’s developing an even balance of
payments. Maybe in a country like Brazil, for instance, they will
have a great quuntity of coffee, which keeps pretty well, but it can-
not export the coffee, because it cannot get ships to move it. Its big
supply of coffee may be backed up for 2 or 3 years.

Senator Tarr, Mr, Brown, just one point, following up the question
or a question raised by the Senator from Colerado: Doesn’t the action
of the fund have a direct effort on our tariff and importation of goods
in competition? For instance, if you fix the pound at $4 to the pound,
which 15 where we are trying to maintain it today, I take it—instead
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of that you fixed it at $3 to the pound. In other words, you permit
the British in your initial thing to depreciate their currency, at least
the paper value of the currency, Doesn’t that so reduce the cost of
English woolens, for instance, delivered in thig country, that a 30-
percent tariff may be whelly inadequate? In other words if you are
trying to protect—if you have a tariff policy attempting to protect
the American textile industry, doesn’t the fixing of the pound at $3
practically nullify; or may it not nullify, a tariff completely by per-
mitting the importation at much lower prices?

Mr. Brown. I wouldn’t say that it would. In the first place, I
think, under the agreement they have got to communicate as the initial
rate the rate which was in force at a certain time, which was designed
to prevent countries proposing a lower rate. If they want a different.
rate, they wonld have to get the consent of the fund.

Senator Tarr. Oh, I ﬁlink—well, of course they have to get the
consent of the fund. There is no question about that. I agree that
we couldn’t—we could perhaps block it, but we might want to agree
to it. Maybe $3 is the proper economic basis of the pound. T don’t
know. I am only saying what I am really—and the argument that 1
think I made on the floor yesterday—certainly will today—is that to
try to fix our—to revise our tariffs now before we know where the
fund is fixing the value of these currencies leaves us with a vitally im-
portant unknown factor in the possibility of competition with Ameri-
can industry. -

Mr. Brown. Well, I think, take the case of English woolens and
their competition: England has to buy its wool from other countries.
It has to buy most of the foed which its people live on from other coun-
tries. It may get a temporary advantage and temporarily for a very
short period reduce its cost of production ; but if it reduces its pound
from $4, say, to $3, and the American dollar stays where it is, it will
pey very much more for its wool.

Senator Tarr. Well, T don’t think it would. The Australian cur-
rexﬁy would almost certainly go along with the pound.

r. Brown. It has not in the past. '
hSengator Tarr. So there wouldn’t be any change in the wool, would
there

Mr. Broww. It hasn’t in the past.

Senator Tarr. You do not think it would go down with sterling?

Mr. Brown. No. It went down by itself Jong before sterling. T
mean it’s

Senator Tarr, Well, I am only interested, or it seems to me that
the——

Mr. Brown. I think this—-

Senator Tarr. I don’t see how it could be denied that the fixing of
the value of currencies by the fund, which has to be done—may be
done perfectly properly—has a substantial effect on the question of
how much tariff we need to protect an industry if we wish to protect
it. Doesn’t it?

Mr. Brown. Well, I will put it the other way: that at the present
time countries can engage in currency depreciations for competitive
purposes without any let or hindrance. Today, if England wanted
overnight to drop the pound from $4 to $3, it could do so. One thing
that the fund will certainly do will be to prevent competitive ex-
change depreciations.
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Senator Tarr., Well, now, why do you say that? Tt clearly permits
a 10 percent—without even talking aﬁout it, it permits anybody else—
it permits you to go any distance you want to, if that is in accord with
your political policies or whatever it is. :

Mr. Brown. No.

Senator Tarr. I mean that practically, as I read the fund, it really
is an invitation to the devaluation of currency as a means of righting
internal affairs, of righting internal disequilibrium.

Mr. Brown, Well, I don’t read the fund that way at all. Originally
10 percent; yes. Beyond that, if the fund finds that it refuses to con-
cur, and the country goes ahead and acts, the fund can cut off that
country from access to the fund’s resources,

Senator Tarr. Let me read what Lord Keynes said :

We are determined that in future the external value of sterling shall conform
to its internal value as et by our own domestic policies, and not the other way
around,

Now, isn’t that a statement that the English regard the fund as per-
mitting them to depreciate their pound just as much as they choose to
do so, 1f it is in accord with what they consider to be their internal
political and economic policies?

Mr. Brown. I don’t think so. If you had read a great many of the
criticisms of the fund which have appeared in English newspapers,

ou would find arguments that England should not go into the fund,

ecause, precisely, they can’t change their money as readily and eas_ily
as they do it now, once they get into it; and therefore it is to England’s
advantage to stay out of it.

Senator Tarr. Well, Mr. Keynes should be right, then. He was a
delegate at Bretton Woods. He knows what was intended, and he
says the opposite, and it seems perfectly obvious to me from the
language of the fund itself that there is no bar to depreciation of
currency if a country regards it as part of its internal policy, economic
or politico-economic pofiy'icy. ‘T don’t see any answer to the language
of the thing. XY just call Mr. Keynes in as a witness, but it is written
in the fund.

Mr. Brown. Well, all the Senators can read the section and form
their own conclusions on it.

Senator Tarr. Well, suppose they read it. I mean it saysthat—

The fund ghall eoncur in a proposed change——

The CasrmanN. What page are you reading from now ?

Senator Taer. It is on page 6, the article IV, section 5 (d), (e),
and (f):

The fund shall concur in B proposed change which is within the terms of
(e) (ii) or (e} (ii)—
And (e) (iil) is anything—
above if it Is satisfied that the c¢hange i necessary to correct a fundamental dis-
equilibrium. In particular, provided it is so satisfied, it shall not object to a
proposed change because of the domestic social or political policies of the member
proposing the ehange.

All you have got to do is to adopt a domestic social or political policy
that creates a fundamental disequilibrium, and the fund can’t object.

Mr. Brown, T would say that if a fundamental disequilibrium exists
you then don’t have a competitive currency depreciation such as was
practiced by Germany, at times by Belgium and France, with the de-
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liberate purpose of getting a jump on production costs as against other
countries,

Senator Tarr, Well, I don’t think that France ever did that; do you?
France permitted-—my impnression was, not.

Senator Furerigar, What do you understand by that term “dis-
equilibrium” there, “fundamental disequilibrium,” Mr, Brown? Just
how would that operate?

Mr, Brown. Well, take a very clear case: Chile at one time had a
good balance between exports and imports, and its principal article
of export was nitrates. Means were discovered of getting nitrates in
from the atmosphere, and the principal article of Chile’s export trade
disappeared almost overnight., Well, obviously there was a situation
where there was a disequilibrium and a fundamental disequilibrinm in
the condition of Chile’s export trade. While there may be a differ- -
ence of opinion, I believe the only way you could correct that dis-
equilibrium, practically, was by a chahge in the value of Chilean
money, because they had to develop copper production and produe-
tion of other articles of export to take np their slack. They had to
cut off importing a great many articles which they.had previously
imported. '

ou ask what a fundamental disequilibrium is. T mean it is——

Senator Fouerigut. That is, then they did not devalue it for the
purpose of getting a competitive advantage?

My, Browx. No. .

Senator Tarr. Wouldnt you say, however, that if England was
unable to export enough to pay for their imports, that was a funda-
mental disequilitbrium? They have to live. To live they have to
export more,

Mr. Brown. Yes; I would say that.

Senator Tarr. That is a fundamental disequilihrium,

Senator Rapcrirre, Mr. Brown, this language that Senator Taft
referred to a little while ago, I am quoting: -

In particular, provided it is go satisfied, it shall not objeet to a proposed change
hecause of the domestic sociul or political policies of the member proposging the
change,

Isn’t that discretion in the fund and not in the country which is
affected? Tf it is in the fund and not in the country, then 1t certainly
does not give the county the arbitrary right to bring forward this
plea and insist that it shall be prevailing. However, if that is the
proper interpretation of that language, I therefore assumed that the
discretion was in the fund and not in the nation which offered that
explanation,

Mr. Browx, Well, the idea was that if we were spending a great
amount of money in social security, that the fund’s government
couldn’t say, “Well, we won’t allow you to change the value of your
dollar even though you need it to balance your trade.”

Senator Tarr. Let us follow that through. You mean if you as-
sume a policy in which you have a large government deficit which
resultsin a depreciation, perhaps, of your currency, then that is a funda-
mental disequilibrium; you can’t object to it?

Mr. Brown, No.

Senator Tarr, Because it is brought about by your social policy;
is that right?
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Mr. Brown. I mean, you have a fundamental disequilibrium. I
mean if it is brought about by—there is no comma between the
“domestic social or political policies.” I mean it is domestic social,

Senator Tarr. Social or political only ; yes.

Mr. Broww, Social or political policies; that the nations of the
world were jealous, and the United States was jealous, that the fund
should not say to us, and other nations were jealous that it shouldn’t
say to them, “Your trouble is the dole in England. You are spend-
ing too much on relief. Your trouble is that you allow Iabor unions
and protect them by labor legislation which keeps your labor cost
up. And your trouble is yonr whole form of government, which is
Bolshevik.”

Senator Tarr. Mr, Brown, I understand-——-

The Casirman., Wait. et him finish.

Senator Tarr. Yes.

Mr, Brown, That if through a social measure & fundamental dis-
equilibrinin has been brought about in a country, and the fund finds
that a change in the currency is necessary in order to correct the funda-
mental disequilibrium, that they can’t force a country against its will
to change its domestic social or political policies.

Senator Tarr. Well, it can't prevent its deprecinting its currency,
because that is a result of it. That is what— it is not that it can't.
Of course, they can’t tell them directly to do it or not. DBut, Mr.
Brown, I can’t understand why that does not nullify the whole pur-
pose of this fund. The purpose of the fund is to stabilize currency.
The only causes of unstabilized currency are two: (1) That you have
a deficit policy in your Government finance, This says you can’t
have any objection to that. The other is that you can't export
ehough to pay for imports. You say you can’t do that because your
wages-—you are promoting high wages. You can’t object to the fact
that they are promoting high wages and are wnable to export. So it
seemns {0 me t?le net result 1s just wholly to eliminate your right to
object to the only things that bring about instability in currency.

Mr. Browx., Oh, there are other things that bring about an in-
stability in currency.

Senator Tarr. Well, those are the principal things, aren’t they,
those two, your export balance and your Government fiseal policy?
Those are the two things, aren’t they, that affect the value of cur-
rency most ?

Mr. BrownN. They are two of the things that affect the value of cur-
rency, but there have been a great many cases of countries deliberately
cutting the value of their currency in order to undercut the markets
of another couniry. There have heen devices of countries selling
certain kinds of currency or making it available for purpose of de-
stroying the economy of another country or of getting a certain ex-
port market exclusively for itself. Germany did that in the Balkans
with its special form of marks,

Senator Tarr. Russia could do it now without any of that, couldn’t
it, by simply selling for one-fourth of its value, if they wanted to?
Any totalitarian country in dealing in its own goods could get around
it right away by simply going out.and selling stuff at any price it
wants to sell it for.
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Mr. BrownN. It would get tired of it pretty quickly if you :

Senator Tarr, Well, I think Germany would have got tired of that
practice. It wasn't going to benefit Germany in the long run. I agree.

Senator FuLericHT. It the effect is brought about by a social—you
say social security-——actually that country hasn’t received much ad-
vantage. There is no incentive there in the same way as there is in
this deliberate practice for the purpose of undercutting. That is,
they are actually paying that out in the costs, and it is squeezing them
much harder, isn’t 162 There is, it scems to me, a difference, where
that is brought about by increased socinl-security payments or doles
and where they just do it in order to gain a market. There is some
leeway where they are not actually spending more internally.

Mr. Brown. Well, that is why I still insist that I was correet in
my answer to Senator Taft that a competitive currency depreciation
would be prevented by the fund agreement. Currency depreciations
may not be prevented if a country wants to follow unsound fiseal or
social policies, but that is not competitive currency depreciation.
The Russians, for instance didn’t want a proviso that we could object
to their totalitarian form of government or communistic form of gov-.
ernment. The English wouldn’t want us to object to their social-
security or labor legislation. We wouldn’t want to have any inter-
national body saying what our labor legislation or what our social-
security policy should be, Theve were a lot of people in the United
States in 1931 and 1932 who thought, the 1-emed§ for the depression
was cutting Government expenditures and cutting wages.

Senator Mmrikiy, Mr. Chairman,

The Cuamrman, Yes.

Senator Mizzisin. Isn’t this correct, though, Mr. Brown: From
the international standpoint it deesn’t make any difference whether
a particular currency is depreciating by reason of the social policies
of the country or whether it is a c%eli erate act to better its inter-
national trading position? Isn’t the value of the currency, in the
last analysis, no matter how created, the determining thing

Mr. BrowN. No. I would say that it would have a different effect,
For instance, if a country was unable to maintain its export position
because its costs were very high due to a social domestic policy such
ag relief or guaranteed wages, or something of the sort, and which
was thus losing its irade and couldn’t export eneugh goods to get the
food on which to live, and its currency went down—JI would say
that its effect would be quite different from that of a country which
was getting along pretty well and then suddenly decided that it wanted
to get the jump on somebody else and drop the value of its currency,
which would——

Senator MiLLigin. There might be a time element in there, But
let us assume the pound went to $3 because of social policies, or let us
assume that it went to $3 as the result of deliberate manipulation.
The wool would flow to this country? It would be the $3 value that
would cause the wool to flow and not the reason for the $3 value;
isn’t that correet? :

Mr. Brown. I don’t know whether I quite get your question,
Senator, If England’s cost of manufacture, due to its social policy,

org/
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had gotten so high that it could not export enough stuff to get the
necessary imports to feed its people and keep its economy going or
maintain ity standard of living, and then it decided that the only
way it could bring about a change was by dropping the value of its
currency, the effect of which would be to reduce wages, without
perhaps the people who were getting wages knowing it—and that is
what currency depreciation is—would that have the same effect if it
had been done deliberately in advance, as if it were done after things
had gotten so far out of balance that the fund would find that =
disequilibrium had already taken place? I think there is a differ-
ence in trying to correct & situation which has clearly deteriorated
‘and trying to improve a situation which has been static.

Does that answer make sense?

Senator Mrrixkix. Well, Lunderstand the answer.

Mr. Browr. Well, you may not agree with it.

Senator Fureriont. There would be a great deal of pressure on
them to ehange the internal policy in that case, wouldn’t there——a great
deal more reason for them to change the internal policy?

Mr. Brown. Well, of course, that is the great argument between
the people who think it ought to be entirely discretionary with the
fund as te whether credit 35 extended or whether a country should
have a conditional right to get credit from the fund. A lot of people
say that the latter is not fair. They say that a government does not
need to reduce the value of its currency; what it ought to do is to
balance its own home budget by increasing taxes; it ought to cut down
on governmental expenditures for relief, and ought to stop public
housing; it ought to do this, that, and the other thing. That 1s substi-
tuting the judgment of the fund for the judgment of the people who
are running the country, and I do not believe that you are going to
get any considerable number of nations to give a gank that power
over its economy.

The Ciratrszan. Ave there any other questions of M. Brown?

Senator Murnock., Mr. Chairman, if all other questions have run
out, I would like to ask this.

The Crratraran. Yes.

Senator Murnock. We have recently found it necessary, Mr. Brown,
to cut our gold reserves in this country. The Senate has alrveady
passéd that. It has been recommended by the Federal Reserve Board.
I assume the other countries ure in no better posilion so far as gold
is concerned than we are. I am wondering whether you as a banker
can see any objection to bringing silver into the picture alongside gold
as a metallic base for our international and national currencies.

Mz, Browx, Well, I think I can, Senator,

Senator Tawr. It 1s not the 16-to-1 question.

Senator Muroock. How is that?

Senator Tarr. The 16-to-1 question, the $6¢ question.

Senator Murrmx, I would like to have & very serious answer to
that question. '

Mr. Brown., Well, in the first place, I do not think there is a total
shortage of gold in the world. fthink that there is enough gold in
the world and enough production of gold, and it is a question of its
distribution. T think it is desirable to use silver to the limit, that is,
for subsidiary coinage. I think that there is a provision in this agree-
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ment that silver can be taken as collateral for advances by the fund
where the advance exceeds the quota, which provision was put in at
the urgent request of Mexico and Peru and some other countries, be-
cause of a situation that arises in time of prosperity locally, Mexico
is prosperous today as it was during the last war. A lot of silver
gets into circulation, and people hoard it, and then when a depression
comes they begin to use it for living expenses, and it pours into the:
central banks of those countries, and they want to find a means of
carrying it over what they regard as a cyclieal depression. My main
objection to the use of silver as a monetary hase 1s that a great part
of the silver in the world is or was produced as a byproduct of lead
and zine and copper mining, and that anything that is produnced as
a byproduct tends to have fluctuations in value wholly apart from its
intrinsic value. If a lot of zinc is being produced with a consider-
able amount of silver, a lot of silver is produced, and the silver would
be produced irrespective of the price of silver, so yvon do not have as
good an automatic balance as you do in the case of gold.

Senator Murpcck. Even with the great production that you have
during the war, the greatest production of lead and zinc and copper,
you still find that the production ratio of gold and silver has main-
tained a rather—the production of silver has not increased propor-
tionately to the production of gold. It is still, however, the ratio of
16 to 1. T do not want to lead you into any long discussion of gold
and silver. I just wanted to know if you did object to bringing silver
in, and as I understand your answer it is that you do.

Mr. Broww. Yes. I think there will be no chance of getting any
considerable numher of countries of the world to agree to using the
silver as a yardstick or a measure of value for their ewrrencies in any
kind of an international fund. I think——

Senator Muroock. Was it discussed at all at Bretton Woodsi?

Mr. Brown. It was,

Senator Moroook. It was?

Mr. Brown. The American Smelting & Refining Co. and various
other people even managed to get people into the hotel without passes
to argue their point. . [Laughter.]

Senator Muroock. Evidently the opposition was sufficient, however,
to keep silver out.

Mr, Brown, Well, of course, many of the delegaies from Mexico
and Peru made arguments for silver.

Senator Murpock. T am hopeful that some day the bankers will see
the light on silver and bring it into the picture.

Senator Fursrigar. Mr. Chairman,. If you are through,

Senator Murpock. I am through.

Senator FurerieHT. There is one question that is perhaps not exactly
on the pomt, but it has been discussed at some length on the floor, and
it has relation to this. That is the relative importance of our inter-
national trade, and some people insist that it is only two. three, four
billion, that it possibly could IIJ]e five, although it is not really of much
importance, that it is Just an incidental matter.

Senator Tarr. Do you mind if I change your premise? Nobody
has argued it isn’t important. The argument is that the tariff won't
malee any difference, won’t make enough difference as between about
four billlon and five or five billion and six. That is the argument,
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Tt isn’t that international trade isn’t of importance, It is of im-
portance. It is that what you can do about it is being exaggerated.
That is the argument.

Senator Furerient, Well, I think—T believe you said its importance
has been exaggerated.

Senator Tarr. 'That is right ; its importance,

Senator Fursrigur. The importance of our imports?

Senator Tarr. No, no; the importance of the change. As to our
imports, my position is you are going to have imports anyway. You
are going to have three or four billion on the free list. Regardless of
‘what you do, you are going to have a considerable number over the
tariff, no matter what the taviff is.

Senator FoLericrT. Isn’t it fair to say that you did leave the im-
pression that it has been vastly exaggerated and that our domestic
market is so much more important? My point is—

Senator Tarr. I wouldn’t say that. I say the importance of our
doing something to promote it is exaggerated, considering what can
be accomplished. That is more what the point.is,

Senator Fursricur. But is it fair to take just the amount that is
exported and say that is all the difference it makes. It is the second-
ary effect ‘of our foreign trade upon our domestic. What I have in
mind particularly in the South, that formerly cotton was exported to
around 50 percent of the crop, but the fact that we exported that
relatively small amount in dollars had a tremendous effect. Tt isn't
measured by export figures, It is exceedingly important to the whole
economy of all of the domestic trade of that area. Instead of saying.
it isn’t as important, T think it gives a false impression in just quoting
the amount that does move actually in foreign trade. It gives a false
impression that it is much less important than it is.

I would like for you to comment on what you would say is the
relative importance of building up international trade.

Mr. Brown. Well, I think, of course, that the importance of foreign
trade-——and, ‘I take- it, export trade—is very different in different
sections of the country and with different industries, In the South
there is no possibility of finding a market for the cotton, which so
far is the one cash crop, unless you export a very large percentage
of it, Tt used to be around half the erop; I think 1t is down to about
30 percent now. It is very important in the farm machinery industry.
Maybe it is only 15 or 20 percent of the total production that is ex-
ported, but the existence of that 15 or 20 percent has an effect on costs
and mass preduction which makes it very important; and I think
that if the amount of our cxports, say, is 5 or 10 percent of the total
production, that the loss of that 5 or 10 percent would have secondary
effects which would cause the total production to go down, not 5 or 10
percent, but 15 or 20 or some other percent.

Senator FrrericHT. That is my point. Now, the fact that we can-
not sell the cotton does not affect just the cotton grower, because we
in turn buy a great deal of this farm machinery from the manufac-
turers in Illinois, which doesn’t show up as international trade, but
actually we are very big purchasers, and yoii can’t say just the South
15 in bad shape. It actually will react upon the manufacturers far
Freater than the amount that they export in dollars., It does not
have that cumulative effect. :
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Mr, Browx. I think it has a cumulative effect. I think that its
importance in the general economy is a question of degree,

Senator FoLerieirt. The effects,

Mr. Brown. But I think that to show that our exports are 5 per-
cent of our fotal production doesn’t mean that the loss of that 5 per-
cent would only affect the general welfare that much.

Senator Fouericirr. That is right.

Senator Tarr. Well, the point I should try to make, there is no
question of the loss of that 5 percent. There is a possible question of
the loss of 1 percent or the failure to gain 1 percent not 5 percent,

Senator Miuigiw, Mr. Chairman, may I suggest to the witness
that the point made by the Senator from Arkansas, which I think
is sound also carries with it a very important corollary. It also applies
to imports, A very small percentage of the total production of the
country in terms of imports might have precisely the cumulative ef-
fect in devastating regions of this country.

Senator Murpock. I am wondering, Mr. Chairman, whoever said
the South wasn’t smart. I can’t believe that was ever said,

Mr. Brown. I do not believe that you can have exports unless you
have tmports, if that is what you mean.

Senator MriLmkin. I am simply making the point that. the cumu-
lative effect of injury to the South through its failure to export car-
ries with it a corollary that when you import the percentage of import
does not necessarily measure the damage. By the same token you
have a cumulative disaster possibly to the livestock people, the wool
people, the mineral Eeople, the hide people, the daify—proéucts peo-
ple, all of whom can be put out of business by imports, - '

Mr. Brown. Well, we had a situation——

Senator Tarr. We might adjourn this discussion to the floor,

The Cramman. Yes. Well, it is all right.

Senator Tarr. Excuse me, Mr. Brown. I didn’t mean to intercupt

ou.
Y Senator ForeriguT. The Senator from Colorado had aa answer on
his tongue that he didn’t get to give about whether or not this is just
a bucket of water in a great conflagration. I was very interested in
the answer, and he was unable to gain the floor. I wonder if he
would still give that,

Senator Mmarrxry, Well, the point, Senator, as T understand it, was
that this should be acceptable unless we can think of something bet-
ter. That was the end point. Of course, it depends entirely upon
the premise from which you start. If this is 8 good thing, then, of
vourse, it should be acceptable in the absence of anything better, But
if you start from the premise that if is a bad thing—and I am really
educating myself on this—then it is like going down the hall here,
and we find a fellow prostrate on the floor, and we all rush around
and we look at him, and we see he is in a bad fix. Some do-gooder
rushes into the drug store and grabs a bottle of carbolie acid, and he
is about to stick it down the poor devil’s throat when some fellow
says, “You are giving him a lethal dose of medicine.”

“Well,” the fellow with the carbolic acid says, “unless you can think
of something better, by God, he is going to take this.” [Laughter.]

Senator FurericHT. I knew it was a good answer. That is why I
asked for it.
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Mr. Warre. It was very good. .

Senator Rapcuirre. I didn’t have all of that in mind when I asked
the question, but I would like to say that I was thing of the question
of an alternative: If this thing should have some value, and if a
bucket of water can do a little bit of good, if you don’t have the
bucket of water, whether you want to do nothing at all or whether
you can suggest some alternative; and, if you have some alternative,
what Woulg be the relative value of this alternative, That is what
I was driving at. It is a question of relativity.

Senator Miirixin, The final point is that the poor devil might get
wiell. He probably will die, but he might get well if you left him
alone.

Senator Rapcrirre. You still believe that doctors and medicine have
some purpose?

Senator Mrirrkrw, Well, they prescribe spiritus frumenti some-
times,

Mzr. Browx. Does this all go in the record? [Laughter.]

Senator Tart. I think we all wish to thank Mr. Brown—I know 1
do—for his coming here,

The CrarmMax. Well, I certainly do.

Senator Tart, It has been very interesting.

The Cusmman, He was a great aid to us in Bretton Woods, We
couldn’t have gotten along without him,

Mr, Browx. Thank you. .

The CuatkMan, We are going to meet again tomorrow morning at
10: 30 to go on with Mr. White.

{Whereupon, at 12:50 p. m., an adjournment was taken until to-
morrow, Saturday, June 16, 1945, at 10: 30 a, m.)
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SATURDAY, JUNE 16, 1945

Uritep STATES SENATE,
Commrrree o8 BankiNg aND CURRENCY,
Washington, D. C.

The committee met at 10: 30 a, m., pursuant to adjournment on Fri-
day, June 15, 1945, in room 301, Senate Office Building, Senator Robert
. Wagner, chairman, presiding.

Present: Senators Wagner Eﬁlairman) , Radcliffe, Downey, McFar-
land, Fulbright, Taft, Butler, Capper, and Millikin.
. The Cmairmax, The commitice will come to order, and we will hear
again the Assistant Secretary of the Treasury, Dr. White.

STATEMENT OF HARRY D. WHITE, ASSISTANT SECRETARY OF
THE TREASURY, WASHINGTON, D. C.—Resumed

The Caammax. Doctor] yon heard some few liitle problems and
some questions asked, that Mr. Brown was asked to answer, and I
imagine that you may want to expand a little bit on the answers. That

“might be a good way to start.

Mr. Warte, All right, Senator. Would it be agreeable to you if I-
referred back to the question which Senator Millikin asked me and
which I postponed answering ?

The CratrMaN. Fine. ' :

My. WaiTE. And before we forget or miss the opportunity, I would
like to comment on the question that he so kindly agreed to postpone.

The Caarrman. Certainly. Fine.

Mr, Warre. If T remember correctly, Senator, and you correct me if
T am in error, you asked

The Caamryan, A little louder.

Mr, Wurre. T thought Senator Millikin asked me what assurance
was there, if any, that a proper evaluation of currencies could be made
for those countries which have been subjected to the disruptions of
war, at a time when the future was so uncertain as the coming years,
Was that about the gist of it, or would you wish to rephrase it?

Senator Mmrikrw, That is entirely correct as far as you have gone,
and I would add the element which I think is implied in your state-
ment: That those particular countries are, at least in my view,
threatened with revolutions and counter revolutions for God knows
over what period of time, and that suggests to me that for those rea-
sons it would be very difficult, if not impossible, to make a sincere
valuation of their currencies,

Mr. Warter, Well, that was a problem that gave us a good deal of
concern. We realized, as you stated, that many of the countries would
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be subjected to disturbances after the war of a serious social, economie,
and political character, that the period of adjustment, of achieving
stability, might be a long one, and that the determination of exchange
rates which would be appropriate for those eountries would not be an
easy task,
n ilinstration of the difficulties involved in such a task, which I

would like to describe off the record, faced us 2 years ago.

(There was colloquy off the record.)

Mr. WHITE. There is another provision which states that the fand
can postpone the time at which a country can have access to the fund
resources, even if the original rate which had been agreed upon is in

.eflect, if in the opinion of the fund that country cannot maintain that

rate without too great dependence on the fund’s resources. That
protective provision is important because it authorizes the fund to
say in effect to a country, “It is true you selected this parity to gold.
1t is true we agreed to that parity. However, in our judgment now
the use of that parity is going to make it necessary or make it likely
that you will depend upon the fund to a greater extent than we think
is in your interest or in the fund’s interest, and thereforé you cannot
have access to the fund’s resources until and unless certain things are
done which will eliminate onr serious doubts as to the appropriateness
of your present rate.”

Senator Rwcrisre. Would that be a complete denial of access, or
would there be some temperary use or benefit which they might get?

Mr. Warre. It would be as complete as the fund cared to make it
until such time as in the opinion of the fund the basis for that opinion
on the part of the fund altered.

S~nater Rvoctirre, But the fund would have the discretion to make
it ahsolnte

Mr. Wnrre. Quite.

Senator Rapcurrre. Or partial, as they saw fit?

Mr. Warte. Entirely so. And that question of discretion which they
would have in that instance, the question of judgment which the fund
would have In agreeing to any rate, is, in our judgment and in the
judgment of all those who participated in the formulation, one of the
strong features of the fund. I would like to expand on that a little
later when I have finished answering the question of Senator Millikin.

Therefore, the likelihood that the rate finally agreed upon by the
fund will be a reasonable rate is not a remote one. People in this
country and in other countries who are concerned with the determina-
tion of rates have considerable experience in that task. They have been
dealing with problems of that kind for 15 years or more,

Senator McFarLaND., Well, now, Mr, White, did you use that expe-
rience in fixing this exchange in these countries that we have already
gone into? :

Mr. Waite. We would have liked to, Senator, but In some cases we
didn’t have the authority to do so, and in others the lack of appropri-
ate data greatly complicated the task. _ .

Senator McFarLanp, You do not claim that any of those rates are
reasonable?

Mr. Warre. T would claim that some of them are unreasonable.

Senator McFarLaxp. Do you know of any that are?

Mr. Warre. Off the record.

Senator McFarLanp, Well, I want this on the record. Our boys are
paying through the nose over on the other side.
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Mr. Warre. Well, if you will

Senator McFarLaxD. Are the exchange rates reasonable? I do
not know of a single exchange that is reasonable. In France it cost
me for shirts a dollar a shirt, in our money, to get them laundered,.
They have plenty of labor there. There is no reason for that, In
Rome it cost me $5.20 to get a suit cleaned and pressed. And our
boys are paying it on the exchange that you fixed.

Mr. WaITE. Senator, that is what we want to avoid. We didn't
have the final say. They did not come before a fund in which any
country could be told: We thinlk this rate is reasonable and this rate
is not reasonable. The discussions around the table in the Treasury
to which I referred were voluntary discussions designed merely to
provide an exchange of opinions. ¢ had no authority to tell those
countries that the gold parity of their currvency shouldy be, except in
the case of Italy. The fixing of the Italian rate raises problems that
I do not think we would want to go into now.

Senator Tarr. May I suggest, though, that we had absclute power
to do as we pleased, and when we get into this fund we are not going
to have absolute power to do as we please. It is going to be fixed
by these same fellows that are getting the advantage today free gralis
for nothing from us; whereas, once this fund is set up, why, they con-
trol the board. These various countries that have all of these various
rates of exchange control the board, and our hands are tied com-
pletely; whereas when we have full control we give it away.

Mr. Wurre., Senator:

Senator Tart. I do not see how we can expect anything better from
a board that we do not control. '

Mr., Wirre. Senator, one of the very important and extremely
desirable features about this fund is that we do not dictate the mone-
tary policy of the whole world. We do not tell other countries what
the gold parities of their currencies ghall be, and we do not want
any other country to tell us what the gold parity of the dollar shall
be. That is a matter of agreement among many countries.

Senator Tarr, Mr. White—-—

Mr. WHrte. And if you say that we are not in control in the
sense that we should be in a position to ram down the throats of every
other country, whatever the opinion of the United States should
happen to be. I say that is not in the fund agreement, and I say
that the representatives of this country at Bretton Woods would be
the first to insist that it should not be. After all, the fund agreement
provides for an international institution, not machinery to impose our
views on others.

Senator Tarr. I think it is outrageous, because I think in this case
this is a question of creditors and debtors.

Mr. Wurre. What wag the question? : _

Senator Tarr. And in this case we are giving our money to a board
which is controlled by the debtors, the ver %PHOWS who are going
to borrow. That underlies the whole fund. When you talk about
the discretion of the fund, you mean the discretion of the debtors
themselves. And when you talk about the power of the fund, that
it can do this and that, and that it can put on those restrictions, we
have no assurance that they will put on any restrictions.

Mr, Wurte, Senator
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Senator TAarr. 1 do not think anyhody has ever proposed to give
away American money as this fund proposes to give it away, to peo-
ple who themselves will control its disposition.

Mr. Warre. Senator, I have heard you say that before, and doubt-
less you will say it again.

Senator TarT, 1 certainly will, because it underlies every feature,

Mr, Warte, Yes.

Senator Tarr. We are just making that as the basis, in my opinion,
of this whole proposition,

Mr. Warre. And notwithstanding the faet that T think yon will
say it again, I should like to examine the basis of what you are saying,
and let us see whether it is warranted. Not that T expect that you
will change your mind, but possibly it might help clarify the subject.

We will have approximately 28 to 85 percent of the votes on the de-
eisions in the fund operations. 1 say it runs between 28 and a maxi-
mum of 35, because there is a provision in there, you know, that gives
us more votes as other countries buy more dollars from the fund, and

ives the country that buys more currencies from the fund, whether
ollars or sterling and so forth, less votes. So that our voting power
increases as more of our currency is purchased,

Scnator Tarr. Reaching a maximum of 33,

Mr, Wurre. Thirty-five percent; quite so.

Now, in any deciston that will come before the board and the fund,
whether it is a question of adjustment of exchange rate, whether it is
a question of the amount of currency which can be purchased by an
country, or any one of the decisions which will come before the board,
what will be the situation, Senator? Well, it would be much the same
as would prevail were a decision to be made by a group like this
where each member represented a different state, or as in the Supreme
Court in which we have various judges represent different views,
et cetera. The question would be thrown on the table for discussion.
The American representative will have certnin ideas as to what the
appropriate decisten should be. And I assure you that if the Ameri-
can representative has certain views, unless he is wrong, he is go-
ing to be joined by representatives of other countries who also have
a sense of fiduciary responsibility, who also have an equal desire to
see that the fund will work well, who have an equal desire to see
that there shall not be monetary disruption, and who have an interest
even greafer than ours in seeing that the resources of the fund are -
not unnecessarily dissipated or unwisely used ; and you will have the
representative of Canada and the representative of the United King-
dom and the representative of Netherlands——

Senator Tarr. Well, now wait & minute,

Mr. Warre. And the representatives of other countries——

Senator Tarr. United Kingdom; no. Now, my suggestion is this:
European couniries are all in the debtor class today. They have
8.900 votes. The South American countries in the long run are in
the debtor class. They favor easy monev for nations. The British
Dominions add over a billion dollars. The British Dominions and

. Europe together have a maiority vote, and I suggest that this fund

will be dominated by the British, that the British will be on the side
of all the debtor nations of the world, that they themselves will want
easy money. They are heavily in debt. And I do not say they are
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going to repudiate their obligations under the fund or do anything
out of the way, but I just say that on every decision where the question
is whether you shall be easy on debtors or whether you shall be hard
on them we are going to have a majority against us.

Mr. Wurre, 1 gathered that, sir. You had made that clear be-
fore. And that is a claim that I want to examine, and I started
to say that the representatives '

Senator Tarr. Well, you started examining by saying the United
Kingdom would be on our side. .

Mr. Warre. I didn't say it would be on necessarily our side,
Senator,

Senator Tarr. I understood you to say that. :

Mr, Wimrte. We might be on opposite sides on a given problem,
and we might be on the sane side on a different problem. What
I did say was that the representatives of many countries will be
responsible, reasonable, and competent, I should hope that they
would 21l be competent. I do not think the United States has a -
moncpoly of wisdom on international financial matters, nor do I
think it has a monopoly on a sense of responsibility toward world
prosperity. I think that quality is shared by the representatives.
of a great many countries; and when a particular problem comes
before the fund it will be examined on its merits, and a decision
will be made on its merits, Your statement that the debtors are
against the creditors doesn’t apply at all because the debtors—
what you call debtors, I suppose you refer to countries that are
coming to the fund for foreign exchange--do not have a common
interest that would lead them to always vote together. On the con-
trary, Scnator, their interests are different with respect to one im-
portant point, namely, the other country’s use of the fund’s assets;
each country is interested in seeing that the resources of the fund
shall be kept as liquid as possible and shall be ample for itself because
each member country regards those resources as its particular second
line of reserves; and if its representative votes or permits action
which permits abuse of the fund, which Eermits improper uses of -
the resources, then its own resources are being reduced. And you
are suggesting, for example, that if country.X comes to the fund
for a decision which results in an abuse of the fund’s resources, that
England and Netherlands and France and others are going to say,
“We will permit that abuse of the fund because we too are going to
abuse the fund.” :

Senator Tarr. Mr., White, I am not suggesting an gbuse of the
fund. T am suggesting that it is so vague. There is so much power.
There is so much gquestion how you let this go on for 5 years, these
restrictions, whether you let them go on longer, whether you make
them pay back at the end of 1 year, 2 years, 5 years, 20 years. Those
are not abuses of the fund. They leave it wide open. :

Mr. Warre. 1 am glad to hear you say that you do not feel that
the decisions which will be made will be abuses of the fund. T am
happy to hear you say that, happy to have that on the record. Now
let, us continue. You say that the provisions are so broad that there
is room for differences of opinion. Precisely. And any attempt to
formulate a set of principles under which any international organ-
ization of the character of the fund can operate will be futile unless
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we realize that such an organization has to have principles which
are broadly stated, has to have principles which permit some flexi-
bility of decision according to the specific case.

Thers is excellent precedent for that, you know, Senator. I pre-
sume that if someone having an attitude similar to the one holding
that these regulations are not specific had been arguing on the Bill
of Rights when the fifth amendment was up for %ormulat.ion, that
you cannot take away property or liberty from a citizen without
due process of law, I can just see him sitting there and saying, “Now,
what does that phrase mean? You are not protecting any private
individual. All you are saying is that you can’t take it away with-
out due process of law. Now, what is due process of law? You
think due process of law is one thing, I think due process of law
is something else, and a third fellow thinks due process of law means
something quite different. They are never going to interpret that

roperly.” You could have said that about the fifth and also the
Fourtecnth amendment with the same justification that you can say
it about this.

Senator Tarr. Mr. White, I don’t want to interrupt you, but with
due respect T don’t think there is any parallel at all.

Senator Dowwney. Mr. Chairman.

- Senator Tarr. We adopted that because we had complete confidence
in an American Congress and an American Supreme Court and an
American Executive. I haven’t the same confidence in a board
made up of a lot of people whose interests are entirely different from’
American interests.

The Crairmax. I suggest that we permit Mr. White to finish the
answer,

Senutor Tarr. The difficulty is that

The CrxamrmaN. And not interrupt him. :

Benator Tarr. It is true that I talk a great deal, but I have a long
series of questions I would like to ask Mr. White, and he makes a
speech every time you ask him a question. You never can get
through. .

Senator Dowxey, Mr. Chairman, could I ask a few questions?

Senptor Mrrrixin. Mr, Chairman, I think my question has not been
answered yet. '

Senator Buteer. Senator Millikin’s question is still before the
committee,

The Cratrmax. I do not want to be discourteous to any Member
of the Senate, but I should think the witness ought to be permitted
to answer,

Senator Mouikin. I do, too.

Senator Botrer, It was Senator Millikin’s question. I think Mr.,
White has been attempting, perhaps not to your satisfaction, to
answer your question.

Senator MriLixiN. But I don’t think he has completed it, Senator,
and I am willing to defer, if that is better, his answering the ques-
tion,

Senator BurLer, Well, T do think it should be answered.

Mr. Warre. Well, I dor’t want to be in the position, either, of mak-
ing long speeches, but probably if I am not interrupted I can make
the answers shorter.
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Senator MirrrkiN. So far as I am concerned you can make a speech
answering my question.

Mr. WHITE. Yes.

Senator MrerigiN. It is all right with me.

Mr, Warre. Well, I thought my remarks were directed to your
question to begin with. We got shunted off on an important point,
and therefore the length of my reply I think is in some respects war-
ranted because again, and again, and again, the crities of the fund
proposal come back to the idea that the protective features in this
document, that the principles which are set forth to guide the men
in their decision, are so broad that they can he interpreted in one
way or another by the members; and that, since the members are
using the terms of some of the critics, all debtors and the Unite
States is the only creditor, the very breadth, the very floxibility of
decision, the general character of the statement of principles, is such
that it provides an easy loophole for all the other countries that
they have no confidence in—apparently all except the United States—
to take us for a ride; and 1 just want to make one remark with
respect to that view.

I say that if you have no confidence in the other countries, if you
do not believe that they are entering into this agreement seriously,
wholeheartedly, in order to achieve the same objectives tliat we desire
to achieve, if you believe that they have no sense of fiduciary responsi-
bility, that they intend to enter the fund and permit the dissipation
of its assets as quickly as possible, then I say you should vote against
the proposal. But that was not the spirit of tge representatives there.
That is not the basis upon which we are seeking international collabo-
ration. That is not the experience——

Senator Tarr. May I sa

Mr. Warre, Of our deaﬁngs with other countries. Amnd therefore
I think you are not justified i assuming that each country is going
to aet wholly out of accord with the stated purposes of the fund.

Now may I return to your question [addressing Senator Millikin] ¢

Senator Tare. May I correet one statement. My suggestion onl
1s that each representative of each country will act in accordance wit!
the interests of that country, and that the interests of that country
are not the interests of the United States.

Senator Downey. Well, Mr, Chairman, it is right on that point
that I would like to ask one or two questiong in this hearing, T have
been here several days and have not been able to get in a question
yet. I would like to.

Now, Mr, White, Senator Taft has raised a very eategorical point.
Assume that the debtor nations would fix a price for their currency
that seemed too high from our viewpoint. I wonld like to ask you
to consider that with me in two eategories. Would it follow, if that
were done, that it would be easier for the debtor countries to settle
with us the cxisting indebtedness that is owed us? Would that be
the resnlt that would follow from that, ag to past indebtedness?

Mr. WaITE. If you have reference, Senator Downey, to their obli-
gations to the fund, and your question is that if they depreciate the
gold value of their currency, then the answer is, it is likely to be more
burdenscme for them to meet their obligations to the fund.
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Senator Dowxey, Their debts?

Mr. Winrme. Their debts as well as their obligations to the fund.

Senator DowNEY. I mean their general indebtedness too, I am talk-
ing about now.
ai fI}'Ai/h'.I‘FVHITE. If it is a foreign debt set in dollars, it would be more

1thenlt. '

Senator Downgr. It would be more difficult for them. Well, now,
what would result from a fixing of the currency by the debtor nations
the way Senator Taft is apprehensive might be done, upon current
transactions, commercial transactions, between the nations? What
would be the effect ?

Mr. WaiTe. Well, I am not sure that I understand your question, but
if I understand it, and if I might rephrase it, you are asking what
would happen that a country would deem to be 1n its advantage that
would lead a country to depreciate the value of its eurrency.

Senator Dowxey. Yes. And what result would flow from it as in-
ilury to E:us. or benefit to them? What might we expect if that would

appen ?

MI:I)‘ Warre. 'Well, the temptation for some countrias to reduce the
value of their currency would come from the desire to increase their
exports and to reduce their imports, to make their goods cheaper to
all foreign countries and make the poods of all foreign countries more
expensive to them. Now, if they do that, ag some countries have in
the past, as we think many countries will in the future unless there is
something like the fund to influence their action, the result will be
that our trade will be adversely affected, the trade of the rest of the
world will be adversely affected, and other countries will be encouraged
or foreced to pursue the same tactics. And that is precisely what com-
petitive devaluation is.

Omne country seeks an advantage that puts pressure on certain other
countries. Some countries can stand the pressure better than others,
either because they have larger reserves or because foreign trade is not
as important to them, or because they don’t compete with the im-
portant export articles of the country that is depreciating its cur-
rency. For one reason or another the pressure will not be the same
on all countries, but the pressure will be great on some countries.
Those countries will either be forced or will feel it desirable to protect
themselves and they will also depreciate their currency. That spreads
the area of pressure. Then another country depreciates, Another
country, ete. And you have in effect what happened in the thirties.
That is what we call competitive depreciation,

Senator Downey. Well, then, Mr. White, if I understand your opin-
ion, that even if we assume that there was prejudicial and unfair con-
duct in the representatives of the debtor nations depreciating their
currency, under the plan that we have there is very little likelihood
that as bad a condition would be worked ont as would probably exist
without this plan being put in operation?

Mr. Warre. Yes, Senator Downey; there would be much greater
likelihood that this type of .depreciation would be either completely
stopped or reduced, and the reason for that is fairly simple. A coun-
try secking that type of advantage, coming to the fund and saying,

org/
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“We want to alter our exchange rate,” raises to the fore a problem
which strikes at the interest of every other country. There is not
a similarity of interests with that country, On the countrary, every
other country immediately says to itself, “Well, if they are going
to depreciate their currency, if we are going to vote to permit them
to depreciate their currency, they are going to put pressure on us.
Our trade is going to suffer.” Instead of coming before a board
which is stacked against the United States, on the contrary, that
board is, in fact, stacked against every country that want to de-

reciate its currency. Any country desiring to alter its rate would

ave to demonstrate that its request to alter its currency is based on
what we call a basic disequilibrium, and I want later to take up that
phrase—basic equilibrium-—because it is an important one which is
apparently much misunderstood. It will have to demonstrate to the
rest of the Board members, or to encugh of them to make a majority
vote—and remember that the United States has 30 percent—ii will
have to demonstrate to & group of men who are entirely familiar with
the consequences and the ramifications of that step—they are likely to
be technicians, experts long experienced in the field—they will have to
demonstrate to that group that their request for the permission to
reduce the gold value of their currency results from a need to com-
pensate for a basic disequilibrium. The provisions in the fund—
not one but several of them—specifically make that clear,

Senator DownNEey. All right. Now, Mr. Chairman, I just have one
further question and then I have completed.

The Cratrvan. All right.

Senator Dowwey. Mr. White, Senator McFarland spoke of these
very excessive rates that were being charged for goods and services in
the occupied countries at the present time, :

Senator McFarraxn, Well, that is on account of the exchange—the
legal exchange. :

Senator Downey. That is just what I wanted to ask. Is that wholly
due to the rate of exchange, or is it due partly to rate of exchange and
partly to other causes? Do you know? .

Mr. Wmite, Senator, and that is something we keep fairly close -
track of. We have men in the field who are constantly informing us
of the situation, and it is something that we are keenly interested in,
and the people of the country have a right to look to their Treasury to
see that, insofar as possible, their interests on the matter of foreign-
exchange rates are protected. The prices in country X are very high.
T mean local prices. If an examination of the relative purchasing
power were made by a group such as would constitute the fund, they
might well come out with a different exchange rate. But the situation
in country X now is a special one. Our interest there lies onl]y partly
in what the troops get for their money. We don’t want to see our
troops get : :

Senator McFarrann. We have not protected it very well.

Mr. Warre, This is off the record, please; either that or T will have
to modity my discussion, :

The Cmamrmax. All right; let it be off.

('There was colloquy off the record.)
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Mr. Warre. Everything you say argues for the adoption of the
International Monetary Fund

Senator McFarLanp., Our boys pay for it.

Mr. Warre. That js a separate problem, and I am afraid discussion
of it will take us too far afield,

Senator McFarranp, That is right. You started it.

Mr. Warre. Yes.

Senator McFarLawp, T helped to bring it along here,

Mr. Waite. The determination of what constitutes a proper rate
takes into consideration a comparison of the prices you would pay for
a list of articles in one country as against the prices of similar articles
in others. There are many other factors that enter into a determina-
tion of the rate, and under the International Monetary Fund the rate
that would be determined would be, I think you would conclude, a
reasonable one. But in the absence of an International Monetary
Fund each country determines its own currency value, its own par
value, which may not be reasonable from our point of view. )
don’t have any effective say as to its reasonableness, unless——

The CmatrmaN. Right after the last war it was quite unreasonable,
wasn’t it}

Mr. WHiTE. Some were; yes.

The Cuamman. Yes.

Senator Tarr. Mr. White, T don’t want to—once the soldiers get
out of there, then the interests of these countries will be to have their
currency low. I mean I take it ultimately the battle with the sterling
bloc, if there is a battle, will be their desire to put sterling lower than
$4.03; is that correct?

Mr, Warre. Senator )

Senator TArPT. At present their interest is to keep it highjy is that
correct ?

Mr, Warre. Whether or not the advantages in lowering the value
of a currency outweigh the disadvantages 18 a decision that cannot
be made without taking the specific eurrency and the spesific situation
into consideration. There are always disadvantages, Senator.

Senator Tarr. Well, I agree with you, surely.

Mr. WarTe. And there are

Senator Tarr. I don’t think there is any disadvantage in devaluing
the currency. ‘

Mr. WmiTe. You don’t think there is any disadvantage?

Senator Tarr. But it seems to me the Keynes view is that there is
an advantage in devaluing your currency.

Mr. WarTe. Let us put 1t this way, Senator. I think you probably
misstated yourself. T thought that probably what you meant is that
you feel that the disadvantages always outweigh the advantages.

SBenator Tarr. T don’t say always.

Mr. Warre. Usually.

Senator Tarr. And T say roughly speaking I don’t think it is a
real advantage to you to devalue your currency, but nevertheless the
Keynes philosophy seems to me to be that it iz an advantage.

Mr. Wmire. Well, Keynes’ philosophy is this, as T understand it,
that there are times——

Senator Tarr. He said the pound——
Mr. Waire, Yes.
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$4Senator Tarr (continuing), For instance, should be lower than
.03,

Mr, Warte. 1 think perhaps a more accurate way of saying it—I
think the way Keynes might state it if he were asked that question—
is that there are times when the advantages of lowering the value of
a country’s currency exceed, outweigh, the disadvantages. There are
times when they do not. There are times when the disadvantages
substantially outweigh the advantages, and there are times when
that is not so, and the purpose of the fund is to make it possible for
a country to lower its currency value when in the opinion of the fund
the disadvantages of remaining at a given parity are outweighed by
the advantages of changing that parity.

Senator Tarr, Well, 1n the first place, they can do-it themselves up
to 10 percent.

Mr. Waite. Yes.

Senator Tarr. Which changes the whole competitive process,
doesn’t it?

Mr. Wyare. Well, not so fast, Senator. I think it was explained
earlier that it was absolutely essential, if you are going to expect
countries to fix their rate of exchange in agreement with the fund
before operations ean take place, that consideration be given to the
fact that many countries have been without normal trade for many
years, and that it is more difficult to know whether a selected parity
is the correct one or some other rate is the best one when you don't
have the immediate past normal trade experience to go on. It is quite
reasonable and in our own interests to make certain that the wrong
rate shall not be selected and perpetuated. And so we say, because
of the great uncertainties which have prevailed in the past 5 years as
to what is an appropriate rate, we will permit a country, after con-
sultation with the fund, to alter it up to 10 percent. What we seek
is the establishment of an exchange rate structure which can be con-
tinued and which is in the long-run interests of all countries con-
cerned. We do not seek any advantage. We do not want the other
countries 1o have an advantage, nor do we want other countries to be
faced with a situation leading to depressions, hecause depressions
spread and affect us.

Senator T'arr. I am only pointing out, though, that we are letting
these countries do it on their own without the fund having a word
to say about it. '

Mr. Warre, Well, but you are pointing out something that is wrong,
Senator.

Senator Tarr. They do it 10 percent.

Mr. Waite. Oh, up to 10 percent.

Senator T'arr. That is right.

Mr, Warre. Yes. .

* Senator Tarr. One country does 10 percent; another country does
10 pereent.

Mr. Worre, That is right. :

Senator Tarr. It seems to me yon just start the competitive devalu-
ation.

However, what T wanted to ask is this one question before I go to
gomething else : Don’t you think before we tie thig thing up and submit
the whole question ‘og the relation between the dollar and sterling
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to this Board, the decision of which we don’t know, we ought to agree
with the British on a relation between the pound and the dollar?

Mr. WHITE. Senator, that is a perfectly good question and one that
we gave a great deal of thought to, because sterling is one of the im-
portant currencies. This is the problem that we are faced with: The
appropriate level for sterling depends in part upon the level that is
fixed for other currencies. In the same way that what would be appro-
priate from the point of view of France with its currency, or Belgium
or Holland or any one of the countries, depends upon what other
countries do with their currency value. Therefore you cannof say to
any given country that “the rate which you ought to establish should
he 50 to the dollar or 25 to the dollar,” because that country could
very appropriately respond:

“Well, that would be appropriate, right, I agree with you, if the
other rates remain where they are; but what are you going to do with
the rate of country X, and what are you going to do with the rate of
country Y, or some other rate? We have to know what the other rates
are before we agree what is appropriate for us.”

Senator Tarr. I suggest first

Mr. Warre. Let me follow that for a moment, Senator, because we
have thought a good deal about it, we have had a good deal of experi-
ence in such matters, and I think our views on it are worth weight,
as are the views of other persons and countries who have had to deal
with this problem. France is not concerned solely with the dollar-

‘franc rate. France does not compete solely with American products.
In fact, our trade is not very important to the French economy in
normal times, DBut the Belgian rate is, the British rate ig, the Dutch
rate is, the Italian rate is, very important to France; and before
France can say what is the appropriate dollar-franc rate she has got
to know what are to be the other rates. Therefore you have to settle
the important rates more or less together. Therefore, any attempt
to settle a rate between X and Y countrieg independently of what other
countries may do, would at once meet with opposition on the part of
either or both countries. Supposing one of the two countries wag the
United States. Then the other countl?r would say, “Well, we know
you are not going to change the dollar—you have stated so pub-
licly,” et cetera. “But how about us? We compete with a lot of
other countries besides the United States, and what are they going
to do with their exchange rate? You are asking us to fix the dollar-X
rate, which makes it impossible for us to change with reference to the
other currencies, Oh, no. We have to know what the other curren-
cies do.” And I doubt if any responsible minister of finance would
determine his rate with reference to the dollar without reference to
what the other countries were deing with their rates.

Senator Tarr. T suggest the first thing you will have to do with
the fund is to settle the dollar-sterling rate and that you had better
do it first, because the sterling bloe may control the board of the
find and decide against the things that we want to agree to. As to
the value between sterling and the dollar, it seems to me the sterling-
dollar rate is going to determine the rates of all thiese other countries.

Mr. Warre. It would help determine it, Senator,

Senator TaFr. And, of course, they are more interested in sterling,
I agree, than they are in the dollar, and that means they are going
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to take the English point of view when it comes to voting on the
%uestion, and it seems to me we ought to have that question settled
rst,

Senator Downey. Mr, Chairman,

Senator Tart. It seems to me all you say is merely a conclusion that
everything is going to be uncertain. We can’t do it now. If so, why
have the fund now?

Senator Burrer. I would like, Mr. Chairman, to get the answer
to Senator Millikin’s question, We have been waiting ever since the
opening of the meeting, and it has not been answered yet.

Mr. Warre. Well, let me wind up the answer, A great deal of
what we have been talking about is germane. What we have tried
to bring out was that the task of determining appropriate exchange
rates in the coming months is not an easy one. It is not an insuper-
able task.

It is one in which there doubtless will be some errors made, but in
the main we would expect the rates that would be determined by
group discussion among the fund members would be much more
realistic and much fairer than would be determined by unilateral
action, and we have provided certain protective provisions to safe-
guard the assets of the fund in the event errors are made, and to
make possible changes where an error has been made.

Senator MunLixin. My observation on your answers, Dr. White,
would be that it may be assumed that the fund provides the mechanics
whereby you can assemble men who arc engaged in this esoteric art
of money valuation to apply their judgment to what a particular
currency is worth, and that the fund gives that opportunity. My
basic tentative thesis was that there are so many variables in this
world today, that with the exception of a few countries-—where there
is arelative degree of stabilization and a long history of fiscal honor—
with the exception of those few countries, you have so many variables
due to the political situation, the economic situation, the social situa-
tion, that no maller how competent these gentlemen may be that
operate in these esoteric ways that the rest of us can’t understand,
they cannot reach a sound result. That is my point.

Senator Dowxry., Well, may I ask the distinguished Senater from
Colorado, my very dear friend: Is that the ultimate of pessimism,
then? I mean, are we just in such a complicated world today that we
cannot attempt to work out of the chaos that engulfs us? Is that it?

Senator Mrrukin. I would not decry any attempt to work out of
chuos, but I want to see what the attempt is, and T want to see whether
it has promise of success,

Senator Dowxey. Well, Mr. Chairman, that leads me to the question
that I wanted to ask: Now, in your last colloquy with Senator Taft-
you have stated your opinion, Mr. White, that ¢ountry X could not
afford to and would not settle the X dollar rate in advance of the
settlement of other exchange rates, and you seemed to me to point
out reasons why that wouldbe true. Now, let me ask you to approach
the problem now from our own viewpoint, from us here in the United .
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States. Could we in the United States know at this time, in advance
of the settlement of other currency rates in the establishment of this
bank and this fund, what would be the most provident and wisest
X-dollar rate? Could we do it in advance?

Mr. Wurre. Noj; I don’t think we could. We need to have all the
facts at our disposal; and if country X participates in this fund, she
1s agreeing, as we pointed ouf, that she will not alter the rate agreed
upon unless a basie disequilibrium develops. Therefore she would
naturally wish to be very careful as to the-rate she would set, because
she is depriving herself of unilateral action theveafter so long as she
remains & member, and we would deem it in our interest to see that
an approprinte rate structure emerged, and we could not tell what
that was by looking at one rate alone. We would have to see the
pattern of rates.

Senator DownEY. In other words, all the great nations of the world
today are tied together, and we ought to attempt to work out the
exchanges of all of them about the same time?

Mr. Winte. That is a good way of stating it, Senator.

Senator Dowwney. Thank you.

The Cuammaan. Are there any further questions to be asked$?

Senator Tarr. Oh, ves; I haven’ asked any of the regular ques-
tions I have prepared. Did Senator Millikin get an answer to his
question ?

Scnator Mmrkin. Yes; the doctor has addressed himself to my
question. -

Senator Tarr. I have prepared a list of quesiions. I prepared it
3 days ago. Quite a few of them have since gotten in sideways, but
not directly.

The Cuameman. All right; go ahead.

Senator Tarr. In the first place I wanted to get a general picture,
The purpose of the fund, I take it, is to see that currencies are sta-
bilized ; is that right, as distinguished from the loans and the func-
tions of the bank?

Mr. Wiirre. That is one of the purposes.

Senator Tarr. The reason we are putting in our money—what is
it we are trying to accomplish by that!

Mr, Wiite. I would rather give a list of the purposes, because 1
am not sure one is any more important than another. First, we would
like to reduce insofar as we possibly can, the practice of competitive
exchange depreciation and multiple currency practices.

Senator Mivrrrin. That is, having a rate for tourists as distin-
guished from the rate for the people of that country.

Mr. WHe. Thal was before the war,

Senator Mirercin. Yes; but that is an example of what you mean?

Mr. Warre. Yes,

Senator Tarr. Well, T mean the main purpose is to stabilize ex-
change rates between countries. These things you mention are just
things that interfere with that stabilizatiop ; isn’t that correct?

Mr. Warre. No; not necessarily. A country can legitimately desire

" to alter its currency value because of basic disequilibrium, and it would
not be because it was seeking to obtain an unreasonable competitive
advantage.

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



BRETTON WOODS AGREEMENTS ACT 137

Senator Tarr. You mentioned competitive devaluation and multi-
ple currency practices?

My, Wurre, That is right.

Senator Tarr. What else?

Mr. Warte. We want to promote increased trade and a more nearly
stable level of trade.

Senator Tarr. That is by stabilizing currency, do you mean?

Mr. Wurire, There are other factors involved. There is the question
of promoting proper monetary policies in the various countries, pro-
moting counfidence in the stability of eurrencies and promoting an
appropriate flow of international investment,

Senator Tarr. That is the bank, isn't it, rather than the fund?

Mr. WaitE, No; the bank has to do with that directly, but one
of the important obstacles to a reasonably adequate flow of funds to
and from various countries as well as the withdrawal of profits that
& particular corporation or investor would have coming to him is the
various restrictions which are imposed on the movement of funds and
the fluctuating rates of exchange which cause, in many cases, losses
and make the investment a losing one rather than a profitable one.
One of the most important ingredients, I would say, in restoring
confidence in foreign investments would be confidence in the sta-
bility of exchange rates. '

Senator Tarr. Well, the peculiar function of the fund is to stabilize
exchange rates; isn’t that (rue?

Mr, Warre, That is one of them,

Senator Tapr, And through that you hope to accomplish a Iot of
other things? :

Mr. Wirrte. Through that we hope to accomplish a lot of other
things along with that; and in addition one of the important things
that the fund will make possible js that you will have representatives
of the major countries or all of the countries, in fact, sitting around
a table and discussing their financial and monetary problems, ex-
plaining the monctary policy whicl their country sees fit to pursue,
discussing the serious consequences that seme other country’s policies
would have,

Senator Tarr. You could do all that without a fund. T want an
international board. I agrec to that. But you could do all that con-
sultation business without a fund.

Mr. WHITE. You couldn’t do all of the things we have been dis-
cussing without a fund. :

Senator RapcLirrE. Mr. White, you said one of the objectives was
to increase trade? :

Mr. Warre. That is right.

Senator Rapcryrre. It 1s your idea that the operation of the fund
would tend to facilitate trade operations by reason of the fact it would
have a tendency to increase it; is that right ?

My. Warre. That is right. It would definitely remove one of the
impﬁdimenta to the growth of trade which is dislocation of exchange
markets. .

Senator Rapcrirre. Anything that tends toward stability would, in
your mind, have a natural tendency also to increase trade?

Mr, Wurre. That is our belief.
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Senator Tarr. Mr. White, isn't the principal determining factor in
the value of currency the fiscal policy of the Government that issues
the currency? ,

My, Wearre. No. That is only one of them.

Senator Tarr, Well, isn’ that one of them?

Mr. Warre. That is one, I think,

?;*n%tur Tarr. How will this fund in any way change that fiscal

olicy?

P Mxy ‘Warte. Tt depends entirely on the country in question. It de-
pends on the nature of policy in question. It depends on the conse-
quences of that policy. We had 2 fiscal policy—we had one before the
war and we will have one after the war. There may be some people
who do not approve of it. There may he some foreign governments
who do not approve of it, but our fizscal policy is one that is not subject
to change by the wishes of foreign governments so long as we do not
come to the fund for assistance.

Senator Tarr. Mr. White, isn’t it a fact that a government which
pursues for years a deficit policy is going to find that the tendency
15 to depreciate its currency.

Mr, Warte. No; 1 wouli’n’t say that. It depends on how long and
what the magnitude of it is and what is happening in the world.

Sznator Tarr. Isn’t that one of the main factors that did depreciate
the currency for France and Germany after the First World War—
and some other countries?

Mr. Wamte. It was important in some countries and in other coun-
tries it was not.

Senator Tart. I only suggest that with the automatic purchase right
and the inability of the fund to prevent devaluation based on a funda-
mental disequilibrium resulting from domestic policies, the conditions
impo-ed are wholly unzrble to meet that particuﬁu’ factor affecting the
stabil'zation of their currency.

Mr, Worre. 1T disagree with that,

enator Tarr. Why?

Mr. Winte. There are a lot of factors which go into the making
of a stable exchange rate. One of them is the fiseal policy of the
country, but there are many others. Tts import poliey, its tariff policy,
its foreign investment policy, to name but a few. .

Senrtor MrrixiN, Mr. White, would you say that once these rates
are stabilized, except for a short term, they remain stabilized unless the
economic and fiscal practices, the social practices, and the political
praciices of the country upset that stabilization? In other words, can
you preserve stabilization by a mechanically imposed operation within
countries with practices that tend to render the values established by
that stabilization entirely unreal?

Mr. Warre. It would be very difficult, in many cases unwise, and
in some cases impossible,

Serator McFarvano, Mr. White, you were talking about depreciat-
ing the value of currencies. After the last war was that due to the
actions of the governments, or was it due to the economics of the nation ?

My, Waire. Do you have a particular country in mind? For exam-
[ile, Germany, whose currency depreciated so drastically—that was
due to a combination of several factors which you probably remember.

Senator McFarcanp, Well, T wouldn’t want to take Germany be-
cause—
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Mr. Waite. She would be a special case.

Senator MclfakLaxp, She would be a special case. But take France,
for instance.

Mr. Warre. France in the last war when its currency depreciated,
prices within France had risen tremendously during the war though
the exchange rate during the war was kept fairly stable. A country
can more easily do that sort of thing under war conditions, but after
the war she was confronted with the necessity of adjusting her ex-
change rate to something approaching her domestic price movements.

Senutor McFarLanp. The point I am trying to find out is whether
governments really try to stabilize their currency rather than to in-
flate it or depreciate it,

Mr. WarTE. During a war it is very difficult for a country to prevent
price rises. We are having our own difficulties here, as you know.

Senator McFarnaxp. I am trying to find out what will happen after
this war.

Mr. Wurre. With respect to France?

Senator McFarrann., Any country.

Mr. Wurre. They will do they best they can with respect to stabil-
izing their currency. Some of them will be successful and some will
not be, My colleague hands me a chart which is interesting. It shows
how after the last war country after country in its search for the restor-
ation of stability and confidence in its own currency attempted to go
back to the gold standard and how many of them did.

You may pass this chart around [handing chart to Senator Mc-
Farlznd].

You will notice the upward curve. In 1923 there were about 10
countries that went back to the gold standard. In 1924 about 5 more.
In 1925 about 10 more. In 1926 about 3 more. The next year 4 more.
Tt reached its peak in about 1927 and 1928, Then trouble began. For
a variety of reasons those countries began to be forced off or elected
to go off the gold standard and their currencies began to depreciate.

By 1939 they were almost all off. So that you do have countries
that attempt to maintain stability. Some achieve it successfully.
Bome achieve it for a time.

Senator Dowxey. Well, did any government remain on the gold
standard except the United States in 19391

Mr. Warre, Yes, in a modified sense, Switzerland and Sweden.
There were some restrictions in those countries, You can say they
were on the gold standard, or reasonably close to it.

Senator Rapcursre. Dr. White, if this is the appropriate time for
you to comment on it, I am interested in what you might call the his-
torical approach to where we are now. If the opinion prevails, and
since it seems to prevail, that the economie and financial conditions
of the world are in such terrible shape, and that some form of inter-
national cooperation is both possible and could be made effective, 1
assume that you approached this matter without any preconceived
ideas and more or less an open mind ; that you have considered varions
other general plans; that you have considered possibly a general sub-
stitute for this whole proposition and you have considered very ma-
terial changes in this particular plan. . ,

Now, the result is yon have reached certain definite conclusions.
Would you care to comment on anything you may have considered
and discarded before you got to this definite conclusion ¥

75673-—45——10
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Mr. Wnrre. Oh, yes; Senator, the proposals there before you are the
net, vresult of dlscusswns, as you know, that went on for 3 years among
literally several hundred people who were in the field of financial and
international money matters.

Senator RapcLirre., Yes.

Mr, Worre. There were two or three or four or five alternate pro-
visions which were suggested for every provision finally adopted.

Senator Rapcrivre, %as there any different one which was given
consideration?

Mr. Warre., Yes.

Senator Rapcurre. And was believed to be not workable?

Mr. Worre. Oh, yes. There were a number of proposals that were
given a good deal of weighty consideration because they deserved it
There was a French proposal. There was a British proposal. There
was a Canadian proposal. There was ours and the end result was a
merging of what, in the judgment of the negotiators, was the best
from each proposal they could agree upon. There were a large num-
ber of proposals that came in from various individuals and groups
which were all carefully gone over. Sometimes an idea was regarded
as good, and it was thrown on the table and carefully discussed.

Senator Raborarre. Just one other comment, Dr. White, and T won’t
go any further. ‘Then this represents your conclusions after process
of study and elimination. Does it also represent the idea that unless
something like this is worked out you are facing the prospect of what
you mwht call practical 1f not theoretical isolationism ?

Mr. Wrrze. Well, I think that the reason why you are able to get
representatives of 44 countries with diverse national attitudes and
interests with respect to certain matters to agree on a plan is because
they all recognize that unless something of this character were de-
vised then the future locked very dark indeed for all of them and
ourselves.

Senator Tarr. My understanding was that the American delegates
were told that the plan presented by the United States had to be sup-
ported by them. They were not allowed to suggest any fundamentally
different plan. Tsn’t that correct? When the delegates reached Byet-
ton Woods, isn’t that the instructions they were g‘lven‘!

Mr. Wurre, When the delegates went to Bretton Woods they had
before them a statement of principles which were the highlights re-
sulting from prior discussions with many of the countries. The major
countries had agreed to an outline of the proposal and the delegates
presumably were to work out many of the important details, many
of the ramifications of the plan without drastically changmg some
of the basic elements of the fundamental structure.

That fundamental structure called for international eollahoration
for the purposes indicated in the outline, For example, they set cer-
tain limits as to the amount of money which the United States was
willing to put in

Senator Tarr, 1 take it your answer is “Yes.”

The Caramman. May I say rlght here that our delegates were meet-
ing every morning at 9: 30; isn’t that correct?

Mr, WinTe. At least by 930,

The Cuamman, At least by 9: 30 and sometimes earlier than that,
and we discnssed what went on at the previous session,
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Mr. Wrore. Not onl}f discussed, but altered many provisions.

Senator Tarr, I don’t say that the delegates were not willing to go
along with other countries. T only say they were told before they
went to Bretton Woods that fundamentally this plan would have to
be adhered to, that this plan had been proposed to 44 nations by the

. United States Government and that it represented the views of the
United States.

Mr, Wurre. That is not true.

Senator Tarr. Am I correct?

Mr. Warze. May I state what I think was the situation?

Senator Tarr. Yes. What is correct?

My, Warre. The principles which were the basis for discussion at-
Bretton Woods were principles which represented agreement among
the principal countries who had been discussing this over a period of
a couple of years. They agree on certain outstanding points. Those
outstanding points were some of the basic framework or the basic
principles. They did not represent the views of the United States
alone. It was a joint proposal. It was not the American proposal.
The Americans ac]hered to the general principles as did Great Britain,
Canada, Russia, China, and others. ]

Senator Tarr. America issued the invitation to come to Bretton
Woods.

My, Warre. That is true.

Senator Rapovtere. D White, T asked you sometime ago—I am not
sure whether I got the import of your answer in regard to that par-
ticular point. T asked you if there were any alternative plans cither
in whole or in part which came up for consideration.  You made
gsome reference to a French plan or some other plan, but you didn’t
go into any discussion of it.

Senator Tarr Mr. President, I don’t want to interfere, but this
seems to be getting a way off the issues which this committes has
before it.

Senator Rapcrirre. I don'’t agree with Senator Taft at all, We are
here to consider a certain proposition, and what I want to know is if
there was anything in the alternative considered. I think that is
perfectly pertinent.

Senator Tarr. I tried to bring out that our delegates were com-
mitted to this plan. While there may have been plans before that
time there was no consideration at Dretton Woods of any alterna-
tive plan, and our delegates were not supposed to propose any funda-
mentally different or alternative plan. Isn’t that a fair statement,
Mr, White?

Mr. WamneE. I think it is fair to say that they were supposed to have
been in agreement with the basic principles outlined in that document
which was made public and which was sent to them prior to the
Bretton Woods agreement. Those were the high lights of the plan,
and they are contained, in more or less modified form in the agree-
ment bhefore you, and the reason for that, Senator Taft, I think you
will fully appreciate, :

‘We had international discussions; we had international conferences
Erith respect to these matters going on for over 2 years on an informal

asis.
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Senator Rancrirre. Mr. White, my inquiry was not restricted to
what we had actually before us at the Conference. My reference was
to any alternative plans which had come up for consideration at any
tine prior to this, either from Canada or from us or from any other
gource.

In other words, T wanted to know what had been before ug either
at the Conference or at any time before that, because I assumed other
ideas had been considered.

Mr. Wurre. Oh, very definitely, Senator, and as I said, two plans
received more detailed attention than others because they were more
comprehensive, more detailed, and more to the point, Those were the
British plan, which had been developed quite independent of the
American plan as the American plan was developed quite independent, .
of the British plan,

There was also the Canadian proposal. They were carefully con-
sidered prior to Bretton Woods and the prineiples which emerged were
taken as probably representing the most workable features of those
plans upon which agreement was possible. In calling an international

_conference it is only to be expected, and 1 think Senator Taft, you
would approve of t{lat procedure, that there have to be some terms
of reference which had heen decided npon by many of the countries
after prolonged discussion ; that you cannot come to an international
conference to formulate powerful and comprehensive proposals of this
character and start from scratch. There has to be some preliminary
clearing away of the ground. :

Senator Tarr. Well, Senator Vandenberg insisted on complete {ree-
dom of action before he went to San Francisco to suggest any change
he wanted to have made in the Dumbarton Qaks proposal, and my
suggestion is that freedom did not exist in the case of Bretton Woods,

Mr. Waire. 1 don’t believe any delegate had the least inhibitions
with respect to suggesting any changes or any modifications, whether
large or small; nor do I remember that any suggestion that was made
by a delegate did not receive complete and adequate discussion. The
decisions by the delegation to my recollection in all cases were unani-
mous, or almost unanimous. Am I correct in that, Senator Wagner?

The Crairntan. Yes,

Senator Tart. This statement is contained in Annex C:

The proposals formulated at the Conference for the establishment of the fund
and the bank are now submnitted in accordanee with the terms of the invitation
for consideration of the governments and people of the countries represented.

I suggest that the delegates themselves left the thing wide open
and that this is the first time that the governments and people of
the—well, that the people of the countries, at least, have had an
oppertunity to consicﬁgr this proposal.

Mr. Warre. This is the first time, T think, that Congress has been
called upon to act officially on the program. The representatives
could not commit their governments to the proposals. And the pro-
posals in the form they existed in the principles and in the preliminary
stages were made public and were very, very widely discussed among
all interested people in this country and other countries, bt you are
correct in this part of your statement : That Congress for the first time
is called upon to either accept or reject or modify the articles of
agreement,
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Senator Ta¥r. I am suggesting furthermore that while our dele-
gates may have approved it, they did not purport to commit the
United States Government to this plan and expressedly reserved the
right not only for ratification, but for full consideration by the people
of the plan before its approval.

Mr. Warte. That is entirely correct.

The Cramyan. That is what we are doing. I think we emphasized
the fact that Congress had to finally decide upon this question upon
all the agreements,

Mr. Warre. 1 take it that is why we are here,

Senator MipLixin. Mr, Chairman, along the line of Senator Rad-
cliffe’s question, T would like to ask this: Am I not correct, Doctor,
in the thought that either at Bretton Woods or some stage or other
of the winnowing-out discussion that a plan was proposed that the
fund would be constituted of the nations that do have reasonably stable
currency at the present time, such as in the sterling areas, and a few
other nations?

Mr. Warre. Oh; yes; early in our discussion with some of the
officials of the Federal Reserve Bank of New York and with some
of the other bankers and economists the suggestion was made that
what we ought to do was to confine ourselves to what they called
the key currcneies, and a suggestion was also made that we ought
to postpone action on the fund, and that the fund should be much
smaller. Suggestion was made we should not have the bank, There
is not, I believe, Senators, a single criticism that has been offered sinee
the fund and bank have been placed before the people of this country,
or before Congress for action, that did not—was not presented to
us long prior to Bretton Woeds, that did not receive the most com-
prehensive kind of discussion, not only within the American Techni-
cal Committee which consisted of some score of experts who were
designated by the various departments, but was explored in the dis-
cussions we had with other countries, and in the discussions we had
at Atlantic City.

Senator Ravowirre. Doctor, I had the impression that such was the
history of the matter. That is the reason I was desiring you would
give us the specific facts in regard to it.

Mr. Wirrte, Senator, we were most eager to work out somethin,
that would be practical and realistic, that would be the best we coul
work out to meet the situation as we saw it. We had no ax to grind.
‘We had no pet hobbies. We started from the point of view of getting
the best that many minds could produce. If you will remember in
the very early draft which we made public as soon as we could get
permission, which was over a year and a half before Bretton Woods, in
the preliminary document, we said something to the effect that “We
are submitting the following tentative unofficial proposals for the
public and for interested and expert opinion, in the hope it would
stimulate discussion, in the hope it would call forth suggestions, im-
provements, and criticism, and so that we could develop a document
which would help meet very serious problems which we saw ahead
of ug.” That is what happened. We received visits from hundreds
of people; we received hundreds of letters; we had literally hundreds
of conferences on various suggestions,
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Senator Rancrirre. I assumed so. Certainly there was no precon-
ceived take-it-or-leave-it idea.

Mr. WirrTe. On the contrary. o

Senator Tarr. Well, I suggest you have adhered to the original
plan desired by the United States Government without any change
whatever in the basic idea of the plan; there may have been all sorts
of modifications, but always in conformity with the plan worked out
by the American experts.

Mr. Warre. If so, I think that is a tribute to the judgment and com-
petence of the American fechnicians,

Senator Tarr. And to the ability of Mr. White, I might add.

Mr. Wuarre. I should like to claim that compliment, but it would
be unjust. There where many hands and many heads that had a share
in this, and my colleagues deserve no less credit than myself. There
were many minds that have contributed to it.

Senator Tarr. Mr. Chairman, I want to eall attention to the fact
that T haven’t asked one question yet. I started a half hour ago.

The Cramman, Can you do it in 15 minutes?

Senator Tarr. I would say about an hour would do it. I don’t
think I could get through in 15 minutes.

Senator MiLuixix. Dr. White, will you agree with me that to the
extent that the fund stabilizes unreal curreney values that it renders a
digservice to honest stabilization ¢

Mr, Warre. Could I answer it, this way. I think you would agree
with my answer to the question that the fund to the extent that it
makes mistakes falls short of the ideal and the fund will make mis-
takes. That is inevitable. The fund will learn. There are differ-
ences of view with respect to many of these things, as you have so
well pointed out, on these complicated problems, and T am certain
that if 10 years from now one were to look back one would find deci-
sions that had been made which proved to be unwise in the light of
later developments.

Sevator Minuirrn. But if those mistakes accumulated and were
adhered to, those mistakes would bog down the whole thing?

Mr. Winrre. Oh, let’s put it this way: The fund conld be so badly
managed and the decisions made could be so unwise that many of the
good things we expect from the fund would not materialize.

Penator Rancrirre. May T ask a question based on Senator Milli-
kin'’s question? Assuming a disservice wonld result from stahilizin
the fund unwisely, as I think you said, wouldn’t it be just as easy, i
not (;asier, to correct that mistake, than if we had done nothing what-
ever?

Mr. Warre., Much easier because the mistake that had been made
by the fund would be apparent in 3 months, 6 months, or a year in this
type of matter, and the fund under the provisions and rules would
have authority to try to correct it. _

More than that, it would be in the interest of members that the error
be rectified, and I think also one might add that the mistakes in judg-
ment this fund would make are fewer than would occur in the chaos
which would develop if there was nothing to take the fund’s place.
Where there are human beings that have decisions to make, there are
going to be mistakes made.
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The CrairMaw. T would like to put this In the record, Thisis a
chart which shows the countries on the gold standard between 1921
and 1938. Is that how you would describe it ¢

Mr. Wrme. Well, it 1s just a pictograph of the course of departures
from the gold standard.

Senator Tarr. May I see it?

The Crairman. Surely.

Senator Tarr. This just gives the number of countries. It has no
relation to the amount they went off ?

Mr. Wurre. That is right. It is a graphic presentation of at-
tempts to go on the gold standard and then departing from the gold
standard.

(The chart referred to is as follows:)

COUNTRIES ON THE GOLD STANDARD, 1921~1938
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FELPILILMG #rTACOGE rartriclions

The Cuatraran, There is a letter that I received from the American
Farm Bureau Federation. The letter is addressed to me and it en-
closes a statement by Edward A. O'Neal, president of the American
Farm Bureau Federation, made before the House Banking and Cur-
rency Committee on this subject. The letter quotes a resolution
adopted at the annual meeting of the federation in December 1944,
and asks if we will put their statements into the record. I assume
there is no objection to that and they will go into the record.

(The letter and statement referred to are as follows:)

AMERICAN FARM DUREAU FEDERATION,
Washington, D. €., July 18, 1945,
Hon. RorerT F. WaGKER, )
Chairman, Committee on Banking and Currency,
United States Senate, Washinglon, D. C. .
My Drar SBeNaTor WacwER: At the annual meeting of the American Farm
Bureau Federation in December 1844, the delegate body adopted the following res-
olution pertaining to internaticnal cooperation in a monetary program :
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“The American Farm Bureau Federation favors the participation of the United
States in the proposed International Monetary Fund and the proposed Inter-
national Bank for Reconstruetion and Development, as outlined in the Bretton
Wooids Monetary Conference.

“In adopting these new international instifutions, it should be realized that
they are not substituteg for sound domestic fiseal policies. Unless sound do-
mestic and foreign trade policies are adopted by the nations of the world, no plan
of International monetery stabllization or monetary cooperation will succeed.

“The International Monetary Fund and the International Bank should not be
used as relief agencies in the postwar period, but shonld be condueted on a busi-
ness basis, leaving relief grants to other agencies of government. In adopting
this plan, it should be clearly understood that the United States will not provide
funds to perpetuate uneconcmic trade practices or unsound monetary policies
through the operation of the stabilization fund. Forcign trade must be de-
veloped nupon a basis of the exchange of goods and services among the nations of
the world, and not upon the basis of extending credits.

“These proposed international Institutions should be operated in sueh a man-
ner a8 to promote stabllity in the general level of prices within the various
countries of the world.

“Blnee the proposals by necessity leave wide discretionary powers to the
admlinistrators of the two institutions, the individuals chozen to operate these
Inatitutions must be high-type men, representative of the various segments of our
economy, experienced in international affairs, and free from political domination.”

During the hearings held by the House Banking and Currency Committee, I
presented an extended statement in behalf of H. R. 8314, which is a part of the
published hearings of that committee.

The Federation favors the Bretfon Woods proposals for the fund and the
‘bank because these programs are an attempt to stabilize the world in the ycars
ahead and lesson the lkelihood of ancther war.

The total eommitments involved on behalf of this Nation in hoth the bank
and the fund are less than $G,000,000,000, If we can spend over $7,000,000,000
a month to fight a war, if we ean sacrifice the lives of thousands of our best
young men, we should be willing to risk nominal sums in an effort to promote
peacelnl relationships among nations. .

Farmers have always been deeply interested in ecurrency stabilization, for
the reason that the lmpact of widely fluctnating price levels i always most
gavere on the producer of raw materials. It must be apparent to anyone that
in international trade, stabilization of currencies as between nations i3 just as
important as domestie stabilization,

During the war, our farm produetion has Increased by 33 percent. Experience
proves that once farm production has heen expanded, it is very hard to contract.
Unquestionably, within a short time after the close of the war with Japan our
farmers will be confronted with huge surpluses ghove the requirements of the
domestie market. Tt is a matter of extreme urgeney that we do our utmost to
bring about, at the earliest possible moment, conditions which will facilitate and
encourage the free flow of commodities and manufactured products among the
various nations of the world, g0 as to open up outlets for our farm surpluses,
This will be imp(:ssiblc unless we bring about currency stabilization as between
nations, .

Witheut such ztabilization it is more than likely that a general shortage of
dollar exchange will develop in many of the foreign nations which are potential
buyers of onr agricultural commodities and the free exchange of goods and serv-
ices between nations will he seriously curtailed. The beneficial effects of trade
and commerce in maintaining peaceful relations would be lost.

House passage of . B. 3314 on June 7 by a vote of 345 indicates that publie
opinion in the United States is overwhelmingly in favor of thig country’s partici-
patlon in the International Monctary Fund and the International Bank for Re-
construetion and Development. ‘We carnestiy hope that this measure will receive
similar support in the Senate, and that the members of the Senate Commitiee on
Banking and Curren¢y will join in nonpartisan support of the bill and report it
favorably at an carly date.

T shall greatiy apprecia‘e it if you will include this letter in the record of the
hearings hefore your committee on the bill.

Sincerely yours,
Eow. A. O'NEAL, President.
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SraTEMENT 0F Epwarp A, O'NeaT, PRESIDENT, AMERICAN Fary BUREAU FEDERATION,
BEFORE THE SENATE BANKING aND CURRENCY COMMITTEE, ON THE PrOPrOsSED INTER-
NATIONAL MONETAKY FUND AND THE PROYOsED INTERNATIONAL BANK For RE
OUNSTRUCTION AND DEVELOPMERT

On hehalf of the American Farm Bureau Federation, I wish to testify in favor
of the participation of the United States in the proposed International Monetary
Fund and the proposed International Bank for Reconstruction and Development,
&5 ouflined at the Bretton Woods Monetary Conference. The American Farm
Bureau Federation, of which I am president, represents ahout 830,000 farm fami-
lies in 45 States; thus our membership represents appreximately 314 milllon
farm people. These farm families, who have sacrificed their song on far-flung
battlefields throughout the world, and who have also labored long and hard in
order to produce food for the war effort, are vitally interested in international
cooperation. While we may not understand all the technical details of inter-
national finance, we do know thaf the results of chaotic international monetary
conditions have fallen very heavily upon the farm people of pur Nation.

At our annual meeting, in December 1944, the delegate body adopted the follow-
ing resolution pertaining to international cooperation on & monetary program:

“The American Farm Bureau Federatlon favors the participation of the United
States in the propesed International Monetary Fund and the proposed Inter-
national Bank for Reconstruction and Development, ag outlined in the Bretton
Woods Monetary Conference.

“In sdopting these new international institutions, it should be realized that
they are not substitutes for sound domestic fiscal policies. Unless sound domestie
and foreign trade policies are adopted by the nations of the world, no plan of -
international monetary stabilization or monetary cooperation will succeed,

“The International Monetary Fund and the International Bank should not be
used as relief agencies in the posgtwar period, but should be conducted on a
businesas basis, leaving relief grants to other agencies of government. In adopting
this plan, it should be clearly nnderstood that the United Stutes will not provide
Tunds to perpetuate uneconomic trade practices or wnsound monetary polleies
through the operation of the stabilization fund. Foreign trade must be developed
upon a basis of the exchange of goods and services among the nations of the
world, and not upon the hasis of extending credits.

“These proposed international ingtitutions should be operated in such a manner
as to promote stability in the general level of prices within the various countries
of the world.

“Since the proposalg by necessity leave wide diseretiomary powers to the ad-
ministrators of the two institutions, the individuals chosen to operate these insti-
tutions must be high-type men, representative of the various segments of our
ﬁfronomy, experienced in international affairs, and free from political domina-

ion.”

Some groups seek to change these proposals. Such action might delay iheir
adoption indefinitely. We do not say that the proposed international monetary
organizations are perfect in every respect, but we 8o feel that they represent a
tentative agreement among the financial experts of over 40 nations on gome kind
of a monetary program. We believe that this iz a significant step, The fol-
lowing slatement, which wag contained in the prelude te our resolution dealing
with international ecoperation, in which our organization went on record as
favoring the principles of the Dumbarton Oaks peace plan, the International
Food and Agriculiurve Organization, and the Bretton Woods proposals, is par-
ticularly applicable to the present situation:

“Another war within 23 years cannot be tolerated, Past policies have not
been effective in maintaining world ponce. It therefore behooves every thought-
ful eitizen to be courageous in developing plins fo prevent fufure wars, Thig is
an extremely difficult and involved problemn. Honest differences of opinion will
exist among nations and among individuals within nations, These differing
opinions must be fully expressed; then, after thorough discussion, constructive
plans for internationa! cooperation must be developed. Since these plans by
neceszity will be the result of compromising many conflicting interests, com-
plete agreement by all citizens on all details cannot be expected. These minor
differences should not prevent cooperation by this Nation on sound international
proposals.”
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The farmers of the Nation are looking to Congress for leadership, and they
are hoping that this distinguished body wih exercise intelligent judgment and
demonstrate a willingness to cooperate in plans which will lessen the likeli-
hood of another war within the next generation. Certainly if we can spend over
$7,000,000,000 a month to fight a war, if we can sacrifice the lives of thousands of
our best young men, we should be willing to risk nominal gums in an effort to pro-
mote peace.ul relationships among the natlens. The total commitments in-
volved on hehalf of thisz Nation in both the bavk and the fund are less than
$6.000,000,000. Furthermore, barring extremely unfortunate experiences, the
moest of these funds will be an Investment, not an expenditure., Between June
1240 and December 1944, our total commitments or the war program amount to
390.5 billion dolars. OQur cash war expenditures to that dute ammounted to 2445
billion doilars. In spite of heavy taxation, it iz estimated that our naticnal
debt will be in the neighborhood of $300,000,000,000 at the close of the war, We
have spent over $38,000,000,000 for lend-lease during thiz war period. These
gigantie figures cannot be cast aside lightly. We must diligently seek methods
of intermatiomal cooperation which will lessen the likelihood of repeating the
catastrophe in which we are now engaged. Let it not be said of this Congress
that they refused to try. It will be better to have tried and failed, than not to
have tried at all,

We helieve that the proposed bank and the proposed fund are a necessary part
of international cooperation, and also necessary for a satisfactory domestic
econoiny. As we understand it, one of the primary purposes of the International
Monetary Fund is to prevent the misuse of monetary manipulations (e. g, cuyr-
rency depreciation and exchange control), for the purpose of improving the
competitive position of domestie producers, while the International Bank for
Reconstruetion and Development will faeilitate international loans for the post-
war reconstruction and the economic development of undeveloped areas and
thus facilitate a larger volume of trade,

We farmers have seen our markets disappear, We have experienced wildely
fluctuating prices. The history of this Nation shows that farmers have alwuays
been interested In monetary policies and have taken active parts ip varlioms
types of menetary reform. Their Interest in monetary policy i% becanse they
are the ones who have borne the brunt of widely fluctuating prlee levels. We
believe that one of the biggsst contributions the proposed fund will make {s in
getting the nations of the world arcund & table and keeping them there, which
will provide a method through which national and international monefary prob-
lems can receive proper consideration and attention.

Sinee monetary matters are basic to economic ccoperation and alse to most
other kinds of cooperation, we helieve that it is entirely appropriate for the
Congress to consider these proposals early on the list of legislation involving
international ecoperation. It would be fine if these rmonetary organizations
could iceeive congressional approval prior to the conference on a world peace
organization.

There is much discussion about maintaining full production and full employ-
ment during the postwar perlod. If we are going to even approach these desir-
able goals, we must trade with the rest of the world. We cannot trade with
other nations unless there Is a satisfactory method of handling foreign exchange,
We have experienced new forms of international trade barriers in currency wars
and exchange manipulation. These are likely te be worse, not better, in the
postwar period unless there ig some kind of an international stabilizetion fund,
We know that this proposed fund or the bank cannot possibly be a substitute for
mound domestic economies, zud that if any nation is going to export produets it
mugt algo import. But we do not believe that the fund especially will focus
atfention upon uneconotnic trade practices and encourage steps to be taken to
correct such practices.

The effect upen foreign trade in both agricultural and industrial produects is
one of the higgest stakes the farmers of the Nation have in the proposed Inter-
national Bank, and particularly in the proposed fund. Export markets are vital
to large segments of American agriculture, and incidentally 43 percent of our
pepulation lives in raral areas—323 percent being on farms and about 20 percent
in rural areas but not on farms. Over the past 40 years we have exported about
58 percent of our production of cotton, abont 38 percent of our production of
tobaceo, about 21 pereent of our production of wheat, nearly 30 percent of our
lard, 18 percent of our rice, and about 7 percent of our pork (p. 1 of statistical
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appendix). The cotton farmer cannot survive without export markets, and cot-
ton is the basic industry in much of the SBouth, Aeccording to the Agricultural
Adjustment Agency, 10,000,000 people on 2,000,000 farms depend on cotton as their
chief source of income, Tobagco, which ig dependent upon export markets as an
outlet, iz algo an important agricultural produet in the South,

The total volume of agricultural exports has been declining, particularly since
1929 (p. 2 of the statistical appendix). Part of thiz has been due to the
industrialization of our Nation, part of it to high tariffs, and undoubtedly part
of it to the manipulation of forcign currencies and exchauge rates. Exports of
cotton in 1935-39 were about a third less than 10 years earlier. Wheat exports
had dropped by nearly two-thirds, Lard exports bad declined to only about
& fifth of their former volume,

I consulted with the Office of Foreign Agricultural Itelations of the United
States Depariment of Agriculture concerning how the misuse of monetary poli-
cles during the 1930°s had handicapped the foreign trade in agricultural products.
They tell me Lthat the prevention of the use of menetary manipulations to secure
trade advantage over other countries Is in the interest of United States agricul-
ture. ‘Through the thirtles cur agrieultural exports suffered from such manipu-
lations.

The position in the world market of competing agricultural exporters, such as
Argentina in the case of wheat and Brazil in the case of cotton, wis imptoved by
reduetions in the exchange value of their currencies, which enabled them to
sell at a low price in other countries.

On the other hand, importing countries have, through currency manipulations,
diverteqd iheir purchases of agricultural products from the United States to other
countries.

An outstanding example of this latter type of currency manipulation was Ger-
many, which, from the' beginning of the thirties, foreed many countries that
depended latrgely on the German markei (such as eountries in eastern and zouth-
eastern Europe and the larger of the Latin-American countries} fo trade with
her on her own terms. Sinee the United States would not accept those terms,
Germany shifted her purchases of cotton, wheat, and other important products
frown the United S{ates to other countries, The decline in German imporis from
the United Stutes is illnstrated by the examples given on page 6 of the Statistical
Appendix,

In essence, the Germans offered agrienltural export conntries that suffered
under the burden of accumulating surpluses a market for large quantities, some-
times the entire crop, and a price above the world market price. She paid,
however, in reichsmarks that could be uged only for direet pnrchiases in Germany.
and only for porchases of such commodities as the German authorities permitted
to be sold for cxporl. What that meant in practice is shown by the fact that,
in order to use up the reich mark balances accumulited through exporting to
Germany, countries hagd, In many instances, to buy large amounts of commeoedities
for which they had little use. For example, Yugoslavia was compelléd to buy
huge gquantities of aspirin. Rumania many thousands of typewriters, and Greece
mouth organs by the hundred thousands. ’

Moreover, Germany kept for herself only part of the agricultural products that
she bought in such a manner. The rest gshe resold in the world market, and
frequently for less thian the purchase price. By this manipulation Germany
obtalned doltars and ather free exchange, while countries like Greece, Bulgaria,
and Turkey, which had sold Germany large gquantities of their tobacco and raisin
cropg, fonnd the rest of their foreign market ruined by German resiles at cut
prices. Germany also resold high-quality Colombian eoffee in competition with
Colombian coffee exporters, and similar resales were reported for Argentine and
Brazilian articles,

While the producers of cotton, wheat, tohacce, rice, and certain fruitg are
vitally interested In export markets, all agricultural producers have reasons to be
concerned in the development of foreign trade. Records show that during this
war period our total volume of agricultural production has inereased 33 percent
above the prewar level (p. 3 of statistical appendix.) History also indicates that
once agricultural production is expanded, it is very hard to contract. We are
going to need not only geood domestic markets, but also active foreign markets
in order to meet the postwar situation in agriculture. If outlets eannot be found
for those agricultural products nermally exported, then it will mean that the
producers of those commeodities have no alternative but to turn to the production
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of products for the domestic markets, ample supplies of which will already be
available. The farmer's stake in world trade 12 manyfold: first as an outlet for
the commodities he produces; sccondly, as the source of getting supplies and mate-
rials he needs for an increased standard of living and lower production costs; and,
third, as an encouragement of active business conditions, which gives him better
domestic markets.

Realizing the importance of iuternational trade to agriculture, at our last annual
meeting we passed a resolution on this subject In which among other things we
recommmended the following:

1. Calling an international trade conference to consider lowering of barriera
to trade, and to diseourage ereciion of barriers in the future,

3. That the United States participate in international action on monetary and
credlt policies designed te stabilize currencies and prices.

3. That foreign and domestic barriers be graduvally adjusted or removed.

4, That the trade-agreements program be itnproved and expanded,

5. That new and improved international trade agreements for surplus agricul-
tural products be developed.

G. That all nations be given access to the raw materials needed for ihelr peace-
time economies,

7. That our Government adopt a positive program to develop world trade.

Foreign trade is also vitally important to the manufacture of many nonagricul-
tural products of this Nalion (p. 4 of the statisticul appendix). Records show
that for the period 1936-38 sbout 17 percent of our total exports went io the United
Kingdom, about 15 percent to Canada, § percent to Japan, § percent to France,
5 percent to the West Indies and Bermuda, 4 percent to Germany, and 2 percent
to Italy. When these figures are considered in the light of a realistic world, the
need for some uniform exchange mechanism becomes apparent.

. We believe that the International Bank for Reconsfruction and Development
will algo make a significant contribution, In the absence of special measures
facilitating the export of capifal from the United States, it is probable that a
general shortage of dollars, such as prevailed during most of the thirties, will
again develop in those foreign countries that are potential buyers of our agricul-
tural products, In such a case, foreign governments are again likely to reserve
the bulk of their supply of dollars for the purchase of United States industrial
goods, cspecially tools and machinery, which ‘they will want in considerable
quantity. The consequence of such an action would be to divert their agricunltural
purchases to exporting eountries whose currencies are not zcarce. In other
words, If enough exchunge dollars are nof available in these countries, they will
look to nafions other than the United States for thelr needed food and fiber
supplies. The recurrence of such a sitvation may be prevented if the export of
United States capital Is facilitated by measures such ag the establishment of the
International Bank for Reconstruction and Development,

The loans of the bank will be made only after aidequite investigation into the
purposes for which the money I3 to be uged. This should nof only prevent unsound
lending of the kind earried on during the twenties, but it should also offer an
opportunity for taking into cousideration the legitimate interests of United States
agriculture., In making or guarantecng a loan, the bank is to take into congidera-
tion not only the interests of the borrowing countly but also the mterests of the
niember countries a8 a whole,

Agriculture has a very great stake in a sound money program. Farmers have
net forgotten that between 1920 and 1940 there were over two and a quarter
miltion farm foreclosures. This is equivalent fg more than one farm in every
three heing foreclosed. Within the lifetime of most farmers, according to aver-
age figures reported by the Department of Agriculture, they have seen the price
of corn range from 19 cents a bushel to over $1.88 a1 bushel, They have zold
wheat for 32 cents a bushel ; likewise, they have sold it for $2,566 a bushel. They
have sold hogs for $2.59 a hundredweight, and they have s0ld them for over $20
a hundredwelght, They have seen the price of cotton fluctnate from 4.6 cents
a pound to 38.5 cents a pound, Within the short space of 15 years, farmers have
geen the price of many of the major produets drop until they sold for only one.
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eighth of their former values {p. 5 of statistical appendix). Praectically no
other segment of our economy haa experienced such vielent fluctuations in the
prices received for the produects of their labor, ‘They realize that part of this
fluctuation has been due to changes in industrial employment and to changes
in the purchasing power of consumerg, Part of it has beea due to changes in the
supply of various products, part of it to changes in the export demand. Like-
wige, part of 1t has been due to changes in domestic and international monetary
conditions. .

While farmers are willing and anxicus to participate in international monetary
agreements, in the near future they are going to request the Congress to take
progressive steps to develop a coordinated peacetlme program of domestic price
stabilization along with monetary activities. Farmers want g policy in the
future which will give a parity of exchange value among all groups of our
economy. They are not interested in perpetnating a dollar which will be subject
to wide filnctustions in purchasing power, due to changes in monetary conditions.
They realize that to tie the value of dollars and other currencies to the value of a
commodlty such as gold may at some future date ecause some undesirable price
movements, - However, they feel that with. the chaotic condltions in the world,
with practically every nation of the world using a different monetary system,
that if chaotic international exchange is to be avoided, it is necessary to stabilize
on some common terms, Burely if conditions arise where it iz necessary to make
adjustments in the monetary program, there will he intelligence enough in such
an internatlonal organjzation to make the needed changes, rather than holding
tenacionsly to some predetermined stendard which will agaln make money the
master of men, rather than men the masters of money.

I have not attempted to go into the technical details of the proposed bank and
the fund. T have attempted to show that the farmers of the Naion favor hese
proposed organizaions as an attempt to improve the chaotie conditions which
have existed in the past, and as an attempt fo ceoperate with other nations of
the world with the hLiope of lessening the likelihood of another war. They want
to gee our cooperation om a sound basis. They believe Congress should exercise
its authority and control over the participation of the United States In interna-
tional programs. They know that thig fund or this bank eantot be 8 substitute
for sound domestic economies within the various nations of -the world. They
believe that the proposed fund and the propesed bank, if properly administered,
will be alds but not cure-alls in stabilizing the world during the years ahead,
Likewise, they believe that these orgapizations may make a confribution to
world peace, and after all history clearly demonstrates that war is a most dis-
rupting ingtrument to international trade, to internal finance, to stable prices,
to a balanced economy, to say nothing of the heartaches caused in the homes
of all peoples.

Percentage of total United States production of whent, cotion, tobaceo, rice, pork,
and lard exported, by 10-year periods, I000-1930

' Percent domestic exports are of total production of—
Period
Wheat | Cotton | Tobaces | Riee Park ! Lard
1500-1608 2.9 67.1 35.4 7.4 10.¢ 3.8
1510-19 24.2 5.3 Er] 16.5 11.4 30.9
182028 26.1 56. 6 38.8 7.2 6.9 .8
193038, 9.1 50.0 2.4 16. 2 1.6 18.5
40-Fear AVETAEL .o e e 2.6 57.6 35.8 18.4 7.2 20.8
1 Excludes lard.

Bource: Weighted averages for 10-year periods, calenlated from Agricultuzral Statistica, 1642,
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During the 1930°s, approximately 50 percent of our cotton production, 9 per-
cent of our wheat crop, and 381 percent of our tobacco was exported. For these
three crops, a smaller proportion was exported than during any of the preceding
decades. Wheat exports dropped from 26 to 9 percent of our production between
the 1020's and the 1930°%., At the beginning of the century, we exported nearly
two-thirds of onr cotton production.
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QUANTITIES OF UNITED STATES AGRICULTURAL ExpPoBTS, 101538

Index
{1924-29=100)

120

80

hgricultural exports

40 =
0{ PR R TN APUNE TS ST SN FNT S ST ST T NN [ TR N JRE SO SO S
1915 120 125 130 135 140

Quantilties of United States agriculiural exports, by 5-year periods, 1815-39"
[Index rumbers, calendar years 1524-20=100

Caotton, | Agricul-| Tobac- Lard,
Total | (e | “fural | co, ane 4o | Reat | other | Curea | includs
Period agrisul ing excopt | manu- Fruits and ETAInS park ing

tural linters | cotton |factured fiour neutral
106 68 141 #1 33 120 | .. 322 67
103 T4 150 L1 58 M0 |, 180 114
95 101 95 11 105 a2 9 78 B3
73 a0 57 a7 107 4 22 20 63
&0 &7 B3 a5 109 34 it} 16 22

1 81mple avorage of index numbers by &year periods.
Bource: U. 8. Department of Agricultnre, Agricultural Statistics, 1042, p, 540,
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il production in the United States, 1509-44

[Index 1935-38=100]

Tatal 1 Total
T, : Total
Year f sgrieal- ) Year food | agTicdl-
pro b products ! producls products 1
P T a7 08
‘ N 100 102
83 97 o0
] 85 83 95
81 100 102
BE af 05
86 a7 L]
&3 100 93
| o7 o4
s g1 ! 10i 108
) 02 ] 103 103
B a3 106 106
a2 a1 111 I
95 04 115 113
o7 a8 125 124
o3 e 132 129
97 100 137 i33

1 Includes in addition other feed grains, hay, eotton, tobaces, hops, sovbeans, laxseed, wool, and mohair.

I Preliminary.

Source: 17, B. Department of Agriculiure, Buresy of Agriculiura]l Econemics, the Nationsl Food Sltuation

October 1942 and Janmary 1945,

Index
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The total volame of agricultural productlon in 1944 was 33 percent above the

prewar average and over 47 percent greater than the 1918 production.

Favorable

growing weather, improved farming methods, and hard work on the part of farm
Families have resulted in the greatest volume of agricultural production in our

history,
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Percenl of production of leading commodities exporied, 1929, 1933, 1938 and 1941

Percent exported
Commaodity
1929 1033 1938 1641
Crude materials:
Tobacco leul. 41 39 28 12
Cotton__..... [} 66 30 8
Anthracite eoal 5 2 4 L]
Bitnininous coal 3 3 3 4
Crude petrolen 3 4 § 2
Phosphate rock__ 41 45 52 38
Foodstuffs and bevera
Meat produets. ..o 3 i 1 k|
Lard .. 34 24 12 17
4 2 1 15
33 15 21 26
I
3 1 1 1
7 9 8 4
10 7 10 ]
16 14 7 1
16 19 18 Z
46 30 36 35
2 21 13 i8
h 9 6 & 4
Cigarettes. .. ____... 7 2 4 4
Cornstareh and corn flonr__ 22 8 4 17
Cotten cloth, (nelading duck. ¥ 4 4 &
Lumber and timber... ... 8 9 4 2
Paper and manufactures__ 4 3 3 4
Coke, oo crcainan 2 2 2 1
Refined mineral cils 20 12 11 11
Petroleum asphalt i aimemiianaa 12 g i) 3
Sulrur, erude (shipments).. 35 32 38 21
Rolled iron and steel products_. [ 3 8 10
Plates and sheets (iron and ateel). ] 3 ] 7
Tubular jron and steel produets........- 6 5 ] 7
Aluminem {ingots, plates, sheels, bars, ete.) 8 7 i 13
Copper, refined. oo eea e imeeaan 36 41 53 1t
yrefimed L _____ ] ] 12 2
Zine (slabs, plates, blocks, sheats, ate) .. 2 1 1 11
Agrlenltural implaments and maehinery - - ccecveercean e 25 30 17 14
Antomeobiles {cars, trucks, b 13 7 14 7
Ajreraft and parts, including engines. - oo oooe it 10 27 27 56

¥ Less than 0.5 percent,

Norte.—For details congerning appropriate foctnotes, see table 33, pp. 53-54, Summary of Forelgn Tradn
of the United Btates, Calondar Year 1841, May 1944, U, 8, Department of Commerce, Bureau of Foreipn
and Pomestic Commerce,

In 1838 the following proportions of our produetion of various agricultnral
products were exported: Cotton, 30 percent; wheat, 12 percent; leaf tobacco, 29
percent; lard, 12 percent ; rice, 21 percent ; oranges, 10 percent ; apples, 7 percent;
dried fruits, 36 percent; and canned fruits, 13 percent. In-this same year, the
exports of coal amounted to approximately 3 percent of the production; crude
petrolenm, 6 percent; phosphate rock, 52 percent; leather, 5 percent; Iumber
and timber, 4 percent; eccke, 2 percent; refined mineral oilg, 11 percent; crude
gulfur, 36 percent : aluminum, 4 percent; refined copper, 53 percent; refined lead,
12 percent; and zlne, 1 percent.

THETE—i—11
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PrICES RECEIVED AND PRICES PAID BY FARMERS, 1910-44

" Percent
228
(1910-14= 300)
20 Prices paid by furmers, including
interyst ond toxes
175 L /7
rs
150 L \
\
\
-
125 " ,/ e
100 -
P Prices recelved
by furmors
75} Z"
Oz(xlllll_l_.l-lllnllllll [HE TR 5 T BT IR
125 |- ‘Ratio of prices received to prices paid.
100
75
50
04’;_..- PPN SRV NN Y WU BTN ROU B I B B Y SRR S
1910 1515 1920 1925 1930 1935 1940 1945,

Value of priﬂcipdl agriculiural products fmported dby Germany from the United
Btates in specified years, 1929-37

[Value in millions of reichsmarks 1]

Comimodity 1029 1520 1923 1934 1037

| 486 M1 1.8 1.3 2.1
COYh. ____.___.._ 22,1 1.2 .4 NG
Nontropical feaits. 69. 8 55.1 383 0. 6 1.%
Latd and tallow___ 106.7 787 3.8 8.5 ]
Cotton (raw, wasle, and linters) G185 | 427.6 | 223.1 | 146.1 78. 4
Mobateo. . - [, 14.2 13.9 4.7 4.0 4.4
Hesing, gumnlae, and shellae. ..o il 18. 4 4.4 6.5 L6 3.1

1 Dffieial exchange valne of reichsmark remained ynchanged durlng this perled.
! Less than 50,000 reichsmarks.

Source: Office of Forcign Agricadturs]l Relatons, U, 8, Department of Agriculture..
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Percent of total value of principal agricultvwrat producls hnmported by Germany
that came from United States in specified years 1920-37

Commodity - 1529 1930 1934 1937 1987

Percent | Percend | Percent | Percent| Pescent
1.3 13

Wheat__ - 10.8 4.7 1 .

Corn._._ . 1846 L3 2.1 [Q] &)

Nontropical fruits_ . . 29 9.2 2.1 1.% 1.9

Lardand tallow_______________________________________________ 76.0 68.4 7.7 0] 1)

Cotton (raw, waste, and linters). | 5.9 3.7 56,1 28.3, 28, b
obBECO. . ___ - 5.7 6.4 3,2 3.6 3.3

Resing, gumlas, and shellac. ... ... o .. _______ 30.2 3.6 216 14. % 4.6

1 Less than 0.05 percent,
Source: Ibid,

Senator Tarr. The Grange has also devoted a great deal of atten-
tfiion to it and they take the opposite view from the American Farm

ureat.

Mr, Wrare. They did at firsi; but I believe they changed their
minds after they had an opportunity to study the plan.

The CrammaN. As they began to learn of the proposal they be-
came convinced that it was a wise thing.

Well, now, I think we ought to meet Monday morning at 10; 30,

Senator Tart. I can get throngh with Mr, White in the morning
if T have reasonable assistanee from the other Senators,

The CmaiRMaN. The meeting is adjourned until 10:30 Monday
norning, ,

{Whereupon, at 12: 30 p. m., an adjournment was taken until Mon-
day, June 18, 1945, at 10: 30 a. m.)

(The following statement was later received for the record:)

STATEMENT OF THE NATIONAT. LEAGUE OF WOMEN VOTERS FOR THE SENATE BANKING
AND CUBBENCY COMMITTEE ON THE BRETTON WO0DS AGREEMENTS

The National League of Women Voters testified before the House Banking and
Currency Commitiee in support of the Bretton 'Woods agreements. We wish
to renew our statement of support for the Senate. We appreciate the work of
the members of the House committee in presenting a bill which members of
hoth parties could support, and did support with an unusnal degree of unanimity
in the House. As a nonpartizan organization concerned with government and
with the development of policles in the publi¢ interest, we urge on you es-
pecially the significance and importance of a bipartisan consideration of Bretton
Woods. At no peint should guestions of foreign policy become the object of
political strategy. Action on these agreements should represent a decigion in
which we stand united as a Nation, thug reassuring other nations of our stabil-
ity for the difficult reconstruetion period shead.

Thesge agreements are, we believe, of unusual value because they have been
developed on a multilateral rather than a unilateral basis. By cooperation,
more evidence becomes available, different points of view are considered, and
wiser decigions are reached. All nations are concerned with monetary prob-
Jems, The burden of solving them, therefore, shounld rest on every country,
not Just on the United States, and all should share the finaneial risks of the
reconstruction pericd. These risks are inevitable, but can be mitigated under
the Bretton Woods plan for joint action and conference.

The League of Women Voters publishes a memorandum series on items in
our program. The memorandum on Bretton Woeods has had one of the highest
sales in our history, and has heen in use in practically all of our 530 local
leagues. Correspondence has alse been especially heavy, Our members are
therefore deeply aware of the significance of this issue as a foundation for eco-
noinic cooperation and the achievement of world peace.
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MONDAY, JUNE 18, 1945

TUNITED STATES SENATE,
Commrrize ox Bawgivg ano Currexcy,
Washington, D, C.

The committee met at 10:30 a. m., pursuant to adjournment on
Saturday, June 16, 1945, in room 301, Senate Office Building, Senator
Rohert F. Wagner, chairman, presiding. '

Present: Senators W’agner (chairman), Radcliffe, Downey, Mur-
dock, Fulbright, Taylor, Tobey, Taft, Butler, and Millikin.

The Cmasirman, The committee will come to order. Dr. White,
we will go on with you and hope to finish, Incidentally, we will have
to quit at quarter to 12, )

STATEMENT OF HARRY D, WHITE, ASSISTANT SECRETARY OF TEE
TREASURY, WASHINGTON, D. C.—Resumed

Mr. Waire. I don’t remember just where we left off. I can proceed
with my discussion or I will be glad to just answer questions,

Senator FuLericur. Before we go any further there is one point
I would like to have cleared up, Mr. Chairman,

The Cuargman. Very well.

Senator Furerient. They say that when the dollars run out, then
America will be in the position that if we don’t put up more dollars or
make arrangements to continue a greater supply of dollars, we are in
the position of sabotaging this plan or of being “Uncle Shylock.” 1
would like to have you clarify as much as you can what happens when
dollars are exhausted or bevome scarce,

Mr. WurTe. Senator, I think that is a rather important question
and I would like to answer it in two brief parts.

Senator Tarr. May T say that that is part of my question too, and
I suggest that the committee turn to article VII, Scarce Currencies,
and ask Mr. White to explain just how it works.

The Caarrman. What page is that?

Senator Tarr. Page 13.

Mr. Wmte. I would like to explain first how it works and then
answer your question.

Senator Forerienr. Yes. I would like to have that question de-
veloped.

Mr. Warre. The provision operates as follows: Dollars are being
withdrawn from the fund and dollars are coming back. There will
be dollars coming in and there will be dollars going out, We expect
that a lot of the countries will want dollars and the dollars will be

159
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going out of the fund; later dollars will also he coming back; not
immediately, but after 6 months, a year, or two, because there will be
always some repurchasing going on.  So you have a continual cutflow
and a continual inflow, but in the case of dollars I think it is quite
reasonable to expect that the outflow will be greater than the inflow
for a few years.

Senator Foreriaut. Because our exports will be greater than our
imports?

Mr. Warre. Yes. That would be the chief cause.

Senator Tarr, Are you speaking of the immediate postwar period ?

Mr. Wanrwe. Of the first 2, 3, 4, or 5 years, There is a difference of
opinion how Jong that pericd will last,

Senator Dowwnex. To what extent would incoming interest or
dividend payments to the United States above what we would be .
paying out be a factor in that? Wouldn't that be a considerable
Tactor, Mr. White?

Mr. Wurmre. It will be a smaller factor in the first few years,
Senator Downey, than it was in the past, because there lias heen a
rood deal of repurchasing of our foreign investments, but it will be
a substantial factor. I will give you the exact figures in 8 moment.
My colleague, Dr. Bernstein, will give you that.

r. Eowarp M. BernsTEIN, In 1939 the nationals of this countey
recelved $541,000,000 in interest and dividends from abroad. In turn
the nationals of foreign countries received $230,000,000 in interest
and dividends in this country.

Senator Miurrkin, Would you mind repeating that? Just that
last figure.

Mr. BernstEiN, The nationals of foreign countries received
$230,000,000 in interest and dividends from investments in the United
States, The net excess of income of Americans from foreign invest-
ments, in excess of the income of foreigners from American invest-
ments was $311,000,000. As Mr. White indicated, during the war
considerable investments of the United Kingdom and other countries
have heen liquidated in this country, so that after the war you would
be starting off with smaller foreign investments. Sinultaneously
we have been repatriating our own investments abroad. They will
both be lower when the postwar period begins.

Mr. Wmre. I would be inclined to guess that our interest and
dividend receipts on investments that are coming to us would be in
the order of a half billion dollars a year immediately after the war
and that it will begin to increase rather quickly on the assumption
we will be making an increased amount of investments in foreign
countries,

Senator Downey. Thank you. _

Mr. Warre. Coming back to Senater Fulbright’s question, the de-
mand for dollars being in excess of the supply, as I say, the dollars
in the fund will be decreased, We start with a couple of billion dollars
in the fund and another 1.8 billion dollars in gold. As the dollars
in the fund decline over the months, and they are watched closely,
to a level, say, of around a billien dollars, the fund would begin
to do something. One of the things the directors might do would
be to supplement their dollars in the fund by selling some of the gold
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that is in the fund. They will have a substantial amount of gold.
They will sell that gold to the Treasury and purchase more dollars—
that is, gold that is contributed by the United States and by all other
countries. Let us assume that process of the increasing outflow of
dollars as against the inflow of dollars will continue. 'The dollars con-
tinue to do down, When they will have reached a level which would
have to be judged at that time as being a sort of a red signal, if you
like, they will use the rest of the gold they have to supplement it and
they will do something else. They will make a report to the executive
committee—the technical staff will—as to the causes of the continual
outflow of dollars. Now, the cause of sustained net outflow, or rather
the causes—there is always more than one cause—may be that some
of the countries are purchasing more imports than they should, It
may be that the United States is selling far moere than it is buying, and
is making no attempt to modify that situation. In any case, that
report will go to the committee and it may issue that report in original
or revised form or they may not. It may issue a report and make
recommendations around the table to the representatives of the United
States and other countries as to what mighi best be done to begin to.
modify the situation. Let us assume that, notwithstanding the report
and the suggestions, the dollar balances in the fund continue to decline.
When dollars reach a certain level which in the opinion of the fund is
what they might call the level of scurcity—that possibly would be in
the neighborhood of a half billion dollars or so—they would then
announee to the member countries that dollars are scarce in the fund.

May I digress just a moment to point out that in the absence of a
fund dollars would have been scarce just the same, except they would
have been scarce a long time before. The effect of the fund would
be to postpone the scarcity by supplying dollars which would other-
wise not be available.

Senator Tarr. Unless loans were made, in other words?

Mr. Wirre. We might say unless there were other arrangements
made to supply dollars, and that is one of the things I want to bring
out in connection with this in a moment. When the fund announces
that dollars are scarce, it would be a formal announcement. It is
required by one of the provisions to issue a report which would be
carefully prepared, indicating the causes of that searcity and possibly
recommendations for alleviation of the difficuity. Now, what hap-
pens when the fund issues the report that dollars are scarce? Two
things. The countries that are memnbers are relieved of their com-
mitment not to place any linitations on the sale of dollars. In other
words, a member country cannot say prior to this declaration of
searcity of currency that the amount of dotlars that will be granted
to any particular importer shall be limited unless it is during the
transition period or unless the fund approves of it. But after dollars
are declared scarce member countries can ration doilars. They can
say to importers, “You can have only so many dollars. You can have .
a permit to purchase only so many dollars,” or “You can import and
pay for only certain eategories of goods and not others.” In other
words, they can do precisely what they do in the absence of the fund
and precisely what they have been doing in the last 10 years. They
have got to do that because——
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Senator MicLixin, My, Chairman, may I interject a question? -

The CrHamRMAN. Yes, ' _

Senator MiLigiN. I would like to ask whether that is another way
of saying that at that point this fund and this scheme would have
the power to regulate our exports.

Mr. WartE. No. That would be a little misleading, I think, Sen-
ator. The fund eannot regulate our exports at all. Members indi-
vidually can decide which of our exports they will buy the same as
they do now, or as they will after the war, and as they did before the
war. In other words, if a resident of country X wanted to buy cer-
tain goods in the United States, he had to get an exchange permit
first because country X didn’t have enough dollar exchange to supply
the demand in country X. There are many countries which do not
have enough dollar exchange to sell to all who wish to buy dollar
exchange. Therefore they have to ration it. They could say, “First
come, first served,” as long as the limited supply lasts, or more likely,
“We will give exchange permits up to a certaln amount for the im-
portation of machinery or up to a certain amount for the importation
of food, and so forth.” In other words, they have to ration the
exchange among the various claimants, That has nothing to do with
the fund.

Senator Tarr. They can freeze sterling balances in this country and
say, “You eannot have any dollars to pay your sterling debts.”

Mr. Winrte. I am not sure I understand that. Do you mean they
could freeze all our American holdings of sterling in London?

Senator Tarr. They eould refuse to give the British dollars to pay
their debts in the United States. '

Mr. Wrarre. Oh, yes. The fund doesn’t cause that. The countries
now do that anyway. All that the fund does is to say that while del-
lars are scarce in the fund, the limitation on exchange is temporarily
restored.

Senator MizLixin. Well, under the fund or without the fund, when-
ever you reach a position of dollar scareity, you reach a point where
you are modifying our export policies,

Mr. Waite. They are not buying as much as they would like to,
maybe. Each country would determine for itself what dollars they
would permit their citizens to buy, but that is exactly what has been
going on in the last 15 years.

Senator Murbock. Have we ever found it necessary in this coun-
try to adopt similar procedures with reference to any other country?

Mr. Warre. Ok, no, Senator. The reason is that we have more
than an adequate supply of gold so that our citizens can buy anythin
anywhere except for shipping and other restrictions during wartime?

Senator Fuwsrigar, In addition to that, for about 20 years our ex-
port balance has been roughly a billion dollars more than our im-
ports, in round numbers; isn’t that true$

Mr. Warre. Yes; but a more significant figure, Senator Fulbright
would be one which included, in addition to exports and imports of
goods, tourist expenditures and services and that sort of thing, because
they have the same effect as exports and imports of goods.

Senator Forericur. And loang?

Mr, Warie, That is a very important factor. If you take our pur-
chase of goods and services and also the tourist expenditures and in-
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terest payments and other current items, you would find that that
comes to a very much smaller amount than a billion a year net. In
the period from 1934 to 1938, inclusive, taking that period so as to
miss the depression and the war, you will find foreign countries owed
us on current account only a billion dollars for the entire last 5-year
period before the war. -

Senator Dowxrr, You are not justified in putting the balance on
tourist trade in those items, are you? That has a contrary effect.

“Mr, Warre, No, Senator. Our expenditures for tourist trade is
just the same as imports so far as our balance of paymenis in con-
cerned. :

Senator DowNeY. You were stating the causes that gave us a favor-
able balance, on which we could trade upon for our exchange, while
tourist expenditure is one in favor of the other countries.

Mr, Wurre. Oh, yes; you are quite right, 'We have frequently been
accused of exporting so much more than we have been importing as to
create trouble for oﬁler countries, and people frequently overlook the
fact that our tourists spend large sums of money which are equivalent
to imports.

Senator Downexr. They leave that out?

Mr, Warre. That is too frequently overlooked.

Sanator Dowxey. That is about $300,060,000 a year, isn't it?

Mr, Wurre, It has been even more than that in some years and it
will probably be much larger, we expect, after the war—after the
headache phase of postwar adjustment passes,

So, to come back, when a period of scarcity is declared for a cur-
rency, then the situation so far as each foreign country is concerned,
returns to what we might call the prefund condition, and that con-
tinues until there are enough dollars coming back into the fund so
that the scarcity 1o longer exists,

Now, there has been some expression of opinion that a scarcity of
dollars will develop. I want later to indicate why we do not believe
that is likely to happen. But if it should happen, there has bheen an
assumption that the fund would break down or no longer he able to
operate, the fund would be frozen, the critics say. Nothing could
be further from the truth. There will be something like 50 or 60
countries, we hope, who become members, The United States, though
it is an important area of trade, has less than 15 percent of the world’s
export trade, a little less than one-sixth. - You will have all the other
countries continuing to buy exchange from the fund, continuing to
use the facilities of the fund the satne way as in the heginning. More
than that, the fund will be even more effective, because it will more
quickly bring about a correction of their serious imbalance. And the
agreement which the countries make in joining the fund that they
will not resort to competitive exchange practices, and so forth, con-
tinues. The only difference that will take place, if dollars are scarce
in the fund, is that countries will be able to apply limitations, so
far as exchange transactions in dollars are concerned, as they did be-
fore the fund existed. That is all that happens,

I would like to call your attention to the fact that there has been
much too easy an assumption thut everybody wants dollars and that
dollars will become scarce in the fund very quickly. It is true that
in the earlier years, 2, 3, 4, maybe 5 or § years, there will be 2 greater
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demand for American goods se that there is almost certain to be a
balance due as.

Senator Murpock. Did T understand you to say there will be a
greater demand for goods than we are able to produce?

Mr, Wurre. Except for the very immediate postwar months, no,
unless there is a continuation of a boom period. Of course, that is
possible, '

Senator Tarr. May I say that Mr. Fecles suggested in the last
testimony he gave here that we simply would have to ration exports,
that the demand would be so great for goods at home and abroad
there would be no possibility of meeting that demand for some years.

Mr. Wite. I think that is very likely to be true for a period of a
year or two, but we have a tremendous capacity in a lot of items,
though possﬂoly not in the over-all picture, but if you take 3,4, or 5
years from the end of the war, I doubt very muech that that will be
true. T hope it is true,

Senator Tarr. Oh, T think 5 years from now that situation will
have changed.

Senator Murpock. That prompts me to ask this question. The
very thing we have been ambitious for in this country, as I have un-
derstood 1t, is what might happen to our dollar, that is, there will be
such a demand for American goods that the dollar exchange will not
be sufficient ; that is, that they will have to ration the dollar exchange.

Mr. Warre., That other countries will have to ration it, you mean#

Senator MUrnock. Yes.

Mr, Wnrre. We want our exports to increase, but we want other
countries to be in a position to pay.

N Senator Murnock. That is the thing we have been ambitious to
ave.

Mr. WraiTe. And that is one of the things that the fund is created

. to make provision for, and of course that is one of the things that
makes the fund of considerable interest to foreign countries, They
will have an additional supply of dollar exchange with which to buy

 more of the goods they want. But that condition which may and
probably will last over several years must be taken together with the
fact of how much dollar exchange is going to be available from all -
sources. That is the part which is frequently overlocked. In the
first place, there are a number of countries that have greatly increased
their gold holdings during the war. The neutral countries particu-
larly, and the South American countries, because they have been sell-
ing a lot of goods and have not been able to buy as much as they
would like to. Therefore their foreign-exchange assets have piled up.

The Crzamrman. And they have gotten gold? _

Mr. WarTe. And they have gotten gold. In some cases they have
bought dollars with it and kept it on deposit, but they acquired =
substantial amount of gold. Now, when the shipping stringency
disappears and the manufacturing restrictions in this country, the
WPB restrictions and so on are removed, they will begin spending
that velvet, so to speak, that they have accumulated over the years.
‘We have made some estimates and conservatively we would expect
that they will reduce their gold reserves and get dollar exchange with
it, to spend here, up to probably $3,000,000,000. Some think it will
be much more, but 3 billions is a conservative estimate. In other
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wards, they would have $3,000,000,000 worth of gold that they can
and will spend. There will be newly mined gold during the next 5
years outside of the United States, and outside of Russia, T exclude
Russia because there is a special provision which gives her special
privileges during that period. That will be over the 5-year period
in the neighborhood of $4,000,000,000—that is the aggregate of all
countries except the United States and Russia. Most of that will
be spent. You see, members have to spend most of those increases
while they go to the fund. That makes about $8,000,000,000. T am-
talizing now of a total for a 5-year period. Now, we have to add to
that figure our capital exports, because obviocusly that is a source
of dollar exchange, How large those capital exports will be is a
matter of guess or judgment. In the decade after the last war they
averaged a little over a billion dollars a year. I think that most
people feel that it will be less than that after this war if nothing is
done. With the fund and the bank in operation, which will greatly
help to stimulate foreign investment, the capital exports should grow
to n couple of billion dollars a year or more,

Senator Tavr. I suggest they will be very small; that is, for some
years. Insofar as the Government itself guarantees the money and
confidence may be restored, say in 5 years, I think it may increase,
but immediately I don’t think anybody is geoing to rush abroad to
invest in foreign countries, unless the Government is going to guar-
antfee it.

Mr, Wiite. There is one source of capital export, Senator, that 1
think you have overlooked. There will be a lot of building branch
F]ants and establishing new factories in South America and other

oreign countries. There is a big backlog to be met. Altogether,

capital exports will probably be somewhere in the neighborhooed of
u couple of billion if the bank and the fund go into operation. That
is, a couple of billion dollars a year. Qver a §-year period that is
$10,000,000,000. Adding that to the $8,0600,000,000 you have gives a
figure of $18,000,000,000 over a 5-year period that can be paid to the
United States. '

Senator Tarr. We will have enough gold even to satisfy Senator
Murdock.

Senator MrLLIkiN, May I suggest that it is not compulsory on the
part of countries that have earmarked gold to spend it here, if they
can import to better advantage from the sterling bloe, _

Mr. Wrzrte. That is very true; but if they have any increase in gold
it will find its way to the fund. What I was indicating was that
the assumption that there is going to be a shortage of dollars in the
fund in a short time ignores these very pertinent factors,

Senator Tarr. That is the over-all average in question,

Mr, Warre. That is right.

Senator Tarr. It does not ap]ivly to a large number of countries—
some countries have more than they need and others haven’t got any-
thing; isn’t that true?

Mr. WriTe. That is true, Countries with a small amount of gold
are usually the small countries, That is ohe important reasor why
we need the fund.

Senator Foreriout. Did you say that all new gold has to come to
the fund?
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Mr. Wurre. When any country purchases foreign exchange from
the fund, let us say dollars, in this case, and simultaneously increases
its gold or other forms of monetary reserves, so that at the end of the
year it has received more than it has paid out, it has to use that
mcrease to buy back its own currency from the fund. It has to put
gold back in the fund in place of its own currency. That is one pro-
vision. The second provision is that when a member country buys
dollars from the fund or any other currency it has to pay half i gold
unless it has less gold than 1ts own quota.

Senator Murbock. Under section 3, “Subscriptions,” it says:

Each member shall pay in gold, as a minimup, the smaller of 25 percent of Its
quota, or 10 percent of its net official holdings of gold and Urnited States dollars
as at the date when the fund notifies members that it will shorfly be in a position
to begin exchange transactions.

Are United States dollars interchangeable with gold?

Mr. Warre. We happen to be the onTy country, practically, in which
that is true. Wherever we said gold we alse said dollars, because to
many countries they would just as soon hold dollars as gold. If the
agreement would have put just gold alone, some countries might have
converted their gold inte dollars. That would have been a big loop-
hole. So gold and dollars are the same in calculating the gold sub-
scription to the fund. )

Senator Murbock. Now, in making up their quota, let us say that
Argentina had a great quantity of United States dollars. Could she
deposit those dollars with the fund in place of gold?

r. Wurre. She could not, according to the terms; I think it would
have to be gold. In fact, it wouldn’t make any difference to us, he-
cause——

Senator Murpook. I know it would not to us.

Mr. Waite. It wouldn’t to anybody, because they can buy and sell
dollars and gold by just a telephone conversation. go they might very
well say to the fund, would you like gold or would you like %oﬂars?
a&c]tl-ual}y, countries pay their gold subscription in gold rather than

ollars,

Senator Murbock. That answers my question. Thank you.

Senator Mirrrxin. The reason the countries have an excess of
$3,000,000,000 in gold is becguse they had dollars which they trans-
ferred into gold ¢

Mr. Wuarre, Mostly, with this one exception, Senator. As a result
of the fear of invasion in those countries, some of the countries de-
liberately shipped a lot of gold here.

Senator MruuiriN. That being the case, I wonder if it is entirely
sound to say you can regard the two things as the same. If we are
establishing a habit here of having dollar balances transferred into
earmarked gold, doesn’t it indicate a preference for gold as against
dollars?

Mr, WHiTe. It would for those countries and the reasons vary from
country to country. Some countries are required by their laws to have
wold reserves behind their balances and are not permitted to include
Sollars. In other cases there is a feeling that gold earmarked has a
different legal status than dollars to their account—that we would
hesitate to do anything with earmarked gold where we would not
hesitate with dollar balances.
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Senator Tavr. We don't seem to be making much progress, We
wander off so much from the things we start on.

Mr. Winte. I thought I had finished with what we started on.
1 attempted fo explain what we mean by dollars being scarce in the
fund and what follows from the declaration of such scarcity, and
then I wanted to indicate that the likelihood of dollars being scarce
in the fund js remote and would take place only if we changed our
policy so that we sold so much to other countries compared with what
we bought, as to put terrific pressure on all the countries unless foreign
investment helped offset it. ’

Senator Fresstent. Would there be any inclination on the part of
the fund to put pressure on us to increase that amount through our own
activity, not through reduction in their purchases?

My, WmiTe. One thing we might do—it doesn’t look as though we
were going to-—it would be most unfortunate if we did—is to pass a
higher tariff sct which would mean that other countries could sell us
much less. Another thing we might do is to not reduce certain of the
tariffs which are inexcusably high,

Senator Tarr. What are those, Mr, White? I would like to know.

Mr. Waire., Oh, Senator-——

Senator Tarr., Well, T really want to know. T am interested.

Mr. Warre, T remember in my capacity as a member of the Trade
Agreements Committee for 10 vears, where we used to examine tariff
schedules, we all agreed there were certain specific ones that were
much too high.

Senator Tarr. Many of them have been reduced. How many are
too highnow? I want to know which they are,

Mr. Wurre. It is my judgment, Senator, that there are some that
are still too high and that the proper way to attack the problem is to
consider each 1tem separately.

&Q,enator Tarr. I just wondered which you thought were too high
today.

My, Wrrre. T am afraid that would take me too far afield. I would
like to finish this subject first. One way in which pressure for dollar
exchange could be eased would be by encouraging capital exports, If,
as the Senator helieves might be the case, that in the absence of these
two institutions there would be very little capital going into these
countries, they might have a searcity of currency that would be very
great and would impose upon them a great urgency te do something tor
mcrease the supply of dollars and diminish the demand for dollars in
their countries, That is a condition we would like to avoid, if possible.

Senator Tarr. Section 3 of article VII says they “shall formally
declare such eurrency scarce” after a report. I suggest that one of my
difficulties with it is that that seems to be an international indictment.
of the United States practically made by that and our fiscal policies..
You say it conld be done without the fund but it could net be done in:
such an ofticial way to which we have formally and in advance agreed.
One of my suggestions is this: That this section 8 {(a)—I mean this is
a statement from the world that the United States is refusing to take:
imports, they are refusing to lend us money, they are refusing to-export
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capital, and so we indict them. We are going to declare their currency
scarce. We are not going to pay debts we owe them. We have agreed
to all of that in advance. That is what bothers me about section 3. :

Mr, Wirre. Let me give you a little of the background. There is
some point to your remark, as will be clear from what I am about to say.
In some of the proposals that were submitted by experts of foreign
countries they wanted to impose a penalty on the country whose cur-
rency became scarce, having in mind, of course, chiefly the United
States. If that should happen they said the United States might be
the chief offender. If the United States does the same thing as she
did after the last war, make it impossible for us to sell goods to the
TUnited States and insist at the same time upon subsidizing her exports,
it is going to disrupt the monetary systems of the world merely be-
cause she 1s not pursning the policy we think she should. Therefore
they want to penalize that country pursuing such a policy by imposing
%V chf:irge or penalty fee. That was in the discussions before Bretton

aods.

The American technicians took this position: We would not con-
sider any such penalty and we would not accept such a conclusion.
The causes for countries buying more than they are selling differ from
time to time and from country to country, and the chief fault may not
at all be ours, It might be ours in part, but it might also be the fault
of the other countries. The mere fact that a particular country wants
to sell us fish oil although we don’t want to buy it, perhaps we don’t
like s0 much fish oil, is no reason why they should force us to buy more
fish oil. In other words, countries may be living beyond their means,
They may think there is an unlimited amount of foreign goods the
can buy from the United States irrespective of what they can sell.
What they have to sell may not be sufliciently desirable to other
countries. :

Countries may get into a position where there is a scarcity of foreign
currency not because of the fault of the country from which they are
buying but due to their own extravagant policies. We said we could
accept no such assumption, either implicit or explicit, that ¥f dollars be-
come scarce in the fund, that the fault is necessarily ours. We finally
agreed that if any currency becomes scarce a report will be prepared
and a member of the committee which prepares that report shall be
o representative of the country whose currency is becoming scarce,
We want to make certain any report made is a competent one, and
places the responsibility for the scarcity where it belongs and give
proper weight to each of the various causes. We said we would agree
to have the fund make a report. More than that if the fund declares
a currency scarce we would agree that the fund be required to make
public the report. That, we think, is highly desirable, because if there
are causes for that scarcity which are in part due te policies pursued
by the United States, then we think that Congress ocught to know it,
The report of the fund would have prestige, if the fund earns prestige.
If the fund conduets itself in such a way that it wins the confidence of
the various countries, Congress or a committee—your committee would
have it—would have before it the report of the fund for you to examine
for what it was worth. If the reason stated in the report seemed
gound it might influence your policy, you would take that fact into
consideration. You are not required to do anything about it. All
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that you are called upon to do is to give the report of the fund con-
sideration.

Senator Tarr. And it says:
A formal declaration under (a) above shall operate as an authorization to

any member, after consultatlion with the fund, temporarily to impose limitatons
on the freedom of exchange operutions in the secarce currency.

In other words, we cannot get dollars for pounds. They raise other
results.

Mr., Worize. No, no,

Senator Tare (veading) : “Subject to the” .

Mr. Wirrme. Excense me. May I correct that? The fund says in
effect: :

If you subseribe to this fund, you have to agree not to put certain restrictions on
the acquisition of any foreign currency on current transactions, If, bowever,
any curretey becomes gearce, then the members of the fund reverf to their
original position with respect to that currency.

Senator Tarr (reading) :

Subject to the provisions of article IV, sections 3 and 4, the member shall have
complete jurisdiction in determining the nature of such limitations—-—

Mr. Wairte. Which is what they have now.
Senator Tarr (reading):

but they will be no more restrietive than is necessary to limit the demand for
the geuree currency to the supply held by, or accruing to, the membar in question ;
and they shall be relaxed and renioved as rapidly as conditions permit.

I only suggest that it is a very different thing from a world in
which we pursue our own course. Where we have difficulty with
exchange with a country, we go to'that country and make an ar-
rangement to make loans if we wish to, or we let their trade go be-
cause it happens to be something we don’t particularly—-we prefer
to pursue our existing policies.

Senator FuLerigHT. You can still make loans,

Scnator Tarr. Where you have the world saying, in effect, “Amer-
ica is creating order and law and prosperity in the world,” and they
may be right or they may be wrong. In any event, it affects us the
same way.

Mr. Warre. Well, Senator, what they would say in that event—it
is not a likely event, but if that did occur—what they would say is
that everybody cannot have as many dollars as they want, which is
precisely what has been said for the last 15 years. There 1s nothing
new in that,

Senator FursrieaT. It seems to me we would want them to restrict
it in order to get replenishment.

Mr. Wirre. Of course.

Senator FuLerigyT. And we can still make money.

Senator Tarr. I would like to read at this point Lord Keynes’
statement on the subject, because I think it throws light on it:

There iy another advantage to which T wish to draw your lordship’s special
attention. A proper share of responsibility for maintaining equilibrivm in the
bvalance of international payments i3 squarely placed on the creditor nations,
Thiz is one of the major improvements in the new plan. The Americans, who
are most likely to be affected by this, have, of their own free will and honest
purpose, offered us a far-reaching formula of protectlon againet a recurrence of

the main cause of deflation during the interwar years, numeiy, the draining of
reserves out of the rest of the world to pay a country which was obstinately
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borrowing an<d exporting on a zcale immnensely greater than it was lending
and importing,

Now, here is a statement that I think gives a wholly false statement
of our position in the interwar period:

Under clansge VI of the plan a country engapes ltself, in effect, to prevent
such a situation from arising again, hy promising, shonld it fail, to release
other countries from any obligation to tuke its exports, or, if taken, to pay for
them, I cunnot imagine that this sancetlon would ever be wllowed to come into
effect. If by no olher means than by lending, the creditor country will always
have to find & way to square the accounc on imperative grounds of ifts own
gelf-interest, For it will ne longer e entitled to square the aceount by squeezing
gold out of the rest of us.

I may interpolate here that you seem to be going to take eight or
ten billion of their gold, still, under your own theory,

Here we have a voluntary wndertaking, genuinely offered in the spirit both of
a geod neighbor and, I should add, of enlightened self-inferest, not to allow a
repetition of a chain of events which between the wars did more than any other
gsingle factor to destroy the world’s economiie baluce and to prepare a aeed-bed

-for foul growth. This is a tremendous extension of international cooperation
to good ends, I pray your lordships to pay heed to its importunce.

Now, does that state substantially the results? T do not think it
states the facts fairly, but do you think it states the results of this
conference?

Mr, Wurre. I dislike very much to criticize anything that Lord
Keynes has said, because I have a very high regard for his integrity
and ability and understanding of the suhject, and his interest in
helping to. bring about world prosperily and peace. However, [
think T would not have wriften it that way. The only thing that the
fund can do—and we were qnite agreeable to include that, and I think
it is an excellent thing—is to make a report. The commitiee of the
fund can make a report, and one of the committee members, as T say,
would in that case be the American representative. They would
make a report concerning the various causes, suggesting certain reme-
dies, and that report would come hefore yonr committee, and you
would give it whatever consideration you thought it deserved. If
you thought the arguments that were given were sound and that they
did indicate and called for some madification of Government policy,
1 am sure you would be glad to adopt it. If, on the other hand, you
felt that they were in error, if you felt they were distorting the facts,
T am suve you wonld likewise give the report the consideration which
it deserves. You would in that case throw it in the hasket.

Senator Tarr. Well, T just snggest that it puts us in the position
before the world of always allowing—as long as we have a high
standard of living and greater prosperity, of doing acts of sabotage
to the rest of the world by an official body. I think Lord Keynes is
right when he said you were extremely generous in agreeing to such
a provision,

Senator MitLigiN. Mr. Chairman,

The CHarrwaN. Senator Millikin.

Senator MirrLigin. I suggest, Senator, that to my mind it takes
the form of giving this fund the power to develop an embargo on
the United States.
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Mr. WmiTE. Senator, 1 de not guite understand that. What will
happen after the war, supposing the fund never goes into effect, is pre-
cisely what happened in the last 15 years, and you can even go further
back than that in cerlain couniries. A country cannot satisfy the
requests of all its nationals for dollar exchange. Now, what can
a country do? It has, let us say, a half hillion dollars® worth of gold
or foreign exchange which 1t feels it can spare without going below
a proper monetary base and critical reserve. Here they have a de-
mand on the part of their nationals for the equivalent, Ke.t us say, of
two hundred million a year. Any responsible central bank would
look at those figures and say, “Gtood Lord, if this kecps up we will

"soon be in trouble, We may have to depreciate our currency or sub-
sidize exports,” or adopt any one of the other devices that we would
prefer them not to use. Instead of that, a reasonable approach to
the problem is the one that we want to encoursge. The fund would
say, “You have to ration that exchange. You haven’t got enough
to go around.” They don’t declare an embargo against our exports.
There was no embargo against our exports from the year 1926 to the
year 1939, and yet some countries rationed their foreign exchange.
There were only a few countries who could have afforded to operate
without rationing their foreign exchange.

Senator Tarr. May I suggest that by the fund rationing what
dollars there may be, they determine where we can export, instead
of our determining it, whereas if we are free to handle it curseives we
can determine where we want to export and where we do not.

Mr. Warre. No,  We never ration our exchange, It is the other
countries that do it.

Senator Tarr. Doesn’t the fund first ration those dollars between
the countries? That is what T am trying o get at.

Mr. Wurre, Oh, the fund rations what little there is left in the
fund, and that has to be the case, because if dollars in the fund are
not enough to satisfy all the countries that are asking for them, quite
obviously the fund has to ration them, .

Senator Tarr. Mr. White, may T ask you one question that bears
on this? It isa technical thing that I don’t exactly understand. Are
you sure that all the dollars will get into the fund? For instance,
my suggestion is that French exporters export, and they naturally
hang onto those dollars individually. They want them themselves,
They want to go over and buy something, perhaps, in this country,
or use it to buy something somewhere else.

Mr. Warte., That is a very good question.

Senator Tarr. How can we be sure that the fund won’t run short
of dollars when there are doilars scattered around the world in the
hands of other people who would have come to this country and
honght goods but who are now forbidden to do so by these sudden
restrictions imposed ?

Mr. Wurre. That is an acute observation, Senator, and that is
something that troubled us when drafting’ the provisions, This is
the way we provided for it, and we think we provided for it effec-
tively. 'What, I gather, Senator Taft is saying is that countries may
come to the fund to buy dollars while the dollars those countries.
acquire from various sources, private individuals will have,
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Senator Tarr. They don’t get them. Their individuals get them.

Mr. Warre. Individuals will.

Senator Tarr. They cannot control these individuals, can they?

Mr. Wirte. We included a provision which takes care of that very
thing, Dr, Bernstein will describe it if he may.

STATEMENT OF E. M. BERNSTEIN, TREASURY DEPARTMENT,
TECHNICAL ADVISER AND EXECUTIVE SECRETARY 0¥ THE
DELEGATION OF THE UNITED STATES T0 THE BRETTON W00DS
CONFERENCE

Mr. Brerxsrrin, The general provision states that a country that
uses the fund

Senator Murnock. Which provision is that?

Mr. BernsTEIN, There ave two provisions I am going to refer to.
One is in article V.

Senator Murpocr., What page?

Mr. Berxstein. Page 10, section 7, and I am going to summarize
for you section 7 (b).

Now, this provision states that when a country uses the fund to
acquire foreign exchange it must see that its own exchange resources
are used in equal amount; and, as Mr. White explained, that means
if they have an increment of exchange, they must use all of it before
they come to the fund. If they have used the increment and still
want to use the fund, then they must draw down their own gold
reserves by an equivaleht amount. A country that gains, for example,
a hundred million dollars in gold and uses the fund to the extent of
a hundred millien dollars, would have to buy every single unit of
its currency back that it hag sold to the fund in that period.

The point that Senator Taft raises is this: We_say a country that
has arp increment of exchange must repurchase its currency. His
point is, I gather, that the central bank or the Treasury won’t get
this exchange. It will be in the hands of individual Frenchmen or
Brazilians or whatever the country may be. Now, we have taken
care of that in article XIX when we explain what are the exchange
holdines of a country.

Mr. Warre, Refer to the page of article XTX,

Mr, BernsTern. It will be on page 35, No. Excuse me. It is on
page 34, at the bottom. That is article XIX (c), “The holdings of
other official institutions.” The explanation of what iz a member’s
monetary reserves for the repurchase provisions is explained in this
series of paragraphs. It is made clear, first, that it includes the gold
and dollar reserves of the central bank, the Treasury, the stabiliza-
tion fund, and other official institutions. That is the first thing.

Mr. Wuire. May T interrupt you there? Not only gold and dollars
but, should any currency have the same interchangeability between
gold and currency, that would be included. It so happens that dollars
are about the only one. :

Mr. BernstEIN. That is right. I should qualify that. Tf later it
turns out that other currencies can become-substitutes for holding gold
or dollars, they would he included. Then it states that some dollar
exchange and, as, Mr. White indicates, other convertible currencies
may be held as balances by their banks, in which case the fund can
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take the attitude that, if the banks are accumulating more than they
need for working balances, the excess shall be deemed to be part of
the official holdings.

For example, suppose that we assume that British banks need $300,-
000,000 of foreign exchange in order to carry on their exchange busi-
ness conveniently. Suppose they increase the balances to $500.000,000,
Then the fund can deem the excess $200.000,000 to be part of the of-
ficial holdings and subject to precisely the same repurchase qualifica-
tions as rold, dellars, or other convertible currencies held by the
Bank of England or by the British Treasury.

Then we came to the question, What shall we do with holdings of
businessmen? Here businessmen, corporations, may be holding bal-
ances. Now, it s quite proper for them to hold some dollar balances,
if they are doing bnsiness in the United States. In order to avoid too
much difficulty i making their purchases and their payments here,
they may be allowed. quite properly by their government, to keep
moderate balances, DBut suppose they do what Senator Taft snggests,
they now try to build up these dollar balances in order to avoid giving
it to the government. And the question before us was, What shall

. we do about preventing such a means of avoiding the repurchase
provisions? '

Now, we had two ways of doing it, and we decided on the second.
The first was to say very plainly that the fund shall require every
government to take from its nationals the excess holdines and count
it as part of its own reserves; and in some of the early discussions we
did have some such provisions.

The second method, which we thought, on further diseussion, to be
the better, is this: Not to have any sort of statement in the agreement
which would seem to imply that this Government thinks that every
government in the world ought to jump on its corporations and busi-
nessmen who hold foreign exchange and sav. “Turn this over to the
government. We want to count it as part of the official reserves.” We
preferred an indirect method which was this: If the banks hold 300
million as normal, they hold 300 million because the businessmen., say,
hold a hundred million which they are moing to use themsclves. Then
when husinessmen need supplements they will buy from the banks. -
Now, if busipessmen should hold excessive balances of foreigm ex-
change, by definition what the banks need to deal with them becomes
that much less,

Senator Tarr. What is “cxcessive”? I mean why shouldn’t a cor-
poration in France figure that 2 years from now they will need some-
thing thev are going to have to buy in the United States and keep it?
What is “cxeessive® about it?

Mr. BerwstEIN, The fund is the judwe of what is excessive, T should
first point out. In all these cases the fund is the judge. It is what in
the fund’s opinion is excessive which would count. If, for example,
a corporation holds three times as much as it ever held before the war,
if it 1s building up exchange reserves which it is not likely to use for
2 or 3 years, while in the meantime it wonld be getting in ‘an accumu-
lation of exchange reserves, you can see that they are excessive,

Senator Burrer. How will the fund know where these are located?

Mr. BernsTEIN. Every country is required to report to the fund on
all of these data. '
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Mr, Waurre. We get such reports now, Senator,

Senator Burrer. In each individual name?

Mr., BervstEn. No. In aggregates., Now, we ourselves know
what is held in this country by foreign governments and central
banks, by foreign banks, by foreign corporations, in deposits. That
has been reported to this Government regularly once a month.

Mr. Warte. And by foreign individuals. -

Mr. BerNsteIN, And by foreign individuals, too. That has been
reported to us regularly once a month sinee 1934, The banks collect
this information for their own gnidance, and they pass it on to the:
Treasury. We do not ask for the name of each corporation sepa-
rately. We don’t need to. When we see the aggregate is rising as
compared to what it should have been, and we know what it should
have been—we know what it has been now, you see, for 10 or 11
years—we would have complete information as to whether or not
people are trying to evade the repurchase provisions in the manner-
that Senator Taft suggests.

Senator Tarr, Chiefly, I suggested we would have trouble in put--
ting on all those restraints in our desire to get information and reports.
from every foreign country.

STATEMENRT 0¥ HARRY D. WHITE, ASSISTANT SECRETARY OF TEE
TREASURY, WASHINGTON, D. C.—Resumed

Mr. Warre, That is true, Senator, but we do not depend on their
reports. We are speaking of the countries which are likely to be
the major countries, chiefly the United States, in which foreign bal-
ances are being increased for the purpose of get-tin% around this thing,
and that would be chiefly the United States. We get our reports.
Other countries will need to get their reports, and one of the desirable-
things that will result from the fund is that all countries will find
themselves required to have much better financial data, much better
factual information for their own use as well as for use of the fund
than they have ever had. There will be a gradual development in
collecting data, and we hope that it won’t be long hefore these countries.
will have something that approaches our own. We probably, possibly
with the exception of Canada and one other country, lead the world
in the adequacy and competency of the data in this field. Ours could
be improved, but those of many other countries could improve much
more.

Senator Tarr, Well, I do not know very much about the technieal
difficulties of trying to line up these private dollars, but it occurs
to me it requires the mass regimentation of every foreign-exchange
transaction and every holding of foreign currency throughout tl%e
entire world. '

Mr, Worre. No, Senator; that is a misunderstanding, and ¥ want
to refer to something on exchange controls and capital movements
you asked one of the earlier witnesses which probably was not, I fear,
cleared up. Firstly, it is well to remember that what we are dealing:
with in these balances and data are aggregates, not individuals. We
are not interested in individual accounts. We watch the total bal-
ances; the balances of one country, the balances of each of the other
countries, or the balances of all countries; not of individual accounts.
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Secondly, we are not concerned with amounts that are small for the
.country in question. For example, supposing you are taking up
matters involving a movement of British capital here, the sum of a
score of million dollars one way or-another would have little signifi-
cance compared to the amount of transactions with which we are
dealing. What would be significant for England would be fairly
substantial amount of capital movement and a recurring movement,

On the other hand, if you took a country like Honduras or Guata-
mala, a movement of a few hundred thousand dollars would stand
out like a sore thumb in her total operations and in the fund’s opera-
tions with them. That would be lavge for Honduras. So that a great
-degree of accuracy in following capital movements is not needed for
purposes of fund decisions. It is easy to ascertain significant’ move-
ments when we will have adequate data, as we expect to have as time
goes on.

Now, you commented that you thought that the accounts of indi-
viduals and the transactions of individuals would have to be exam-
ined in order to determine whether they are undertaking black-
market operations. Senator, that is not so.  'We are protected against
that requirement by a provision that I think you would be interested
in, that you may have overlooked.

Mr. Luxford, what is the number of that provision?

Mr. Awser F. Luxrorp. Section 3.

Mr. Wirre. Yes. I am going to ask My, Luxford to explain that
'Hrovision because he helped draft it. Mr, Luxford is in our legal
«department.

r. Luxrorp. If you will turn to article IV.

Senator BurLer. What page!

Mr. BervsrrIN. 5,

Mr. Luxrorp. Just a second, I will giveit to you. Page 3, section 4.

Mr. Wiurre. (h).

Mr. Luxrorp. Section 4 (b) provides that—

Each member undertakes, through appropriate measures congistent with this
-agreement, to permit within its territories exchange fransactions befween its
currency and the eurrencies of other members only within the limits prescribed -
under section 3 of this article.

That is for approximately parity.

Then there is the statement following that, which is very important
dfrom the point of view of the United States:

A member whose monetary authorities, for the settlement of international
‘transactions, In fact freely buy and sell gold within the lHmits prescribed by
the fund under section 2 of thig article shall be deemed to be fulfilling thig
mndertaking.

Now, this is what that means in general. If the fund was going
to mean anything you had to have countries adhere approximatel’y
to parity in their foreign-exchange rates. In other words, you couldn’t
have the black market that Senator Taft has mentioned, operating,
or you would say this is all nonsense and you have a fictitious rate
of exchange, and we had to put on countries the burden, the respon-
sibility for maintaining that rate. On the other hand, we did not
want a situation where the United States could be blamed for the
fact that, say, the Mexican peso rate with the dollar was off, and
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people would say, “Well, what’s wrong?’ We wanted to be able
to say that so long as we were willing to buy and sell gold freely—
our Government authorities—that was the extent of our lebponqlblhty
and we did not have to impose exchange controls. We did not have
to do anything beyond maintaining this buying and selling of gold in
order to cnforce our obligation. °N ow, that means that if the peso
rate went {ar from the agreed parity Mexico had the responsibility
to see that it went back up to parity. Do you see what I mean?

Senator Tarr. Yes; I see. That 1s all right here, but no other
country would be able-to do this; and when you come around to
question whether there are a lot of dollars around the world in China
and other places, and the Chinese Government is not controlling, isn't
it quite possible still that they will be unable to control the black
market in enrreney? They never have in the history of the world
for thousands of years. And isn’t it possible that the dollars may
be short in the fund—and that is the question I originally raised—
when they really are fairly plentiful around in these other countries,
in the ssession of private citizens?

% urre. There are two separate parts to that question, sir.

Sen‘ttor Tarr. And the only way they could do it would be by the
strictest kind of black-market control in these other couniries, which
probably they wouldn’t enforce.

Mr. Warre. Senator, T think there are two different points you are
raising. Mr. Luxford’s remarks were directed toward simply the
question whether we in the United States would have to exercise con-
trol over individual transactions, and the answer is: No; so long as
we stand ready to buy and sell gold at a fized price. Now, any coun-
try that does the same is equally free,

Senator Murbock. When you buy freely at a fixed price—

Mr. WaITE. Yes; at that fioure,

Senator Muroock. How can you buy and sell gold freely——

Mr. Warrte. Well, what I mean is

Senator Murbock., At a fixed price?

Mr, Wmre, Well, in this way., This is what we do. If any bank
has an international obligation abroad, it can come to the Treasury
as it always has, and buy gold at a fixed price to settle its balances.
That means that the exchange rate on countries that buy and sell gold
at a fixed price cannot vary much.

. Senator Murnock, Yes; but you say here in section 2, “Gold pur-
chases based on par values.”

Mr. Warte. Yes.

Senator Muroock (reading) :

The fund shall prescribe 9 margin above and below par value for transactions
in gold hy members,

Mr. Wane. That’s right.

Senator Murnock., Now, does that mean that the fund could say that
we could purchase gold A

Mr. WameE. $35. -

Senator Murnock. Well, could we purchase it a httle above that?

Mr. Warre. There is a small margin to cover the cost of handling
gold, and of course the price for gold is $35 an ounce.

Senator Murvock, Yes,
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Mr. Warre. Plus the handling charge. And we will sell gold to
any Jegitimate dealer at that price, and we will buy gold from anyone
who offers it.

Senator Murpock. Does this margin simply refer to the handling

* charge? :

Mr. Wmite. Plus trapsportation. It is a small margin, plus or
minus 1 percent.  And that question of the control of the black market.
for the other countries—that is their responsibility. As for the
problem that we originally started to diseuss here was whether or not
1t is possible for individuals abroad {o build up balances in the United
States. It is easy enough to show that some individuals might be
able to do this, and any economist who is familiar with the subject,
if he wished to mislead and distort, could say, “Well, you can’t tell,
Here is a private individual that could, through a third party, dis-
guise the holdings and not register them, and so on,” Surely. Dut
that is dealing with peanuts. I mean what we ave afler in this mone-
tary policy 18 large sums, sums that are large with reference to the
country ; and it is impossible for a country like England, for example,
to hide the fact, and she wouldn't wish to—the British authorities
wouldn't wish to—that balances had advanced by 50,000,000 or
$100,000,000 here. The bank in this country or a business firm would
have to be in collusion, and there would have to be a lot of covering
up that we would find out. There would be no reason for it, It
would be equally difficult for people who lived in Guatemala or Hon-
duras or any one of those small countries to obscure or hide the fact that
their balances had increased in the United States by a million dollars.
You ses, the kind of banking data which are subinitted to us make
it easily possible for the monetary authorities in this country to know
what is happening, not with respect to particular transactions, not
with respect to small amounts, but with respect to amounts that are
relevant to the kind of problems which the fund handles.

Sen}ator Mugrkin. Mr. Chairman, may I'ask a question at this

oint ?
P Tie Criamrman. Yes,

Senntor Mruuikry, Dr. White, as the fund gets to operating and as
the b1t gets to operating, the dollars available to foreign countries
together with the capital and money which they can assemble out of
thelr own generative processes will put them in position to make a
rather rapid restoration of their own exporting industry, supply their
own domestic needs, and to export within their normal or within their
new trading areas, whatever they may be.

Russia, for example, with the aid that the fund and the bank will
give her, together with her own strength, the aid she would have
elsewhere, would be in a position to export to her satellite countries.
A restored Belgium, a restored France, and possibly a restored Ger-
many will have their industries gradually snpply their own domestic
needs and will be exporting within their trade areas.

Does not. the effect of that process tend either to defer or to alleviate
the short-dollar position? In other words, as these exports are multi-
plied by the countries which now must import from us, as we put them
in position te make their own exports, that will decrease the amount
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-of exports from this country, will bring our exports in closer relation
with our imports, and thus ameliorate a dollar shortage?

Mr. Wrrre, That, to me, Senator, is a very fair and, I would be
inclined to say, very accurate statement of what will happen. '

Senator MLLixin. But it also defeats this dream that we are going
to continue to be an enormous exporting country ?

Mr. Wirre. That, I find myself a little less inclined to agree to,
I don’t know what dream you have reference to, but it does mean that
‘the level of exports, the level of world trade, if you will—

Senator MiLLikiN. Yes.

Mr. Wrate. Would be higher, you see. But the first point you
made, which I think is more important for this discussion, is that it
would mean there would be a closer approach to balunce, and the
“balance would be reached at a higher level.

Senator Miurikin, It in part is a timing problem, If these indus-
tries can restore themselves, reformed and improved out of their own
strength and out of what we and other countries are able to do for
them, this dollar-shortage business might not come up in crucial
form, or it might be long deferred.

Mr. Warre. I think that is fair. :

Senator MirLixiN, And that very process decreases our exports.

Mr. Wurre, No, It decreases the export excess, And that is a
very different proposition.

g:anator Mmnrxin, All right; call it the export excess.

Mr. Wane That is right. In other words, our level of trade is
higher, though the imbalance is less,

Senator Furerigrr. The Senator does not think we all dream we
are going to be the only exporting nation in the world? That is not
& dream of any rational people, is it?

Senator MurLikin. Well, I am glad to hear thaf.

The Crairman. Well, we have got a lot of things to do.

Mr. Wurre. Have we finished our consideration of the problem?

Senator FurrricrT. I do not think so.

Mr. Warre. Time is up, Senator,

The Cuamrman. I do not think we are quite finished with you yet,
Doctor. Will you be here tomorrow at 10: 307

Mr, Waire. Senator, T am at your disposal. If you feel I can be
«of any help, I will be glad to be here.

The Cuatrman. After that will come Governor Eecles, and we hope
to have a session tomorrow afternoon too, gentlemen.

(Whereupon, at 11:50 a. m., an adjournment was taken until to-
morrow, Tuesday, June 19, 1945, at 10:30 a. m.)

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



BRETTON WOODS AGREEMENTS ACT

TUESDAY, JUNE 19, 1945

Unitep STarFs SENATE,
CommrTree 0N Bankineg anp CuUrrexcy,
Washington, D. C.

The committee met at 10:80 a. m., pursuant to adjournment om
Monday, June 18, 1945, in room 301, Senate Oflice Building, Senator:
Robert F. Wagner (chairman) presiding,

Present : Senators Wagner (chairman), Barkley, Radcliffe, Downey,.
Murdock, McFarland, Taylor, Fulbright, Mitchell, Tobey, Taft,
Butler, Capper, Buck, and Millikin.

The Cuatryman, The committee will come to order. We are 10 min-
utes late now. We cannot wait very much longer.

STATEMENT OF HARRY D. WHITE, ASSISTANT SECRETARY OF THE
TREASURY, WASHINGTON, D. C.—Resumed

The CHamaan, Mr, White, when we finished yesterday you were
ahout to discuss some matters, and we cut you short because we had
to go to the Senate. Will you proceed from there onm, if you will?

Mr. Warire. I shall be glad to, Senator. I had wanted, before 1
continue, to attempt to answer a question which Senator Murdock put -
very early and which I said I would like to postpone to get through
with eomething else.

The Co rMaAN. Very well.

Mr. W _mre. With your permission, I would like to return fo that
questioi and angwer that before I go on to any other material.

The CxalRMAN, Fine, )

My. Warrr. And T shouldn’ like to have any other question take
me off of that point, because Senator Murdock has been very patient
in waiting for an answer to his question. :

The CHalrMaN, Very well,

Mr. Wartg. If I remember correctly, Senator Murdock, you in-
quired as to whether or not the recent alteration in the reserve require-
ments of our note issue and deposits would have the consequence of
depreciating our currency. Was that your guestion, Senator?

Senator Murnock. Yes. I wondered if a movement such as we:
have taken here in a reduction of our reserves could, under the Bretton.
Woods agreement, be construed as a depreciation of our currency.

Mr. Warre. The answer to ‘that, Senator Murdock, is definitely
“No” under the fund agreement. In fact it is doubtful whether even
in the absence of the fund the consequence of that reduction would
have any significant effect on the internal value of the currency or
on the external value. The reason for that is, this is one of the times,.
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I think, peculiar in history, when any country has reduced its reserve
requirements which had been established by law hecause of the ex-
pansion in note issue and deposits, and not because of a loss of gold.
Most countries, when forced to reduce their requirements, are forced
to do so because there has been a flight of gold, a drain of gold, either
an external drain or a domestic drain, and gold reserves go down in
absolute amounts. To meet that situation they may be required to
lower their gold reservés unless they want to abandon the legal reserve
requirement or do other things. In our situation it has not been
any reduction in the gold reserves to any significant extent that was
responsible for the declining reserve ratio, but rather it has been the
expansion in note issue and deposits due to war conditions. So that
the consequences that would follow normally, do not follow now.
When a country’s gold holdings are being reduced cue to an outward
drain, there develops a loss of confidence in the currency.

Senator Tosey. May I ask a question there, Senator Murdock, on
that point?

hSenﬁtor Murpock. Surely. I wish you would raise your voice,
though., .

Senator Torey. Of course it is very involved, I realize that, but T
wish to point out that as to this 25 percent, when a nation puts out
its currency, its promises to pay, whether it is in the form of currency
or debentures, behind that promise to pay are all the assets of the
-country, are there not?

Mr, Warre, Oh, yes,

Senator TorEY. In the last analysis that is all behind it.

Mr, WarTe, That is behind the word of the Government.

Senator Toeey. So that as to this 25 percent, as far as this country’s
solidarity goes, and the spirit to pay, we still have all the gold we had,
whether as reserve against those notes or not; is that correct? Do you
agree to that, Senator Murdock? '

Senator Muroock. Well, I agree with you fully that any issuance
of currency, like our Federal Reserve notes, is, you might say, or
constitutes, a blanket mortgage on all of our resources and on all
of our taxpaying powers,

Senator Toeey. On all the wealth of the country, exactly, in the
last analysis,

Senator Murpock. Yes. _

Senator Topey. So that, finally, while our reserves are 25 percent,
yet behind those and every other thing we put out is all the gold we
-own, as well as other property; isn’t that right?

Senator Moroock. That is right.

Mr, WHite. Senator Tobey, I think

Senator Morpook. Of course, if you come to the hard money posi-
tion that a lot of people take, who want to discard absolutely every-
thing but the metal behind the money, why, they probably would
not agree with you and me on it. I am in full agreement with you
that we not only have our gold behind our money, but we have every
resource and every asset.

Senator Torey. Exactly.

Senator Muroock. Every resource and every asset of the country
behind it,

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



BRETTON WOODS AGREEMENTS ACT 181

Senator Topey, That is exactly right, but many people overlook
that fact or speak about the particular percentage of gold against
the currency.

Mr, Wrate. That is quite true.

Scnator Toney. 1 am not arguing against that; I am simply trying
to bring out the fact. '

Mr. WHzte, That is quite true. But there i3 this important point
that I think Senator Murdock has in mind. Usunally when there is a
reduction in the gold reserve ratio it is because of the loss of gold.
A substantial loss of gold, by destroying or, rather, reducing the
confidence of the people within the country and abroad in the future
value of that currency leads to a further drain and subsequently may
well lead to depreciation of currency. But in our particular case
the situation is different by virtue of the fact that it has not been
-the loss of gold so much

Senator Mvroock. Well, it has not been a big loss.

Mr. Warte. But the expansion,

What is that, sir?

Senator MurpockE. We have had some loss of gold.

Mr. Warre. We have sold about 2,000,000,000 in the last couple of

BATS.
Y Senator Murnock. I do not think that is the big reason,

Mr. Warre. That is right.

Senator Mtroocx. I think it isextension of Federal Reserve notes—

Mr. Wurte. Correct.

Senator Murnock. Plus extension of demand deposit,

Mr. Wurre. True,

Senator Murnock. That has made this necessary.

Mr. Wurre. True.

Senator Murpocx. The thing that promoted the question on my
part was this: That when confronted with that situation we had tweo
remedies. One remedy was a reduction in reserves. The other was
the increase, increasing the value of gold, and we adopted the former
instead of the latter. Now, of course, if we could remove that sitnation
by increasing the value, then the question arises: If you take the
other manner, of decreasing the gold reserves, shouldn’t that have the
same effect, both infernal and external, of having depreciated your
currency? Your answer, as I nnderstand it, is “No.”

Mr. Wurre. It is “No.” You might be interested in this aspect, too,
Senator: That the funds which we will be called upon to put in the
International Monetary Fund as our subscription fee would come
largely out of our own Stabilization Fund, That fund is, as you know,
separate from the specie reserve which is behind the note issue, and so,
to the extent that we can use that amount, which would be 1.8 hillions
it will not further reduce the reserve ratio. That is an important
fact to remember, because there are some who are worried about the
declining gold ratio, and about the prospect that we are going to further
reduce it by our subscription, but most of it will come out of the Sta.-
bilization Fund which is already set aside and is not included in the
monetar{’ base.

Does that answer your question ?

Senator Mtroock. Yes; that answers that quite satisfactorily.

Mr. WaITE. Fine.
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Senator Buck, Mr. White, inay I ask a question ¢

Mr, WirTe, Senstor Buck.

Senator Buck. In your answer to the Senator, is there really any
difference—in your explanation is there any difference if you hold
your currency a stable amount and change your gold value or your
quantity of gold, or if you keep your gold reserve and increase your
currency? I mean, don’t you see a difference there?

Mr, Waite, There is a difference, Senator, of a kind, and the differ-
ence rests on two grounds, Where you are losing gold—in other
woirds, where your reserve ratio diminishes because you are losing
gold

Senator Buck. Yes.

Mr. WutrEe (continuing}. Then people, as I said, begin Lo worry as
to whether or not the country will have encugh gold to meet later com-
mitments, external commitments, that it may have; and also people
begin to be concerned about the strength of the currency.

enator Buok. Yes; but in the value of the dollar itself there is no
difference?

Mr, Warre. There wouldn’t be unless that feeling of lack of con-
fidence became so great that you had a flight of currency, in which
case you might find it necessary to choose among several alternatives, -
and one of the alternatives that you might he forced to adopt is the
reduction—is the depreciation of currency. That is one of the things
that happened in 193G and 1937 in France, where the gold reserves
began to diminish because people in France were concerned about the
future value of the frane, or wanted to make speculative profits, and
they began to send their money out of the country. They went into
dollars and sterling and Swiss francs. That meant an outflow of
additional gold. The more reserves that went out, the more worried
people became and the more pressure on exchange became. One of
the consequences was a fall of the franc. '

1t is much, Senator, like a run on a bank, If they begin with-
drawing their funds from a bank, well, then depositors get worried,
and they withdraw their deposits, and the first thing you know the
bank is in difficulty ; whereas when the reserve ratio declines, as in our
case, pecauze the monetary supply is increased, it does not have the
same effect, particularly in wartime where it is expected that the
monetary supply will expand, and it is not a symptom of bad monetary

olicy. '
P Segator Buck. That was in France!?

Mr, Warre, That is right. QOur expansion of money is necessitated
by war. Everybody understands that and expects that, and it is true
in every country.

Would you want to begin with questions now, or shall I continue?

The Cuaremaw. All right,

Senator Tarr. Mr. Chatrman, T would like to ask one question here.

The Cmamman. Certainly.

Senator Tarr. Mr. White, going back to the question we discussed
before, of course one of the purposes of the fund is to get rid of all
of these various exchange restrictions, and so forth. Well, it seems to
me that article XIV to a large extent nullifies that, and that it is so
indefinite and so uncertain that we have no assurance that we are
going to get rid of any of these restrictions short of 5 years or perhaps
some time after 5 years. Do you wish to comment on t.hat?p
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I suggest that we are actually financing, if you please, tlie mainte-
nance 0% these restrictions against us, that they will be maintained for
the next 4 or § years, Whatis the use of going into this fund now with
the understanding that the restrictions are going to be indefinitely
continued ?

Mr. Warre. Senator, there have been some comments on that score.
There is little I might add. If we were given the choice, or if we had to
make a decision—Ilet us put it that way-—alone, that all restrictions
should be eliminated, we would say “No,” in our own interests as well as
the interests of the other countries, that should not be done, because
that would mean that the other countries would be in trouble right
from the start. The sitnation which confronts other countries, as 1
think you yourself, Senator Taft, pointed out earlier, is that they have
very sizable obligations in other currencies, they have a demand for
foreign goods substantially in excess of their ability to obtain neces-
sary foreigh exchange through their exports with which to pay for
those goods. Take the peoples in European countries. They have
been without goods for 6, 7, or 8 years; without many of the consumer
and manufactured goods that they need. If you were fo take the lid
off purchases from abroad you would find that importers in those
countries would give enormous orders to the few countries that are in
position to deliver them, both because they have been without those
goods and because many of them are in no position to produce such
goods now because their factories have not yet been converted from
wartime to peacetime, and in many cases the factories have been
destroyed.

S:nator Tarr, Mr, White——

Mr. Wiure, I would like to finish this question because I think it
bears on your point. This is an important point, Senator, that you
raised before, and I think it should be clarified.

Now, if there were no restrictions imposed by those countries on the
ability of their importers to purchase, those countries would have to
pay gold out of their reserves to get the foreign exchange necessary
to pay for the goods which their nationals have bought, Now, the
amount of gold which they would have to pay out in a short time is
so large compared to what they have that it wouldn’t take very long
before their reserves would be depleted far beyond the danger point,
and they would be forced to take one of several steps—

First, they could depreciate their currency in an effort to check that.
You see, when they depreciate their currency they make foreign goods
more expensive, and they make their goods less expensive, That is
one thing they would do. ' :

+ They might also impose low import quotas and finally restrictions
on exchange. They have no alternative. And any minister of finance
or any parliament or congress, faced with that contingency long before
it developed would foresee it and would say, “We cannot remove the
restrictions we have on purchases of foreign exchange because to do;
so would lead only to monetary chaos.” -

Senator Tarr. Mr. White, aren’t you saying it is impossible to carry
-out the &)urposes of the fund today? Isn’t that the substance of your
answer :

Mr, Warte, I don’t think so. May I develop my point and see
whether you agree?
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Senator Tarr. Tsn’t that it? Isn't it that you are saying it is im-
possible to abolish the exchange restrictions? That is the main pur-
pose of the thing, and it is impossible to do it ?

Mr, Waite. No.

Senator Tarr, Isn’t that your statement?

Mr. WmiTe. I don’t quite think so. T think there is something in
that which bears a resemblance to what I am saying, but I think the
difference is more important that the similarity. What I was pointing-
out is that it is impossible for many countries to operate without re-
strictions. It is impossible for them, and it would be bad for us, be-
cause the consequences of their attempt to do so would result only in
the very things that we are trying to avoid. And so we say to those
countries that during this unusual period, during this postwar period
when you have this enormous, piled-up backlog of demand, when your
factories are not yet reestablished on a penacetime basis, when your
trade is not yet reestablished, when your gold reserves are very low,
when confidence in your currency and in your political institutions
is at low ebb—we say, “During that period we want you to continue
those restrictions which are neccessary, and as soon as the necessity for
those restrictions disappear you are commited to remove them grad--
ually and as rapidly as possible.” And we have a period of 3 years
after which the situation is reexamined, and at the end of 5 years they
need permission of the fund in order to continue the vestrictions.

So that one of the purposes of the fund, as you well state—one of’
the important purposes of the fund, Senator, 1s to move toward the
elimination of restrictions. We do not want restrictions imposed
where they are not necessary and are maintained or imposed for the
purpose of the national advantage of a country when 1t is not war-
ranted by the general sityation,

Senator Tarr, But we put up our $2,750,000,000 now.

Mr. Wurre. Yes.

Senator Tarr. And whether we cut these restraints, the purpose of
it, f{years from now, is in the lap of the gods,

r. WHrTE. I think that each country puts up its amount, and the
amount each country puts up is important to it, and we move in the
direction of eliminating those restrictions. Senator, I think it must
be borne in mind that tﬁe role of this fund is not solely to function for
the immediate postwar period. This is a permanent institution, and
you have to make progress gradually. We are attempting to do some-
thing along these Iines for the first time in history. We are attempting-
to get countries to cooperate together toward the elimination of the
type of restrictions which result in general lowering of the level of
world trade. Now, that achievement must be a gradual process. If
you attempted to do it suddenly, drastically, you would get nowhere,
It would simply end in a break-down. You have to do it gradually..
You have to recognize the difficulties which other countries are faced
with. Now, that 1s what we have done.

Senator Tarr. I understand. Now let me——

Mr. Warre. That is why we allowed time in whiech to move in that
direction.
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Senator Tarr. Let me read this, This article XIV, section 2, page
29:

In the postwar transitional period members may, notwithkstanding the provi.
slons of any other articles of this agreement, maintain and adapt te changing
rircumstances {and, in case of members whose territories have been occupied
by the enemy, introduce where necessary) restrictions on payments and transfers
for current international transactions.

Now, I take it that that means these restrictions may not only be
maintained where they have previously existed, but they may be
adﬁfted to changing circumstances, whatever that means.

r. Wirre. That is correct; yes.

Senator Tarr. And also, as far as any country in Europe is con-
cerned, brand-new ones may be imposed to an unlimited extent or-—
no; I take that back. May be imposed—
and, in the case of members whose territories have been occupied by the
epemy * * .

That means France, Belgium, Holland, every other country they
are in,

Mr. Wartr, Most all Europe.

Senator Tarr, Would you say that Sweden would not introduce new
restrictions?

Mr, WHxrte. Noj; I should not think so. But Sweden doesn’t happen
to be a member. Maybe she will be some day. But if she were, it
would not be a country that would be regarded as occupied by the
enemy.

Ser?ator Tarr. Have you read the monetary agreement between
Great Britain and Sweden, dated March 6, 1945¢

Mr. Wurre. Thave. I don’t know whether I would be familiar with
all the details, but 1 am familiar with the general terms,

Senator Tarr. Well, this is an agreement. Mr, Chairman, I think
it ought to be inserted in the record, if I may insert it at this’'point.
I do not want to read it all. It isn’t very long, It is only three pages.

(The monetary agreement between Great Britain and Sweden is as
follows:) :

Sweden No. 1 {1945)

MONETARY AGREEMENT BETWEEN THE GOVERNMENT OF THE
UNITED KINGDOM OF GREAT BRITAIN AND NORTHEIRN IRETLAND
AND THE GOVERNMENT OF SWEDEN

London, 6th March, 1945

Presented by the Secretary of State for Foreign Affairs to Parliament by Com-
mand ¢f His Majeaty

The Government of the United Kingdom of Great Britain and Northern Ire-
land of the one part, and the Government of Sweden of the other part, have
agreed as follows:—

ARTICLE 1.

(i)} The rate of exchange between the Swedish krona and the ¥ sterling shall
be Swedish kronor 1690 = £1,
(ii) This rate (hereinafter referred to as “the official rate”) shall not he
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warled by elther of the Contracting Governments except after giving to the
©other as much notice as may be practicable,

(ili)In all territorles where they have jurisdiction the Contracting Govern-
ments shall enforee the nse of the official rate as the basis of all transactions
Involving a relationship between the two currencies,

(iv)The Bank of England snd Sveriges Riksbank, as agents of their respective
Governments, shall fix by mutual agreement the maximum spread zbove or below
the official rate which will be authorised on the markets which they control.

ARTICLE, 2.

(1) The Bank of England (acting as agents of the Government of the United
Kingdom) shall sell to Sveriges Riksbank {acting as agents of the Swedish
‘Government), against Swedish kronor to be credited at the official rate to the
Bank of England’'s No. 1 Account with Sveriges Riksbank, sueh sterling as may
‘be required for payments which residents of S8weden, under the exchange regula-
tions in force in Sweden, are permitted te make to residents of the sterling
areq.

{ii} Sveriges Rikshank {(acting as agents of the Swedish Government) shaill
sell to the Bank of England (acting as agents of the Government of the United
Kingdom), against sterling to be credited at the official rate to Sveriges Riks-
bank's No. 1 Account with the Bank of England, such Swedish kroner as may
be reguired for payments which residents of the sterling area, under the ex-
change regulations in foree in that area, are permitted to make to residents of
Bweden.

ARTICLE 3,

(i) The Bank of England shall have the right at any time to sell to Bveriges
Riksbank against all or part of the sterling halances held by that Bank either
Bwedish kroner at the official rate or goid to be set aside at the Bank of England
in London.

(ii) Sveriges Riksbank shall have the right at any time to sell to the Bank
of England against all or part of the Swedish kronor balances held by that
Bank either sterling at the official rate or gold to be set aside at Sveriges Riks-
bank in Stockholm.

(iii) Gold =et amide in Stockhoim in accordance with the provigions of this
Article shall be at the Bank of England’s free disposal and may be exported.

{iv) Gold set aside in London in accordance with the provisions of this Artlcle
shall be at Sveriges Riksbank's fiee disposal and may be exported.

ArTICIE 4.

{1) The Government of the United Kingdom shall not restrict the availability
of sterling at the disposal of residents of S8weden for making—
() transfers to other residents of Sweden;
(B} payments to resldents of the sterling area; or
{c) transfers to residents of countries outside Bweden and the sterling
area to the extent to which these may be authorised by the United Kingdom
Government under the arrangements contemplated in Article 8 (iii) hereof.
{ii) The Swedish Government shall not restrict the availability of Swedish
kronor at the disposal of residents of the sterling area for making—
{u) transfers to other residents of the sterling area;
{b) payments to residents of Sweden; or
(¢) transfers to residents of conntries outside the sterling area and Swe-
den to the extent to which these may be awthorised by the Swedish Govern-
ment under the arrangements contemplated in Artiele 8 (ifl) hereof,

AgpricLE 5.

To the extent to which Sveriges. Rikshank requires sterling area correncies,
other than sterling, for the purpese of providing for payments in the countries
where such currencles are legal tender, Sveriges Riksbank sball purchaze them
through the Bank ¢f England against payment in pterling.
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ARTICIE 6,

The Contracting Governments shall co-operate with a view to assisting each
other In keeping capital transactions within the scope of their respective policies,
and in particular with a view to preventing transfers which do not serve direct
and useful economic or commercial purposes,

ARTICLE T.

Any sterling held by Sveriges DRiksbank shall be beld and invested only as
may be agreed by the Bank of England, and any Swedish kronor held by the

Bank of England shall be held and invested only as may be sgreed by Sveriges
Riksbank,

ARTICLE 8.

(i) If, during the currency of this Agreement, either of the Contracting Gov-
ernments adheres to a general international moneiary agreement, the terms of
the present Agreement shall be reviewed with & view to making any amendments
that may be required.

{iil) While the prescnt Agreement coatinues in force the Contractlng Govern-
ments ghall co-operate to apply it with the necessury flexibility according to eir-
cumstances. The Bank of England and Sveriges Riksbank, as agents of their
respective Governtnents, will maintain contact on all technical questions arising
out of the Agreement and will coliaborate closely on exchange confrol matters
affecting the sterling area and Sweden.

{iii} As opportunity ofters the Contracting Governments shall seek with the
consent of the other interesfed parties—

{2} to make Swedish kronor at the dispozal of residents of the sterling
ares and sterling at the disposai of residents of 8weden available for making
payments of a current nature to residents of countries outside the aterling
aren gnd Bweden ; and

(b) to enable residents of countries outside the sterling ares and Sweden
to use sterling at their disposal to make payments of a current natuore to
residents of Sweden and to use Swedish kronor at their disposal to make
payments of a current nature to residents of the sterling area,

(i¥) Notwithstanding that each of the Contracting Governments shall be alone
responsible for its monetary relations with third parties, they shall maintain
contuct wherever the monetury relitions of fhe one affect the interests of the
other,

ARTICE 9,

For the purposes of the present agreement—

{i} The expression *the sterling area™ shall have the meaning from time to
time assigned to if by the exchange control regulatlons in foree In the United
Kingdom.

{1i) Transgactions hetween the Bank of England and Sveriges Ltiksbank are to
be considered as transactions between the sterling aren and Sweden,

{ill) Transactions entered into by the Government of any territory within
the sterling area or hy the Swedish Government are to be congidered as trans-
actions entered into by & resident of the sterling area or Sweden, respectively.

ARTICLE 10.

The present Agreement, which ghall be suhject to review and adjustment after
mutyal eonsultation, shal! be deermed to have ¢ome into force on the 1st day of
January, 1845, At any time thereafter either Contracting Government may
give written notice to the other of its intention to terminate the Agreement and
the Agreement shall cease to have effect three months after the date of such
notice. It shall terminate five years after fhe date of ifs coming into force unless
the two Contracting Governments agree otherwise,

In witness whereof, the undersigned, duly autherized by their respective Gov-
ernments, have signed the present Agreement and have affixed thereto their geals.

Done in London, in duplicate, the 8th day of March, 1945,

(L8.y ANTHONY EDESN.
(L.3) Erig BOBEEMAN.
T5675—40—13
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Senator Tarr, This is an agreement by which they have entered
into an agreement with Sweden, stabilizing the Swedish currency and
the British currency, and the Swedish Government undertakes not
to restrict the availability of Swedish kronor. I read from article
4 (ii):
ghall not restrict the availability of Swedish kronot at the disposal of residents
of the sterling area for making—

(a) transfers to other residents of the sterling area;

() payments to residents of Sweden; or

(e) transfers to resldents of countries outside the sterling area and Sweden
to the extent to which these may be authorized by the Swedlsh Government
under the arrangements contemplated in article 8 (iil) hereof, )

As T read it over, it seems to me to be imposing a kind of bringing
of Sweden into the sterling bloc and imposing of restrictions on the
availability of what the Swedes may do regarding the making of dol-
lars avai]a%le or getting dollars with sterling.

Mr. WaIre. Senator, that type of agreement is one of a large num-
ber of arrangements which are heing made—we ourselves are making
some of a somewhat different character—and which are made not only
with our full knowledge but with our approval. They are monetary
arrangements between two countries which seek to reduce the danger
of a scarcity of foreign exchange,

England will say to Sweden—she may have another arrangement
with France, and so on—it will say to those countries:

If we are selling you goods, we will accept your krondr, and we won't submit
thoge kronor for conversicn into gold until we reach a certain level at which
time we want to rediscuss and see where we go from there.

Similarly, you are to pay sterling in return for Swedish cxports to England.
We will let sterling balances which may resnlt pile up in the central bank uniil
they reach & level at which we want to reexamine the gituation.

Senator Murpock. Mr. White,

Mr. WarTe. Senator Murdock.

Senator Murpock. May I ask this question: Could that be con-
strued as an effort on the part of England to keep away from gold ?

Myr. WarTe. No, no, England is in the position where she must
import goods and is quite uncertain about her ability to export, and
quite reluctant, as one can well understand in view of the frozen
balances and other commitments, to have her gold reserves diminished ;
and so she is seeking to make arrangements with other countries so
that they will accept each other’s currency without presenting them
for redemption in gold or attempting {o sell them on & third market,
which might have the effect of draining gold from her reserves. Up
to a certain level it is almost like—if I might merely hit the high spots
and leave out many of the qualifying technical details—it is much as
though Sweden would say to England, “We will sell you goods on
credit. That is, you will pay for the goods, but you will pay us in
sterling, and we will accept sterling up to a certain amount. Your
British importers will keep the sterling on deposit,” which is a way—

Senator Tarr. Doesn’t it amount to this? Now, doesn’t it come
down to this? Isn’t England saying to Sweden, “If we buy any-
thing from you, you have got to buy semething from us”? Isn’t that
about it? In other words, isn’t it one of these bilateral trade agree-
ments which are supposed to be eliminated by this whole plan?
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Mr. Warre. No.

Senator Tarr. Isn’t that what it comes down to?

Mr. Wuire. No, Senator. It does have some aspects of that, but
again the differences are more significant than the similarities. You
are not dealing with countries in which the Government does the
trading. England doesn’t say to Sweden, “You buy this from us, and
we will buy this from yon.” The people who do the buying and the
people who do the selling are private individuals, private corpora-
tions.

What England is.saying to Sweden is that, “If our pcogle buy from
you, they will pay for it in the way people always pay; they will pay
for it with their sterling, but your central bank will accept sterling
and hold it up to a certain amount.” '

Now, then, the Swedish individual—the Swedish corporation—
buys his goods wherever he wishes. He buys it in the cheapest mar-
ket, Sweden is a country that can afford to operate, I think, after
the war, and probably will, with no restrictions. It has adequate gold
reserves, It has not been subjected to the same disruption as other
countries, and I think you will find that the Swedish individual will
be able to buy in whatever market he wishes. If an American ex-
porter can offer machinery, or whatever it is that Swedes wish to
buy, cheaper than the British exporter, the Swedish individual will
buy in the United States, and his Government will pay gold; but
should -a Bwedish importer prefer to buy in England, then England
will accept a krona balance, or reduce Sweden’s sterling balance.

Senator Murpock. Well, but doesn’t the arrangement, then, hold
intact the gold reserves of both countries and maie them dependent
on their own currencies—rather, on the currency of both countries
and all countries’ gold? It seems to me that if you carry the thing—
take off the thing—that they will hold it up to a certain point. Re-
move that entirely and you move off gold entirely, don’t you?

Mr. Warre. Well, that is true, Senator Murdock, except that—and
this exception is vital—except that neither Sweden nor England nor
any other country will accept balances in other countries’ currency
more than a relatively small amount, any more than we would. The
only time countries have been willing to sell goods and aceept a foreign
balance of large magnitude has been in the case of India, for example,
where India has sold goods to England and accepted sterling in pay-
ment. and has at the same time agreed that she will not be able to
use that sterling except under conditions set by England, But that
is because England is at war and England regards India as an ally
and part of the Empire, and believes India should ceoperate. The
extent to which India has a choice in the matter is something else
again. But that is quite a special circumstance. You would not get
that situation hetween countries which are completely independent,
that is, not to the same magnitude. If you did, as Senator Murdock
says, gold would have less importance. If countries were willing to
accept in unlimited extent the currencies of other countries, it would
be a quite different matter.

Senator Tarr. Mr. White

Senator Murpock. Well, let us look at it from this angle. Let us
suppose, as has been indicated, I think, by what has been said in Eng-
land, what has been published in England, and also in this country,

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



190 BRETTON WOODS AGREEMENTS ACT

that England is rather anxious to get away from gold as an inter-
national exchange, ’

Mr. Warre. Well, I—

Sengtor Murpoor. Now, if that is true——

Mr. Warte. Senator, I don’ think that is the case.

Senator Murnock. Isn’t the natural thing for England to do to
begin by this stepping-stone process of first putting on limits and
then getting away from gold entirely?

Mr. Wiare. Senator, I don’t think that England is at all eager to
get away from gold.

Senator Murpock, Well, it has been intimated that she is.

Mr. Warre. On the contrary, I think probably England would be
one of the last countries to want to eliminate gold, because her em-

_ pire is a very large gold producer. The British Empire has a bigger
stake in gold—at least in gold production—than we have.

Senator Murpook., That wonld be my conclusion, but it has been
intimated during the hearings, as you well recall, that England has
wanted to get away from go]g.

Mr, Wirre. Well, no; I quite agree with your conclusion,

Senator Murpock. Whether that is true or not, I don’t know.

Mr, Wyrre, Definitely not, I think,

Senator Murpocs. It is hard for me to tell.

Mr. Waze. Definitely not. What England is trying to do is pre-
cisely what I think this committee would try to do if we were faced
with the same situation England is faced with; she is trying to make it
possible for her importers to buy as much as they think they reason-
ably need and can pay for, without pressure on England’s gold re-
serves, beeause England cannot stand much depletion of her gold
reserves, because her gold reserves are not large.

Senator Tarr, Well, Mr. White, what I want to indicate i3, not
only, it seems to me, is this thing a license to continue existing restrie-
tions, but it appears to me as regarded by the British as a license to
extend their restrictions and build up a lot of special arrangements.
Lord Keynes has, I think—perhaps I may have read this before—
sald—

It iz clearly recognized and agreed that durlng the pestwar transitional period,
of uncertain duration—
incidentally he doesn’t say anything about 5 years; it is “uncertain
duration,” '

Mr. Warte. But the articles say—and the fund’s operations will be

ided by the articles of agreement and not by any statcment of Lord

eynes.
enator Tarr. Yes: but after 5 years you consult as to-what you
shall do about it, and if the Board doesn’t want to insist upon it-—and
- they won’t if the British are very strong about it-—the 5 years is going
to be extended indefinitely. :

However—
of uncertain duration, we are entitled to refain any of those watrfime restrictions
and special arrangements with the sterling area and others which are halpfnl
to us, without being open to the charge of acting contrary to any general en-
gagements into which we have entered,

And it occurs to me that they haven’t show any indication that they
are going to abolish imperial preferences, that they are going to open
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their market to our imports. I cannot see anything in this whole
agreement that assures us that we will get what we are supposed to
get, namely, an abolition of the existing restrictions which are said to
have hampered our exports,

Mr. Warre. Senator, this agreement deals only with the monetary
and credit agpects of international economie transactions, and it does
not deal, as you point out, with the possibility that England may hold
onto her Empire preference so far as trade is concerned. Tt does not
deal with such things as the height of import quotas The answer to
that is the one that has been given a number of 11mes : That the Bretton
Woods agreement only attempts to help solve the monetary and eredit
problems; that there are other prob?ems that remain. There are
commercial policy problems that remain. Some of those other prob-
lems will be the subject for discussion or legislation in Congress. Yon
are considering right now the reciprocal trade agreements, which is
another phase of the problem. They are all mterrelated but Bretton
Woods deals only with the monetary and credit aspects; and as it does
deal with them effectively, it, in cur opinion, constitutes a long step
toward the elimination of restrictions, of monetary practices, which
stand in the way of an expanding world trade. :

Senator Miruikrw., Mr, Chairman,

The Cratraran. Senator Millikin.

Scnator Mmuikin. Senator Taft, would you mind Speclfymg, be-
fore you leave this subject, how many agreements of that type have

been entered into by Great Britain?

Senator Tarr, T don’t know, frankly.

Mr. Warre. I will be glad to give you what mformatlon we have.

Senator Tarr, T have here a copy

Senator Miruirin, Will you put 1t in the record?

Mr. Warre., Yes; I will be glad to.

Senator Tarr. T have here a copy of the agreement between England
and France—the French Republic—which deals in general with the
immediate problems but contains an annex that is very much similar
to the Swedish agreement. I shall be glad to put that in, and perhaps
Dr, White could produce——

Mr. Warre., I will submit a list. '

Senator Tarr. I have also an Anglo-Chilean exchange agreement,
but that was prewar really, made about 1940, and I don’t thmk it hag—
it may not be the last one.

Mr. Wurre. There are a number of them, nnd England probably
will attempt to consummate more. Their hasic pattern is the sams.
There are differences as to amounts and differences as to certain ad-
justments and settlements, but the basic pattern is the same; and they,
as I say, are consummated with our knowledge. That is What they
should do in the circumstances that they are in, and they will help
reestablish world trade and help put England on {ts foet economically,
and help put many other countries on their feet economically, and to
the extent to which they do so do they lessen the pressure on their
demands for assistance from us.

Senator Barrer. Is there any basic inconsistency between those
bilateral agreements that cover a field not necessarily covered by this
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Bretton Woods agreement, and the agreement here that we are con-
sidering ?

Mr. Wiarre. No, Senator Barkley. They assist in reaching the stage
that is one of the objectives of the Bretton Woods agreements. The
situation which those countries are in makes it necessary for them
to explore all those possibilities to reduce their pressure and depend-
ence upon the International Fund.

We were asked about it. They maintained there was nothin
inconsistent with the Bretton Woods agreements. We agree that it
was desirable for such steps to be taken. It will help the functioning
of the fund, and it will make conditions move more rapidly to that
ideal state when we can have multilateral clearing.

Senator Murbocr. Mr, Chairman, in answer to Senator Barkley’s
question, it might be interesting to just read article 8 here; that is,
the first part of that.

Mr, WarTe. Yes.

Senator Morpock (reading) :

If, during the currency of this agreement—
this is the Swedish-English agreement—

gither of the contracting governments adhercs to a general international mone-
tary agreement, the terms of the present apreement shall be reviewed wlth a view
to making any amendments that may be required. :

Mr. WinTe. I am very glad you caught that, Senator. My col-
league just slipped me a note reminding me of the fact that when the
agreements are between members the document states that they are
consistent with the fund undertaking. They didn’t want te under-
take any arrangement

Senator Tarr, Well, may I suggest I wasn’t saying it was incon-
sistent with the fund. My point was that it was consistent with the

“fund, that the fund expressly permits, apparently, the continuing of
this kind of special agreement for 5 years or indefinitely thereafter.
The suggestion is not that, My whole point has been that the agree-
ment is so drawn that it itself permits the defeat of the very purposes
that are said to be the principal purposes of the fund. I am not so
sure about Sweden, because that might be a doubtful question,

Mr. Warre. If you will go over each one of the purposes which are
in article I, 1 thiI‘H( that you probably will find that they are all very
excellent purposes and that if any action that any government takes
is in aceord with those purposes, and no action that any member gov-
ernment takes is out of accord with those purposes, we shall have
achieved a state of international economic relations and a state of
world prosperity and peaceful relations that is much to be desired,

Senator Topey. According to what you have just read, then, isn’t it
a fact that the net result is that these other nations may have these
multi- or bi-lateral arrangements but recognize that when the fund |
is a fait accompli in effect that is the major document and the major
movement, that will supersede these other things?

Mr. WHyte, It will make them subsidiary.

Senator Towmey. That is what I am getting at: make the fund
predominant.

Mr. Wmre. That is right. I think the point that is expressed in
one of your remarks, Senator Taft, is well taken, and it is this: that
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the progress that we can make in this area is gradual; that in view
of the very disrupted conditions of the past 10 years you cannot at-
tempt to introduce a completely orderly and ideal arrangement in a
short period of time. It is just as though you are dealing with an
individual who has suffered severe wounds as a result of a bomb ex-
ploded right near him, and you cannot get him back to working state
as quickly as you would like, You have to heal certain wounds; you
have to permit him time to make his adjustments, et cetera. Bui cur
program, which is the important thing, Senator, is looking toward
steady progress each year being made toward reaching that state of
affairs that I think we all want.

Senator Tarr. My suggestion is that you can only reach that state
of affairs by direci agreement of a much more drastic character set-
tling other questions besides this with each country, and that as far
as this is concerned there is no immediate need for it; that 3 years
from now is just as good as now, The very fact that you have to
except from 1t shows it. In other words, it iz the cart-before-the-
horse argument you referred to as to that, and I think it is an eminently
sound argument. I think that if you want to cure these things you
have got to cure them by an agreement with each country in somse
way.

Mr. Warre. The only thing, I think I would say that

Senator Tarr. And outside the realm of monetary. My point is
that the other questions, trade questions, are far more important than
monetary,

Mr, Warte. Well, you may have that feeling, but Bretton Woods
attacks the monetary and credit problem, which is a very important
part of the others. Without settlement of the monetary aspects you
would have a very difficult time settling the other trade problems.
And with respect to making special bilateral agreements T think yon
will find, Senator, that few countries would give up the sort of thing
that you are suggesting through bilateral arrangement with us. Eng-
land wouldn’ consider for one moment making a bilateral arrange-
ment with us which would call for elimination of all her restrictions,
or exchange transactions unless we did one thing: unless we were will-
ing to say to England, “All right; you remove your restrictions. You
put an end to these various bilateral arrangements. We'll finance
you. We'll supply you with all the dollars you need.”

Senator TarrT. l%ot all the dollars they need, I hope.

Mr, Warre. Well, all the gold they need.

Senator Tarr. T weuld be 1n favor of some reasonable adjustment,
but not anything they ask for,

Mr. WemE. 1T we were willing to finance them fo a very great ex-
tent, if we were willing to say to England: “We will give you”—not
loan you, mind you, because they have stated, I believe, they would
hesitate to undertake large loans because they only have to pay them
back and with interest.

Senator Tarr. I don’t understand that,

Mr. Warre. And they say, “If you will give us some lend-lease, or,
if you don’t like the word ‘lend-lease’ maybe you can find some other
word the effect of which will be the same; if you are willing to give
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us a large sum of money, you will solve our present problem.” There
is one important person, connected with a very large bank, who has
even suggested that we give England $5,000,000,000, Well, that is
very generous of him to suggest that the American people give Eng-
Iand $5,000,000,000 and after we give England $5,000,000,000 you wi

help her solve a lot of her problems, but you also will have on your
hands the problems of some 30 or 40 other countries, who may want
$25.,000,000,000 and T can think of no way

Senator Tarr. I am not associated with any large bank, and T am
not in favor of giving away $25,000,000,000.

Mr. Waite, No, Senator; I was not quoting you. This wag some-
body else.

Senator Toeey. And it begins with “A.,” doesn’t it.?

Senator Rancrirre, Dr, White, you stated just a8 moment ago, 1
think, that trade agreements may be intrinsically more important than
this monetary arrangement. '

Mr. Warte. I stated that it would be intrinsically more important?

Senator Rapcrrrre. Well, T don’t know whether you went as far as
that or not. Senator Taft may have.

Mr. Warte. No; I wouldn’t have said that, because I don’t believe
that, Senator.

Senator Rapcerrre. Well, assuming it, whether you did or not say so.

Mr. Warre. I see.

Senator Rapcrirre. But you also stated—and you did state, I thinl,
that you felt that the putting into operation of these monetary arrange-
mens would have a tendency to facilitate making trade agreements,

Mr. WaitE. True. _ :

Senator Ravcuirre. Trade arrangements. Now, you wouldn’t sug-
gest, would you, that these monetary proposals be held up so that the
two conld be worked out simultaneously, would you?

Mr. Warre. Noj definitely, I would not. Tt is easier to make trade
arrangement after you have had monetary arrangements.

Senator Rapcrirre. In other words, this is a natural step?

Mer. Waire. I should think so.

Senator RancrirFe. And you think it is a natural step toward work-
ing out trade agreements, agreements with regard to trade, later on?

Mr. Warre. That was the opinion, T think, of most of the experts,
When we were considering the sequence of proposed solution -of the
postwar problems, it was agreed that the monetary was most urgent.

Senator Rapcuirre. At least, the making of these agreements
wouldn’t tend to militate against or in any way impede the making of
trade agrements later on?

Mr. Waute, Oh, no. _

Senator TarFr. Mr. White, are not the currencies of these principal
countries fixed today by agreement de facto? Don't we have an
agreement:

Mr. Warre., In some cases.

Senator Tarr. Don't we have an agreement with Great Britain for
the pound at $4.021%4 or $4.037 You so stated sometime, I think,
yesterday.

Mr. Warte, I don’t remember having stated we had an agreement
with them, Senator.
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Senator Tarr. I just put in the record an agreement of England and
France in which the franc is stabilized with the pound at 200 francs to
the pound. I have just put an agreement in the record, an agreement
with Sweden, by which the Swedish krona is stabilized with the pound,
16.9 kronor to the pound.

Mr. WaITE, Yes.

(Financial agreement between Great Britain and French Republic
is as follows:)

France No. 1 (1945)

FINANCIAL AGREEMENT BETWEEN THE (ROVERNMENT OF THE UNITED KINGDOM OF
GREAT BRITAIN AND NORTHFEN IRFLAND AND THE PROVISIONAL GOVERNMENT OF
THE FRENCH REPUBLIC

Paris, 27th March, 1945

Prezented by the Becretary of State for Foreign Affaivs to Parllament by
Command of His Majesty

Tae Provisional Government of the French Republic (hereafter called the
French Government) and the Government of the United Kingdom of Great Britain
and Northern Ireland (hereafter called the Government of the United Kingdom) :

Desiroug of developing to the maximum commercial cxchanges between the
franc arca and the sterling area, and of facilitating current settlements, espeecially
commercial payments, between the two areas; and, further,

Desirons of reaching a final settlement of the various financial elaims which
have arisen between the two Governments sinee the heginning of the war,

Have agreed as follows :—

SECTION 1.
ARTICLE L.

1—{(a) The Government of the United Kingdom shall make available to the
French Government & non-interest bearing credit up to £100 millions, to be avail-
able up to the 28th February, 1946, The Bank of England shall open in the name
of the ¥French Government an account to be ealled Account A, to which instal-
ments of this credit shall be paid at the request of the Bank of France {actiug as
the agent of the French Government). This Account A will be utilized by the
French Government in order to provide funds, so far as this is necessary, for the
usecount of the Bank of France at the Bank of England.

{6) The French Government shall make available to the Government of the
United Kingdom a non-interest bearing credit up to Franes 20 milliards, to he
available up to the 28th February, 1948, The Bank of France shall open in the
name of the Government of the United Kingdom an account to be called Account
A, to which instalments of thiz credit shall be paid at the request of the Bank of
England (acting ag the agent of the Government of the United Kingdom). This
Account A will be utilised by the Government of the United Kingdom te provide
funds, so far as this is necessary, for the account of the Bank of England at the
Bank of France,

{¢) If the figure of £100 millions mentioned in sub-paragraph (a) above, or
the figure of Francs 20 milliards mentioned in sub-paragraph (b) above, should
prove insufficient, the two Governments shall consult together with w view to
increasing these figures as necessary in order that there shall always be sufficient
funds in the account of the Bank of France at the Bank of England and in the
aceount of the Bank of England at the Bank of France. .

2, On the 28th February, 1946, a bhalance shall be struck by comparing the
drawing to date of the Government of the United Kingdom and the French Gov-
ernmhent on their respective A Accounts, Thiz balance shall be struek in the
currency of the creditor Gevernment. To thig end the drawings made In the
currency of the debtor Government ghail he converted into the currency of the
creditor Government on the basis of the official rate of exchange in force at the
date of each drawing.
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ARTICLE 2.

1. If, on the 28th February, 1946, the ealeulation referred to in Article 1 (2}
ghove rezults in @ balance in sterling due from the French (Governmen{ to the
Goverpment of the United Kingdom, this balance shall be setiled as follows :—

{a) The French Government shall discharge the balance in gold up to the
equivalent of one-third of the gross total of the payments in franc or sterling
currencies made during the year ending the 28th February, 1946, from the franc
area to the sterling ares, excluding those payments made out of Account B
referred to In Article 4 below. This total shall be determined by agreement be-
tween the Bank of France and the Bank of England. ¢

(b)) If Account B referred to in Article 4 below shows on the 28th Febtuary,
1948, a balance in sterling in favour of the French Government, the French Gov-
ernment zhall utilise this balance, in so far as is necessary, to pay the remainder
of the amount due by them after the payment in gold mentioned in sub-para-
graph {a) above.

(e} If the payment mentioned in sub-paragraph (b} above shall not be suff-
cieut to liquidate the remainder of the amount due by the French Government, the
balance which ghall not have been reimbursed on the 28th February, 1846, shall
he carried forward on conditions to be agreed between the two Governments.

2. If, on the 28th February, 1546, the ealeulation referred to in Atticle 1 (2)
above resuits in a balance in franes due from the Government of the United
Kingdom to the French Government, this balance ghall be settled as follows ;—

{a) The Government of the United Kingdom shall discharge the balance in
gold up to the equivalent of one-third of the total of the payments in sterling or
frane currencies made during the year ending the 28th Fcbruary, 1946, from the
sterling area to fhe franc area, cxeluding those payments which are made into
Account B referted to in Article 4 below. This total shall be determined by
agreement between the Bank of Franee and the Bank of England.

(&) If the payment mentioned in sub-paragraph (a) above shall not he suffi-
eient to cover the total amount due by the Government of the United Kingdom,
the balance which shall not have been relmbursed on the 28th Febrnary, 1946,
shall be carried forward on conditions to be agreed hetween the two Governments.

ArTicry 3.

Ar from the date of coming into force of this Agreement settlemenis beiween
the frane area and the sterling area as well as the general monetary relations
hetween the two areas shall he regulated by the technleal provisions set out in
the Annex to this Agreement.

SECTION 2.
ARTICLE 4.

1. The Bank of England (acting as agent for the Government of the United
Kingdom) shall open a sterling ncecount te be called Account B in the name of
the French Government,

2. The following sums shall be credited to Account B :—

(@) Asd soon as possible after the signature of this Agreement the French
Government shall pay into Account B, by drawing on Aeccount A mentioned in
Artiele 1 (1) (e) zbove, the sum of £40 millions, which shall be decmed by the
two contracting Governmenis to be the equivalent of the excess of the sterling
monies in the United Kingdom belonging at the date of thiz Agreement to persons
resident in Continental Franee over the frane monies belonging at the same date
to Continental France to persons resident in the United Kingdom.

(&) The Government of the United Kingdom shall pay into Account B the
following sums:—

(1) The balance in the Franco-British Liquidation Account established in
July 1040,

{ii} Bums due by the Governnent of the United Kingdom resultmg from
the use since June 1940 of French merchant ships and from the disposal of
cargoes helonging to persons resident in the franc area.

(ii1) Sterling sums due by the Government of the United Kingdom to the
French Government In connection with the expendiiure of the British Armed
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Forces in the franc aresg during the perlod prior to the entry into force of
the present Agreement. .

3. The French Governrment shall pay out of Account B, as soon as funda are
available, the following sums :—

(a¢) The sum due by the French Government to the Government of the United
Kingdom as reimbursement of the advances made by the latter to the French
National Committee in accordance with the ternis of the Apreement of the Tth
August, 1940, (*) between the British Prime Minister and General de Gaulle.
This sum shall be determined by apreement between the two Governments.

{b) SBums due by tke French Government to the Government of the United
Kingdom for the period prior to the entry into force of the present Agreement
in connection with supplies furnished for the civil population of Continental
France by the Allied Armed Forces.

4, Any further sums may be pald into or out of Aceount B by agreement belween
the two Governments,

ARTICLE 5.

1. The Anglo-French Financial Agreement of the 12th December, 1939, is
hereby abrogated, and no claimg shall be made by either contiracting Govern-
mrent against the other in respect of it provisions.

2. The two Goveruments being desirous of walving all further financial claimg
against one another arising out of the prosecution of the war have agreed as
follows :—

{i) The French Government shall waive their claim to all payments by the
Government of the Unitéd Kingdom for—

(¢) The transfer to the Government of the Unlted Kingdom on the 16th
June, 1940, of the muniilion eontracts in course of execution in the United
States for the account of the French Government.

{5) The repayment of sums disbursed by the ¥French Treasury in respect
of debts cortricted In France prior to June 1940 by the Dritisk Expeditionary
Force, .

te) Repayment of the balance in faveur of the French Government in
the Heciprocal Advances Account set up in 1940,

{d) War material made available in 1840 by the French Government to
the Finnish Government on behalf of the Government of the United Kingdom.

(ii} The Government of the Unifed Kingdom shall waive their claim to all
payments by the French Government for—

{@) War material furnished to the "Turkish Government by the Govern-
ment of the United Kingdom on behalf of the French Government.

(b) War material furnished prior to the 1st July, 1944, by the Govern-
ment of the United Kingdom to the French Government.

{¢) Expendifure of the Government of the United Kingdom on the main-
tenance of French troops in the United Kingdom in 1940, other than expendi-
ture incurred under the provisions of the Agreement of the Tth August, 1040,
between the British Prime Minister and General de Gaulle.

(iii) (2) The Government of the Unifed Kingdom shall make avuilable to the
I'rench Government, free of ¢ost, in aceordance with the Annex to thig Arti-
cle, supplies of goods and services of agreed categories which shall be esti-
mated by common agreement to represent a total value of £45 millions.

(B) No part of the above supplies shall be sold by the French Government
outside French terrifories. )

{¢) The two Governments shall ¢o-operate to ensure that the total de-
liveries arranged under this paragraph shall reach the agreed amount,

{d) The twe (lovernments ghall also eco-operate with a view to defer-
mining which sapplies and services shall fall within the scope of this para-
graph, and which shall fall within ithe seope of Mutual Aid.

(iv)} In application of the provislons of paragraph 2 (i) {&) above, the French
Government shall refund to the Government of the United Kingdom the sums
which the latter has paid in dollars to an account at the Bank of Canagda in con-
nection with the transfer of the said munition contracts. This repayment shall
be made by instalments pari pessu with the implementation of the programme of
deliveries referred to in paragraph 2 (1ii) {a) above,

1ifranee No, 2 (1040)." Cmd. 8220,
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ANNEX TO ARTICLE 3,

{1) The two Governments will consult together from time {o time to draw
up the lists of supplies, materials, equipment and services referred to in Article
&, paragraph 2 (iii). They will draw up the first list as soon as possible,

(2) The supplies, materials, and equipment referred to may include any new
or second-hand article (apart from raw materials), which is, or which may be-
come, the property of the Government of the United Kingdom, and hag been pro-
duced or acquired for war purposes,

(8) The deliveries of the supplies, materials and equipment referred to in the
preceding paragraph may be either for the use of the French Military, Naval and
Air Foreces, having regard to Article 5, paragraph 2 (ili) (d), or for the satis-
faction of Frenech eivilian needs, and may include such categories as materials,
equipment and installations for ports, railways, inland waterways, road, ses and
gir transport, public works, telecommunications, mines, public utilities, hospitals,
housing, &c., as well as for manufactoring industries. This enumeration is purely
indieative, and i only intended to show those classes of French civilian needs
whirh are most pressing.

(4) The =servlces may include in particular those required in eonnection with
the shipment and delivery of supplies, to which reference has been made ahove,
and to charges for hire of such goods.

{5) The two Governments will do all in thelr power to see that the programme
iz implemented with the least possible delay.

{6) The global value of the supplies, materials and equipment included in each
list will be determined by common agreement, on the basis of original cost, after
making suitable deduction for depreciation due to wear and tear,

SECTION 3.
ARTICIE 6.

1. The Government of the Unifed Kingdom shall make available to the French
Government any information which, by virtue of the British regulations regarding
trade with countries in enemy occupation it may possess concerning azsets in the
sterling arer belonging to French nationals residing in the franc area.

2 The French Government shall make avallable to the Government of the
United Kingdom on & reciprocal basgis uny Information which it may have regard-
ing assets in the franc area belonging to persons of British nationality residing in
the gteriing area.

SECTION 4.
ARTICIE 7.

The Fingncial Agreement of the 8th Febrfmry, 1944, between the ¥French Com-
mittee of National Liberatioz and the Government of the United Klngdem shall
be abrogated as from the date of the signature of this Agreement.

ARTICLE 8.

1. The present Agreement shall be deemed to have entered into force on the
1st March, 1945,

2. The provisions of Section 1 of the present Agreement and the Annex attached
thereto shall be valid for one year. At least three months before the end of that
period (that is to say hefore the I1st Decerber, 1945), conversatlons shall take
place with & view fo examining the possibility of prolonging the provisions of
Section 1 and the Annex for a further period of one year, account being taken of
any modifications which circumstances may render necessary.

In faith whereof the undersigned plenipotentiaries, being duly authorised
thereto, by their respective Governments, have signed the present Agreement
and have affixed thereto their seals. :

Done this 27th day of March, 1945, at Paris in duplicate, in English and
French, hoth texts being equally authentic,

On behalf of the Government of the On bebalf of the Provisional Govern-
United Kingdom of Great Britain and ment of the French Republic:
Northern Ireland: R. PLEVEN.

JOHN ANDERSON.
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ANNEX T0O ANGLO-FRENCH FINANCIAL AGREEMENTS

I—{i) The Bank of England ghall open an account No. 1 in the name of the
Bank of Frauce which shall be credited with:—

(¢) Sierling amounts drawn from the credit placed at the disposal of the
French Government by lhe Government of the United Kingdom in accordance
with Article 1 of the Financial Agreement;

() Sterling amounts aceruing to the Bank of France as a result of sterling
setilements in accordance with thé exchange regulations in force in the Sterling
Area. :

(ii) The Bank of France ghall open an account No. 1 in the name of the Bank
of England, which shall he credited with :—

(¢) Franc amounts drawn from the eredit placed at the disposal of the Govern-
ment of the United Kingdom by the French (Government in accordance with
Article 1 of the Financial Agreement ;

(b) Frane amounts accruing to the Bank of England as a result of franc
gettlements in accordance with the exchange regulationg In force in the Frane.
Area.

(iii} Each of the fwo Banks is reguired at sll times, on the request of the-
other, to re-purchase gt the official rate the balanee on No. 1 Account standing in:
the name of the other, even though such re-purchase would necessitate drawing
on the credits referred to above. :

IIL—To the extent required for the execution of the Financial Agreement and
of fhe present Annex the Bank of France and the Bank of England shall sell
each other gold on a basis agreed upon between them.

III.—(1) The Government of the United Kingdom shall not restrict the free use
of sterling which may be at the disposal of residents of the Franc Area fori—

(e} All transfers to other residents of the Frane Area.

(b) All payments to other residents of the Sierling Area.

{¢) Transfers to residents of eountries not Ineluded in the Franc or Sterling
Areas to the extent that they may be sanctioned by the Governinent of the
United Kingdom in application of the arrangements contemplated in paragraph
VII (iii) (e) below,

{ii The Freach Geovernment shall not restriet the free use of franes which
may be at the disposal of rezidents of the Sterling Area for:—

(g} All transfers to other residents of the Sterling Area;

{b} All payments to residents of the Franc Area;

{ec) Transfers to residents of countries not included in the Franc or Sterling
Areag to the extent that they may be ganctioned by the French Government in
application of the arrangements contemplated in parapraph VII (il1) (g) below.

IV.—(i) To the extent that the Bank of Franee reguires currencies of terri-
torles of the Sterling Area (other thaun sgterling) in order to make payments in
such territeries the Bank of France shall purchase such currencies through the
Bank of England agalnst payment in sterling,

(i) To the extent that the Bank of England requires currencies of territories
of the Franc Area {other than the French franc) in order to make payments
in such territeriez the Bank of England shall purchase such currencies through
the Bank of Frauce against payment in franes.

V.—The Authoritieg responsible for Exchange Control shall mutually assist
one another to keep capltal movements between the two areas within the scope
of their respeetive policies and in particular in order to prevent transfers which
would not serve direct and wuseful econotnie or commercial purposes.

VI.—Any sterling held by the Bank of France may be held and invested only
&8 may be agreed by the Bank of England and any franecs held by the Bank of
England may be held or invested only as may be agreed by the Bank of France.

VIiI.—(i) If during the pericd of application of the present Annex the two
Governments become partics to a general international monetary agreement,
they shall review the provisiong of the present Annex with a view to making
any amendments which may prove necessary,

{il) So long ag the present Annex remaing in force the two Governments shall.
mutually assist one another to ensure its application with the necessary elastic-
ity as clrcumstances shall require. The Bank of France and the Bank of Eng-
land, acting for account of their respective Governments, shall maintain contact
on ull technical questions raigsed by the Agreément and shall collaborate closely
on questions of exchange control affecting the two areas,

(ii1) The French Government and the Government of the United Kingdom
ghall endeavour with the conzent of the other interested parties—
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{a} To make the francs which may be at the disposal of residents ol the
Sterling Area and sterling which may be at the disposal of residents in the Frane
Area available for payments of a current nature {o residents of countries not
included in the Franc and Sterling Aress.

{¥) To permit residents of countries not included in the Franc and Sterling
Aresg to use the sterling which may be at thelr disporal to effect payments of a
current nature to residents of the Frane Area and franes which may be at their
disposal to effect payments of a current nature to residents of the Sterling Ares.

{iv) Notwithstanding that each of the two Governments shall be alone
responsible for i1ts monetary relations with third countries, they shall maintain
contact wherever the monetary relations of the one affect the inferests of the
other, :

VIII.—AIll sterling transaetions in the Franc Area and all frane transactlons
in the Sterling Area shall be setiled on the basis of the official rate of exchange.

The official rate (at present Fres, 200=#1) may only be modified after mutual
consyltation.

IX.—For the purposes of the application of the Financlal Agreement dated this
day and of the present Annex—

(i} The expression “Sterling Area” ghall have the meaning assigned to it from
time to time by the Exchange Control Regulations in force in the United Kingdom.

(1i) The expression “Frane Area” shall comprise the following territories:—

Metropolitan Franee (which includes Corslea and Algeria).
French West Africa,

French Equatoral Africa,

Madgascar and its dependencies,

Réunion.

Freunch Somall Coasgt.

French Guiana.

Guadelonpe:,

Martinique.

8t. Pierre and Miguelon.

Freneh HEstablishments in Indig.

Indo-China.

New Caledonia.

French Establishments in Oceania.

The Condominium of the New Hebrides.

The Protectorates of Moroceo and Tunisia.

The French Mandated Territories of Cameroon and Togo.
8yria and Lebanon.

{iliy Notwithstanding paragraph (ii) above, the provizions of the Financial
Agreement dated this day and of the present Annex shall only spply to Indo-
China when the whole of its territory has been liberated.

{iv) The foregoing provisions shall not modify the existing arrangements
under which the Condominium of the New Hebrides and the French Establish-
ments in Indla which form part of the Frane Area defined in paragraph (ii)
ghall be regarded for certain purposes of exchange control as forming part
of the Bierling Area,

{v) Secttlements effecied by the Government of any territory included in
one of the two areas definod above shall be regarded as settlements effected by a
resident of the said area.

Senator Tarr. We have an agreement with France tentatively, ap-
parently, which our soldiers are suffering under, by which a frane is
equal to 2 cents. I suggest that as far as their monetary stabilization
is concerned, it is done now as far as the value is concerned, as far as
stabilizing it is concerned ; and now all this agreement does is to look
forward 5 vears to a time when there are some things that are coming
into force, but that, as a practical matter, England—there is nothing
that we accomplish today except exactly what we have got.

Mr, Ware. Senator Taft, there is only one fly in that very lovely
ointment of yours, and the fly is so big that there is very little ointment
left. What you call an agreement is not really an agreement in the
sense in which we are using the term “agreement” in the International
Fund.
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Senator Tarr. Isuggest it is not really an agreement, either, on these
questions.

Mr. Waite, Well, may I explain that, Senator, because any one of
the countries can alter its rate unilaterally merely by informing the
other and withdrawing from an agreement which doesn’t mean a great
deal to either party. Now, what we are trying to do is to get a multi-
Iateral arrangement in which countries cannot alter exchange rates,
and so forth, except by multilateral approval. We have an arrange-
ment ‘with Mexico, Senator '

Senator Tarr. But I suggest that the fund doesn’t do that; that for
5 years they can keep all the restrictions they want; that they can de-
value their currency 10 percent without even saying “boo”; that they
can devalue their currency more than that if they can set up——

Mr. Warre. If they can say “boo™ loud enough. [Laughter].

Senator Tarr. Well, no;if it is a fundamental disequilibrium. And
goodness knows, every country is in a fundamental disequilibrium, It
exists by hypothesis at the moment. Now, that may mean something 5
years from now, but it doesn’t mean anything today.

Mr, Warre, I am glad you spoke of fundamental disequilibrium,
because I had wanted to explain pessibly a little more carefully what
that term means.

Senator Downey. Mr, Chairman, before Mr. White finishes, if I
may make this comment, Mr. White and Senator Taft seem at some
previous meeting to have compared equilibrium here to a cart and a
horse, if T understand the colloguy.

Mr. Warre, 1 didn't. T think 1t was Mr. Acheson.

Senator Downey. Let me say this: It wonld look to me as thongh
the equilibrium that is now facing the world might very well be com-
pared to a jigsaw puzzle in which we have many pieces that we have
to fit together, and T think the sooner we can get any one of them into
place the better we shall work out the whole problem. When we can
get in Dumbarton Qaks, that is one piece of the jigsaw puzzle. When
we can gel petroleum fixed, that is another; aviation, another; food,
another; Bretton Woods, another; reciprocal trade agreements, an-
other; and so on. So as far as I am concerned, I am going to take
the viewpoint that even though we have to put the tail on the horse
before we put on the head, why, let us get in what we can as fast as we
can,

Mr. Warte. That is a splendid analogy, Senator. I am going to use
it, with your permission, at the next opportunity, because I think
it is mucﬁy more realistic than the horse-and-cart analogy.

Senator DowxEy, The Senator from Ohio may like to draw the
cart-before-the-horse case. I think it is a more complicated problem,
and T think we have to have more elasticity than we had in the past.

Senator BakgLEY. We may hope for it.

Senator Tarr. T think the Senator will hear from a great many
cxpert witnesses who will take pretty much the position I suggest, but
I am perfectly willing to leave 1t until we hear further.

Mr. Warre. I think he probably could hear—I don’t know that
he will hear, but he could hear from many more experts that his
analogy is an excellent one.

Senator Barsrey, If I might ask about these so-called stabilizing
bilateral agreements with regard to currency, of course it was neces-
sary in this temporary situation for the countries to enter into some
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sort of arrangement by which the value of the frane and the pound and
the dollar might be understood. Back in World War I the franc
was worth—well, I would say around 15 cents, I think they got.

Mr. Wane. Before, 20 cents when it started.

Senator BarxrLey. Twenty cents first, or 5 franes for a dollar, and
it went down to 6 or 7, and now the frane, due to the invasion and the
impotence of the French Government, has descended to almost nothing,
and there had to be some understanding as to how much a franc was
worth in dollars, So they agreed on 50 francs to the dollar. Dut it
s0 happens that in many instances—it is going on, I suppose, all the
time—that those who have more franes than they need particularly,
or who have francs they want to get rid of because of lack of con-
fidence in the franc, will give 250 francs for a dollar, or 200, Itisa
matter of common knowledge—-

My, WarTE. That is right.

Senator Barkrey. That, notwithstanding this effort to stabilize the
fr(zimlcl, under some circumstances you can get 200 or 250 francs for
a dollar.

Now, if it had not been for this effort to stabilize the franc at 2 cents,
there isn’t any way to tell how low the franc would have gone in the
matter of exchange compared to the dollar, and that would be true of
all these countries, wouldn’t it ?

Mr. Wharre. That is & very good point, Senator Barkley, because
when the question of the value of the franc came up for discussion
our concern was the one that you pointed out: we had to pay, or we
felt we had to pay, the soldiers in franes; and the reason for that Tl
})_oint out in a minute. It bears on this whole problem along the

Ines that you have indicated. We had to decide how much we were
going to pay cur soldiers. After all, Congress states that the soldiers
shall reccive a certain monthly wage in dollars, but how many francs
does that mean? We had to have an understanding of what the soldier
was to receive, The French Government said that their rate was
going to be 2 cents, so the American soldier receives 50 francs for his
dollar. And, incidentally, that wage in francs will be supplemented
by other things. It has been supplemented by some, but it will be
by more. So that the soldier will be better taken care of than he has
been. That is a separate matter, and if your committee is interested
in it the Army or Treasury can supply you with further details.
However—

Senator McFarvanp, It had to be a supplementary agreement,

Mr. Winre. I would like to add, Senator, that if we hadn’t paid
them in francs there was only one alternative, and that was to pay them
in dollars. Now, if we paid them in dollars, it weuld have meant that
every soldier would have dollars in his pocket. He would be an indi-
vidual exchange operator, you see. He would go on the market: “And
how much can I get for this in francs?” And nothing would have
contributed more to the monetary disruption in France; to deprecia-
tion, as you said, of the frane, and to inflation in France, than an open-
wide, free exchange between dollars and francs, with the soldier receiv-
ing a new supply of dollars monthly. You would find that the franc
might probably be Iower even than it is on the black market today. Tt
was to prevent that from happening that we agreed to pay our soldiers
in francs.
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Senator Barkrey. Well, of course, it is a scandalous situation to
have had our soldiers engagin% in black market with francs or dollars,
gither, Of course, all their allotments are paid in dollars to those to
whom they are made in this country. The only use that 2 soldier had
for francs in France was te buy something maybe that he wanted to
send home, or presents, gifts, or luxuries of one kind or another, be-
cause he got his food a,ng clothing. He didn’t have to buy that, And
while this whole situation, the depreciation of the frane, has sky-
rocketed prices in France so that you can hardly buy anything for
any reasonable amount—I bought a little trinket, a little pair of
earrings. It cost 271 francs. Well, in normal times that would be
almost as much money as you would pay for a gold trinket of that
sort. This was just a cheap thing. Well, of course, none of us has
to buy those things, but if we do buy them we have to pay the price.

But it geems to me that there wasn't any way to have avoided
some injustice to not only our soldiers but other soldiers who were
accepting the franc at 50 1E;er dollar, if he saw fit to buy things that
he wanted to buy with the franc. Otherwise, if you paid him in
dollars over there he would have been hawking those dollars around
all over France, and maybe outside of France, to see how much he
could get for them; and that, it seems to me, would have been an
impossible situation.

Mr. Warre. 1t would, Senator, because one of the consequences of
that would have been to so depreciate the franc and to so disrupt the
monetary system of France that any government that was in control
at that time would have been very greatly weakened and might even
have been overthrown. It is important, when a government returns
from exile that it gain the confidence of the people and for the peaple
to have confidence in their currency. If we had contributed i any
marked degree to a rapid deterioration of the franc it would have
meant not only a serious economic situation, but it might have meant
a serious political situation at a time, you remember, when we had
not yet defeated Germany.

Senator McFartanp. Yes, but, Mr, White—

Senator MiLLkIN, I have a question.

Mr. Wmrre. He has a question first, Senator.

Senator McFarLaxp. In fixing the value of a frane, shouldn’t you
base the exchange rate on the number of francs it takes to purchase
goods in relation to the purchase of the same goods in the United
States?  You should get a fair valuation, not an unfair valuation.
You are not deflating the frane, if a franc is actually worth, for in-
gtance, 300 to the dollar, by fixing that as the exchange. It is already
in that condition, and that is about the value of the franc if you are
going to buy something on the market there. Now, we haven’t helped
values any. The only thing we have done is penalize our hoys.

Mr. Wrrre. Well, Senator MeFarland, the first statement you have
made is quite correct, that one of the factors, and an important factor—
it is only one of the factors—that goes into the determination of a
reasonable rate is, as you described it, the relative purchasing power of
currency in a country. There are other factors, But when we say
that we didn’t want to encourage depreciation we refer to psychological

- and monetary phenomena which can have disastrous consequences, I
can explain turther, off the record, by taking a specific case.
T36T3—45——14
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(There was colloquy off the record.)

Senator Mirixin, Mr. Chairman.

The Crarestan. Yes.

Senator MumuikiN. I should like to suggest that we can carry this
argument of paying our soldier in the currency of the land in which
he happens to-be—you can carry that too far. In France, for ex-
ample, they have a very practical way of alleviating the advantage
of the dollar, when the dollar has an advantage, in the hands of an
American citizen. The merchant simply charges the American citi-
zen twice as much as he does the French citizen, and that is the
traditional way of handling those matters, and it works out all right
so far as the French are concerned. .

Senator BarxreY. The same thing happened in the last war, al-
though it has been a little worse in this war.

Senator MruuixinN. The same thing happened during the twenties
when we had dollar advantages in France. The merchants simply
abviated the advantage by charging the American move.

Senator Barrrry, Yes.

BSenator MiLrikin, If you wanted to beat that game you had to hire
a professional shopper who was a Frenchman to go out and buy your
stuff for you.

Mr. Warre. Then, too, I think, you know, the American soldier
naturally picks the best places to buy. He goes to the Rue de Rivoli
where the shops are very much like some of the Fifty-seventh Street
or Fifth Avenue shops, where prices even to local residenis are not
low. Sothat, too, is undoubtedly a factor, as you say.

Senator MmririN. Yes. And the French Juxury trades are a very
important part of the French economy and the French merchants
dealing in French luxuries have always been able to protect themselves
very nicely against any advantage that the dollar might have.

Mr. Warre. You know, off the record, Senator,

There was colloquy off the record.)
enator Burrer. Mr. Chairman, 1f we are through with this par-
ticular point now, I should like to ask one question of Mr. White.

The Crairvaw, Certainly.

Senator Brrrer. As I understand it, none of the nations which
are supposed ultimately to join this group have acted as yet.

Mr. Warre. To my knowledge, Senator Butler, none has acted.

Senator BurLer., But the attitude of the British Government per-
haps is rather friendly toward the proposal ?

Mr, Wurre. We have definite reason to believe thai the present
Government is friendly. )

Senator BuTLer. Yes,

Mr. Wrire. But they are in the same position as our Congress was
prior to its last election,

Senator BurLer. They are holding an election over there right
s001.

Mr. WaITE. Soon,

Senator BotrLEr. And one of the parties is the Labor Party, English
Labor Party, .

M. Wurre. That is correct.

Senator Butzer. And one of their pet projects is Government own- -
ership of the Bank of England.

org/
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Mr. Warte. And some of the large banks, whether they

Senator Borrer. Yes. If they should be successful in that, would
it be necessary to change any of the provisions in the Bretton Woods
apreement ?

Mr. Warte, No sir; because the role which central banks play is that
of fiscal agents of the Government; and if the British Government
were to own the central banks it would be not much different than
in other countries where the central bank is owned by the Govern-
ment. So it wouldn’t require any alteration in the articles of agree-
ment.

Senator Burter. Do you think their attitude toward it might be
different '

Mr. WmiTe. Do you mean the attitude of the Labor government ¢

Senator ButLEr, Yes.

Mr. Warre. I don’t know. I have confidence in the good sense of
the British people.

{ There was colloquy off the record.)

The Cuamrman. I notice the Senators like to get back to the floor,
and I have arranged, and if it is agreeable to the members of the
ccommittee, to have our hearings continue at 3 o’clock this afternoon
at the Distriet of Columbia room right opposite the floor, and there
we will finish—is there anything else to be ask of Dr. White?

Senator Tarr. You mean, do you want to adjourn now?

The CrarmAN. I thought then that we might adjourn now until
3 this afternoon. I hope all the Senators will be present.

Senator Topey. Will Mr. White continue ?

The Crarman. Mr, White will continue.

Mr. WaitE. Except Mr, Luxford and Mr. ’Connell may want to
go ahead on some of the amendments and legal aspects,

Senator Tarr, I have two questions more, I think, or two slight lines
to follow.

The Crarman. All right. Supposing we try that.

Senator TarT. Do you want to start now?

The CramrmaN. Very well. .

Senator Tarr. Mr. White, T have tried to go through here to see in
what respect the United States Government was limited and what
things actually tie our hands in the future, and the first thing I get,
section 4-2——

Mr, Wrrre. What article, Senafor ?

Senator Tarr. Article IV, section 2. We bind ourselves not to
depreciate our dollar more than 10 percent, as I understand it; is that
correct ?

Mr. Warre. We are subject to the same restrictions.

Senator Tarr. Unless there is some fundamental disequilibrium,
which is not likely to occur.

Mr. Warre. That is right.

Senator Tarr. Secondly, we have to maintain—we either have to
buy and sell gold or we have to regulate all exchange transactions
within a small fraction of the figure that is fixed,

Mr. Warre. I would like to correct my earlier statement. We
agree not to alter our ¢urrency value at all, but we have authority to
alter it 10 percent. Your second statement is correct, as I understand
it. -
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Senator Tarr, Then article IV, section 7, is a proviston that has not
been commented on, by which the value of gold may be changed.
{Reading ]}

Notwithstanding the provisions of section 5-h of this article, the fund, by a
majority of the total voting power, may make uniform proportionate changes
in the par values of the currencies of all members, provided each such change
is atpproved by every member which has 10 percent or more of the total of the
guotas.

That means, I take it, that the fund board may change the whole
value of gold. They may raise all currencies at once or depreciate all
currencies at onece in terms of gold, if they wish to do so.

Mr. Warre. Only, that in tﬁe United States

Senator Tarr. We have a veto power?

Mr. Warre, That is right.

Senator Tarr. But if it is done leaving us hanging in the air, there
1s almost 2 compulsion on us to do the same thing, isn’t there?

Mr. Warre. No; I wouldn’t think so.

Senator Tarr. If all the currency in the world is depreciated over-
night, do you think we could successfully stand out against an effort
to change our currency? :

Mr. Warre, The first thing you spoke of could be done only with
our approval. The purposes of the provision, I think, would clarify
the matter very materiaﬁy.

Senator Tarr. Incidentally, it stands to reason that it cannot be
done without the action of Congress, :

Mr. Wmite, That is correct, Senator Taft; but I will tell you what
the purpose of that is if you are interested in it,

Senator Tarr. What is that?

Mr, Warre., There has been controversy among economists, as you
have in all other scientific fields, in the last generation, about whether
there is enough gold or too much gold; whether the world is pro-
ducing enough gold to support the expanding population and expand-
ing trade; or whether the world is producing too much gold and thus
promoting steady inflation. Some think there is too much being
produced. Others think too little. Speaking for the Treasury, we
think the problem is academic.

Senator Tarr. I agree with you. You don’t think it makes much
difference?

Mr. Wurrs. Well, I wouldn't put it that way, Senator. 1 would
say that the rate of the production of gold which we foresee in the
foreseeable future does not significantly affect the problem, What
some people are afraid of is that some scientist will in his secret labo-
ratory discover a cheap way of producing gold, such as, for example,
the process of shooting one atom off of lead, thereby getting gold.
Gold has even been made out of sea water, at a terrific expense, but
they fear technological processes may be developed so that somebody
may discover how to make gold very cheaply. If that is the case,
there ought to be some protective clause which would make it possible
to simultaneously alter the value of gold without changing the ex-
change-rate structure. It is all in the realm of the highly speculative
developments of science in the future.

Personally, I am not much concerned about the possibility, but
should it happen in the future there is machinery by which the Con-
gress of the United States could approve a change. If, on the other
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hand, it is felt there is too litile gold produced—we do not feel that
is so, etther—machinery ig provided to ‘raise the value of gold, but I
think most people who worll)i in this field feel—in fact, I know only
very few whe do not feel the guestion is rather academic in the fore-
seeable years,

Senator Tare, It seems to me, except for the fact that we have the
veto power

Mr. Waire. That is why we put that power in.

Senator Tarr. It seems to me that is the most inflationary provi-
sion possible; if we could suddenly raise the value of gold to $150
now instead of $35, it seems to me that contemplates something be-
yond any common sense. :

Mr. Warre. That is why we insisted on the veto power.

Senator Tarr. My chief reliance iz on the veto power. I don’t
think Congress Woufd do it.

Mr. Wurte. You don’t feel badly because we protected our inter-
ests in that matter so completely?

Senator Tarr. No; I don’t.

Mr., Warte. That is why it is in, because we felt it was most un-
wise otherwise,

Senator Mirrarin, I should like to ask why we are worrying our-
selves for fear that someone is liable to knock an atom off of lead.

Mr, Wmre. I am not worrying, Senator,

Sel;ator Mmixin, What 1f someone invents a faster printing

ress?
P My, Warme. We would use fewer presses and save some money,

Senator Tarr. Mr. White, article VI, section 2, and article VI, section
1, seem to me to impose a rather

Mr. Wurre. That is what page?

Senator Tarr, Page 12. To impose a good deal of restriction,
[Reading -]

A member may not make net uze of the fund’s resources to meet a large or
sustained outflow of capifal, and the fund may request a member to exerclze con-
trols to prevent sueh use of the rozources of the fund. If, after receiving ggeh a
request, & member fails to exercise gppropriate control, the fund may declare the
member ineligible to thse the resounrees of the fund.

Then you have section 2 also dealing with it, and section 3 controls
capital transfers. Wouldn’t that article require us to put a general
restriction on the transfer of exchange and regulate all exchange in
order to know what is eapital and what is not capital ?

Mr, Wurre. No, Senator, This has reference only to countries that
are coming to the fund for assistance. May I cite an illustration which
wonld clarify that peint?

Let us assume that country X is coming to the fund to buy dollars;
and one of the reasons why it needs so many dollars, why there is con-
stant pressure on its currency is because there is a flight of capital from
that country. Pcople are losing confidence in it. Speculators antici-
pate an exchange profit, and they are getting out of that currency into
dollars or sterling. That is what we call a flight of capital.

Now, the fund is not in any sense set up for the purpose of promoting
a flight of capital. That kind of a flight of capital does not do
anyone any good except the speculator. It is bad for the country. It
is disruptive of economies in general. So the fund says to that particu-
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lar country: *You are eoming to the fund to buy dollars or francs or
sterling, or whatever it may be, and the reason why you need all that
is not for trade, not to pay for goods which you are buying, but to
finance speculative dealings or flights of currency. You will have to
do something about that, or you cannot get more foreign exchange from
the fund.

Now, one of the things that you can do, one of the things that most
countries do—that all countries do now—is to put restrictions on capi-
tal exports by requiring permits to purchase exchange. 1t isn’t any-
thing we would do, It is something that a particular country might
have to do if it wanted to continue to buy currency from the fund.

Senator Tarr. But we might want to do it. I am just talking now
about what might happen.

Mr. Wurre, If our investors want to invest abroad, I doubt very
much that we would put any restrictions on them., We would not
be coming to the fund, in any case, until our reserves were a lot lower.

Senator Tarr. You haven’t been too anxious to let the South Ameri-
can countries take gold out of the United States.

Mr. Warre. Oh, we have never given the slightest interference, with
one exception, Argentina, and that exception—I guess this is all right
on the record. '

The Cuamman. Yes.

Mr. Waite. The reason for that has been political, not economie.

Senator Tarr. I understand that, I understood you discouraged it.

Mr. WaiTE. You are quite correct, Senator, For political reasons.

Senator Tarr, Just one more question, Lord Keynes said:

Not merely as a feature of the transition, but as a permanent arrangement the
plan accords to every member government the expressed right ta contrel all
capital movements. What used to be a heresy is now endorsed as orthodox.
In my own judgment, countries which avail themselves of ihis right may find
it necessary to scrutinize all transacticns, so as to prevent evasion of capltal
regulations. Provided that the innocent, eurrent transactions are let through,
there is nothing in the plar to prevent this. In faect, it is encouraged.

Mr. Warre. Correct.  As you know, those countries have those
regubtions right now.

enator Tarr. I notice in sections 8 and 9 of the bill you provide
that whenever a request is made by the fund to the United States
as & member to furnish data under article VIII, section 5, the Presi-
dent may, through any agency he may designate, require any person
to furnish such imformation as the ]gresident may determine to be
essential to comply with such request. The President may then—if
the person hasn’t given any information relating to any foreign trans-
actton, he may be putin jail or subpena may be issued, and so forth. Of
course, those are provisions for secrecy, but it seems to me we are
saying, in effect, In this fund we are going to control all foreign
exchange transactions and give the President complete power to re-
gulre. any information from anybody about any transaction having to

o with foreign trade.

Mr, Warre. No, Senator; that was not our intention, nor do I
think that anything in the act would justify that eonclusion.

Senator Tarr. I think the members ought to read section 9 of the
act. I think it 1s a pretty radical provision, and it gives complete
;i_!S{:retloI}E to the President, I think, to determine whether it is essen-

ial or not..
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Mr. Warre. If your committee is interested in that—and they
may well be, Mr. Cﬁairman—with your permission, if it is agreeable
to Senator Taft, I would like to have one of our able lawyers discuss
the implications and meaning of that section.

Senator Tarr, We might do that this afternoon. May T ask to
have inserted in the record the address of Lord Keynes to the House
of Lords on May 23, 1944, to which I have referred a number of
times, and I think it would be wise to have it on the record.

Mr. Warre. And would also be a compliment to Lord Keynes,

Sex:lator Tare. This is a photostatic copy of the House of Lords
record.

The CrATRMAN. Very well.

Mr. Wurre. What is the date of that?
Senator Tarr., May 23, 1944,

{The document referred to is as follows:)

Apvress oF T.oep KeyNES Berore THE HoUSE oF Losps oN Mavy 23, 1944

My Lords, it is almost exactly a year sinee the proposals for a Clearing Unlon
were discussed in your Lordship's House. I hope to persuade your Lordships that
the year has not been ill-spent, There were, it is true, certain features of elegance,
clarity, and logic in the Clearing Union plan which have disappeared. And this,
by me at least, is to be much regretted. As & result, however, there is no longer
any need for a new-fangled international monetary unit, Your Lordships will
remember how Htile any of us liked the names proposed—-bancor, unitas, dolphin,
bezant, darie, and heaven knows what, Some of your Lordships were good enough
to join in the mearch for something better. I recall a story of a country parish
in the last century where they were accustomed to give their children Biblieal
names—Amos, Ezekiel, Obediah, and ®o forth. Needing a name for a dog, after
a long and vain gearch of the Scriptures they called the dog “Morcover,” We
hit no such happy solution, with the result that it has been the dog that died. The
loss of the dog we need not too much regret, though I still think that it was a
more thoroughbred animal than what has now come out from a mixed marrlage of
ideas. Yet, perhaps, as sometimes occurs, this dog of mixed origin is a sturdier and
more gerviceable animal and will prove not less loyal and faithful to the purposes
for which it has been bred.

I comtnend the new plan to your Lordships as heing, In gome important respects
{to which I will return later), a considerable improvement on either of its parcnts,
I like this new plan and I believe that it will work to our advantage. Your
Lordships will not wizh me to enter Into toe much technical detail. I can oceupy
the time available by examining the major heneiits this country may hope to gain
from the pian, and whether there are adeguate safeguards against possible dis-
gdvantages. We shall emerge from this war, having wone a more solid victory
over our enemies, a more enduring friendship from our allles, and a decper
respect from the world at large, thun perhaps at any time in our history. The
victory, the frlendship, and the respect will have been won, because, in gpite of
faint-hearted preparations, we have sacriticed every precaution for the future in
ihe interests of immediate strength with a fanatical single-mindedness which has
had few parallels. But the full price of thig has still to be paid. I wish that this
was more generally appreciated in the country than it is. In thus waging the
war without counting the uliimate cost we—and we alone of the United Nations—
have burdened ourselves with a weight of deferred indebtedness to other countries
beneath whieh we shall stagger. We have already given to the common cause
all, and more than all, that we can afford, It follows that we must examine any
financial plan to make sure that it will help us to carry our burdens and not add
to them. No one is move deeply convinced of this than I aum. I make no com-
plaint, therefore, that those to whom the details of the scheme are new and diffi-
cult, should scrutinize them with anxious concern.

. What, then, are these major advantages that I hope from the plan to the
advantage of this country? First, it is elearly recognized and agreed that, during
the postwar transitional period of uncertain duration, we are entitled to retain any
of those wartime restrictions, and special arrangements with the sterling
area and others which are helpful to us, without belng open to the charge of acting
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contrary to any general engagements into which we have entered. Having this
resurance, we ¢an make our plans for the most difficult days which will foliow the
war, knowing where we stand and without risk of giving grounds of offense. This
is a great gain—and one of the respects in which the new plan is much superior
to either of its predecessors, which did not clearly et forth any similar safeguards.

Second, when this period is over and we are again strong enough to live year
by year on cur own resources, we can look forward te trading in a world of
national currencies which are interconvertible. For a great commercial Natlon
like curselves thiz is indispensable for full prosperity. Sterling liself, in due
course, must obvicusly become, once again, generally convertible, For, without
this, London must hecesgarily lose its international pogition, and ihe arrange-
ments in particular of the sterling area would fall to pieces. To suppose that
a gystem of bi-lateral and barter agreements, with no one who ¢wns sterling
knowing just what he can do with it—to suppose that this is the best way of
encouraging the dominions to center their financial systems on London, seems
to me pretty near frenzy. As a technique of little Englandism, adepted as a
lagt resort when all else has failed ue, with this small couniry driven to autarchy,
keeping itself to itself in a harsh and unfriendly world, it might make more
gense, Buf those who talk this way, in the expectation that the rest of the Com-
monwealth will throw in {heir lot on these lines and cuf their free cominercial
relations with the rest of the world, can have very little idea how this Empire has
grown or by what means it can be sustained.

8o far from an international plan endangering the long tradition, by which most
Empire countries, and many other countries, too, have centered their financial
systems In London, the plan ig, in my judgment, an indispensable means of main-
taining this tradition. With cur own resources go greatly impaired and en
ecumbered, 1t is only if sterling iz firmly placed in an international setfting that
the necessary confidence in it can be sustained. Indeed, even during the transi-
tional period, it will be our policy, I hepe, steadily to develop the field within
which sterling is freely available ag rapidly as we can manage. Now, if our own
goal is, as it surely must be, the general interconvertibility of sterling with cther
currencies, it must obviously be to our trading advantage that the same ohtains
elsewhere, 50 that wé can sell our exports in one country and freely spend the
proceeds in any other. It is a great gain to us, in particular, that other countries
in the world should agree to refruin from those diseriminatory exchange prac-
tices which we ourselves have never adopted in times of peace but from which in
the recent past our traders have suffered greatly at the hands of others. My
noble friend, Lerd Addisen, hag asked whether such an arrangement could be
operated in guch a way that certain markets might be closed te British exports.
I can firmly assure him that one of the monetary proposals will do so, provided
that If we find onrselves with currencies in a foreigh eountry which we do not
choose to gpend in that country, we can then freely remit them somewhere elsc to
buy goods in another country. There is no compulsion on us, and if we choose to
come to a particular bargain in the country where we have resourees, then that ig
entirely at our discretion.

Third, the wheels of trade are to be mled by what Is, in effect, & great addition
to the world's stock of monetary reserves, distributed, moreover, in a reasonahle
way. The quotas are not se large ag under the Clearing Union, and Lord Addison
drew attentlon to that. But they are substantial and ean be increased subse-
guently if the need is shown, The nggregate for the world iz put provisionally
at £2 500,000,000, Our own share of this—for ocurselves and the Crown Colonics
which, I may mention, are treated for all purposes as a part of the British mone-
tary system {in itself a vseful acknowledgment)-—is £325,000,000, a swm which
may easily double, or more than double, the reserves which we shall otherwise
hold at the end of the transitional period. The separate guotas of the rest of
the sterling area will make a further large addition to this. Who is go confident
of the future that he will wish to throw away so comfortable a supplementary
aid in time of trouble? Do the crities think it preferable, if the winds of the
trade eycle blow, to diminish our demand for imports by increaging unemploy-
ment at home, rather than meet the emergency out of this fund which will be
expressly provided for such temporary purposes?

I emphasize that such is the purpose of the quotas. They are not intended as
daily food for ns or any other country to live upon during the reconstruetion or
afterwards. Provision for that belongs te another chapter of international co-
operation, upon which we shall erbark shortly unless you discourage us unduly
abouti this one, The guotas for drawing on the fund's regources are an irom
ration to tide over temporary emergencies of one kind or another. Perhaps this
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i{s the best reply I can make to Lord Addison’s deubts whether our guota is large
enough, It i obvivusly not large enough for us te live upon during the recon-
struction period. But this is not its purpose. Pending further experience, it
is, in my judgment, large enough for the putposes for which It is intended.

There is another advantage to which I would draw your Lordships’ special
attention. A proper share of respongibility for maintaining equilibrivm in the
balance of international payments i{s squarely placed on the creditor countries.
This ig one of the major improvements in the new plan, The Americans, who
are the most likely to he affected by this, have, of their own free will and honest
purpose, offered us 4 far-reaching formula of protection against a recurrence of
the main cause of defiation during the interwar years, namely, the draining of
regerves out of the rest of the world to pay a country which was obstinately
horrowing and exporting on a seale immensely greater than it was lending and
fmporting. Under clause VI of fhe plan a country engages itself, in effect, to
prevent such a situation from arising again, by promising, should it fail, to
relense other countries from any obligatlon to take its exports, or, if taken, io
pay for thetn. I cannot imagine that this sanction would ever be allowed to
come into effect. If by no other means, than by lending, the creditor country
will always have to find 4 way to square the account on imperative grounds of
its own self-interest. For It will no longer be entitled to square the acceount
by squeezing gold ouf of the rest of us. Here we have a voluntary undertaking,
genuinely offered in the spirit both of a good neighhor and, Y should add, of
enlightened self-interest, not to allow 4 repetition of a chain of events which
between the wars did more than any other single factor to destroy the world’s
economnie balance and to prepare a seedbed for foul growths. This is a tre-
mendous extension of international cooperation to good ends. I pray your Lord-
ships to pay heed to its Importance.

Fifth, the plan sets up an international [nstitution with substantial rights and
duties to preserve orderly arrangements. in matters such as exchabge rates which
are two-ended and affect both parties alike, which can also serve as a place of reg-
ular discussion between responsible authorities to find ways to ezcape those many
unforeseeable dangers which the future holds. The noble lord, Lord Addison, asks
how the fund is to be managed. Admittedly, this is not yet worked out in the
necegsary detail and it was right that he shoeuld astress the point. But three
points which msy help him are fairly clear. This is an organization hetween
governments, in which central hanks only appear ag the insirumeat and agent of
their government. The voting power of the British Cominonwealth and that of
the United States are expected to be approximately equal. The management will
be in three tiers, a hody of expert, whole-time officlals who will be responsible
for the routine; a sinali board of management which will make a1} decigions of
policy subject to any overriding instruections from the assembly; an assembly of
all the member governments, meeting less often and retaining a supervisory,
but not an executive, control. That is perhaps even a little better than appears.

Here arve five advantages of major importance. The proposals go far beyond
what, even a short time ago, unyone could have conceived of as a possible basis
of general International agreement. What zlternative is open to ug which gives
comparable aid, or better, more hopeful opportunities for the future? I have
considerable confidence that something very like this plan will be in fact adopted,
if only on account of the plain demerits of the alternative of rejection, You can
talk against this plan, so long as it is a matter of talking—saying in the same
breath that it goes too far and that it does not go far enough; that 1s to rigla
to be safe and that it is too lose to be worth anylhing. PBut it would require
great foolhardiness to reject it, much more foolhardiness than is to be found in
this wise, intuitive country.

Therefore, for these manifold and substantial benefits I commend the monctary
proposals to your lordships. Nevertheless, before you will give them your con-
fidence, you will -wish to consider whether, in return, we are surrendering any-
thing which is vital for the ordering of our domestie affairs in the manner we
intend for the future. My lords, the experience of the years before the war has
led most of us, though some of vs late in the day, to cerfain firm concluslons,
Three, in particular, are highly relevant to this discussion. We are determined
that in future the externgl valune of sterling shall conform to its internal value
as sef by our own domestic policies and not the other way round. Secondly, we
intend to retain control of our domestic rate of Interest, so that we can keep it
a8 low as suits our own purposes, without interference from the ebb and flow of
international capital movements or flights of hot money. Thirdly, whilst we
intend to prevent inflation at home, we will not accept deflation at the dictate of
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inflzences from outgide. In other words, we abjure the insiruments of bank
rate and credit contraction operating through the increase of unemployment as
a means of foreing our domestie economy into line with external factors,

Have those responsible for the monetary proposals heen sufficiently careful to
preserve these principies from the possibility of interference? I hope your lord-
ships will -trust me not to have turned my back on all I have fought for. To
establish those three prineiples which I have just stated has been my main task
for the last 20 years. Sometimes almost alone, in popunlar articles in the press,
in pamphlets, in dozens of letters to the Times, in textbooks, in enormons and
obscure treatises I have spent my strength to persuade my countrymen and the
world at large to change their traditional doctrines and, by taking better thought,
to remove the curse of unemployment. Was it not I, when many of today's
iconoclasts were still worshippers of the calf, who wrote that “Gold is a bar-
barous relle”? Am I so faithless, so forgetful, so senile that at the very moment
of the triumph of these ideas when, with gathering momentum, governments, Par-
llaments, banks, the press, the publlie, and even economists have at last accepted
the new doctrines, I go off to help forge new chaing to hold us fast in the old
dungeon? I trust, my lords, that yon will not helieve it,

Let me take first the Iess prominent of the two issues which arise in thig con-
nection, Namely, our power to control the domestic rate of interest so ag to
gecure a cheap money, Not merely as a feature of the transition, but as a per-
manent arrangement, the plan accords to every member Government the explicit
right to controi all eapital movements, What used to be a heresy is now endorsed
ag orthodox. In my own Judgment, countrics which avail themselves of {his
right may find it necesgary to scrutinize all transactionsg, so 8% to prevent evasion
of capital regulations. Provided that the innocent, current transactions are let
through, there is nothing in the plan to prevent this. In fact, it is encouraged.
It follows that our right to contirol the domestie capital market is secured on
firmer foundations than ever before, and iIs formally accepted as a proper part
of agreed internatiopal arrangements,

The question, however, which has recently been'given chief prominence is
whether we are in any senge returning to the disubilities of the former gold
standard, relief from which we have rightly learned to prize so highly. If I
have any authority to pronounce on which 1z and which is not the essence and
meaning of a gold standard, I should say that this plan is the exact opposite of
it. The plan in its relation to gold is, indeed, very close to proposals which T
advoeated in vain as the right alternative, when 1 was bitierly opposihg this
country’s return to gold, The gold standard, as T understand it, meansg a system
under which the external value of & national enrrency is rigldly tled to a fixed
quantity of gold@ which ean only honorably he broken” under force majeure; and
it involves a financial policy which compeis the internal value of the domestie
eurrency to conform to this external value as fixed in terms of gold. On the
other hand, the uze of gold merely a8 a convenient common denominator by means
of which the relative values of national currencies—these being free to change—
are expressed from time to time, is obviously quite another matter,

My noble friend, Lord Addison, asks who fixes the value of gold. If he means,
as I assume he does, the sterling value of gold, it is we, ourselves, who fix it
Initially in consultation with the fund; and this value is subject to change at any
time on our initiative, ehanges in excess of 10 percent requiring the approval
of the fund, which must not withhold approval if our domestic eguilibrium
requires it. 'There must be some price of gold; and so long as gold is used
as 4 monetary reserve it ig most advisable that the current rates of exchange
and the relative values of gold in different currencies should correspond, The
only alternative to this would he the complete demonetization of gold. I am not
aware that anyone has proposed that. For it is only common sense as things are
today to contibue to make wuse of gold and itz prestige &% a means of setiling
international accounts. To demonetize gold wonld obviously be highly objee-
tionable to the British Commonwealth and to Russiag ns the main producers, and
to the United States and the western allieg ag the main holders of {t. Surely no
one disputes that, On the other hand, in this country we have already dethroned
gold as the fixed standard of value. The plan not mereiy confirms the dethrone-
ment but approves it by expressly providing that it is the duty of the fund to
alter the gold value of any currency if it s shown that this wiil be serviceable
to equilibrinm, '

In fact, the plan introduces in this respect an epoch-making innovation in an
international instrument, the cbject of which s to lay down sound and orthodox
principles, for instead of maintaining the prineciple that the internal valae of a
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national eurrency should conform to a prescribed de jure external value, it pro-
vides that its external value should be altered if necessary so as to conform fo
whatever de facto internal value results from domestic policies, which themselves
shall be immune from criticism by the fund. Indeed, it 18 made the duty of the
fund to approve changes which will have this effect. That ls why I say that
these proposals are the exact opposite of the gold standard. They lay down
by international agreement the essence of the new doctrine, far removed from
the old orthodoxy. If they do so in terms as inoffensive as possible to the former
faith, need we complain?

No, my Lords, in reeommending these proposals I do not blot a page already

" written. I am irying to help write g new page. Public opinion is now converted
to 2 new model, and I believe a much improved model, of domestic policy., That
battle ig all but won. Yet a not less difficult task still remains, namely, to organize
an international setting within which the new domestic policies can occupy a
comfortable place, Therefore, it iy above all as providing an interuational
framework for the new ideas and the new techniques asgociated with the policy
of full employment that these proposals are not least to be welcomed,

Last week my noble friend, Lord Bennett, asked what assumptions the experts
might be making about other phases of infernational agrecement. I do not believe
that the sonndness of these foundations depends very much on the details of the
supersitructure. If the rest of the issues to be discussed are wisely scttled, the
task of the monetary fund will be rendered easier. But if we gain less assistance
from other measures that wec now hope, an agreed machinery of adjustment on
the monetary side will be all the more necessary. I am certain that this Is not
a case of putting the cart before the horse. I think it most unlikely that fuller
koowledge about future commercial policy would In itself make it necessary to
alter any clause whatever in the proposals now before your Lordships’ House.
But if the noble Viscount meant that these proposalg need supplementing in other
direction®, no one could agree wilh him more tkan I do. In particular, it is
urgent that we should Seek agreement abont getting up an international invest-
ment institution to provide funds for reconstruction and afterward. It ig precisely
bhecause there is go much to do in the way of international collaboration in the
cconomie field that it wonid be so dlsastrous to discourage this first attempf, or to
mect it in a earping, snspiclous, or eynical mood. -

The noble Lord, Lord Addison, has called the attention of your Lordships to
the striking statement made by Mr. Hull in connection with the National
Foreign Trade Week in the United States, and T am very glad that he dld so.
Thia statement is Important as showing that the policy of the United States
Adminlstration on various issues of political and economic preparation forms
a connected whole, T am certain that the people of this country are of the same
mind ag Mr, Iull, and I have complete confidence that he on his slde will seek
to implement the details with disinterestedness and genercsity. If the experts
of the American and British Treasuries have pursued the monetary discussions
with more ardor, with a clearer porpose and, I think, with more suceess so far
than has yet proved possible with otber associated matters, need we restrain
them? If, however, there is a general feeling, az I think that there is, that
discussion on other matters should be expedited, so that we may have a com-
plete picture before ug, 1 hope that your Lordehips will enforce this conclusion
in no uncertain terms. I myself have never supposed that in the flnal cutcome
the monetary proposals should stand by themselves,

It is on this note of emphasizing the importance of furthering all genuine
efforty directed towad interpatiomal agreement in the economie field that I
ghould wish to end my contribution to this debate. The proposaly which are
before your Lordships are the result of the collaboration of many minds and
‘the fruit of the collective wisdom of the experts of many nationg. I have spent
many days and weeks in the past year in the company of experts of this country,
of the Dominions, of our European Allies, and of the United Btates; and, in the
light of some past experience I affirm that these discussions have been without
exception a model of what such gatherings shonld he—objective, understanding,
without waste of time or expense of temper. I dare fo speak for the much
abused go-called experts. I even venture sometimes to prefer them, withount
Intending any disrespect, to politiclans, The common love of truth, bred of a
ecientific habit of mind, is the closest of bonds between the representatives of
divers nations.

I wish I could draw back the veil of anomymlity and give thelr due to the
individuals of the most notable group with which I have ever been assoclated,
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covering haif the nations of the world, who from prolonged and difficult cen-
sultations, each with their own interests to protect, have emerged, as we all of
‘us know gnd feel in our hearis, a band of brothers. T should like to pay a
particular tribute to the representatives of the United States Treasury and the
State Department and the Federal Reserve Board in Washington, whose genuine
and ready consideration for the difficulties of others, and whose idealistic and
unflagging pursuit of a better international order, made possible so great a
meagure of agreement. I at any rate have come out from a year thus spent
greatly encouraged, encouraged beyond all previous hope and expectation, about
the possibility of just and honorable and practical economic arrangements
between nations.

Do not discourage us. Perhaps we are laying the first brick, though it may be
a colorless one, in a great edifice, If, indeed, It is our purpose to draw back
from iInternational cooperation and to pursue an altogether different order of
ideas, the sooner that this is made elear the better; but that, I believe, is the
policy of only a small minority, ard for my part I am convinced that we cannot,
on thoze terms, remain a great power and the mother of a2 commonwealth, If,
on the gther hand, surh is not our purpose, let ug clear our minds of excessive
doubts and suspiclons and go forward cautiously by all means, but with the
intention of reaching agreement.

Senator Tosey. Has the Government removed the ban on gold
production yet?

Mr. Warre. I understand they are just in the proeess of doing so.
1 don’t know how far they have gone, but the restrictions have bheen
in the use of machinery for gold mining and the use of material.
Do you know, Ed ¢

(Conferring with assistant.)

The WPB is lifting them,.

Senator Tarr. Mr. Chairman, I have asked tomorrow morning to
have representatives of the New York State Bankers Association
appear.

’%he Cramman. We are going on with the witnesses tomorrow at
10: 30,

Gentlemen, I hope we will all be over at the Capital Building at
3 o'clock in the District of Columbia room, 3 o’cloek today. -

(The following agreement was later submitted for the record:)

PrROTOCOT, BETWEEN THE GOVERNMENT OF THE UNITED KINGDOM AND THE DBELGIAN
GOVERNMENT REGARDING MuUTUAL Al

Londen, 22nd Awgnst 1944

The Government of the United Kingdom of Great Britain and Northern Ireland
and the Delgian Government, .

Desiring (1) to make fresh arrangements for the attribution of expenditure
ineurred In the application of the Agreement concluded between the two Govern-
ments in London on the 4th Jupe 1942, reparding the organisation and employ-

* ment of the Belgian Armed Forces, in substitution of the provisions of Article 8
of the aforesaid Agreement, and (i1) in accordance with Article 16 of the agree-
ment representing the arrangements for civil adminlstration and jurisdiction in
Belgian territory liberated by an Allied Expeditionary Force, concluded hetween
the Government of the Tnited Kingdom and the Belgian Government on the 18th
May 1944, to seitle the terms on which funds shall be supplied by the Belgian
Government to the Allied Expeditionary Force operating in Metropolitan Belgian
territory, and to provide for the attribution of expenditure arising out of the
graut of aid by the Belgian Government o the Government of the United King-
dom of Great Britain and Northern Ireland,

Have accordingly agreed asg follows:

ARTIOLE 1 .

(i) The Government of the United Kingdom shall not as from the effective
date of this Protocol claim reimbursement of the cost of the equipment (includ-
ing the supply of war material} and of the maintenance by departments or agencies
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of the Government of the United Kingdom of the Belgian Armed Forces (com-
prising land, sea and air forces), but costs relative to goods delivered or services
rendercd before the effective duate of Lhis agreement in respect of such equip-
ment and maintenanee shall In the absence of any special arrangements to the
contrary be reimburzed by the Belglan Government to the Qovernment of the
United Kingdom,. in accordance with the Agreement of the 4th June 1942

(ii} After the termination of this Protocol, the Government of the United
Kingdom may require the return of any of the articles supplied under this Article
which have not been lost, destroyed, or consumed.

ARTICLE 2

{i) The costz to which the provisions of Article 1 (i) of this Protocol relate
are the costs of all types of supplies, stores, equlpment and material, and also all
services and facilities required for the equipment and maintenance of the Belgian
Armed Forees which can most effectively be provided and are provided directly
by departments or agencies of the Government of the United Kingdom, including
the cost of arrangements for training and transport and of the necessatry admin-
istrative maintenance and medical services incurred by the aforesaid depariments
or agencies for the benefit of the Belgian Armed Forces,

(ii) The provisions of Article 1 (i) of the Protocol shall not apply.to the
pay, allowances, pensions and any other emoluments of memhbers of the Belgian
Armed Forces, They shall also not apply to stores, supplies, services and facili-
tieg specially furmished to the Belgian Armed Forees, which are not intended
for their own use but for eivil purposes.

ArTTcrE 3

{i} The Belgian Government ghall as from the effective date of this Protocol
not claim reimbursement of the costs of the reciprocal aid which they are able
to supply to the Government of the United Kingdom.

(ii) After the termination of this IProtocol, ibe Belgian Government may
require the return of any of the articles supplled under thiz Article which have
not been lost, destroyed or consumed,

ARTICLE 4

(i) The costs to which the provisions of Article 3 (1) of this Protocol relate
are the costs of all atores, gupplies, services and facilities required by the British
Armed Forces for military purposes and which ein most effectively be procured
in Belgian Metropolitan Territory as well as the costs of civil affairs in Belgian
Metropolitan Territory. As far as possible fhe procurement in Belgian Metro-
politan Territory shall be effected either directly by departments or agencies of
the Belgian Government or in accordance with specific agreements on the matter,

{ii) The provisions of Article 3 (i) of this Protocol ghall not apply to the pay,
allowances, pensions and any other emoluments of members of the British Armed
Forees.

ARTICLE &

The Belgian Government hereby agrees to place, either in notes or in the form
of credits, at the disposal of the British War Office such funds in Belgian enr-
rency &8 are required in Belginm and in Luxembourg by the British Armed Forces,

ARTICLE 6

A representative of the Bangue Nationale de Belgique shall accompany the
liberating armies as part of the Belgian Liaison Mission.

ARTIOLE 7

On the termination of this Protocol, the British War Office shall hand over
to the Belgian Government any such Belgian currency remaining in their pos-
sesslon, and the unvsed portlon of any credits which may have been opened shall
be eanceled.

AxTIoiY B

(i} Insofar as the funds mentioned in Article § are used for the procurement
on hehalf of the British Armed Forces of stores, supplies, services and facilities
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and for civil affairs mentioned in Article 4 of this Protocol, no relmbursement
shall he made by the Government of the Uniled Kingdom.

(ii) Insofar as such funds are used for the pay, allowances and other
emoluments of the British Armed Forces in Belgium and Luxembourg, the
Government of the United Kingdom shall place guarterly te the credit of the
Belgian Qovernment in London the gterling equivalent of the sum so used cgl-
culated at the officia]l rate of exchange curtent when the Delgian franes are
used.

ARTICLE B

In order that the satisfaction of the loeal requirements of the British Armed
Forces may have the least possible disruptive effect on the economy of Belgium,
the British military anthorities and the Belgian authorities will consult together,
whenever operations permit, as to the stores and supplies which British Army
procurement agencies and individual officers and men are permitted to obtain
locally. The British military anthorities will place puch restrictions as are
agreed to be necessary on purchases, whether by agencies or troops.

The Government of the United Kingdom undertake to replace, or to refund
in sterling the cost of any articles requisitioned or purchased with francs by
the PBritish Armed Forees, which reguire replacement from abroad. This does
not apply to component parts or component material,

ARTIOLE 11

The Government of the United Kingdom and the Belgian Government ghall
consult together with regard to the detailed application of this Protoeol. Like-
wise any diffieulty which may arise ag to the interpretation and application of
thig Protocel, and any doubt which may arise as to the nature of the stores,
supplies, services and facilities covered by the provisions of Articles 1 (i) and (3)
(i) or as to the extent to which these stores, supplies, services and facilities
shall be furnished shall be resolved by consultation between the contracting

Governments. .
ARTICLE 12

The provisions of Articles 1 and 2 of this Protocol replace as from the
effcctive date of this Protocol the provisions of Article 8 of the aforesald
agreement of the 4th June, 1243, insofar as concerns the costs to which Article
1 of this Protocel relates. The provisions of Article 8 of the agreement of the
4th June, 1242, shall, however, continne to apply in respect of any other costs
incurred by any department or ageney of the Government of the United Kingdom
in connection with the application of that agreement.

ARTICLE 18
The effective date of this Protocol shall be the 1st June, 1944,

Arrtrctr 14

This Protocol shall remain in force until six months after the general suspension
of hostilities with Germany, except that as from the date of the general suspension
of such hostilities the provisions of Article 2 shall only apply to the continued
maintenance of the then existing units or formations of Belgian Forces and of
personnel of those Forees serving with units or formations of the Forces of the
Crited Kingdom. Within two moenths of the general suspension of hostilities
with Germany the contracting Glovernments will consult together as regards the
arrangements to be made afier the termination of the present Protocol.

In witness whereof the undersigned, duly authorized by their respective Govern-
ments, have signed the present I'rotecel and have affixed therete their seals.

Done in London, in duplicate, on the 22nd day of August, 1044,

(L. 8.) AnTHONY EDEN.
(L. &) P. H Spiaax.

AFTERNOON BEBSION

(V)Vhereupon, at 12 m,, a recess was taken until 3 p. m., of the same
day.
‘{‘he committee reconvened at 3 p. m., upon the expiration of the
recess. -
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STATEMENT O0F HARRY D. WHITE, ASSISTANRT SECRETARY O0F THE
TREASURY—Resumed

The Cramrman. We will continue the hearing. Dr. White, I think
Senator Taft has another question he wants to propeund to you.

Mr. Wmote. I will do my best to answer it.

Senator Tart. I was dealing with what is the meaning of article
XI. 1 had some difficulty understanding it. I have no intention
to suggest a criticism of 1t. That is the one with relation to non-
member countries,

The Crarmax., What is the page number?

Senator Tarr. Page 21. How does that bind us? What are the
obligations under that article with relation to nonmember countries?

Mr. Warte, There are three, The first one refers to an under-

taking not to permit any transactions with nonmember countries or
with persons in nonmember territories which would be contrary to
the provisions of this agreement or the purposes of the fund. Ic',)[’t is
to give the fund authority in rather broad terms to determine whether
transactions are being permitted between a member and a2 nonmember
country which are detrimental to the mterests of the member
countries.
_ Senator Tarr. What could they be? Tf there is some nation that
is not in the fund why shouldn’ we make any arrangements we think
we want to make? I don’t understand tho reason for that restric-
tion.

Mr. Wurte. Well, it arose in this fashion: We didn’t know what
the nonmember countries would be, and it might be possible for mem-
ber countries to make arrangements with nonmember countries which
would have the effect of putting other member countries at a dis-
advantage. It was deemed desirable to have a broad clause in there
which would protect the member countries from any undertaking or
arrangement by a member country with nonmember countries. If
that paragraph were not in there, if that protective clause were not
there, there would be no protection that member countries would have
against the dealings of a member country with nonmember countries;.
and since we don’t know how many nonmember countries there may
bia, if any, it was deemed desirable in general to have that protective
clause. :

Senator Tarr. I don’t understand what it is that you can do with a
nonmember that would upset the fund to the extent of letting the fund
tell us what kind of an arrangement we can make with a nonmember
country.

Mr. )‘,VHITE. Well, there is a certain type of exchange transaction-—
Mr, Bernstein, would you want to explain 2 transaction that might
have that effect, as an example? ,

Mr. BerxstEIN. The purpose of that first provision, as Mr, White
indicates, is to prevent a country violating the purposes of the agree-
ment by going into a nonmember country to do it. For example,
members are supposed to keep their currencies stable. Suppose the
exchange authorities of a country went to Switzerland and there sold
its currency at way below the Jevels that have been established under
the fund. That would have the effect of undermining the stability
-of the currency which the agreement is intended to facilitate. So
this provision is designed to prevent the authorities of a country from
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going into a nonmember country and doing there what presumably the
fund does not permit.

Mr. Warre. Suppose England sold sterling at a discount in this
nonmember country. '

Senator Tarr, I don’t see what difference it makes to them if they
gell sterling, if it is a nonmember country England doesn’ have to
recognize them,

r. BernsTEIN. Tt would give Switzerland sterling at a low rate
fvhii::h would give an advantage to the British exporter to Switzer-
and.

Mr. Wazre. There are also other factors. The provision is a sort
of a catch-all protective clause rather than aimed at any particular
business transaction. ' '

Senator Tarr. It is suggested to me that you are setting up this
fund board as kind of a regulator of the world, people who gre non-
members as well as members, or of members dealing with nonmembers.

Mz, Waire, Well, the intent was rather the latter, so that there
would not be a loophole in the arrangements contemplated in the fund
such as would be created by business dealings of nonmember countries
over which the fund wonld have no control.

Scnator Butuer. How do you figure there will be any nonmembers ¢

Mr. Write. Well, we don’t know. For example, Germany an<
Japan, It may be that Germany and Japan might constitute ver,
serious competitors if they were outside the arrangements; they migh
resort to all kinds of devices in a few years, and if they did that there
would be no way in which the fund could have control over them, and
this clause provides that. It would mean that they could do business
with member countries only on the basis of the principles that apply to
all member countries. Since there would be mostly member countries
that they would do business with it protects other members against any
possible action on the part of Germany and Japan. Then, we don’t
know now what other countries might be nonmemboers because none of
the neutrals was invited to the Conference, and none of the enemy
countries. That includes quite a list.

Senator Bureer. Is there any provision in here that prevents the
resident of one country from traging automobiles to the resident of
ancther country if they want to?

Mr. Wayie. §ot by the usual methods of trade. T wouldn’t think so.

Senator BuTLER, There has been lots of bartering.

Mr. Warte. Oh, there could still be. Do you mean if somebody had
an automobile and wanted to swap it for something?

Senator Burrer. No: I mean shipload lots. .

Mr, Warre, It depends. If they did it through the kind of currency
deviees which were employed in the 1930%, that would be excluded;

es.

Y Senator Tarr. It has been suggested to me by someone that under
this agreement they could do away with the so-called sanitary regula-
tions of the United States on beef from the Argentine and S%uth
Ameriea, T could not'quite see how that could he done, but T thought I
would ask you the question, Could the fund in any way take the posi-
tion that our sanitary laws against South American beef were unrea-
sonable and were an evasion of the law?

Mr: Warre. I don’t see how it could, Senator, because the position
we take ourselves with respect to that law is that it is a sanitary law
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and how the fund could take any position with respect to that is not
clear to me.

Senator Tart. I couldn’t think of any unless there was some claim
that the thing was being used as a subterfuge for discriminatory taviff
restrictions, :

Mr, Warre. I have heard that said in this country. I think Con-
gress would not pay any attention to any statement of that kind and I
cannot see the fund stepping into an area of that kind. I imagine the
American representative would object.

Senator Tarr. I rather agree with you. I don’t see how that could
be done.

Senator FurLerigiit. They couldn’t do it any more than they could
under these quotas that are set for reciprocal trade agreements. We
set quotas on certain things and the others we let in under a low tariff,
but I thought this was only relating to exchange, .

Mr. Wurre. I think in all fairness, Senator Fulbright, that the fund
might say, for example, that the quotas are set so low—in other words,
you are allowing so few goods to go in that it is not permitting other
countries to sell enough goods and that would be the subject of a
report if dollars became scarce. They might say

Senator Fuwerent, Do you mean to say that is one of the reasons
for scarce currency {

Mr. Werre. That is right.

Senator FoLericET, That would not mean we had to do anything
about it?

Mr. Warre. No; they could only do it if the dollar were a scarce
currency and that was reallv the cruse, but when you go into the deter-
mination of whether or nct one of our laws regarding sanitation is in
fact a sanitary regulation, I think they would be ill advised to say any-
thing like that and T would doubt very much if they would.

Senator Tarr. There might possibly be a dispute, but there would
not be much they could do about it. .

Mr. Wourre. T think theat Congress would pay no attention to it.
' St}znatéor Burier. Would your general counsel want to say something
on that? '

Mr. Josgerr J. O'ConnELL, general counsel, Treasury Department,
I dor’t think I could add a great deal. I think in the first place
it would be highly improbable that the fund would consider taking
any such position, and if they did it is equally true they would be pow-

#» erless to do anything other than make a report to this Government
gnd this Government would be free to take such action as it saw
t.

Senator Tarr, Of course, we would be free, hut if we didn’t do some-
thing about the things that they recommended they could practically
put an end to our exports.

Senator Mirrixin. Well, what are the disciplinary measures that the
fund can take against a country ¢

Mr. Warre. There aren’t any they can take against us unless we
come to the fund for assistance, which we are not likely to do. If we
did come fo the fund for assistance they could say, “You can do
what you please. You are a sovereign power, but if you want to get
assistance it seems to us you will have to try to stop whatever is cans-
ing you to need assistance, because you are imposing a great burden
on the fund.”
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Senator MiLurkIN. So that in that sense you could exercise rather
rigid powers in directions other than purely monetary directions?

%Vlr. Waire. Not on us, and the only extent te which the fund
could impose it on other countries would be on countries that were
coming to the fund for assistance where the fund could definitely
show that the course such countries were pursuing was having adverse
consequences on that country and other countries.

Senator MiLukiN. Let us assume that country X is preventing
imports of cattle through a fictitious claim of hoof and mouth disease,
and the fund suggests it is getting itself into a state of imbalance, T

. believe you called 1t, through practices of this kind. Unless you quit,
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you cannot come here for exchange.

Mr. Warre. I hardly thing that would happen because any single
instance of that kind would%ﬂve very little effect on the total pay-
ments. . I doubt very much whether that would be the situation that
the fund would consider. The kind of a situation which the fund
might consider would be that of 2 tariff policy which a country is
pursuing which was an important cause of keeping other countries in
imbalance. If the country were coming to the fund for assistance
then the fund might say to it, “You are pursuing a policy of too
freely subsidizing cxports or making imports too cheap, or you are
pursying an inflationary policy the result of which is making it im-
possible for you to sell goods abroad, or you have certain legislation
which is discouraging foreign capital from coming in and encouraging
the withdrawal of foreign capital. Because you are deing that yon
find it necessary to come to the fund for a lot of exchange. . There is
nothing in the picture that leads us to believe that your situation is
foing to improve. You cannot keep ecoming to the fund indefinitely,
so you had better make some changes. We would be glad to suggest
changes, but unless there are some changes made in your program you
cannot have further access to the fund, because the fund’s help isn’t
doing you any good ; our help is not correcting the situation which is
responsible for 1t and our givieg you time is not helping you because
yon are not utilizing the time to eliminate the canse.”

The fund could say that.

Senator Tarr. Mr. White, I wanted to get clear the exuact relation
of these special notes or L O U’s, or whatever they are that are provided
for in the fund. If the fund takes from us say, a billion dollars in
I O U’s, what do we get back from the fund ¢

Mr. Wrute. If the fund takes from us—the United States?

Senator TAPr, Yes. There is a provision for substituting:

Mr. Writr., That is right, Page 287 Is that what you refer to?
No; it is page 4, section 5—that is article 1T1, section 5, substitution
of securities for currency.

Senator Tarr. Yes. You say, “The fund shall accept from any
member in place of any part of the member’s curreney which in the
judgment. of the fund is not needed for its operations, notes, or similar
obligations issued by the member or the depository designated by the
member under article XIIT, section 2, which shall be nonnegotiable,
noninterest bearing, and payable at their par value on demand b
crediting the account of the fund in the designated depository.” What
doly(;u get back, if we put that in? Do you get gold Ea.ck, Or currency
only?

.org/
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Mr. Wurrk, The United States, having to put in two billion and
three-quarters, puts in some gold, 600 millions of gold, and 2,100 mil-
lions in a deposit with the Federal Reserve Bank of New York in the
name of the fund, if that were the depository that was selected. In-
stend of raising that amount of dollars through leans and paying
interest on it we snbstitute Treasury non-interest-bearing, nonnego-
tiable I O U’s in the depository. They would remain in that form
with the fund, until in the judgment of the fund, it needed some more
dollars, in which case some of those notes would be withdrawn and we
would put dollars in in their place.

Senutor Tarr. Those notes are not in addition to the total fund
stated in the provisions?

Mr. Warte. No. The reason for that provision was to make it un-
necessary for a country whose currency is not in imminent demand
to have to horrow and pay interest. hen the fund wants currency
it will be there, but when it is not needed we didn’t think we wanted
to pay interest. Other countries didn't either, so we have provided for
this substitute.

Senator TaFr. Of course, if you have to sell that in the world, it is -

-much harder to sell than currency.

Mr, Warte. Well, we do not intend to sell it in the world. What
you would atternpt to sell would not he the I O U’s, It would be the
balances to which the I O U’s would be converted, the currency which
they put on deposit.

Senator Ta¥r. These notes are authorized on page 9 of the bill.

For the purpese of kecping to a minimum the cost to the United States of
participation in the fund and the bank, the Secretary of the Treasury * .
is authorized and directed to issue special notes of the United Stales from time
to time gt par and to deliver such notes fo the fund and the pank in exchange for
dollars to the extent permitted by the respective articles of agreement. The
special notes provided for in this subsection shall be issued under the authority
and subject to the provisions of the Second Liberty Bond Act, as amended—
and so forth. Is that authority in addition to the right to issue
$4,125,000,000, at the top of page 9?

Mr. Warre. Perhaps Mr. Luxford can answer that.

STATEMENT OF ANSEL F. LUXFORD, ASSISTANT TO THE SECRE-
TARY, TREASURY DEPARTMENT, WASHINGTON, D. C.

Mr. Luxrorn, The way that works is that our obligation under the
fund agreement is to pay the total amount into the fund on the day
that the fund demandsit. That is, when we accept membership, when
the fund gets ready for operations, our obligation is to pay 600 million
in gold plus the balance in a dollar deposit at the New York Federal
Reserve Bank or whatever Federal Reserve bank you want to select,
and to pay the whole thing in cash on the line,

Then the United States has the privilege under this section 5 which
you have referred to of article ITI, of saying, “You have no need for
that amount of currency at this time so we are going to substitute
demand notes, non-interest-bearing notes, for such portion of this
dollar deposit as is not necessary for your current operations.” You
have already paid down the cash authorized under section 8 (b) of the
bill. Then under section 8 {¢) you have authority to get the cash back
and pay in lieu of it, demand notes until such time as the fund needs

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



Digitized for FRASER

a99 BRETTON WOQODS AGREEMENTS ACT

further dollars, at which point they would hand us some of the notes
and say, “Give us back dollars,” and we in turn would go back and
use our authority under section 8 (b) of the bill. But the limit speci-
fied of $4,195,000,000 is the ceiling,

Senator Tart. That is the ceiling which includes (¢)?

Mr. Luxrorn. That is right. There is no further burden

Senator Tarr. So that you may authorize these things under the
Second Liberty Loan Act again?

Mr. Luxrorp, That is right., . :

Senator Tarr. That it is cumnlative is not your interpretation of it.

Mr. Loxrorp. No.

Senator Tarr. You think that is perfectly clear and doesn’t need
any amendment to make it clear?

Mr. Luxrorp. No. We went through that very thoroughly with the
House Legislative Council,

Senator Tarr, What about the business of borrowing money?
The fund is authorized to borrow money?

Mr. LuxrForp. Yes.

Senator Tarr. Where is that?

Mr, WarTE. Article VII

The Crairman, Where?

Mr. Luxrorp, Article VII, section 2, page 14,

Senator Tarr. The question that was asked me was whether you
can go out and borrow—the fund conld go out and borrow from the
Federal Reserve banks, In the first place, whether the Federal Re-
serve banks have power to loan the fund money under their general

owers,
P Mr. Luxrorp. We have discussed that informally with the Federal
Reserve Board. They are doubtful they have authority, but I call
your attention to the fact that under the act which is before you for
consideration there is an express limitation on any borrowing of funds
from the United States without the approval of Congress.

Senator Tarr. Where is that in the biil?

Mr. Luxrorp. Section V, page 7. Certain acts not to be taken with-
out authorization. Now, if you will look at item (e) [reading]:

Make any loan to the fund or the bank——

Senator Tarr. That is all right-as far as it goes.
Mr. Luxzrorp continuing :

Shall on hehalf of the Unlted States——

Senator Tarr. But the Federal Reserve Board is not necessarily on
behalf of the United States, is it?

Mr. Loxrorp. I am not sure whether it is or it isn’t. T think you
are better judges of that than I am, and I wouldn’t want to speak for
the Federal Reserve on that,

Senator Tarr. The stock is owned by the banks, not the Govern-
ment, Presumably there would be no prohibition here against private
banks or Federal Reserve banks malking loans.

Mr. Loxrorp. I think the diffieulty in their mind is that they do not
have authority under their own act,

Senator TaFr. I think there is a question about that, but I won-
dered without any action by Congress they could step out and borrow
money in the United States for dollars.

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



BRETTON WOODS AGREEMENTS ACT 223

Mr. Luxrorp. That is not prohibited. With our permission they
niay.

Senator Tarr. Well, where is your permission?

Mr. Loxroro. In the articles of agreement, that same section we
were just reading, section 2 (i) [reading] :

The fund may, if it deems such action appropriate fo replenish its holdings
of any member’'s currency, purpose to the member that, on terms and conditions
agreed between the fund and the mcmber, the latter lend its currency to the
fund or that, wlth the approval of the member, the fund borrow such currency
from gome other source either within or outside the territories of the member,
but no member shall be under any ohligation to make such loans to the fund or
to approve the borrowing of its currency by the fund from any other source.

The United States has full power over the making of a loan, whether
g: is from the United States or frem any person within the United

tates.

Senator Tarr, What occurred to me was you might have an amend-
ment to section 5 that would make it clear that they could net borrow
at all in the United States, borrow dollars, without the approval of
Congress,  You say that the Government cannot make any loans to
them without the approval of Congress.

Mr. Luxrorp. That is right.

Senator Tarr. It might be provided that this power to borrow dol-
lars around the world could not be done without the approval of
Congress. I haven’t followed it through. I am just asking whether
that would be a reasonable provision.

Mr. Luxrorp. This proviston is guite in harmony with the same pro-
vision, or a similar provision, in the bank where you leave it to the
Government of the United States to decide whether or not dollars
may be borrowed. Just as in the bank you have no requirdment that
Congress approve each loan. After a]i the bank is in the business
of borrowing money.

Senator Tarr. Would it be your idea we are committing ourselves
up to $2,750,000,000 and no more, and if we are going to have more
dollars put in there by anybody, the Federal Reserve banks, or any-
body else, that Congress ought to authorize the limit?

Mr, Louxrorp. That is clear from the agreement itself, that the
United States has the absclute say-so on whether there is one further
dollar loaned to the fund, That is the provision I have just read

. to you. No member shall be under any obligation to make such
loans to the fund or to approve the borrowing of its currency by the
fund from any other sources. I don’t see how you could say it more
explicitly.

Senator Tarr, I don't see how you could say it more explicitly ex-
cept to say that the American member of the Board can authorize it.

Mr. Luxrorp. No; he has to do that with the Council, if you will
lock at the language in section 4, page 6 , line 18. That is the Na-
tional Advisory Council on International Monetary and Financial
Problems. That Council is composed of the Secretary of the Treasury
as chairman, the Secretary of State, the Secretary of Commerce, the
Chairman of the Board of Governors of the Federal Reserve System,
and the Chairman of the Board of Trustees of the Export-Import
Bank of Washington.

Now, they have the power to give the consent of the United States
when there is any question of borrowing dollars and I will give you
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the precise provision that covers it. If you will look on page 4, sub-
division 4, line 18. .

Senator Tarr (reading):

‘Whenever under the articles of agreements——

Mr. Luzrorp. That is it.

Senator Tarr (reading):

Whenever, under ihe articles of agreement of the fund of the articles of agree-
ment of the bank, the. approval, consent, or agreement of the United States is
required before an act may be done by the respective institutions, the decision
a8 toe whether such approval, consent or agreement, shall be glven or refused
shall (to the extent such decision is not prohibited by section 5 of thig act)
be made by the Council, under the general direction of the President.

Mr, Luxrorp. That is right., In other words, that power is not
vested in our Executive Director, but in the United States. The power
is vested in this Couneil,

Senator Tarr. I see. But not in Congress.

Mr. Luxrorp. That is right.

Mr, Wite. Not in Congress except with respect to Government
loans, '

Senator Tarr. However, you have investigated the guestion of
whether the Federal Reserve bank had power to make these loans?

Mr, Luxrorp. Yes.

Senator Tarr. Additional loans?

Mr. Luxrorp. That is right.

Senator Tarr. Mr. White, the House bill has two provisions here,
section 13 and 14:

The Governor and Executive Director of the bank appointed by the United
Btates are thereby directed to obtain promptly an official interpretation by the
Bank as to its authority to make or guarantee louns for programs of economic
reconstruction and the reconstruction of monetaty systems, inclwling long-
term stabiilzation loans,

This 1s the bank—

If the bank does not interpret its powers to include the making or guarantee-
ing of such loans, the Governor of the bank representing the United States is
heteby directed to propose promptly and support an amendment to the articles
of agreement for the purpose of explicitly authorizing the bank, after consulta-
iion with the fund, to make or guarantee such ioans, The Pregident is hereby
authorized and directed to accept an amendment to that effect on behalf of the
United Stutes,

If that is a valid amendment, why don’t we make it, instead of pro-
posing it as a minority member which proposal may be turned down
by the Directors of the bank?

Mr, Wurte. That has quite a history. You will remember it was
the view of the Treasury as stated before the House committee, that
the bank already has that power, but there were others who felt it was
not sufficiently explicit and so this amendment was incorporated.
There is no doubt in our minds that (@) the powers exist and () the
amendment would be acceptable to all countries,

The reason why we felt 1t most unwise to incorporate it as an amend-
ment is that once we amended the agreement then we would open the
door to amendments to the agreement by all the countries. It was felt
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that that process would cause delay beyond the point where you could
get it through this year. If we would put in that amendment, then
some other conntry would put in another amendment and so forth and
so forth. We wanted to avoid amending the agreement. There is no
doubt in our minds that the interpretation referred to earlier would
be wholly acceptable, We know it is already authorized because this
very point was the subject of discussion in various committee meetings
prior to Bretton Woeds and at Bretton Woods.

As n matter of fact, Senator, we had a statement in the bank pro-
posal, that they could make loans for stabilization purposes, but we
thought it was desirable to replace that with another phrase which
would take care of stabilization loans and loans for monetary recon-
struction. We thought we included that in the phrase “except in
special circumstances,” So that there is no doub{ in our minds that
this is the interpretation that was given to the powers of the bank by
all countries.

Senator Tarr. Well, in the Mexican Treaty, for instance, we put a
lot of reservations—interpretative reservations. I mean, we simply
wrote in—we said this thing in our opinion means so and 0. Why
cannot we do the same thing with the fund? If there is some doubt
about its meaning, why cannot we say what its meaning is according
to us, ?so that the other nations may understand what we think it
means ¢

Mr. O'Connern. That is what we have done here, Senator.

Senator Tarr. No, no. You have suggested an amendment. If
they say, “No,” we are out unless we get a majority of the others to
go along. We have only 30 percent of the voting power—or 27 or 28
percent.

Mr. Warre, As I say, Senator, there is no question whatsoever in
our minds that this interpretation will be agreed to, Tt is not a ques-
tion of assuming other countries will feel that way., We know they
do, because of our earlier discussions.

Senator TArT. I am not particularly interested in this question, I
am interested in this rather extraordinary form by which we ask them
their opinion of what it means; if they say it means something else we
suggest an amendment. Maybe they won'’t agree to the amendment.
It scems to me the way to do it is to say what we want and let them
take it or leave it if we think it is important. I don’t say that this
is pecessarily important. I don’t particularly care about the Bank
power on these particular questions.

Mr. Luxrorp. Senator, there is one difficulty that was not so impor-
tant in the Mexican Treaty because there we were dealing with only
one country. It was much easier to say to Mexico that this means so
and so. But here we are dealing with 44 countries, Where you have
44 countries and each of them begins to write in its own interpreta-
tions—or if you want to call them amendments—some of them will be
amendments whether those we write are amendments or not--~the net
result will be you will have 44 legislative bodies instructing their
delegates to go back and get amendments in this language or that
linguage and it becomes almost impossible to try to adjust those
things. : ;

A
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Senator Tarr. In agreeing to this fund there were 2 lot of reserva-
tions made by other nations which appear in this Final Act and Re-
lated Documents.

Mr. Loxrorn. Those reservations are not part of the agreement in
any sense. What you are called upon to decide is whether the United
States 1s prepared to accept the agreement without thoge reservations.
Those countries, it is true, if they wanted to, could say, “We are going
to aceept,” and again repeat that reservation. “So our acceptance is

. contingent upon that language being placed in the agreement,” and
their position at that peint is that they have not accepted the agree-
ment and they ultimately will have to make the decision as to whether
they are willing to go in without those reservations.

Senator Tarr. Then it cannot be said that 44 nations met at Bretton
Woods and agreed to this, because you say they made reservations.

Mr. Luxzrorn, We have never said that 44 nations agreed to these
agreements. Their representative did agree that the agreement they
would submit to their country is the agreement set forth here. Now;
their delegations said, “We do not like certain of these provisions.’
There were several of them, you will see by the record, .

Senator Tarr. There were very important ones; Iran, Union of
South Africa, Union of Soviet Socialist Repub]ics; France, and a kind
of an ambiguous statement by the British. I don’t suppose it is quite
a reservation, but the others are pretty clear reservations as to certain
features of the agreement.

Mr, Loxrorp. That is vight. They were saying, “We would have
preferred it this way.” Now, the decision they have to make is
whether they are still going to insist on that. If they do, they have
not got themselves in a position o accept the agreement.

Senator Tarr. Here is another one. This is the Australian one.
What did you understand that to mean?

The Australian delegation considered that the right to withdraw shouid be
pretected from being meaningless—

Mr. Luzroro, What they are referring to specifically is that in the
bank agreement there is a stipulation that membership in the bank shall
be limited to those members of the fund who wish to accept member-
ship. Now, the Australians objected to that on the ground that they
might not want to go into the fund. As you can see from the reserva-
tions they have inserted and from the debate, the Australians wanted a
great deal more flexibility in the rate-of-exchange provisions. They
wanted further guaranties on access to the fund. 1In other words, they
would have preferred that condition. They would have liked to he
able to say, “We will take membership in the hank without necessarily
accepting membership in the fund.” But the way the documents are
drafted you have to be a member of the fund in order to accept member-
ship in the bank.

enator Tarr. They talk of other international institutions, Is
there a broader term

My, Luxrorn, No. Tt is—

Mr, Warre, Senator, in section 1 of article IX there is a very brief
statement, stating that the original members of the bank shall be those
members of the International Monetary Fund which accept member-
ship in the bank. In other words, if they are not members of the fund,
they cannot become members of the bank. The reason for that, as sug-
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gested by Mr. Luxford, was that we have more, we believe, to gain by
the fund than other countries have. Some other countries are reluc-
tant to tie their hands in the way in which they feel the fund does.
It restricts their scope of unilateral action. Some of them feel they
would be better off without restricting their field of unilateral action.
On the other hand, they would like to belong to the bank.

We have taken the position they are not a pood credit risk for the
bank and acceptable members for the bank unless they do belong to the
fund and subscribe to the obligations called for in the fund.

Senator Tarr. There is nothing anywhere, as I understand it, that
would justify a requirement that they be also members of the Interna-
tional Labor Office or the International Educational Association, or
anything like that.

- Mr, WriTE., Definitely not.

Menntor Tarr. This Australian thing refers solely to the fact they
Lave to he in the fund in order to be in the bank.

Mr. Warre. That is right,

Senator MiLLirIN. I am not entirely satisfied with your explanation
of the effect of an interpretative reservation. Let us assume it is an
Interpretative reservation and not an amendment in disguise.

Mr, Warre. Yes, o

Senator M:rLikIN. Do you say that the sole question here is as to
whether you agree with this agreement as it is and that you do not
have the privilege of making interpretative reservations?

Mr. Luzrorp. All that T had in mind is this: While we might make
interpretative reservations, you open the door for 44 other countries to
go through the same process. Half of those may be really amendments
in disguise and not interpretations, and you get into the question
of whether you have any agreement. This form we have adopted cer-
tuinly makes clear what the United States interpretation was of those
documents, just the same as if we had written it in the document, but
we say we are not going to try to do this unilaterally. We are not-go-
ing to impose this interpretation on 44 other nations. We say this is
the way we interpret it. We would like to have the fund and bank
members make the same interpretations. We are not telling them to
make this interpretation. If they don’t make the interpretation which
is our interpretation, then we are going to introduce an amendment
to that effect at once,

Senator Mmrixin. Now, Senator Taft wants to know what may
come of that. Supposing you propose an interpretative reservation
that to your mind goes teo the vitals of the plan, and that is a true inter-
pretative reservation. You don’t have a meeting of the minds unless
the other nations accept reservation. If it is an honest reservation,
assuming there isn’t any conflict over it, and assuming there is a
meeting of the minds, there is no difficulty over it because they will ac-
cept it. If they do not accept it, and if you leave open an honest differ-
ence of opinion on something that is important, you really haven’t
gotten an agreement, and perhaps you had better have a further
conference.

Mr. Luxrorn. We are confident by virtue of the discussion that went
on at Bretton Woods on this very provision that this was the inter-
pretation of the Conference on this subject. There is no doubt in cur
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minds but what it will be accepted, but we didn’t want to be, for dip-
lomatic reasons, in the position of saying, “You take this interpretion
or else,” We think we have achieved exactly that result by saying this
is our interpretation, we would like to put 1t up to the Council to de-
cide whether they agree with us. If they don’t, we propose an
amendment, The United States Council, in turn, has te report back
to Congress, and obviously that is one of the things they could report
back if there was fdilure to accept that interpretative amendment,

Senator Mmuigin. It depends, then, in the particular case, on
whether you want to speculate with something that the fund may
decide in the way of an interpretation or whether you want to assure
the interpretation by putting it in the form of an interpretative
reservation. )

As Senator Taft points ont, it is speculation the way it is in this bill.
Whereas if you state your reservation that must be accepted by all
other nations, you have had a meeting of the minds without
speculation,

Mr. Luxrorp. What you have to weigh is what you gain by insisting
on a unilateral reservation and runring the risk that 44 other countries
will insert their reservations and then have to go through this whole
bargaining process again, as against what in our considered judgment,
18 a remote possibility that there would ever be any trouble at all about
this amendment or about this interpretation, .

We feel by virtue of the debate, that it would be accepted at once
on this basizs. We say that the opportunity there for anything to go
wrong is extremely slight. You don’t run into the chance of having
reservations by 44 other countries and of final agreement as to the
ultimate say-so even then.

Senator MrrsxiN, In the last analysis there isn’t any one of the 44
countries that is not at liberty to propose changes through interpreta-
tive reservations.

Mr. Loxrorp. Or amendments,

Senator MirLikiN. So even though we abstained from it that does
not preclude some other country from indulging in the practice.

Mr. LuxForp, Yes, but it doesn’t invite them to do so. You see, we
are the first ones that are acting on this. If we take the lead then they
saiwe might as well get our reservations in, too, because we are going
to have some more bargaining,

Mr. Warre. You spoke of this bargaining power, If is one thing
when you have a group of negotiators who represent their govern-
ments, but who cannot bind their governments; it is a different thing
when you have 30 countries who each have a mandate from their legis-
lative bodies as we would have a mandate from Congress on a certain
interpretation. There cannot be any receding from that mandate.
There would be no possibility for successful negotiating because
ﬁz(l:(:ih one would come to the table with a mandate from his legislative

¥.

What you would be doing in effect is to offer a chance for division
among the countries, and the danger of that is great for this reason:
In every provision here the language was very carefully gone over;
was the subject of discussion and debate, and the wording represents,
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in many cases, a compromisc. If you give the other country a new
opportunity to insert its reservations or its interpretations then you
would be confronting us with documents which we could not accept
because some of their interpretations would not be acceptable to us.
Then there would be no room for negotiation or adjustment because
each representative would be coming to the conference with a mandate
from his legislative hody,

Sengtor Minraxin., That may run you into all sorts of trouble be-
cause it is an invitation to every other country to follow the same pro-
cedure. If that be done then the fund finds itself with the problem
of adjudicating 30 or 40 amendments to the agreement and God Knows
what kind of confusion that may cause in your basic plan.

Senator TarT. You are going to have a social and economic consult-
ing body set up anyway.

r. Warre, They wouldn’t have any power in this matter,

N Senator Tarr. This is going to be entirely separate from the United
ations,

Mr. Warre. I haven’t read their final act, but the Economic and
Social Council, as it was, and I presume it is not changed in that re-
spect, does have the anthority to initiate reports and studies and to
coordinate the activities and policies of various international bodies.

Senator Tarr. I suggest this economic business is all one thing.
The making of agreements, trade agreements and monetary agree-
ments, and %oans, 1s one problem. As to Czechoslovakia, for instance,
we do not have three or four different bureaus out doing different things
with Czechoslovakia.

Mr. Warre. Wouldn’t you be willing to accept the statement that
they are different aspects of the same problem; different slices of the
same pie? I think in going over the agreement your committee and
Congress want to make very certain that they know precisely what they
are committing us to. It seems to me your questions bring that out
clearly. You would hesitate very properly in my judgment to sub-
seribe to a document in which you think you are giving certain commit-
ments only to discover later that there is an agency, a super-duper gov-
ernment which has been created which has authority in the same field
that you had no indication of,

Senator Tarr. My objection is that we have a branch here dealing
with Czechoslovakia, we have the State Department sitting over here
dealing with Czechoslovakia on the trade agreements. We have got a
representative on the Economic Council under somebody’s head-—I
don’t know whose—dealing with Czechoslovakia about a Xot of their
economic problems, We are just creating an international burean-
craﬁy, it seems to me, that is not unified. .

r. Wxrte. We tried to meet that in two ways. We tried.to meet
it in article X, page 21, by the article which states that the fund shall
cooperate within the terms of this agreement with any general inter-
national organization and with public international organizations hav-
ing specialized responsibilty in related fields; and any arrangements
for such cooperation which would involve a modification of any pro-
vision of this agreement may be effected only after amendment to this
agreement, which means that Congress would have the authority to
enter into those arrangements for cooperation.
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Then under the Council which is created, there is a provizo in the
bill, section 4-a—

In order to coordinate the policies and eperations of the representatives of the
United States on the fund and the bank and of all egencies of the Government
which make or participate in making foreign leans, or which engage in foreign
financial, exchange, or monetary transactions, there is hereby established the
National Advisory Couneil on International Monetary and Financial Problems
(hereinafter referred to as the “Couneil” ).

So there was a desire to meet the need for coordination of the various
activities which we think is met by article X of the agreement which
imposes that obligation on members, and section 4 of the bill whi¢h
imposes that obligation on the Americans. '

Senator MirzrgiN. Will not the solution of the thing we are dis-
cussing now depend somewhat on the exact language of the plan
evolved at San Francisco? What is evolved at San Francisco will
take the form of a treaty. That treaty will have—will rule the
legislation. It will be the supreme law of the land and if the langunage
is broad enough in that treaty to subordinate this plan, it will be
subordinated. We cannot sit here and forestall a treaty by ordinary
legislation. T believe your counsel will agree with me on that.

Mr, Wurte. Part of what you ask is outside of my knowledge. Ido
know this: that we were aware of that possibility. Many others at
San Francisco were aware of that possibility. We very carefully
avoided any langvage there that would conflict with article X or
section 4 of the bill, and other countries did likewise,

Mr. Luxrorp. It is quite right that a treaty would prevail over
conflicting domestic laws, but the treaty is being drafted in terms of
positive knowledge of these various provisions and in an attempt to
coordinate them.

Mr. Warte. One of the reasons I was there was o take care of that.
We left some men to watch it.

Senator MriLigiN. At the time you left you were satisfied? -

Mr. Wmite. At the time I left I was satisfied ; that is right. One
of my assistants and others cognizant of the problem remained there,
T haven’t seen the final decument.

Senator Tarr, This is supposed to be a National Advisory Council
made up of the Secretary of State, the Secretary of the Treasury, the
Becretary of Commeree, the Chairman of the Board of Governors of
the Federal Reserve System, and the Chairman of the Board of Trus-
tees of the Export-Import Bank of Washington. It apparently sub-
jects to that council the American representative on the fund, the
American representative on the bank, and the Export-Import Bank;
ig that correct? Tt does not subject the Secretary of State from mak-
ing trade arrangements and it does not subject the American repre-
sentative on the Social and Economic Couneil. It occurs to me that
in our dealings with a particnlar nation we ought to have somebody
there that determined our whole policy. Now there is nobody but
the President, as far as I can see.

Mr. Loxrorp. That is achieved in another way. You are going to
have the Secretary of State on this committee. Now, after all, he is
going to be conscious of what is being done with trade agreements,
also what is being done in the Security Council, because obviously, it
will be related to that. So we are not going to have this Council

_ acting in ignorance of what is being done in these other fields.
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The men whe are going to formulate the policies are on this Council.

Mr. Waite. To do otherwise, it seems to me, would be to set up a
supercouncil that would almost replace your whole Government, be-
cause you have commercial policy; you have foreign policy; you have
financial policy; you even have sanitary regulations—all dealing with
international transactions.

Senator Tart. In an event, this one under the direction of the
‘Secretary of the Treasury is supposed to be the boss of this outfit;

© is that it?

Mr. Luzrorp. I wouldn’t say boss.

p?'enator Tarr, 1 mean they determine the over-all questions of

olicy. :
P Mg Luxrorp. The Council does.

Senator Tarr, Now, going on to this other section, section 14, which
is probably more important than section 13, I would like to have your
view of that, .

The governor and executive director of the fund appointed by the United
States are hereby directed to promptly obtaln an official interpretation by the
fund as to whether it authority to use its resources extends beyond current
monetary stabilization operations to afford tcmporary assistance to members
in connection with seasonal, ¢yelical, and emergency fluctustions in the balance
of payments of any member for current transactions,

Now, if they say, yes, we have, our authority extends beyond cur-
rent money stabilizations, then we propose an amendment again to
negative such interpretation. Then you have this awkward system
that you have in section 13, except here you are more likely to run
into trouble, it seems to me.

Mr. Warre. One of the Congressmen, when it was explained, said
that should be pronounced cyclical, so we agreed we would from then
on refer to it as eyclical as m cycle. T think one of the dictionaries
provides a little support for that choice.

Senator TaFT. ‘g at is the purpose anyway?

Mr. WrmiTE. The purpose of the section is precisely as you indi-
cated. Again there is absolutely no difference of opinion among the
American technical representatives, and we are certain none amongst
the others, that that was the intent and meaning of the articles of
agreement and that thereforg is a restatement of it in the bill. Tt may
be reassuring to some members to know there is no question but that
that is the interpretation of the fund.

Senator Tarr. Mr. White, let me ask you this question right there:
Would you object to taking 1t out—1I mean the word “cyclical”?

Mr. Waize., Oh! I thought you were referring to the whole thing,

Senator Tapr. No. I am referring to the word “cyclical® first.

Mr. Wurre. Yes, we would object most strenuously to taking that
out, To do that would take one of the most important powers of the
fund away. The basis of the fund’s operations is, very largely at least,
cyclical operations., The required repurchase of currency which a
country buys from the fund would usually he postponed for a year
or two, or might be delayed three or more years. During that cyclical
period the country is going to want assistance. If you are going to
prohibit the fund from undertaking what we economists call ¢yelical
operations, it would mean the fung would be so handicapped in its
operations that I doubt if any major country would agree to it.
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Senator Tarr. Now let us go to this Russian business: I mean the
$300,000,000 they can draw down every year. Do you think if this
amendment is accepted, we will say, with the word “cyclical” in there,
that the Russians then can draw down $300,000,000 a year even though
there is no current exchange problem? '

hMr. Warre, Well, I think there is some misunderstanding about
that.

Senator Tarr. Well, I am taking Mr. Brown’s statement. He said
the Russians, he assumed, would draw down $300,000,000 a vear for
capital purchases, to build capital goods or plants and so forth in
Russinj and he said he thought that was within the purposes of the act.
If you put this in here and say you cannot use the fund “beyond current
monetary stabilization operations,” it seems to me you rule out the
Russian one billion two hundred million.

Mr. Warre. I am sorry, Senator Taft, that I did not get your point.
In the first place, in regard to the Russians drawing down $400,000,000
a year, that is largely a matter of opinion, but——

Senator TaPr. You mean $300,000,000 a year.

Mr. Wente. Whichever would be their quota. My guess on that is
that they might do it for a (frea-r or so, but that they would not con-
tinue to do it. Russian credit is apt to be very good and this would
be an expensive method of getting aid. 1T think they would rather get
other forms of assistance. Whether they would utilize their full quota
would depend upon other arrangements they could make,

BSenator Tarr, I simply took Mr, Brown’s statement, and he as-
sumed that, That is, he assumed that inasmuch as the Russians would
have no exchange themselves this would be drawn down ; and I thought
you said you tl%ought that would be perfectly all right because this
was something brought about by war and that, therefore, they could
draw down this money to make its goods.

Mr. Worre. I believe that is a correct statement of his remarks,
that he thought if they did do it it would be appropriate. But I do
not think they would do it because it would be more expensive than
other ways in which they could get assistance.

Senator Tarr, Then do you not think they would object viclently
to this amendment ¢

Mr, Wurre. To this amendment ?

Senator Tarr. Yes.

* Mr. Warre. No. This is quite in accord with their view,

Senator Tarr, Do you mean cyclical is?

Mr. Wrrre, Yes; cyclical or emergency.

Senator Tarr. Do you mean “and emergency fluctuations in the
balance of payments™? .

Mr. Warre, Yes, sir. Tt is caused by an emergency; namely, war.
Or you might have a drought or a flood.

Senator Tarr. Then, perhaps, you can interpret it thiz way: That
the fund can be used for any purpose.

Mr. Wurte, For any purpose that is appropriate to a stabilization
operation. It is to help countries out in pertods either of emergency

"or of seasonal or cyclical difficulties. That is precisely what the sta-
bilization fund is for.

Senator Mirvikin, What ahout it being short-term or medium-
term or long-term?
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Mr. Waite. Not long-term. We would hardly call a cyclical fluctu-
ation IonE -term. Cyclical means 8 or 4 or 5 years, the swings of
business through a depression.

Senator MiuixiN. T take it that is not necessarily inherent in the
use of the term. Ior instance, in political philosophy you will see
it i3 claimed we are now seeing the end of the cycle started with the
French Revolution.

Mr. Wrxite. But you cannot properly use the word out of its context.

Senator MiLLikin. What does it mean to an economist ?

“Mr, Warte, Cycles mean business ¢yeles, There have heen many
volumes written on the subject; there 1s a whole library on whether
or not a business cycle extends to 8 or § years or not more than 4 or §

ears,
7 Senator Tarr. I thought the big ones ran for about 20 years.

Mr. Waire. A 20-year arrangement would definitely be regarded
as a long-term arrangement, and would definitely be inappropriate
for fund operutions. A country like Russia would never delay re-
purchases that long because the interest rate on such an operation
would be phenomenal. You understand, the interest rate increases
as the term goes on.

Senator MILLIKIN. My quggestlon ig that the word “cyclical” ad-
mits of long-term operations,

Mr. Warre. Not as it is generally used.

Senator MipLnan, But there is nothing in the word that precludes
that, is there?

Mr. Winte. There is to me. For instance, if somebody were to
gpeal of r 20-year loan and say that is a eyelical loan I should doubt
very much whether you would find many economists or bankers ac-
cepting any such interpretation. And the fund, after all, wonld de-
cide the length of the term. The provision which calls for repurchase
has also the supp]ement ary provision which causes the interest rate to
rise. That goes on as long asrepurchase is postponed. After you reach
4 percent later on, the fund hins the power to set whatever rate it deems
necessary. The fund is protected by that provision. If a situation
should arise where a country anticipated it would be able to repur-
chase within 3 or 4 or 5 years, and the fund later decided that a situa-
tion was developing which would make that impossible or unwise,
then that country should go to the bank for Jong-term assistance.

Senator Tarr. Is there any provision in the plan whereby that in-
tet est enalty conld be abated?

Varre, It could be altered by a three-fourths vote. We thus
hme a veto on any change.

Mr. Luxrorp. 1t could be increased too.

Senator Tarr. Mr. White, I think T have finished with everythmg
T had in mind except the broad question of just what this section ealls
for,

Mr. Wrrre. What is that?

Senator Tarr, When you get through with this thing what it seems
to look like—or at least in England they seem to think it has some con-
nection with a return to the gold standard. TLord Keynes says:

If I have any authorify to pronounce on what ig and what is not the esgence
and meaning of a gold standard, I should say that this plan is the exac{ opposite
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of it. The plan in ifs relation to gold is, indeed, very close to proposals which X
advocated in vain as the right alternatlve, when 1 was bitterly opposing this
country's return to gold.

Would you say that this was in any sense a return to a gold standard ?

Mr. Warre. 1 would say that this has some féatures of the gold
standard. Under the gold standard the parity of currency cannot be
altered except by law. You can go from one level to another, as we
did and as other countries have done. Under the fund arrangement
you eannot alter the parity of currency without the approval of the
fund, except for that 10 percent. That is as close to the gold standard
a= we would be able to gét countries to agree. Other countries will
not adopt the gold standard.

I think the peoint Lord Keynes was making was that he was looking
at the flexibility, and we are looking at the degree of stability; it is a
question of names. For instance, the British call a truck a lorry
while we call it a truck. I understand now they are beginning to use
the term “track”™; and perhaps some of our boys returning from over-
seas may begin calling them lorries. But irrespective of what you call
it the nature of the fund is clear to us and to them, It assures a greater
degree of stability in exchange rates than if each country was able
to operate unilaterally; and as you get closer to the gold standard
you find countries like Australia objecting, and you find certain indi-
viduals in the British Empire objecting.

Senator Tarr. Mr. Keynes says success or failure depends upon our
own domestic policies and not the other way around, Isn’t that a very
clear description of managed currency having only such relation to
gold as vou see fit to establish a program?

Mr. Wurre. My hesitation in answering your question lies in your
inclusion of the term “managed currency.” Managed currency is
something which every country has and has had for many years.
To find a time when you did not have a managed currency, and I am
ineluding the United States, you will have to go back at least a genera-
tion or more; so that either with the fund or without it, you have man-
aged currency,

There are degrees of management. You can go a long, way and you
can go a short way. I think Keynes would be inclined to go a longer
way than some of us would. The fact that he takes the positicn in
that article that he wants the external value to conform to the internal
value and not the internal value to conform to the external value
arises from a controversy which exists in England and other coun-
tries, I think their experts fear losing foreign markets by virtue of
the fact that the prices of British goods are too high. They have
the choice of one of two alternatives: Either they can make their
goods stop being so costly to the foreign country by forcing their price
level down, or they can leave prices and wages where they are, and
Iower the parity of their currency to an amount equal to the rise in
prices. What Keynes is referring to is the late 1920°s when England
was losing some of its foreign market, and there was the demand that
there be a contraction of prices, that wages be reduced, that social se-
curity be eut down, in an attempt te make their goods more atirae-
tive to foreign markets.

Keynes’ position at that time, and the position today of the bulk
of the British and other nations, is that you must not induce unemploy-
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ment and depression at home just because you are subscribing to a
fetish of a Exed rate of exchange. It is much hetter not to have
depression, unemployment, and a lowering of wages; to leave that
alone and lower the gold parity of your currency to compensate for
that increase, and you will then be in position to maintain your
foreign markets, and you will not do it by putting the home folks
through a wringer from which they may never emerge in sound con-
dition. That ig what he has in mind.

Senator Tarr. That may be true in a country which depends so
largely upon export trade as the English.

My, Wurre. Yes, sir.

Senator Tarr. It seems to me that you have a series of managed
currencies throughount the world, loosely tied together, because they
calﬁgo up and down 10 percent. :

r. WarTE. It is not that; exchanges cannot go up and down 10
percent.

Senator Tart. I think Keynes accepts the view that he could go
out and devalue indefinitely because of the social-security policy you
have just been referring to; and you cannot do anything about it.

Mr. Warre. If he does do that we are not adversely affected. If
prices in England were——

Senator Tarr. I am simply saying you are not providing a stable
currency, which is the plan of the fund.

Mr, Wurre, T think there is one difference, Senator Taft, which needs
clarification. There is corfusion, very unfortunate confusion, between
the word “stability” and the word “rigidity,” Stability does not mean
rigidity. Btability does not mean fixed rates. Stability means that
degrea of flexibility which will not upset the economy, which will
not induce major disequilibrium. For instance, I am told that the
tower of the Empire State Building in New York sways something
like 20 inches in the wind. T imagine any engineer would say that
that provides stability; that if you did not provide for that swaying
it would be rigid and the tower might topple. It is the same thing
with exchange rates, What we are interested in is to avoid dis-
ruption and decline in world trade. The way to do that is to have
stability and not rigidity. We have tried rigidity in the past and
it has broken down.

Senator Tart. Let us suppose that this fund had been in effect
in 1933 when we proceeded to devalue the dollar 40 percent. T as-
sume we could have done so, and that if anybody had objected we
would have said that is our internal policy; we have to raise wages
and prices. I do not know who wants that as a theory; and T do
not. think you could say that 40-percent depreciation of the dollar
is any more stability than it is mgidity. It is not stability at xll,
in my opinion. It is what you are trying to get away from, it is
instability.

Mr. Warre. Without going into all the pros and cons of the wisdom
of that step at the time——

Senator Tarr. What I should like to have your views on is Wwhether
you think we could have done that.

Mpr. WmTe. It would be a speculation. I would be inclined to think
that we unquestionably could have reduced the gold value of the
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* dollar, but I doubt whether you could have gone as far as 40 percent.
But that is my opinion. Some think we went too far. You will
remember that we did not change the value of our dollar until thirty-
odd countries did so. That was one of the reasons for President
Roosevelt calling a halt to the London Conference, that some of the
representatives sent there were going to fix things at the level which
prevailed at that time. Other currencies had already depreciated to
a very substantial extent, and they were satisfied. - They had already
got their depreciation. They were leaving us with $20 an ounce for
gold, and they wanted to fix that rate. It is similar it seems to me,
as when the fellow who has given you two or three socks in the jaw
before you can respond says “Let us stop fighting.” We were in danger
of being strangled by a $20 gold rate.

Senator Tarr. If we had done what they proposed we would have
greatly increased imports into this country. 1 suppose that is the
theory, and that we would thereby have increased foreign trade.

Mr. Wurre, No. What you weuld have done would have been to

" increase unemployment here. And you would have discouraged any
price rise; you would have intensified the depression.

Senator Tarr. I do not mean te get into a discussion of this or that
possibility, but was using it as an illustration of the fact that in all
probability we could have done it under the fund, and as long as
that kind of condition exists in the fund I do not think you have
stability.

My. Warte. My colleague whispers in my ear and T give voice to it,
that I do not think we would ever have reached that point if the fund
had heen in existence. But it is one of those if questions, and there
1s no particular value in exploring it.

Senator Tarr. They could not pay their debis.

Mr. Warre, Let us leave that for future Ph. D.s,

Senator Tarr. In any event, the dispute as to the gold standard is
one more of name than of substance, But it does not seem to afford
the stability of the gold standard.

Mr, Wirrre. In the jndgment of many persons, and there is, of course,
a difference of view, it provides greater stability than the gold standard.
The mere fact that you go on a gold standard does not mean that you
stay there, I brought that chart out to show you that while a lot of
countries march up the hill, when they get to the top they slide down
again. My friend Kemmerer went around the world establishing gold
standards, and every time he was called upon to fix up a monetary sys-
tem he had a formula, and usually kept to it. When the first sericus
ill wind came, it broke down. So that merely going back on the gold
standard does not correct our troubles, If the currency can remain
there, all right, But if conditions favor maintaining the gold stand-
ard in some countries, they will not alter their currency valzes under
the International Monetary Fund at all.

Sonator Tarr. If they cannot stay on the gold standard then they
cannot stay upon the standard vou fix here. It cannot be both elastic
and stable, .

Mr. Wurre. T am not an engineer but I imagine the strongest kind
of rod is one that is flexible and not one that does not yield at all.

The Crairman, That is all very interesting, but if there are no
further questions we will conclude for the evening, Does any member
of the committee wish to ask Mr. White any further questions?
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Senator McFarrann, I had one question in mind, Mr. Chairman.

The Ciramrman. Proceed, Senator McFarland,

Senator McFagrLanND. I notice that the United States is prohibited
from paying governors and executive directors any salaries. Why was
that done?
 Mr, Wirrre. The intent was to make the fund and bank self-support-
ing, .
Senator McFarcaxo. What is there to check them from voting too
high salaries for themselves?

Mr., Warre. They cannot pay the governor. They can pay their
full-time executives. Is your question: What would prevent them
from voting high salaries?

Mr. Loxrorp. The governors fix the salaries of the executive
directors.

Seznator McFarLaxp. Who pays the governor ¢

Mr. Loxrorn. They will be paid their actual expenses. That is not
a full-time job. '

Senator McFarLinn. Won’t we pay our own governors?

Mr. Luxrorn. No, Just their iransportation and actual expenses.

Senator McFarraxn, The bank will pay?

Mr. Luxrorn, Yes, sir,

Mr. Warre. The expenses, but no salary.

Senator MiLikin. The governors are already under salary.

Mr. Warre. They might have a salary if they have a connection.

Senator MLLikiN, I was confusing the governors with the council.

Mr, Wurre. There is much more likelihood they will be underpaid,
These are two $10,000,000,000 institutions., The president of the Fed-
eral Beserve Bank of New York gets, I think, about $45,000 a year,
Presidents of most of the big national banks get $75,000 a year. The
presidents of many $2,000,000,000 corporations get $150,000 a year.
My guess is that what the executive directors of these $10,000,000,000
institutions will get will be a lot less,

Senator ForerigaT, What does the Governor of the Federal Re-
serve Bank get?

Mr. Warre. It is $45,000, I think.

Senator Fourerigrr. What does Governor Eccles get ?

Mr. Warre. He gets $15,000 a year, but that is because the Federal
Government pays him, Private banks pay more. I hope you will
not, ask me—but never mind.

Senator FoLericar. What did you start to say?

Mr. Warre. 1 have forgotten,

Senator Furericur. Oh, no. I do not think you have forgotten.
Go ahend and tell us what you started to say.

Mr, Wrarre. I may remember it later on.

Senator Tarr, There was some suggestion in the House of Repre-
sentatives that we should put the bank and the fund together, at least
to the extent of making the same man the American representative
of the fund and of the bank, TIs that possible under the bill as now
provided or contemplated, or are you opposed to the whole idea?

Mr. Warre. Suppose you let Mr. Luxford answer that question,

Senator Tarr. All right.

Mr. Loxrorp. In recognition of at least what the House committee
felt was the germane part of that matter, namely, to get a higher
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degree of coordination on policy, the House committee and the House
modified the original bill in this sense! Previously you were to have
a governor appointed for each institution, The House bill said if
you were to combine the United States governors, so there would be
only one governor to represent us, you would get coordination in the
institutions you are setting up here. You would then get a high level
of coordination in the policies of the two institutions without run-
ning into the difficulties that they visualized by having two separate
governors. Beyond that there were other reasons for and against
doing it, But the House felt that by naming one governor for the
two institutions, and by having this coordinating Council, you would
then have the necessary degree of coordination. And the Council re-
quirement is that they report back to Congress as to whether or not
they are getting that degree of coordination.

Senator MmuikIN, But not over-all,

- Mr, Luxrorp. It assures coordination in American policy, but it
does not insure that—— .

Senator MitLikry. But not over-all.

* Mr. Loxrorp. Congress will have a report as to whether they are
getting coordination.

Mr. Waite, There is the provision in here also which calls for close
coordination with the bank,

Senator MiiaxiN, As I see it, one ean come to the fund with one
request and a story in support thereof, and then go to the bank
with another request and a story in support thereof, and there might
never be any coordination hetween the two, and there might never be
the proper and needful relationship. :

l\ﬁ'. Warre. It was because of the possible danger of that that we
included two provisiens: One, that the bank and the fund will co-
ordinate their activities, and that the information of each will be
available to the other. And also that the council will have both
under its jurisdiction. I think you will probably find in fact that
the degree of cooperation of these two institutions will be very close
indeed.. They will also exchange information,

Senator Miueixin, It should be especially close if you are going
to expand this word “cyelical” into “long-term.” -

Mr. Warre. Well, that is quite clear. The bank would hardly
undertake any such arrangement without the acquiescence of the fund,
and vice versa, .

Senator MiLLixiN. But would the fund do something without the
bank’s acquiescence ?

Mr. Warte. I do not think se,

Mr. Luxrorp. That is where the vice versa comes in.

Mr. Warre. I think you can visualize such a group as it gets around
a table, just as in the case of a board of directors. They wounld watch
this matter very carefully. Judging from our own activities in the
Government on matters in which we are interested, we know what
others are doing, When this was first envisaged it was thought there
might be two branches of the same organization, but it was very
quickly seen that the operations of both would suffer if they were
put under the same directing head. And there was-also this thought
in the minds of people who had decided on this arrangement. You
see, you can make mistakes in the bank, wrong judgments and deci-
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sions, but the “chickens will not come home to roost” for 10, or 15,
or 20 years, On the other hand, if you make wrong decisions in the
fund you will find out your mistake more quickly, because it will come
right before you soon. If you have hoth the fund and bank in the
same institution, there would be a strong temptation for the board
of directors to hide any mistalkes by making it possible for countries
to borrow on long term from the bank but repurchase from the fund,
so that the errors would not be so easily discoverable.

The Cramman. If there is nothing else this afternoon, we will
adjourn to meet at 10: 30 o’clock tomorrow morning. We are going
to have Mr. Bernard E. Finucane.

Senator FurerlgaT. What was that name, Mr, Chairman ?

The Cuaman. Mr, Finucane. T assume that is the proper pro-
nunciation.

Senator Tarr. We are to hear representatives of the New York
State Bankers Association. Mr. Bernard E. Finucane is president of
the Security Trust Co., Rochester, N. Y. We are also to hear Mr,
Diefendorf. And perhaps Mr. Roeg, vice president of W. R. Grace
Co., who, if he comes, will be separate from the New York State
Bankers’ Association,

The Cramrman, These are witnesses of the opposition.

Senator Tapr. T might add that we expect to have John H. VV]]-
liams, of the Federal Reserve Bank of New York, and Allan Sproul,
of the Federal Reserve Bank of New York, who are to be heard on
Thursday. And also Merwin K. Hart, and perhaps Mr. Beckhart,
though I do not know whether he will come or not.

The Caarmaw, Very well. The committee will stand in recess at
this time, and we will hear from the opposition tomorrow morning.

{Thereupon, at 5 p. m., Tuesday, June 19, 1945, the committee re-
cessed until 10: 30 the following morning.)
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WEDNESDAY, JUNE 20, 1945

UNrTEp STATES SENATE,
CommitTeE 0N BanginG aNp CorreNCY,
Washington, D. C.

The committee met at 10: 30 a. m.,, pursuant to adjournment on Tues-
day, June 19, 1945, in room 301, Senate Office Building, Senator Rob-
ert F'. Wagner (chairman) presiding.

Present : Senators Wagner (chairman), Barkley, Radelifle, Downey,
Murdock, Fulbright, To%ley, Taft, Butler, Capper, and Millikin.

The Cramrman. The committee will come to order, OQur first wit-
ness will be Bernard Finucane, president of the Seeurity Trust Co.
of Rochester. Ihave known him since he was a little boy. He is older
and wiser now.

STATEMENT OF BERNARD E. FINUCANE, PRESIDENT, SECURITY
TRUST €0., ROCHESTER, K. Y.

Mr. Finvoaxe. Thank you, Senator. I am older now. I am not so
sure about the second part of your statement.

I am here as president of the New York State Bankers Association,
and I would like to, if you will permit, give a statement which I have
prepared which covers it in very, very brief form, the report which
the special committee on international monetary matters of the New
York State Bankers Association prepared.

I am very sorry that Mr. Johnston, the chairman of that committee,
could notrge here, but I will give you, first of all, the names of the
members of the committe. Percy H. Johnston was chairman of the
committee, He is chairman of the Chemical Bank & Trust Co. of New
York.

H. Donald Campbell, president of the Chase National Bank of New
York,

Charles H. Diefendorf, president of the Marine Trust Co. of Buifalo.

Myself as president of the Security Trust Co. of Rochester and
president of the association. ‘

YME. D. 8. Iglehart, director of the Grace National Bank of New
ork,

C. George Niebank, president of the Bank of Jamestown, Jamestown,
N. Y., then president of the association.

Mr. William C. Potter, chairman of the Guaranty Trust Co. of New
York.

Gordon S. Rentischler, chairman of the National City Bank of New
York.
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George Whitney, president, J. P. Morgan Co.,

Those gentlemen were the members of our committee.

Mr. J. H. Riddle was secretary and technical adviser to our com-
mittee, and he is with us today, as is Mr. Diefendorf,

Atibert L. Muench, secretary of the New York State Bankers As-
sociation, acted as associate secretary of the committee.

If I may I would like to read this statement in which T have very,
very briefly put in the salient features of our report. I would like
to say before I come to this reading, although thers may be a slight
duplication when I do read, we organized this committee, we gave it
a great deal of study, there was a tremendous interest in this under-
tuking, as there should be in an association of bankers in the State of
New York where there are so many large and important banks, My
obligation on the committee, really, as incoming president of the asso-
ciation, was to observe that the findings of the committee were really
and truly ultimately communicated to the membership and that they
expressed the feeling of the membership.

The fundamental thing throughout our deliberations, which was
extremely satisfactory to me, was the desire of our committee, which is
go much in tune with the desire of the membership of our association,
to bend every effort toward the end of international cooperation,

Senator Tonrey. That is, toward the objective, you mean?

Mr, Finvcane, That is right. Thank you very much for your
correction. :

Toward the objective of that international cooperation. We prin-
cipally, of course, want that international cooperation that we become
a party to. We want to work, and we hope that the instrumentality
will provide a working plan that will actually work and be suctessful,

So if at points we are critical of the plan, it is merely because we hope
that the plan will be effective, whatever the final thing is, to a degree
that the objectives will be attained.

Senator Tovey. May I say as one of the proponents of the Bretton
Woods agreement, I have never questioned the attitude or the sincerity
of your group or any other group that takes a different point of view,
This is a democratic process that is working. There are two sides to
every question and we thrash them out and let the facts prove the
case. So we respect you as sincere opponents along constructive lines.
I am glad to make that suggestion,

Mr. Finvcane. Thank you, sir.

Mr. Diefendorf and I are glad to appear before you representin
the Committee on International Monetary Affairs of the New Yor

- State Bankers Association. We also have with us Mr, J. H. Riddle,
secretary and technical adviser of that committee. Mr, Diefendorf is
president of the Marine Trust Co., of Buffalo, and I am president of
the Security Trust Co., of Rochester, N. Y,

As president of the New York State Bankers Association, it is my
desire to present to you, in the absence of the chairman of this com-
mittee, the report which was written after a long period of study of
the Bretton Woods proposals,

I might say that—well, I will go on with the statement.

A number of experts appeared before the committee, including sev-
eral delegates to the Bretton Woods Conference and experts from the
State Department, the Treasury Department, and the Federal Re-
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serve System. The period of study and the taking of testimony ran
for about 4 months with the result that we have prepared a very caveful
repert for your consideration,

We hope that this report has been and will continue to be helpful
to the members of vour committee and to the members of the Senate
and House generally. It was written with that thought in mind.

Qur committee approached the study of the Bretton Woods Pro-
posals with complete objectivity and with full realization of the im-
portant role which the United States will play in international af-
Tairs in the postwar period. “Whatever differences of opinion may
eXist as to methods,” the committee stated, “there can be no difference
as to the necessity for discussion and cooperation in international
trade and in monetary and financial matters, We are mindful that the
political and economic interests of the United States are bound to
those of the rest of the world

The stated purposes of the Bretton Woods proposals are of such importance,
and thelr effects, if adopted, would be so far-reaching, that we shonld have
been remiss in our duty had we not approached our task with the determination
to bring to i{t our best efforts. Because of their importance the proposals should
not be aecepted or rejected on general or superfieial grounds. They should not
be rejected if they are likely to accomplish their high aims. They should not
be accepted if careful consideration leads fo the conclusion that they are less
likely to further thun to jeopardize those obhjectives.

Now, our conclusions. .

The committee was in full agreement with the purposes of the fund,
but expressed grave doubt as to whether these purposes could be real-
ized by the adoption of the monetary plan. It concluded that the fund
was not a suitable instrumentality for dealing with the tasks that lie
immediately ahead. International peace and security, internal sta-
bility in each country, and the removal of international trade bar-
riers are the basic problems that demand attention. Until substan-
tial progress has been made in dealing with these fundamentals, real
monetary stability cannot be attained.

More specifically the committee concluded :

(1) That the establishment of the fund at this time will not result
in the achievement of economic stability or the elimination of ex-
change controls, but would tend to perpetuate exchange controls and
other restrictions on the free movement of trade,

(2) That the safeguards are not adequate to assure the sound use of
the fund’s resources.

(8) That the fund might not be able to function effectively if the
trade balance were to run strongly in favor of the United States and
the supply of dollars in the fund were to become scarce.

(4) That the lack of agreement on the interpretation of the fund’s
provisions raises additional doubts as to the feasibility of the plan.

Senator Tarr. Do you mean a difference between the interpretations
of this country and England, for instance?

Mr. Fizvucane. Yes; that would be an example.

(5) That the divergence of conditions in the various countries are
so great that the stabilization of each currency must be treated as an
individual prohlem. The committee does not think it possible to de-
velop a workable formula that could be applied to all cases.

As to the International Bank, the committee believes it could play
an important role in postwar reconstruction, Through its selective
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lending for specific constructive purposes, the Bank would not only
serve a long-range end, but its facilities could be brought to bear im-
mediately on the problems of basic economic reconstrugtion. The com-
mittee further concluded that international cooperation in monetary
matters could be facilitated by the bank without establishing the par-
ticular type of credit facilities provided by the Fund.

Recommendations: The committee recommend for consideration the
following

Senator MrnrixiN, Mr. Chairman, may I interrupt a sccond? Has
the report been made available?

Mr. FINUCANE. Yes, sir,

Senator Tarr. Mr. Finucane, in that connection, we have not been
able to locate the report you said was sent down here. Would you
be kind enough to send a copy of the report to each member of the
committee ? ’

Mr. Finvcane. Yes, sir; I will be glad to do that. I believe we
sent a copy to every member of the House and Senate.

Senator Taer. No doubt the members let them get lost, so that if
you could send another copy to each member of the committee, I
would be obliged.

Senator Bargiry. ¥ don’t think we got them.

Senator Furericut. I got a copy a long time ago,

Senator MrLuiiN. Could we have that rather promptly?

Mr. FINUCANE. Yes, sir,

Senator Barrrey. It would not be strange if one document out of
the thousands we have gotten in the last few months got lost.

Mp, Fixvoane. That which has passed my desk, and I am merely
from up-State, hag been quite large. The committee recommends
briefly, as follows:

(1) That action on the proposal for the International Monetary
Fund should be postponed until basic conditions have become suf-
ficiently stable to provide a reasonable chance of its attaining its ob-
jective,

! Senator Tosry, Of course, some of us look upon the fund as one of
the factors that will make stabilization come a little quicker, That is
the other point of view.

Mr. Fixvoane, Yes; of course, I realize that point of view exists,
but from our deliberations we came to the other viewpoint.

(2) That the International Bank for Reconstruction and Develop-
ment he accepted with whatever changes may be desirable—there are
certain features of the fund designed to encourage international mone-
{)ar)lr{ cooperation that, in modified form, could be tranferred to the

ank.

(3) That further study and consultation be undertaken to deter-
mine how the International Bank might apprepriately assume limited
stablization functions, i. e., how and when stabilization loans might be
granted, whether this would require additional capital funds for the
bank, and how such funds might be provided.

Senator Ravcrirre. Mr. Finucane, I don’t want to bother you with
any detailed comparison at this time, but generally speaking you were
referring a moment ago to the report of the New York Bankers Asso-
ciation, weren't you?

Mr, Finucane. Yes.
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Senator RapcrLirre. Is that substantially in accord with the report
of the American Bankers Association

Mr, Finvcane. I would say that to a considerable extent it is. We
rather wholeheartedly endorse the bank and we have reservations about
the fund,

Senator Rapcrurre. Without asking you to go into details, is there
anﬁparticular point where there is a difference between the two?

r. Finvoaxe, I think the New York State Bankers Association

calls for postponement of the fund, and I think the ABA calls for
elimination of it.
* Senator Tosey. Mr. Finucane, you held up a little book, that little
leather-covered book. Would you held that up so the members of
the committee can sce it? I call your attention to the fact that has
“Bretton Woods” with your name printed on it. Had you submitted
your report in that form I guarantee we would have kept it.

Mr. Finvcane. This was given to the committee by the President
for the hard work they put in over a long period. He was so0 astonished
that the members worked so hard he thought they should have a special
reward, and this is the reward.

{4) That the Johnson Act be repealed, and that the First World
War debts and the lend-lease obligations be promptly and equitably
disposed of in such a way that they will not present an obstacle to
balanced-trade relations and international monetary stability.

Senator Bakrrey., What is your idea about the promptest and best
way to dispose of World War go. 1 debts—forget it?

Mr, Finucane. I am afraid I should not express my opinion on
that. I am really not well qualified to give you that advice. I wish
I were. '

Senator Bargrey. That statement is rather a platitudinous state-
ment that they ought to be disposed of in such a way that they will
not interfere with trade. I wondered if they had any specific idea -
abont the manner of their dispesal.

Mr. Finucane. We certainly haven’t in this report, but generally
speaking, it is my personal opinion that we have to rely on you gentle-
men here, _

Senator Barkrey, We have been trying to make some disposition
of those debts for a quarter of a century.

Mr. Finvcanze. Yes; I understand that.

Senator Barkrey. Some of us have some very definite ideas about
whether they are ever going to be collected, and I am one of them.
I wondered if you wanted to express an opinion.

Mr. Finvcane. Personally, I don’t think they can or should be
collocted, as far as 1 am personally concerned, but 1 am discussing
now the report of the committee, and I think that is a little outside
of this. Ithink you and I are in agreemeunt, personally.

Senator Mitxakin, Do you think there is even a trading advantage
left to us in those loans?

Mr. Finvcane. Well, T wouldn’t like to trade on them very much,

Senator BarxLey. There isn’t very much trading value in a corpse,
is there$

Mr. Finoeane. That is right; and I don’t think we should use them
to trade on. They are a thing of the past. But I certainly don’t feel
I am qualified to advise you gentlemen.
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Senator Topey, If thpy were in your bank portfolio you would
charge them off, wouldn’t you?

Mr. Finvcane. Yes.

Senator MiLtaxiN, I should like to say that the undertaker would
not agree with the thesis of Senator Barkley.

Senator BarxLry, They have no permanent trading value even in
a corpse,

Senator Downey. Mr, Chairman, Scnator Fulbright has made e
very valuable suggestion, which is very pertinent right at this point.
I would like to have him state it for the record.

Senater Foierisar., Oh, no. No.

Senator MLLkIN. I think by all means we shouid insist on it if
he has a solution for the payment of the debts. If he hasa solution in
mind which does the job, and I think we should hear it.

The Cratrman. I think we would all be interested.

Benator FurerigaT. Oh, I was just saying that if we could get them
canceled and distribute the loss, we might give everybody credit in
his income tax for that deduction,

Senator Tarr. May I say there is a bill pending, Senator Ful-
bright’s bill. I think the only hesitation about it was whether there
should be some further regulation of the sale to the public of foreign
gecurities than we now maintain in the Becurities Exchange Act,
before that Johnson Act was completely repealed, I think that is
the only thing that has delayed it.

Senator. BARELEY. That is not the only thing that has delayed it.

Senator Tarr. No: of course not. [Laughter.]

Mr. Fivveane. May I proceed?

The Cuarrman. Of course,

Mr. Finuvcane. (4} That, although stabilization of the pound is
primarily a British problem, the United States should be ready to
cooperate with Britain, if invited to do so, in any study she may
undertake to reach a solution of her reconstruction problems.

(8) That steps be taken to carry out the recommendations of the
Bretton Woods Conference that the participating governments scek
to reach agreement as soon as possible on ways and means to reduce
obstacles to international trade.

That, gentlemen, is about the trend that our report took. Tt is
put in as concise form as I was able to do it, We distributed this
report to our membership, asked them to study it, and at a meeting
of our Council of Administration, which is representatlve of every
geographical section in the State of New York, the findings of the
committee were unanimously approved, So that it is truly a repre-
sentative report of the taking of the New York State Bankers Asso-
ciation.

Mpr. Chairman, Mr, Diefendorf is here from Buffalo, and if you will
permit, he will go into other details of the report in a more detailed
manner than T have in this presentation.

The CHamrMAN, Very well,

Senator BarerLey. May I ask a question?

The CralRMAN. Surely.

Senator Barkrey. Your report and your association is favorable to
the bank but not to the fund, as I understand it. T haven’t had a
chls:ng;e yet to read this report but that is the general attitude you
take
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Mr. Finvecane. Well, we cannot say we are unfavorable to the
fund for all time to come. We just don’t think it will work in this
early transition stage.

Senator BaruLry. Of course, these 44 nations met at Bretton Woods
and formulated this plan, which includes the bank and the fund.

- It it is true that if we eliminate the fund and only agree to the bank
that the nations would have to be called together in another con-
ference, because we couldn’t have a unilateral amendment to this plan
without calling them back into conference, do you think to have to call
a conference again and thrash this whole thing out again, with all the
delays and the uncertainties and the vacillation that it would indicate
on our part, would it be conducive to the stabilization of currency or
the settlement of world economic conditions, or would it be otherwise?

Mr. Finveang, Decidedly, I believe, it would be otherwise.

Senator Barxiey. You don’t recommend that course?

Mr. Finvcawe. I certainly do not. .

Senator Barrrwy, Isn't it true that the function of the bank, which
is a lending agency for long-term credit, does not lend itself to
ordinary current and temporary stabilization operations, and wouldn’t
it be, even if you combined them, you would have to set up a separate
division in the bank for stabilization purposes. You could not com-
bine them with your long-term loans, could you?

Mr, Finpcane, No. I think probably if you combined the fund
and the bank you would certainly have to have a separate department
in the bank for your short-term stabilization loans.

Senator Barurky, They are entirvely scparate types of operations,
aren’t they?

Mr, Finvcane. Well, you see the point in our recommendation here
isn’t that the fund be done away with, but that the fund be post-
poned—that the operation of the fund be postponed.

Senator Baruery. And while it is postponed, what will happen,
what will take place in re%ard to the stabilization of curfency? Who
is going to stabilize it? If it is postponed the bank will not have any
jurisdiction over that. Ycu will just have the bank muaking long-
term loans and probably helping to make capital investments of a
long-term character, but you won’t have anybody stabilizing the eur-
rencies, unless youn depend on each nation to slabilize its eurrency with
some other nation by a bilateral agreement, which would mean that
there would be no uniformity or no coordination among the nations
all over the world whose currencies may not be stabilized. What is
your reaction to that idea?

Mr. Fixvcane. My feeling is that the fund during this transition
period would prebably be inadequate of itself to stabilize the currency
of all of these nations until conditions within these nations, their
financial cconomy and their political situation are straightened out
to a considerable degree.

Senator Barxrry. Fven though it might be inadequate it would
be more adequate than no fund at all, wouldn’t it ?

Mr. Finvcaxe. No, T don’t feel that way personally, that it would
be better, I think we would find dollars would be drawn down and
you would come into the scarce curvency situation. If I might say
so, Mr. Diefendort, I feel, is better qualified to answer those questions
than T am. I am really getting a little over into his territory.
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Senator Bargrey. All right. That is all,

Senator Tosex, One of your conclusions was that the fund restricted
the free movement of trade. Do you care to amplify that as to how
the fund, if in operation, would restrict free movement of trade ¥-

Mr. Finvcaxe. That is No. 3. It states that the fund might not
be able to function effectively if the trade balances were to run strongly
in favor of the United States and the supply of dollars were to become
scarce.

Senator Toey. T think in another place you state the fund would
restrict the free movement of trade. I just wondered, in that specific
cléarge of your indictment, how it wovjd restrict the free movement
of trade.

Mr. Finucane. That is No. 1. Because we feel that the establish-
ment of the fund at this time before there is internal stabilization in
these countries would continue exchange control or maybe even add to
p;eserat exchange controls and in that way restrict the free movement
oI trade.

Senator Toeey. Is it in your thought at all that the setting up of
fund and the participation of 44 nations would in and of itself affect
the progress of trade stabilization in this country, the fact they were
all together, one for all and all for one in this operation, the significance
of an organization in which they all participated, wouldn’t that of
itself create sentiment and opinion for improvement in building up
to where the world is joined together?

Mr. Finvcane. That would he the ideal. How it would work. is
another question.

Senator Toeey. In the face of your statement that that is the ideal
thing to do, where the alternative i chaos, isn’t it the part of wisdom
to make an attempt honestly and sincerely towards some movement
like this, to bring some order out of chaos?

Mr. Fixvcanke. Yes; definitely so; but it is also so important that
the attempt be successful, We feel that later on this fund would
have so much greater chances of success than at the present time.
And now, if the dollars were drained off and the fund became inactive
or became unable to act, then we would have run out of our ability to
lielp or be helpful,

Senator Topey. You are familiar with the limitations on with-
drawals, 25 percent in any one year and so on?

Mr. Fixucane. Oh, yes.

Senator Tosey. Did those things occur to you?

Mr. Fincoane. Yes.

Senator TorEy. Then based on the overall picture you still think
it should be postponed until the nations themselves are able to stand
on their own feet ¥

Mr. Finvcank. It should be postponed until we can clearly at least,
cvalnate the currency of these nations.

Senator Topey. Isn’t it perfectly natural that men in your pro-
fession, and T esteem it most highly, should by attrition have brought
into your minds the conservative point of view which is notable in
commercial banking, and are prone to feel that today under a world
sityation which is chaos, in which we are all trying to bring the world
back together, that is a factor in influencing you to come to these
decisions? That seems to me perfectly natural. Isn’t that so?
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Mr. Fixuvcane. I am sorry to say I don’t agree with you. Even
though we are bankers we have children in this war. We want to
bring the peace as much asthe war. Iam soimpressed with this group
of gentletnen who are so much better qualified than I am—IT was so
impressed with their desire to do something helpful.

wenator Tosey. That is most commendagle, but I also suggest that
we sit here as a jury in this matter and the point I make it your organ-
ization taking this position and yet over and against that we have
such organizations as the C. E. ID., we have the bankers in Philade]lphia,
and we have independent bankers from all over coming in and claim-
ing this thing will work and urging its passage. So we stand here
with eminent authorities on both sides differing. _

Mr. IFINUCANE. Yes, sir. I might say this, although I very defi-
nitely don’t want to try to tell Mr, Diefendort’s story for him, it is
only natural to speak as bankers that that is the very type of loan that
the banks make, because they loan with regular safeguards, after
investigation and after survey.

Senator Toeey. They are a little more conservative than you are.

Mr. FixvcaNe. The International Bank?

Senator Toeey. Yes.

Mr. Fivveane. Yes; I would say so.

Senator Topex. Certain limitations as to the loaning power are very
conservative—you will agree to that?

Mr. Finvcane. Yes; I will agree to that. We have said in the re-
port that the borrowing was a little too automatic in the fund, but
1 do believe that our case would be better stated by Mr. Diefendor{.

Senator Torey. Before you go, one more question. Isn’t it a fact
that you have in your makeup us a banker, a little bit of the spirit of
perfection? This ig said in all kindness, and it is commendable, 1
think, that you have the spirit of perfection, haven’t you, as a banker?

Mr. Fixuoane. Oh, no; 1 have to disagree with you there. I like
so much the idea that I am haman and I cannot be a perfectionist,
I would not he & perfectionist if I cculd. I am scared to death of
perfection. I have never had any ambitions along that line,

Senator Tosey. Well, speaking of perfectionists, I cannot resist
[ellil]lg a little story. It is Senator Barkley’s story, but I would like
to tell it.

A minister was preaching to his congregation. Finally he said, “Of
course, no one has ever seen a perfect man” A little fellow in the
back got up and said, “I don’t quite agree with you.” The minister
said, “Well, did you ever see a perfeet man?”’ The little fellow said,
“No; but T have heard of one. It was my wife's first husband.”

Senator Barkrey. I won’t press you on these matters if you feel
Mr. Diefendorf can speak in more detail about them, but you men-
tioned a while ago that your association believed that this fund ought
to be held in abeyance nuntil these countries had stahilized their own
currency within their boundaries. We might be able to do that be-
cause most everything now seems to be tied to the dollar, but how can
these other countries in relation to international trade, which we are
seeking to promote as part of the program, how can they get of their
own volition and within the vacuum of their own existence stabilize
their currencies with respect to international trade?
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Mr. Finocang They cannot do it the whole distance, but they can
stabilize their governments, for instance. They can organize their
governments.

_ Senator Barkrey, Of course, there is a difference between stabiliz-
mﬁa overnment and stabilizing currency.
r. Finucane. Well, they tie very closely together.

Senator Barkrey. They do. 'What we are really afraid of is that
these governments will become more unstable than their currency.

Mr. Finvcane. I think we should have a clear view of what these
governments are going to be.

Senator Barxrey, And in the meantime, what happens, while we
are waiting for France and Belgium, which seem to be 1n some trouble
right now, and maybe Italy and China and all thase countries when
they get through fighting? T suppose you mean some form of govern-
ment would be established and kept in power which could be relied
on year after year?

Mr. FINUCANE. Yes.

Senator BarxLey. How long is it going to be before that can take
place and what is going to happen before it does take place?

Mr. FixucaNe. It can’t take place very quickly,

Senator BarkrLey. You say it can or cannot ?

Mr. Finvcang. It cannot; and they cannot go the whole distance
without help from us. They probably cannot go half or part of the
distance withont help from us. Maybe that help has to be given
in the form of gifts, but we have to help them some way or another,
but we think they should progress a certain distance along the road
before we attemnpt this stabilization fund in order to make the thing
ultimately successful.

Senator Fuusricar. Mr. Chairman, T would like to ask a question
just on one point. In your second point you said safeguards were
not adequate to protect the fund. One of the witnesses said here the .
other day that he thought the fund’s resources were better safeguarded
than the bank and there was less likelihood of loss fo the fund.

His theory was that we have a prior lien on its resources. Would
you care to camment on that second point and how do you think we
would lose our investment in the fund?

Mr. Frnocane. T would rather not comment on that question except
to say we are in disagreement with that opinion.

Senator FoLsricuT. That is, you don't think it is better protected
than the bank ?

Mr. Finvcane. No; we do not.

Senator FuskicHT, Would you care to say why?

Mr. Frxvcans. No; T wotild rather not get into those things.

Senator Tarr. Mr. Finucane, one question I wanted to ask. T don’
quite see why a part of the bank has any separate problem in stabili-
zation. It seems to me—I don’t quite see why this board, going to a
place like Czechoslovakia, for instance, should not consider the whole
situation of Czechoslovakia, consider how much should be loaned,
perhaps by the bank, perhaps by the United States, and what restrie-
tions should be removed, as well as stabilization, all at once. I cannot
quite ses why the same hoard should not deal with both problems.
Aren’t they intimately related? -

" Mr. Finvcaxe. They are, and our report is in agreement with that
point of view,
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Senator Tarr. In other words, the problems that arise are indi-
vidual national problems, and in cach case you have three or four
things to be solved as Lo that nation; isn’t that trne?

Mr. Fixucane. That is true. That is why we considered consolida-
tion of the governors, at least from our point of view, from the United
States’ peint of view, to be a step in that direction. All T can say is
that our report is in agreement with the point of view you have just
expressed.

The CramuMaN. Are there any other questions?

(There was no response.)

The CuamyaN. Thank you very much, Mr. Finucane,

STATEMENT OF CHARLES H. DIEFENDORF, PRESIDENT, MARINE
' TRUST €0., BUFFALQ, N. Y.

The Cramman., You are the president of the Marine Trust Co.,
Buffalo? :

My, Dierenporr. Yes, sir. 1 would like to say, Senator, that 1 be-
lieve implicitly in canceling the old World War I debt. I didn’t have
a chance to get myself in on that conversation. I am very much in
favor of canceling of the World War debt just as quickly as possible,

_ because while I think most everybody today considers that they are
canceled, probably as to their effect in the past they probably were a
very bad psychological factor on the whole question of stabilization.

The Caamryman, You don’t think it ought to be canceled in the in-
come tax? .

Mr. Drerexporr. The income tax?

The CuatkmaN. Yes,

Mr, Dierenporr, Of course, that would be a very difficult question
for me to answer,

Senator Bargrey. That was a facetious remark in the first place.

Mr. Dierenporr. I think from the standpoint of our report the
hardest thing, the thing that bothered me most, and I think bothered

- others, in studying this situation, was the transition period and the
possibility of this fund having difficulties in that particular period.
1 think when we look ahead to the period after the war we certainly
can be assured that there is going to be a great amount, a tremendous
amount of purchasing in this country by foreign nations. There is
going to be a greater deniand for goods. There is going to be a one-way
;uovement, very much, The balance is certainly going to be in our

AVOL, '

Now, I don't see how a fund that depends for its success on balanced
payments internationally can get off to a fair start at a {ime when that
kind of a situation prevails. I am very much bothered over the fact
that if we go into the fund at this time without postponing, there will
be a great hope in the world over its success, and I am very anxious
when we go in that we go in at a time when it has a reasonable chance
of success. _

I don’t like two strikes on it when we start.

Senator Barkrey. You dor’t think that there will be any fund un-
less we go in, do you? _

Mr. Dierenporr. Well, noj; I rather think not. I think everybody
is waiting to see what we do.

T5673—45—1IT
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Senator Barxrky. For us to say we won’t go in it would mean that
nobody would go in and there wouldn’t be any fund.

Mr. Dierenporr. I don’t know. Of course, I assume ways could
be found to postpone without breaking up the whele situation.

Senator BArRkLEY. As long as we are postponing there is nobody
going to rush into it. If we postpone, everybody will.

Mr. Dierenporr. Yes; that is right. Maybe that would be just as
well, if everybody postponed, at least until such time as we had gotten
by these difficulties that are coming after this war. )

Senator BarxLEY. Might a very much smaller fund be sufficient for
purposes of temporary stabilization?

Mr. Drerexporr. I have the feeling that may be so, but I don’t think
that is important if the fund maintains its funds and does not lose
them. After all, whether it is large or small, we still have our inter-
est in it, and what we are worried about is whether dollars flow out
in a period of unusual conditions and create chaos in the situation.

Senator Murpock. Mr. Chairman, may I ask this short question?

The CrarmaN. Yes.

Senator Muroook. Is there any doubt in your mind but what there
is need for a stabilizing agency immediately after the war!

Mr. Dierexporr. No; ﬁlere is no doubt in my mind, and I think
that can be taken care of in the bank through stabilization loans. I
think it can be taken care of to better effect, perhaps, than in the fund.

Senator Murnock. But you do agree, if I understood your answer,
that probably never before in the world was there a time which de-
manded a stabilization agency or fund more than the time right now,
or immediately after the war comes to a conclusion?

Mr, DierenporrF. For those that need it. I agree with that. On
the other hand, I think we have to remember that sometimes we move
too fast for stabilization and it doesn’t last. That was the effect
after the last war.

Senator Murpoor. Your approach, if I understood you, is this:
That rather than decide it on the fund, because of the need for it,
you want to decide the question on the chances of success of the fund.

Mr. Dierenporr. Right. That is correct.

Senator Murpock., You think there are greater chances of success
by postponement; is that correct?

Mr. Dierenporr. That is correct.

Senator Muroock. Isn't that usually—and I say shis with all due
respect to the banking fraternity—isn’t that and hasn't that always
been the hankers’ approach to these questions?

Mr. DierFenporr. Well, Senator, I have only

Senator Murpocr. That when you are needed most you are ex-
tremely elsewhere? .

Mr. Drerenoorr. I don’t think I can agree to that. I have no such
ideas myself. I don’t know what always has been the bankers’ ap-
proach. Many t-hin%s are said about bankers, maybe some of them
are true, I am not here to defend bankers or talk about bankers.

Senator Murpock. And I am not here to cast any aspersions on
bankers, but it seems to me from what we have listened to from the
previous witnesses, and from the statement you make now, you agree
that there is a terrific need for stabilizing things, for a stabilizin
agency or fund, but notwithstanding the great need for that, we shoulg
back away from it until success is more assured. :

org/
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- Mr. Dierenporr. Well, I think that is a tremendously important
thing in the world ; that we should be assured of success, if we can be.

Senator Barkvrey. Isn’t there any way to assure success without
brin in% about stabilization, and if that can be brought about suffi-
ciently before we go into the Fund to guarantee its success, will the
Fund ever be needed ?

Mr, Dierexporr. Well, T think the fund is an international arrange-
ment for handling exchange that certainly would be a good one.

Senator Barrrey. If everybody is going to get stable without it,
what is the use of creating it

Mr. DieFrnporr. We are not talking about the ideal situation, We
are talking about the possibility of arriving at a place where the fund
has a better chance of success than it does in the transition period of
some year nobody knows how many. We know the sitnation is diffi-
cult for a fund that depends on balances of payments. I would say
the same thing about any other plan at this time. T supose, if we Eo
back to the thirties, why was the gold standard in difficulties? Why
did gold flow into this country causing imbalances? Because of all
the difficuities in the world. 1f that can have that effect on the gold
gituation, why cannot it have the same effect on the dollar situation
within the fund ?

Senator BarkrLey, Do you believe it would be easier to prevent the
flight of the dollar to which you referred a moment ago, with or with-
out this fund? If you say without it, I would like to get your reasons.

Mr. Drerexvorr. The flight of the dollar?

Senator Bareiey. Yes. Maybe it was the previous witness. I
thought you used that as a reason why in the transition period the
fund oug{m not to be created, because you were afraid the flight of the
dollar would be the result.

Mr. Dierexporr. I was talking about the fact that dollars would
be used -to purchase great amounts of goods in this country in that
period in order to catch up and it would, of course, come into com-
petition—-

Senator Barkrey. Wouldn’t that happen anyway, whether there is
a fund or not? How will the absence of the fund contribute to pre-
venting the flight of the dollar?

Mr. DieFEnporr. I don’t think the absence of the fund does. I
think the conditions contribute to that situation. T think first we must
take care of the questions of tariff and international stabilization.

Senator Bargrey. Of course, they all dovetail together. We are in
controversy over in the Senate right now about tariffs.

Mr. Dierenporr. I understand that.

Senator Tosey. That has been resolved, though—partly resolved.

Senator Barkiry. I hope so. My idea hds been that one of the
things that makes this thing needed is the transition peried. If we
can wait until that is over and everybody gets stable—we understand
that water seeks its own level and maybe currencies will seek their own
level—after that has gone through a 4- or 5-year process, whatever
it happens to be, maybe we won’t need it at all, . :

It seems to me, during the transition period is just when we need it
more than any other time,

hMr. Dierexporr, Well, I think there is a difference of opinion about
that.
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Senator Barerey., Well, just one more question, I didn’t want to
interrupt your statement. You mentioned the fact that the bank
could do this. The bank couldn’ do it under the present agreement?

Mr. Drerencorr. Well, under the amendments that have been put
into the bill the bank will take over long-term stabilization loans.

Senator Bargrey, I mean the bank under the agreement entered
into by these 44 nations at Breiton Woods could not engage in the
stabilization of currencies,

Mr, Dierenporr. I think that is correct. There is some question
about it which they tried to correct in these amendments.

Senator Tarr, May I say that Mr, White testified yesterday that
they could definitely under the bank undertake stabilization loans.
He said that yesterday afternoon.

Senator Barwrey. Only to a limited extent. It could not, certainly,
cover the field provided for in the fund.

Senator Tarr. Not a general stabilization fund of all 44 nations,
no; but the question as to whether they could participate in solving
any nation’s problem, and could participate also in the stabilization
loan is perfectly clear.

Mpr, DierenporF. I think there is a provision in the agreement as to
the bank being allowed to make other kinds of loans, other than those
specified, under special circumstances.

Senator Barxiey. If the bank was authorized to do what the
Stabilization Fund was authorized to do, it would take a new agree-
ment, wouldn’t.it?

Mr, Dirrexpgrr. I think that is brought out in the bill in these
amendments. As you know, there are certain amendments here that
will bring up that whole question. :

Senator Barrrry. These amendments in the bill passed by the
House do not require a reassembling of the nations.

Mr, Dierexporr, Of course, that is right, and the answer to that is
that we do not know what the cutcome of that will be, They are direc-
tives to the fund and the bank to do certain things, If they don’t do
them, we are back where we started, but it raises the question you have
talked about, Senator. It raises the question of long-term stabiliza-
tion loans in the bank, It raises the question of limiting the stabiliza-
tion operation of the fund to temporary assistance to members, et
cetera, It seems to me that this recognizes and admits that the fund
may make long-term loans or at least there is a question in somebody’s
mind whether or not the fund can make long-term loans, and the
question, of course, in the bank of the stabilization loans.

Now, inaving admitted that we are asking for a correction of it—
we are not asking for the 44 nations to meet, but we are asking our
representative to get aif interpretation, and if the interpretation is not
as we understand 1t, we are then asking for an amendment. Nothing
is said as to what happens if we don’t get the amendment, If we don®t
get the amendment we are back where we were before with the same
question that has been raised and the admission by somebady, whoever
put these amendments in, that there is that question involved in the
whole picture. I think I am correct in that.

Senator Tarr. Mr, Diefendorf, while you say you think the bank
may make stabilization loans, you don’t claim they can run the stabili-
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zation fund and stabilize at one time 44 currencies, which is something
you say cannot be done at all.

Mr. Dwrenporr. Noj they couldn’t do that. They could make loans
for the purpose of stabilization.

Senator Tarr. To particular nations to help them stabilize?

Mr. Dierexporw. That is right under whatever safeguard they
wanted to put in,

Senator Tarr. That is what you were thinking ought to be under-
taken rather than a Nation-wide effort to stabilize all currencies?

Mr. Dierexrorr. That is what I think should be done until such
time as conditions are different in the next few years.

Senator MirirxiN. Is that another way of saying you believe in
selective stabilization ¢

Mr. DirrFeNDoRF. Yes; that is another way of saying it. That is why
I say if it is in the bank we could make stabilization loans where we
believe they are proper.

Senator MitLikiN. You don’t object to stabilization. Your conten-
tion is that there are some thing-—some countries that are so disor-
ganized and in such chaotic condition that to say you will stabilize
their currency is to say something that is false? That is, if you ac-
cumulate these false things far enough you begin to bog down and put
a burden on international trade and international relations.

Mr. Disrexporr, That is correct, I think.

Now, let me say also that this has never been ealled officially a stabili-
zation fund. It has been called the Monetary Fund. The question of
stabilization js something that we have—I mean we are talking about
elimination of controls and exchange controls and all other things in
she fund, which we all, of course, are for.

The Crarrman. Whatever you call it,

Mr. DrereNporr, But we don’t know whether or not—excuse me,
Senator, I didn’t mean to interrupt you,

The Cuareman. Pardon me. :

Mr. Dierenporr. Whether we like it or not, there is a period of X
number of years in which you are going to have exchange controls any-
way. It does not eliminate them wholly.

Senator Tarr. Have you a statement, Mr. Diefendorf?

Mr. Dierenporr. No, I have just some notes,

Senator MiLuagiN. Another question, Mr. Chairman, please.

The Crareman, All right,

Senator Mruikr~. Even if you did not have the fund, that would not
preclude making selective agreements with countries that were worth
the risk, would it?

Mr. DizrennorF. It certainly would net,

Senator Ta¥r. As a matter of fact, what do you think as to the
English, as to the key character of the settlement with England, and
England’s difficulties?

Myr. Dierenporr. Well, T think that is one of the great problems of
the world today and a very hard one to lknow the answer to, I have
the feeling that when we are talking about international settlements
and international stabilization, and we are thinking of a country that
has some $12,000,000,000 of debt as a result of the war, that that par-
ticular problem ought to be corrected in some way or ought to be dis-
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posed of as a part of the international settlements, because I think
1t is a menace to international settlements or international situations.
It is just as much of a menace hanging over the whole gquestion as were
our own war debts which have lasted all these years. We now say
they were a menace, and I think they were. We would have been far
better off had we solved those and corrected that situation earlier.
Today England is in that some position, Now, that has a bearing,
I don’t know what the settlement of those debts will be. I don’t think
anyhody knows, perhaps.

Senator MrzLrxin, Mr. Chairman, may I ask a question ?

Mr. Cuaammman. Yes.

Senator Minurzmn. Is this not correct: That if you set up a currency
exchange value with a country that is so chaotic that your valuation
necessarily must be arbitrary, does that not have the effect of making
the entire economy of the country arbitrary so long as that relation-
ship is maintained ?

Mr, Drerenporr. Well, I want to get this clear. In the event that
We are——

Senator Mrieskin. If yon have an arbitrary value on your currency,
thaté necessarily affects the internal economy of the country, does it
not?

Mr, DiereNporr., 1 should think so; yes.

Senator Mrrrrin. Does it not follow, if it be arbitrary at the initial
point, that it keeps the entire country’s economy on an arbitrary basis?

Mr. DieFenporr. T would think so. .

Senator MouxiN. Therefore, unless you can control the entire
economy of the country, you eannot in the end maintain your arbi-
trary monctary valuation?

Mr. Digrenvorr. I think that 1s correct. Of course, this whole
question of fixing the values of currencies in this fund is going to be a
very difficult one, I should think, Presumably it has to be by agree-
ment. With many of the countries in the shape they are in today,
I do not know how anybody is going to decide what the currencies
are worth; and if they set an arbitrary value, I question whether
that value will stand. Of course, the fund will take ecare of that,
I assume, by the measures, the means that have been set up,

Senator RapcLirre. If I understand correctly, you feel that the gen-
eral functioning contemplated by this fund is desirable, but that you
think its application at this time is premature.

Mr. Dierexvorr. That is correct, sir.

Senator RapcLrree. And that, of course, is based on the assumption
that if there is an interval of time there will be certain changes in
conditions which would prepare us for a status when the stabilization
might become effective?

Mr. DirrexNnorr, Yes, sir,

Senator Rancrarre., And I think you have mentioned the fact that
you feel that the International Bank’s operations could be something
of a factor in that respect.

My, Drerexwporr, That is correct.

Senator Rapcurrre. Would you care to comment on any other factors
which in your opinion might play more or less an active or even a domi-
nant role in preparing us for this status when you think such a fund
could become effective?
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Mr. Drerexporr, Yes., I think that what we are talking about are
those things which create lack of confidence and those things which
create lack of balance. Now, the lack of balance is created, as far as
we are concerned, by the fact that we sell more than we buy; not only
that, but in the period of transition we are going to do a great deal
more of that. The lack of confidence would be cansed by the fact
that many nations in the world, as far as we can see now, are going to
be some time in establishing stable governments and stable condi-
tions, which is the only basis, I believe, on which you can have any
real stabilization.

Senator Rancuirre. Well, if the fund is discarded for the time being
at least, but the bank is put into operation, do you contemplate
any other forms of legislation which you think might be necessary to
cerry out these purposes, or do you feel that economic processes wonld
more or less adjust themselves without legislation?

Mr, Dierenoorr. No, I do not.

Senator RancrLirre. In other words, have you any legislation in sub-
stitution for this fund in case we do not adopt the fund ?

Mr, Dierenpore, Legislation in substitution for the fund?

Sengtor Rapcrrrre. Yes; aiming at bringing about a stabilization
or hetter economic international relations or conditions, or whatever
may be the general objective,

Mr. Dierenporr. Well, I believe that we have brought out that we
believe the war debts should be eliminated, of course, and the Johnson
Act might be repealed in order that the bank might operate. Of
course, we get into questions of tariffs, and that has always been a
very difficult Eolitical question, but it would seem to me that we have
to recognize the fact that if we can bring more goods into this country
without hurting our own economy, we should do it. And I do not
pretend to be the one to say as to whether that can be done or not. If
we cannot, and we are going to continue to operate in the world in
which we are going to be selling so much more than we buy, and
having only as offsets our invigible imports such as shipping costs,
insurance premiums, foreign remittances, travel expenditures, ete.
and not large visible imports, then the fund would have very little
chance, I think any other form has very little chance of arriving
at stabilization until those things are corrected.

Senator Tarr. Mr, Diefendorf, will this fund eliminate exchange
restrictions and the other hindrances to trade?

Mr. DiereENDORF. It certainly does not eliminate exchange controls
during the period of from 3 to 5 years; on the contrary, it allows
every country to keep them on, and probably rightfully so, for the
very reasons that I say that the fund cannot operate: for the reasons
that we will be in an unusual and unbalance period after the war.

Senator Tarr. It will actually authorize the unposition of a lot of
new exchange restrictions, will 1t not, in occupied countries?

Mr. DiererporF. Necessarily, that is correct.

Senator Torey. That is a fair statement you just made, I think,

Mr. DiereNporr. Thank you, sir,

Senator Tarr, Does it eliminate the dangers of competitive devalu-
ation of currencies? -
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Mr. Dierenporr. 'Well, of course, that is quite a question. It allows
the devaluation of currencies to the extent of 10 percent without the
consent of the fund. Beyond that point the consent of the fund is
required. I think there is probably a difference of opinion as to how
far that might go. We have statements out of England where it
has been said, I think, by the Chancellor of the Ixchequer, that
they would of course confer with the fund, but if they didn’t get
consent they would do it anyway. I think that statement is on record.

Senator Tarr. Well, that statement that says that

Mr. Dierexvorr. 1 do not think these are very vital things, though.

Senator Tarr, The statement that the fund—I think it says that
they cannot object on the ground of politieal policy:

Mr. Dierexporr. That 1s correct.

Senator Tarr. Or something of the sort, to a further devaluation—

Mr. Dierenporr. That is correct. :

Senator Tarr. On the ground brought about by the government’s
policies.

Mr. DiereNporr. Yes; they cannot object on that ground.

Senator MiirikiN. Senator, you read the statement of Lord Keynes
yesterday; the guts of which was that they will do whatever is neces-
sary to do to protect their own position. _

. Sjt;nator Tarr. Yes; I think Lord Keynes has stated that very
clearly. :

Mr.y Drerenporr. That is right. And that was along the same lines
as Sir John Anderson, the Chancellor of the Exchequer, made a
statement ¢

Senator Tarr. Will you comment on that?

Mr. DierEnDoRF. A little more concise,

Senator MiLLIKIN. A little more elegantly than I have just stated it.

Senator Furerient. Does that mean that they pay no attention to
the agreements of the fund? Is that the implication of this?

Mr. DierenporpP. I do not want to make such an implication, Sena-
tor, That was the way it read.

Senator Foterianr. That js your interpretation?

Mr. DigrEwDorF. My statement is that 1f Britain thought it was in
their own inferests—and I don’t know that ¥ disagree with them-——if
they thought it was in their own interest and nobody was going to
agree with them, they probablg would go ahead. Perhaps they would
get the consent of the fund under those circumstances.

Senator FoLericHT. If we assume the nation’s won’t live up to their
agreement, it is obvious that none of these are worth while, but we
have to assume that they will perform their agreement; that if they
agree to do this they will do it.

; Mpr. DierenporrF. I certainly do not want to aceunse any nation of bad
aith,

Senator Tarr. My understanding of Lord Keynes's statement was
}:)hat he interpreted the fund to mean that they could do exactly that,

ecatse——

Mr. Dierexporr. Because of the provision under which——-

Senator Tarr. Which permitted or which says the fund can’t in-
terfere with political policy. T didn’t see Sir John Anderson’s state-
ment, but certainly Keynes’s wasn’t in defiance of the fund; it was an
interpretation of the fund that it permitted them to do that.
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Senator RapcLirre. That would certainly leave some discretion
in the fund; it wouldnt be a matter of arbitrary caprice on the
part of some countries to make allocations of this nature in an attempt
to get by with it. I mean the fund has some discretion, I would take
it, anyhow; does it not ?

Mr. Digrenporr. That is correct. And I would say, and I made the
statement, that I thought probably before you ever got to any such
point as that you would find a way to meet it.

Senator Fuisrienit, Is that around the problem of the fundamental
disequilibrium? Is that what you are talking about, Senator Taft?

Senator Tarr. Yes.

Senator Furerigur. I mean that is the problem which is under
discussion ?

The Cmarman. Are there any other questions?

Senator Fuwsrigur. If you are through, I would like for him to
comment on the same point about No. 2, that the safeguards are not
adequate to protect the fund’s resources. Just how do you feel that it
would be dissipated? Assume that the fund would become bankrupt,
‘What would be the process?

Mr. Dizrenporr. Well, T haven’t said that the fund would becoms
bankrupt. I have said that I did net think there were safeguards that
would protect the fund against the disequilibrium that I think will
prevail in the postwar period, and therefore I think there would be
great withdrawals of dollars, on the fund. '

Senator Furerieur, We know there would be, That is why we
set it up, for the purpose of having withdrawals. But, as T under-
stood, the No. 2 point in the bankers’ report as read by Mr, Finucane
was that the safeguards are not adequate to protect the fund, In
other words, it will bog down, and it will soon come to a point where
it ceases to function, and there will be the loss of our investment in 1it.
Is that the proper interpretation of that second point ?

Mr. Dierenporr. I think that is the point they made; yes.

Senator FourerieRT. I would like to have your idea as to how that
is going to come about. Just give an example of how that operates,
because we have been told different from that, and 1 wanted to com-
pare the two views,

Mr. Dierenporr. The safeguareds are in the main, of course, the
provision under which you can draw only 25 percent in the year, and I
asume that was put in there to protect the fund, T can think of no
other reason. The other safeguards are those which have to do with
the—can you give me a steer on what those other safeguards are
(addressing Mr. J. H. Riddle} ¢

Senator Tarr, I will read the first one:

The member desirlng to purchase the currency represents that it js presently
needed for making in that currency payments which are congistent with the
provisions of this agreement;

Mr. Drenporr. That is right. Well, there you have a represen-
tation. And of course, we have to remember one thing: The fund
allows its use for the purpose of correcting an adverse balance of pay-
ments. T think we never want to get confused and think of the fund
as making individual Joans in this regard or that regard. We are
talking about an adverse balance of payments. Now, many things
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oo into the question of an adverse balance of payments. There is the
question of trade, an adverse balance of trade. There may be a
capitai movement, although there is a prohibition against that. There
may be many other things. I think it is very difficult for any fund or
any management of any fund to be assured that in that adverse bal-
ance of payments is just the current movement. A lot of things—
I mean we have always found it difficult at least to tell just what is

. in an adverse balance. Therefore it seems to me that it is possible that
the fund would be drawn on very heavily in this period of:

Senator FouerieET. Well, just & moment,

Mr. Dierexporr. Now, when we get to the point of whether or not
all the dollars are going out of the fund, T don’t know that I am ready
to state thai that would be the fact. T think it is a possibility. Of
course, if all the dollars should go out of the fund, or before all the dol-
lars get out of the fund, they would put into effect the scarce currency
provisions against the dollar. Now, that particular provision gives the
fund the right at that time to allow sanctions against the dollar: In
other words, against our trade. T know that everyone says that is no
different than would happen if we didn’t have the fund. But we
become a party, however, to an arrangement under which that can be
put into effect; and, of course, the alternative——

Senator Foiprigar, Well, wouldn’t you want it to be put into effect?

Mr. DigreNporF. Of course, the alternative to that is that we put
up more dollars. . :

Senator Furericar. We would want it to be put into effect in
order to prevent this continued outflow. Somewhere it has got to
be balanced, either by loan or default, one or the other, or you would
have no fund.

Mr. DieFeNporr. In the past we have always acted on our own in
that connection and have felt that we had freedom of action.

Senator FureriaaT, Bup—-=- '

Senator Tarr. In other words, if this fund goes in and people put
in restrictions, if this scarcily provision goes in and they put in re-
gtrictions, they can put it to an extent where they can’t even pay
their debts to us, as })read the restrictions on scarce currency.

Mr. Dirrenvorr. Well, there is difference of opihion on that. I
think that you could give it that interpretation.

Senator Tarr., Then we are bound; whereas, if there is no fund
and somebody begins to do that, we raise thunder with them.

Mr. Dierenporr. That is correct.

Senator Tarr. And there are plenty of things we can do to them,
so that we can at least secure a selective field throughout the world
where we can operate; whereas under this we agree to be indicted by
the world, and we invite every nation, and we remove any possibility of
our protesting if a nation puts any restriction on the dollar,

Mr. Dierenporr. We accept the Keynes principle that the creditor
nation is responsible if anything of that kind happens.

Senator Tarr. Yes.

Mpr. DiereNporr. And that is a new idea.

Senator Furerigar, Now, pursuing that thought a little more,
the Senator just mentioned if it was a debt they can put restrictions
on paying it. As I understand the fund, they cannot restrict paying
what they owe to the fund, because the fund already has it. That is,
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they have the currency itself, That was one of the points, that the
fund is better protected—its resources are—than the bank, because
the bank is just a regular loan, and if they put a restriction on the
transfer of the currency to pay it, it just restriets it, but they cannot
restrict the payment of what they owe to the fund. Is that your
understanding of it :

Mr, Drerenporr. I think you were talking about debts outside of
the fund., T

Senator Tarr. Yes, outside.

Senator Friprieirr. Well, 1t would be the bank debt. The bank is
a different debt from the fund

Senator Tarr. Oh, no; but there may be—-—

Senator Fursrrenrr. Or any other loan.

Mr. Dierenporr. The debt to the bank is purely—I mean there is
no debt to the bank in the sense that we think of debts. There is
currency deposited in the bank or credit given in currency, and they
have that in the particular—whatever particular country draws dol-
lars puts up its own currency against it. .

Senator Forsererr, In the bank?

Mr. Dierenporr, In the fund.

Senator FuLerigHT. 1 am just making the distinction between the
bank and the fund. As I understand it, the fund actually has the
currency, and it is a superior resource or a superior lien to an ordinary
loan of the hank.

Mr. Dierexporr. I think that is right. That is correct.

Senator Fuuerienr. Therefore would you agree that the resources
of the fund are better protected than the bank?

Mr. Dierenporr. I would not agree that they are better protected,
because, in the first place——

Senator FurerigaT. That is what T was trying to get your answer
to. Why is it weaker and more likely to fold up than the bank?

Mr. Dierennorr. I will try to tell you what I think about it. Of
course, the bank—when we talle about the resources of the bank being
protected, we are talking about how good the loans are that we mszke,

Senator FuLsrichT. Yes.

Mr. Dierenporr. We are talking about the ability of the country to
repay in the currency which it borrowed.

Senator FuLerieur. Yes.

Mr. Dierenporr. We are talking about a bank which is set.up, cer-
tainly from the standpoint of the act itself, with all kinds of safeguarda
and with great care to insist on investigation, and so forth. I think
islhose are very strong provisions in the bank, the strongest that I

ave

Senator Tarr, Requiring proof of the adoption of a sound fiscal
policy by the Government itself.

Mr, Dierexporr. Many things that are very strong, and which would
seem to me to safeguard the loans that will be made 1n the bank. Now,
the bank in the main is going to be a guaranteeing bank rather than a
Iending bank.

Senator Fuvsrionr, Yes,

Mr, Dierexporr, Therefore, you not only have the question of the
investigation by the bank, but you also have the question of the in-
vestigation by those that make the loans, Now, we assume that some
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banker in the neighborhood is going to make a loan to XYZ country
gomewhere abroag. He first investigates the loan, and after he has
investigated the loan, and if he wants to take it to the bank, the bank,
too, investigates the loan, not only from the standpoint of whether
or not it is a particularly good project or a particularly productive
project, but also from the standpoint of the chances of repayment and
the ability to get exchange with which to pay them, And let us not
forget that the question of the repayment of debts to us is a matter of
getting dollars to pay us, in most cases, and not just straight default on
their ability to raise their own curréncy .

Now, in the fund we are talking about a fund that has their own
currency in it, and it is worth nothing to us unless we use it. We are
not going to be using this fund, We are not going to have any adverse
balance of payments, and that is the major factor that has to be present
before the fund can be used, The United States, as far as’any of us
can see, has no adverse balances ahead of it. :

Senator Tarr, Well, isn’t it true——

Mr. Dizrenvorr, Do I make myself clear, Senator?

Senator Fuismigur, Except it doesn’t quite go on io the final con-
clusion as to how this fund will lose its money. I mean, as I under-
stand it, when this country comes in for an advance it always must
keep a certain amount with relation to gold. That is, if it depreciates
its own currency it has to put more currency in, hasn’t it? So——

Mr. Dierenporr. Of its own currency; ves. '

Senator Forsricrir. Of its own, which bears a certain relation to
gold; isn’t that right?

Mr. Dirrenvorr. That is correct. Now, we are not saying—I
haven’t said, and I don’t know of anybody that has said that the fund
would lose its currencies. It has been said that it might be short of
dollars and have a lot of other currencies. The question of the value:
of those currencies is one of the things that we have,

Senator Torey. Well, it has been said repeatedly from the very facts
of the grrangement that we were giving money away and throwing
money away. You certainly do not concur in that statement?

Mr. Dierenporr, I certainly do not. But I do not know the value
of all the currency that may be in there.

Senator Topry. Nobody does yet,

Mr. Dierenporr, That is correct.

Senator FurerigHT, Because, of course, we have all admitted—
that there are difficulties in determining the value of the currencies,
and that probably the most difficult problem, in the initial stages, of
any, 18 how to set that; but I assume that surely there are some, at
least, New York bankers with enough sense to determine that particu-
lar question. :

Mr. Dierenporr. I would question that.

Senstor FurerigaT. Don’t you think there are, even with the leeway
of 10 percent?

Mr. DmrexNpoRF. Under the conditions that I think are apt to prevail
in the immediate period after this war, I do not think anybody 1s good
enough to do it. :

Senator FurerigaT. Well, there will be risks; of course, we know
that. .
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Myr. DieFeNDoRF. 1 am not talking about all countries, Senator; 1
am talking about some countries, of course.

ISenagtor MLy, Mr. Chairman, may I ask just one question,
ease
P The Cusirman. Certainly.

Senator Mririkin. 1 wou%d like to probe as to the possible effect of
our getting into a scarce dollar position. At that point, as T see it,
g virtual embargo is put upon our exports, and we have invited it under
thffz te;ms of the agreement and under the circumstances that call
it forth.

Is it not the effect—would it not be the effect of that to compel
those who had been buying from us to find other sources from which
to buy, and thus build up a great croﬁt of competitors with things that
we have been exporting? Countries have been buying generators from
us, automobiles from us, machine tools from us, and they would then
be compelled to buy them from Sweden, from Great Britain, from Bel-
gium, and so forth and so on. You are establishing an entirely new
channel of trade relationships which in the end might seriously affect
our long-term exporting habits,

Mr. Dierenporr. Well, that would be the purpose of it, of course,
to cause the buying to go elsewhere, because of the fact that that would
be the only way you could correct the situation.

Senator Mriiagin. Yes.

Mr. Divrenporr. That, of course, it can be said,:I suppose, conld
happen under any kind of a system. If we are selling so much more
than we are purchasing, why, the dollar gets into that position any-

way.

genator Mirrikin. But it does not happen

Mr, Dierennorr. But we have an alternative, of course, of putting
up more dollars,

Senator MiLLIkIN. Yes, we can ante up again.

Mr, Dierexporr. That 1s correct.

Senator Tarr. A poker game. .

Senator Mmuixin. Under normal conditions the effect of it does
not happen in mass and at once, and youn have time and opportunity
for adjustments of various kinds which might alleviate your position
considerably, .

Mr. Drerenporr. That would be correct. )

Senator Tarr. Well, you suggest that, while $2,750,000,000 is stated,
the conditions are such that it isn’t very long before we will be under
probably a demand to add to that contribution to the fund?

Mr. Dierenvorr. Well, T haven’t said that.

Senator Tarr. Or lend the fund additional money?

Mr. Drerexporr. I have the feeling—of course it would take a long
time for it, several years—if you had a steady drain of dollars, it
would take several years to come to the point where the fund had no
dollars. My own feeling is that psychologically if it continues, if
the balance continues to run that way, lon %)efore you had gotten to
the point where the dollars are out there will be a great many questions
about the success of the fund in the minds of many people.

Sengtor Tarr. And also they ean declare currencies scarce before
it actually runs out, can’t thgy? :

Mr. Dierexporr. Well, I don’t know that they could. Maybe they
can. I would question that they would.
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Senator Tart, Isn’t there this very important difference with the
fund : That the drafts on the fund are practically automatic, whether
a nation is a good risk or not, whether the nation needs money or not,
so that a nation like China, with a quota of $350,000,000, can draw
$187,000,000 every year almost as 2 matter of course?

Mr. Drerenporr. Well, I think there are some safeguards that pro-
tect us as to China.

Senator Tarr, Well, what are the safeguards? That is what I
would like to know.

Mr. Drerenporr. I think that the fund has some diseretion in that
connection. '

Senator Tarr. Well, do you think so?

Mr. Dierexporr. On a country like China, for instance, I think
there is a provision in there that protects us from a country that has
been occupied.

Would you like to comment on that yourself ¢

Mr, J. H. Rmopre. Well, there is one provision there that the fund
can postpone exchange transactions with a member if the circum-
stances are such that in the opinion cof the fund they would lead fo
the use of the resources of the fund in a manner contrary to the

urposes; and it has been stated by some of these experts that China,
or example, is in a terribly chaotic condition. But I think the
Senator is entirely right that the fund does set up the presumption——

Mr. Drerennonr, That is right,

Mr. Bmpie (continuing). That these members have a right to bor-
row, and it is up to the fund te prove that they do not have the right
to borrow,

Senator Tarr, That is why all the nations at Bretton Woods were
rushing in to get as big a quota as possible in the fund, and as small-
4 quota as possible in the bank, 1sn’t it; because they regarded the fund
as a license to draw money down?

Mr. Dierenporr. It has been said that that is so. Of course, it
seems, when you look at the quotas and the relations, that some of them
were based on other things than the guestions of trade, I think.

Senator Tarr. What are those? :

Mr. DierEnporrf. Well, for instance, as I remember it, the quota of
Russia is within a hundred million of Great Britain’s, That certainly
can’t be based on trade. That must be based. on some other considera-
tion.

Senator Tart. Is their trade—the British trade was 10 or 20 times
any international trade Russia ever had.

My, DieFenporr, That is correct. I believe there was some formula
set up for fixing those quotas originally, but I think that for some
reasons we got away from that, I think also that is the case between,
who is it, France and Holland as against——

Mr. Rmopie. Well, I think we have pretty well got away from the
formulas, and it was a matter of agreement at Bretton Woods.

Mr, Dierexnporr, Well, T agree with that, but it is outstanding in
certain cases. I remember Russia and England as one, and I think
it was the Dutch and somebody else.
~ The CriairMaN. The Senators usually eat Iunch to start on the floor
around 12 o'clock and so I am going to suggest to the. Senators, the
members of the committee, that we continue this hearing at 2:30
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©'clock in the District of Columbia Committee room in the Capitol,
so that we shall be near the Senate,

Scnator Tarr. Well, if Mr. Diefendorf is perhaps through

Mr. Dierexocrr. I have nothing nmore, and if the Senator would
excuse me, why, I would like—-

Senator Murpock. I would like to ask one question or two, Mr,
Chairman,

The CrAlRMAN, Very well.

Mr, Dierexporr, I am trying to catch an early train, sir, if I can,
but I am at your service, of course, if you want me.

Senator Murnock. I propounded this same question to Dr. White,

of the Treasury, Mr. Diefendorf, and I would like to have your view,
of a banker, on it, .
_ Recently the Senate of the United States, at the request of the Board
of Governors of the Federal Reserve System, reduced gold-reserve re-
quirements, as you know, from 40 percent to 25 percent on Federal
Reserve notes and Federal Reserve bank deposits. Do you consider
such a move on our part as a depreciation of our currency in any sense
of the word ?

Mr. DizFeNporr. No; I do not.

Senator Murpook. Let me ask this one other question: At the time
it was proposed by Governor Eccles it was quite thoroughly agreed by
all that there were two remedies; one, the reduction of our reserves,
and the other remedy would have been an mcrease of the price of gold;
that either step or either movement would bring about practically the
same result, Now, if we had increased the value of gold it would have
had an effect, would it not, on our currency?

Mr. Dierexporr. 1 think it would have had a greater effect and
would have been—I prefer what was done,

Senator Murvock. But you do not feel that that is a depreciation,
in any sense, of our currency? -

Mr. Dierenporr, No, I cannot see that.

Senator MiLiriN, Mr. Chairman, may I be indulged for just one
question ?

The Craeman. Certainly, :

Senator MiiigiN. Probing further the effects of our being declared
in a short-dollar position, at that point we wounld either ante up or
we must modify our import policies; is that correct ?

Mr. Drerenpore. That is correct. : .

Senator Moaixin, If we choose to do nothing, then we must can-
cel our contribution to the fund, on the same ground that we are can-
celing our World War I debts; is that not correct? Doesn’t it come
to that?

Mr. Drerennorr, Well, if. you chose to do nothing, I assume we
would withdraw from the fund, in which we would—

Senator MiziariN, Yes. And at that time we would be—

Senator Furerigar. What? Do you mean to say we would lose
what we put in if we chose to withdraw ?

Mr. Dierenporr. I didn’t say that.

Senator FuLsricmt. That is the implication,

Mr. Derenporr. We would withdraw. I had not said that. T said
we would withdraw from the fund, and then we would be entitled
to that share of the assets that were left, for our particular——

Senator FurericHT. Yes.
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Senator MmureIN. And then we would consider what the nature
of those assets would be at that time,

Mr. Derenporr, That is right. We would, of course, have a large
share in perhaps foreign investments and maybe some gold.

Senator MrLuikin. We would have—

Mr. Drexporr. Foreign currency,

Senator MiLLIkiN, Yes, We would have a cut in foreign curren-
cies which might or might not have realizable value.

Mr. Dierenporr. Dependent on whether or not we could use them,

Senator MiLLikin. Yes.

Senator FurerieHT. Isn't there one—

Senator MiLrakiN, And the fact that we got into a short-dollar
position would show that as of that time we had not achieved the
Eurpose of stabilization and that the world was in quite a state of

ishalance economically speaking.

Mr. DrereEnporr. But the worst effect of it all would be the break-
down of the fund and its terrific effect all over the world. That would
be the worst effect, not on the dollars we would lose, .

Senator Mruurkin, We would then have to ante up or break the
heart of the world.

Mr. DierEnDORF. I want to make it clear——

Sengtor Tarr, Isthat a poker term or

Senator Murnock, I would ltke to have the witness’ answer to
that question.

Mr. Diererporr. 1 did answer it, didn’t I T have no feeling about
the cost of the fund for if we could accomplish the purposes that are
laid out in this fund for a matter of $2,750,000,000 it would be money
well spent. But the real effect of the failure of the fund is the effect
on the whole economy of the world if such a thing failed after we
ratify it and become part of it.

Senator FurpmerT. I want to ask one further question in that con-
nection. Jsn’t there but one answer to disbalance, whether you have
a fund or not, and that is that this country, either through purchase
of goods or through travel or in other ways, balance its exports and
imports? . '

Mr. Digrenporr. That is my feeling ; yes, sir.

Senator Forsricar. Now, during this 25 years it wasn’t in balance,
and you are anticipating a great imbalance in the next few years, but
the only solution has got to be in this country’s taking nothing, hasn’
it, either in goods or services?

Mr. Drerexporr. That is my feeling, sir, but T don’t think

Senator ForerigET. 1f we do do that, you would say the fund has a
fair chance of operating?

Mr, DiereNporr. Yes; but I am not sure you are going to do that.
That is one of my troubles.

Senator FousrigaT. Well, if you don’t do it, without the fund youn
are in very bad shape,

Mr. Dierenporr. Well, why not do the first thing first? Why not
get the fundamentals in there before you start to do something?

Senator Murpock, By that do you mean-that we must have political
stability throughout the world——
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Mr. Digrenporr. In certain places.

Senator Murpock. Before they enter into some kind of fund ?

Mr. Drerenporr. Well, T mean we must make good on the question
as to whether we are going to buy more abroad,

Scnator Furerigur, That is it. .

Mr. Dierenporr. We are giving lip service to something. We
haven’t done anything, very much, about it yet. .

Senator Murnoce. But-don’t you consider that if we assume that the
fund will to some degree lend itself to economic stabilization, don’t
you think that that is conducive to political stabilization?

My, Dierennorr, Yes;but I don’t think the fund lends itself to that
kind of stabilization in a period such as we will be in, with all the
same things present that were present before.

Senator Murpock. Well, but 1t has never been tried before, and the
world has come to chaos without it.

b ?Ir. Dierenporr. Well, no fund of this kind has ever been tried
efore.

Senator Murpock, That is what I say. And the world, notwith-
standing that fact, has come to chaos.

Mr. Dierexporr, Of course, maybe I am incorrect.

Senator Murpock. It is in a chaotic condition today, and isn' it
about time that we maybe tried something new?

Mr. Digrexporr. Well: historically I have always felt that you could
forecast better on the things that have happened than you can on the
things ahead.

Senator FurerigAT. So you can forecast definitely we will end
up i;l the same mess we are 1 if you don’t do anything different, can’t

ou?
Y Mr. DieFennorr. Yes.

Senator Tarr. Mr. Diefendorf, there is one thing I want to sug-
gest: If you had $2,750,000,000 to dispense in the world to stabilize
the worl&y, do you think you could accomplish more by dealing with
it directly than by putting it in a fund of this sort? TIn other words,
is it diffused here in places it isn’t needed, and unimportant places?

Mr. Drerenporr. Well, of course— )

Senator Tarr. If you concentrated that money in solving one or
two problems—— '

Mr. Dierexporr. When we say if it be diffused, it could be, I
don’t know that at all. T don’t know what $2,750,000,000 may do in
the world. We are talking about lots more than that in the banlk,
and T think that will do a great deal to carry us over the period that
we are talking about.

Senator Rapcrirre, Mr. Diefendorf, may X ask a question following
up what I spoke to you some time ago about the matter being pre-
mature: Ido you feel conditions are in such a distressed condition
now

Mr. Dierenporr. I am thinking more about the future than right

now.

Senator Raporrre. Yes; that any such change as has been sug-
ested would be too hazardous? Are you optimistic that those con-
Itions are going to improve if something isn’t done?

Mr. Dierennorr. I must be optimistic that they are going to improve,

Senator Rapcrirre. Well, I mean is that optimism just based upon

T5673—45——18
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faith, or does it rest upon certain concrete factors which you have
in mind which you think are in operation or which will develop?

Mr. Dierenporr. Well, T have questions in my mind. T hope that
‘we are going to attempt to solve these fproblems. I certainly believe
we are going to solve the questions of peace and security. I have
that much faith.

Ag to the questions of whether or not we are going to import much
more than we have in the past, that is a hard question to answer,
because people change their minds so rapidly over a few years. 1
think today that most everyone, ceriainly all of my associates that
I talk with, believe in the theory of reducing tariffs, and either—
probably preferably by the reciprocal trade method, and certainly
labor is on that side, which in the past it was not. 1 am not so surs
of what may happen 5 or 6 years from now, or some given number of
years, because it all depends on what the effect is.

There are other questions involved in that, There is the question
of whether or not the idea that we are going to maintain a national
income of a hundred and forty million dollars or some such amount—
which I think would be hel 1y'ul in the whole question of whether or
not we balance this situation and whether we buy mors abroad,
because certainly with larger incomes in this country we do travel more,
we do buy more luxuries, we do a lot of the things that help bring
about the kind of a situation which we would like, but I don’t know
whether that is going to happen.

Senator RapcLirre. No. If conditions do not right themselves, and
we remain in the present situation, which is certainly a very unhappy
one and a very distressed one, for a considerable period of time, do you
think it is quite likely that you would be willing to take the plunge
later on ¢

Mr. DieFenporr. Into the fund?

Senator Rapcrirre. Yes.

Mpy. Dievexnorr, Yes; I think I would.

Senator RancrLirre. Well. is there anmy advantage in waiting?

Mzr. Dierenoorr. If all these conditions are what you say.

Senator Rapcrirye. Well, T mean suppose they do not improve.

Mr. Digrexporr. Oh. I didn’t understand your question.

Senator Rapcrirre., Suppose they do not improve.

Mr. Dierenporr. Noj; I would never advocate the fund under those
conditions.

Senator RapcrLirFe. You would never go into the fund with condi-
tions existing as they are todaiy?

Mr. DiereNporr, And, as I say, with the uncertain conditions just
ghead that I think will prevail.

Senator RapcLarre. You would rather endure the lot you have?

Mr, Dierexporr. Well, I do not think the fund is going to correct
that. I think you are giving the idea of the fund doing something
which it will never do, and you are going to have failure ahead of you.

Now, then, ¥ want to say here that I do not think we should always
think of our solving all the problems ourselves. There is a lot to be
solved by somebody else. One of the implications of this fund that
always bothers me is that the fault lies with the creditor, with the man
who is on that side of the picture. '
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Senator Rancrirre. You say you do not think the fund is going te
do the job. Do you think any other factors will do it? If not,thereis
@ pretty pessimistic prospect ahead of us.

" Mr. Diercnpcrr. Well, we have solved problems before without a
Tund. We have found ways to stabilize currency before.

" Senator RapcrirrE. I know, but we usually have something pretty
definite and concrete in mind, what we are going to do.

Mr. Dierexporr. Well, aren’t you being too definite at the wrong
time? Inmy opinion you are.

Senator Rapcuirre. If you turn down a concrete proposition it
is usually desirable to have something conerete in mind and not
simply rely upon the abstract hope that something will develop or
that processes will readjust themselves,

Mr. Dierenporr, Well, perhaps time will tell whether or not we
prefer this kind of international arrangement, a fund of this kind,
with provisions for devaluing currency, and so forth, as against the
gold basis, Iwouldn’t think either would be good right now.

Senator Tarr. Well, I suggest, Mr. Diefendort, there is a very
definite thing that can be done and that will have to be done whether
the fund is put up or not, and that is: Settle the problem with England.

My, Dierexoorr. Certainly,

Senator Tarr. In other words, to stabilize the dollar and the pound
on a permanent basis, which can only be done if you probably make
some Joans to England, help them solve their block sterling balances
and set up—and 1 suggest if you can do that particular one thing you
accomplish two-thirds of the purposes of stabilization that are con-
tained in the fund.

Senator Rapcrirre. Well, wouldn’t the fund probably facilitate it?

Senator Tarr. It certainly would not.

Senator Rapcuirre. It certainly would not militate against any such
plan as that. .

Senator Tarr. No; but it is just wasted, because the whole question
1s whether you can start with English stabilization. If you can, you
can stabilize two-thirds. If you can’t, you can’t stabilize anything,
and the fund is a complete failure,

Senator Rancrirre, And do you think the creation of this fund and
1ts operation would be of no assistance whatever to us in working out
a balance with Great Britain?

Senator TArT. Absolutely no assistance whatsoever, in my opinion,

Senator Rapcurrre, Well, of course, there may be difference of
opinion on that. :

Senator Tarr. Well, what Lord Keynes says is right. Lord Keynes
says, “Yes; this is an iron ration. This is just an iron ration,” this
fund. He says so in so many words in his speech: “Yes; we may want
to give them a little.” In other words, we give them a little bite to
eat while we are negotiating.

Senator RapcLirre. Well, that is something.

Senator Tarr. But he still takes the position that this is of minor
imno-tance to England.

Senator Rapcrirre. Well, but if it is of minor importance it is of
some importance. You said it has no importance whatever. Even if it
is only an iron ration, it is something.
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Senator Tarr. It is something by lending England the amount of
money they can draw down in this fund the first year, which is about
$300,000,000. As far as helping the English situation is concerned,
this is just equal to a loan of $300,000,000. That is what it is equal to.

Senator Rapcrirre. But even Lord Keynes says it is something.

Senator Tarr. What?

Senator Ravcrrrre. He says it is something,

Senator Tarr. An iron ration.

Senator Rapcrirre. But that is better than nothing.

The CrammaN. Well, we shall meet at 2:30 in the District of Co-
lumbia room in the Capitol.

Mr. DierEnporr. Do you want me again, Senator? Do you feel
that I should stay over?

Senator Tarr. Mr. Chairman, there is one question I would like to
ask Mr. Diefendorf. This report is a very carefully prepared report,
and it isn’t very long. I think it ought to Ke part of the record.

The Cizatkman. Perhaps we can put it in,

Senator Tarr. There wag no long, prepared statement.

Senator RancLirre. Do you want to catch a train ¢

Mr. Drerenporr. Yes,

Senator RapcLirre. What time?

Mr, DiereNporr. 1 am trying to catch the 2 o’clock train. ¥ don’t
think you need me, Senator, any more.

The Craareman. All right.

Senator Rabcurrre. We need you, but—-

The Crarryan. I don’t agree with you in everything,

Mr. Dierexvoxr, 1 appreciate that. Well, then I may be excused ¢

Senator Tarr. Well, let us discuss that guestion later,

The Crairmax. I think so.

The Wirness. Thank you sir.

(Whereupon at 12,15 p. m., an adjournment was taken until 2:30
p. m. of the same day.)

AFYER RECESS

The committee resumed at 2:30 p. m. in the District of Columbia
committee hearing room in the Capitol, upon the expiration of the
recess,

The Cramman. The committee will resume. Ts Mr. Palyi here?

Mr. Paryr, Yes, sir.

The CumaiemaN, Please take that chair at the table opposite the
committee reporter.

Mr. Paryi. Certainly.

The Cuamman. We will be glad to hear from you.

STATEMENRT 0F MELCHIOR PALYI, CONSULTING ECONOMIST,
CHICAGO, ILL.

Senator Tarr. Will you please give us first your name, and your
qualifications and history¢

Mr. Paryr. My name is Melchior Palyi.

Senator Tarr. What is your history and experience in matters of
this kind ¢
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Mr. Paryr, I am Hungarian-born, an American citizen, and I
studied and taught in different European countries ; Hungary, Switzer-
land, Germany, for almost 25 years. I have been teaching money,
banking, and international finance in universities and graduate schools
of Germany, Britain, and the United States. My practical experience
in the field began in the last war when I was for awhile advisor to the
Austro-Hungarian Bank, the central bank of the Hapsburg. monarchy.
Then ¥ worked for a year in a German bank as foreign-exchange
operator. From 1927 to 1933 I was chief economist of the Deutsche
Bank, the biggest continental bank, and in the crisis of 1931-33 I was
adviser on foreign exchange matters to the Reichsbank.

Senator Tawr. Where was that?

Mr. Pavyr. The central bank of Germany.

Senator Tarr. In Berlin?

Mr. Pavyr. Yes, sir. I was a sort of dollar-a-year man but did not
get the dollar, When Hitler drove me out of the country I went first
to Britain and was a guest of the Midland Bank for 9 months, invited
to lecture at the University College of Oxfoerd. Then I was invited to
this country by the University of Chicago. I taught there, and at
Northwestern University, and at the University of Wisconsin, The
lagt few years T have been consulting economist connected with differ-
ent financial institutions in the Middle West.

Senator Tarr, Will you mention what institutions they are?

Mr. Parvr. The Northern Trust Co. in Chicago, and the Central
Life Insurance Co. of Illinois, and quite a number of others, minor
ones.

Senator Tozey., Were you associated with Dr, Schacht ?

Mr. Paryr. At the time Schacht was president I was not ofﬁciall;y
connected with his bank, but I was a very close friend of Schacht’s
for a while.

The Crarman. Under Luther?

I M}r. Pavyr. Yes, sir; I was connected with the Reichsbank under
uther,

Senator Tarr. Did you testify before the Committee on Banking and
Currency of the House of Representatives?

Mer. Panyr. Yes, sir.

Senator Tarr, Have you a prepared statement in the way of an
over-all statement on this subject that you would like to read to us
before questioning?

Mr. Pavuxr. I have no prepared statement, Senator Taft. The invi-
tation to appear came very suddenly, and I expected to be ques-
tioned. But if you wish me to make an introductory statement for
discussion I will be very happy to do so.

Senator Tarr. All right,

My, Pavyr. May I start cut by saying that I do not think your job
is very enviable hers discussing Bretton Woods, nor is my job in doing
the same thing, because we are discussing the tail end of & much higger
animal, so to speak.

As I understand the situation, you will be expacted to put up some-
thing like 6 billion dollars which will be at the disposal of these
institutions to Jend to foreign countries. And I understand, beyond
that there are very large plans pending, such as $6,000,000,000 to
$12,000,000,000 to Russia, great amounts to Britain, France, and so on.
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Whether or not that is true, I do not know, but I do understand that
to be the case, The $6,000,000,000 involved in the Bretton Woods plan
is just a small part of the much larger project; and I do not see how
we can discuss the stabilization effects of $6,000,000,000 if you plan to
spend sixteen or twenty-six billion dollars altogether,

Senator Tarr. I think you should assume here, first, for the purpose
of your testimony, that this plan stands by itself, as if it were the only
plan, perhaps supplemented by some Government loans of two or
three billion dollars. '

Mr. Pavxr. If you have in mind Export-Import Bank direct loans,
Eerhaps leaving them out will make things easier for the sake of the

iscussion. Of course, they are only a minor element and it makes
unrealistic a statement about it, leaving out some of the important
things in the picture.

If I am to refer to the Bretton Woods plan, the first thing that
occurs to me is that it is fo be broken up into two parts, very strietly
separated—but can they be so separated in fact?—which are discussed
in public so much as two entirely different institutions.

Now, from the point of view, not of technicality but of the main
purpose—stabilization—I do not sce any difference whatsoever be-
tween the fund and the bank. As a matter of fact, the two accomplish
cxactly the same thing. To me they lock like this: let us say, for
example, that Russia wants to buy from the General Electric Co.
some utility equipment, perhaps to the extent of $100,000,000. Russia
could do that under the Bretton Woods plan by two different ways:
she can order the equipment from the General Electric Co., and when
it comes to paying for that equipment she can go to the fund with the
bills, so to speak. Or Russia ean go first to the bank and say: “I intend

_ to purchase $100,000,000,000 worth of equipment from the General
Electric Co. 'Will you please give me the funds for that purpose?

Now, I do not see what difference, if any, there is from the point of
view of stabilization, whether yon ask for the money first and then
make your purchase, or you buy first and then ask for the money, The
stabilizing effect in either case 1s that the central institution, disregard-
ing technicalities, provides the money. So both institutions serve
the same purpose, namely, if I remember the law, that of taking care of
the balances of payments. That is exactly what it is, balancing un-
balanced margins, in the balances of payments, whether by the fund
or by the bank,

Senator Tarr, Do you say you cannot separate temporary shortages
from long-term shortages?

Mr. Pavyr. There is no such separation. You cannot separate
them ; T mean, credit for a long period and money for a short period.
The distinction between short-term loans and long-term loans comes
from our banking practice, which is not applicable here. There is no
such distinetion here, whether you buy cotton or you buy copper or you
buy utility equipment which amortizes itself in 75 years. The fund
steps in and pays for it as soon ag the buying country does not have
the money to pay. The commonly accepted distinetion between long-
term investment, and short-term investments does not apply here.

I should like somebody to point eut the page and paragraph where
it is claimed that any such distinction may be found. There is no
reference to any difference between the two in the statutes. It would
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be of no major consequence if it were, but there is no such distinction.
The only thing the fund excludes is something like this: If the Rus-
sians would enter the New York Stock Market and buy stock of the
General Electric Co. and then make application to the fund for the
money to pay for that stock, then the fund could say, “That is no part
of our business. That is a capital transaction.” Yes;that isexcluded.
‘What they mean by capital account is not capital goods but capital
rights, such as stocks on an exchange. Therefore, between the fund
and the bank I cannot see any distinction. Most of our banker friends
are simply misled about the whole thing, as though it would be the
same thing, like the distinction between short- and long-term trans-
actions in normal banking,

Senator Tarr. It has been testified here that Russia might under
the fund borrow 25 percent of its quota each year to pay for perma-
nent building. That is your view of it also, is1t?

Mr. Papyr. Surely. It does not exchude it.  You might have theo-
retically an arbitrary management that would say, I won’t pay your
bill except it is a bill for wheat, cotton, copper, or short-term consumer
goods.” In practice you cannot have a management that will do that.

Senator Tarr. Section XIV of the bill was apparently put in with
some idea of stopping that. Have you read that amendment made
over in the House?

Mr. Pary1. Yes.

Senator Tarr. Which takes the position that the authority of the
fund should not extend—
heyond current monetary stabillzatlon operations to afford temporary assistance
to members in connection with seasonal, eyclical, and emergency fluctuations in
the balance of payments of any member for current transactions,

Mr. Pavyi. Suppose Russia demands electric utilities to be erected,
whatever the cycle in Russia is, or whatever the emergency is—that is,
capitul goods of 2 durable nature. And we will say that she does get
the long-term credit, but at the time Russia has to pay she has not the
money. Of course, she could get it from the fund, according to the
statute.

Senator Tarr, Let us suppose that England ran short of pounds,
we will say, by paying a part of the debi she owes to India.

Mr. Pacyr. That is a different case. That would be a capital ac-
count. Well, now, I cannof answer that question so positively. Pos-
sibly then that would fall under emergency. I answered you too fast.
I apologize on that. It could be construed as a capital transaction.
But let us say you purchase a commodity, and how can you say what
commodity is short term and ancther comimodity is long term?  Sup-
pose Russia buys.iron to make utility plants; 1s the amount of iron
purchased long-term or short-term transaction. The whole picture of
the fund, if you read through the statute, is that any shortage in
international purchasing power arising from what is regarded as
normal or regular commercial transactions, such as buying goods.
buying goods of one country by another country, should be a normal
matter,

Senator Tarr, What is your conclusion there?

Mr, Pavyr, My conclusion there is that the bank and the fund are
one—that there are no two separate institutions, _

Senator Tarr. Are what?
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Mr. Pavyr. That they are one and the same institution, serving the
same purpose. Yes; there are two plans involving a little different
technique in each case, and that may have some justification for tech-
nical purposes, but I do not see any difference in stabilization effect.
And the two have to be judged together.

Senator Tarr. Do you think it would be an effective means of
stabilizing ?

Mr. Pavyr, That is the next question, whether the whole amount
is effective. :

Senator Tarr, There is the bell, We will have to suspend for
awhile to go to the floor of the Senate to vote. v

The CHarrMaN. The committee will stand in recess for a few

" minutes.
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{Thereupon the committee was in recess from 3 to 3:10 p. m.)

AFTER RECEBS

Senator Tarr. Mr. Palyi, what is your opinion as to the effective-
ness of this fund and bank in achieving stabilization of currencies
in the world ?

Mr. Paryr. I was just beginning to talk aboiit that before and point
ouf a rather minor detail to eliminate 1t at the outset, namely, that the
bank statutes do not contain any provision in that direction at all
Sinece the*function of the bank is the same as that of the fund, it is
possible that people who borrow from the bank do not live up to the
provisions of the fund about stabilization,of their currency. What
the bank statutes say is that members of the bank have to be members
also of the fund, but so long as they are members of the fund they can
ask for credit and get credit from the bank even so they don’t live
up to the standards they should live up to according to the provisions
of the fund. But now, coming to the fund’s provisions, I am afraid
I will have to summarize at the outset; what I think about it is that
this plan as it stands does not accomplish stabilization. On the con-
trary, it creates a new unstabilizing force of a very dangerous nature.

The CaarsMan. Are you talking about the bank or the fund?

Mr. Paryr. The fund. The bank statutes do not say anything about
that. Tam speaking now only about the fund, and T am referring to the
terms of the fund statutes, the terms in which the statutes deal with
the problem of exchange restrictions. Exchange restrictions are not
only an evil matter, a result of a lack of stabilization and an inter-
ference with the free flow of goods and capital, but actually they are
creating instability. Nothing in the world can create more exchange
instability than a system of exchange regulation in a major trading
country. I don’t know whether T ought to go into details about that.

I feel I know something about it, becausze I was a party to the organ-
izing of the German exchange regulation in 1931, and I saw them grow
from a very little beginning into the worst system of strangulating
foreign trade that has ever existed, not only German foreign trade but
the foreign trade of other countries as well.

Senator Tarr. I think it would be interesting if you would describe
what they were, Mr. Palyi.

Mr. Paryr. Tt began simply with the German banks defaulting on
the deposits of foreign banks. They just couldn’t pay them. They

org/
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had total deposits of 14 hillion, and 9 billion belonged to foreign banks,
I am gpeaking now in gold marks, not in dollars. It was just out of
the question to pay that out. Nobody would loan Germany any money.

So they fell on the solution which they borrowed from the Russian
pattern, to simply say that “the money is not available for the time
being,” which lead to the standstill agreement, with the banks in
default since 1931.

That has been renewed until the war began between Germany and
England., That seemed in itself an innocent action. The bankers
just had to wait until the Germans were willing to pay little bits thig
year and next year. But soon they had to forbid the export of capital
altogether, because a country which cannot pay debts to foreigners is
not a country in good credit standing, and the (Yfermans themselves
started to export capital, bringing it to Switzerland and elsewhere.
So they had to be prohibited from doing that.

The next thing was that they had to stop the tourists traffic, be-
cause if turned out that the tourists were tuking the money out of the
country which meant that they had to look into everybody’s pocket
who left the country, open every car and go inside of every railroad
train to see whether any money was hidden in there. The result was
that they had to put the tourist traffic under the strictest control and
limit the amount a tourist might take with him.

Moreover, the consequence was that the longer the system lasted
the less the Germans could get credit. Tn the Deutsche Bank, which

. I was connected with, we could get $10,000,000 credit by just sending
a telegram. By 1932 we couldn’t get $10,000 credit in the world out-
side of Germany, We just got no more credit under that system.

Then, the next thing was that foreign trade had to be manipulated,
because it turned out that you can export capital in the form of
goods, such as selling goods abroad and keeping the export proceeds
abroad. So you had to control very strictly who sells what, and
what does he do with the proceeds. Then it turned out that you
can also export capital by importing goods. That was a very nice
trick which some (German businessmen developed, buying cotton in
the United States, with the permission of the Reichsbank, buying
it with Reichsbank gold reserves, and then simply saying, “Don’t
de]iver} it to me, just keep it in my name until I come myself and
get it

Then, of course, in order to control that they had to resort to the
most extreme authority over what could be hought abroad. The resnlt
was, there was no angle of international relations that did not pass
under the strictest of control, and there was no more international
trade of a normal kind-—every trade had to be balanced with an offset,
an import with an export. Virtually the whole thing was taken over
by the Government, and a vicious system of clearings and payment
agreements was developed which was only the logical consequence of
the initial proposition. ‘

Now, then, while that was a necessary proposition and was so re-
garded by everyome, it gets a country into a very bad reputation.
Countries which do that are regarded badly behaved in international
relations. Unless they do it for a very short period or in very modest
fashion, they are just sort of bad boys. Moreover, retaliations follow
naturally. The other countries retaliated against these measures by
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similar measures or raising tariff or boycott measures. Naturally
they didn’t tolerate that interferemce with export and tourist traffic.

Now, what these statutes of the fund do very cleverly, sub rosa, so to
speak, is to introduce the same methods of foreign-exchange control
and make them legitimate, not only tolerable, but sort of desirable.
They almost induce countries to introduce foreign-exchange regula-
tions and make them sort of acceptable in good society. They take
off the blame from the country which uses those methods. There will
be, I am afraid, a situation created that will have a very bad moral
effect and which will have very grave economic conseguences.

Senator Tarr. Are you referring to article X1V ?

Mr. Paryr. 1 am referring to the whole set of articles. Let me
begin with that, Senator. In the first place the fund management
can permit in individual cases that foreign-exchange regulations
should be introduced. That, of course; depends on management how
far it will permit that. :

In the second place, under article VI, section 8, that members may
exercise such controls ds are necessary to regulate international capital
movements. Now that paragraph opens up the whole system of for-
eign-exchange regulations, and I am afrai(? the authors of this para-
graph did not realize what they were doing, because if they had
realized it they would have at least put something more into that article
to avoid the consequences.

Senator Tarr, What article is that?

Mr. Paryr. Section 8 of article VI on capital transfers. Of course,
there is no definition of what a capital transfer is. A capital trans-
fer can be almost anything. You may ship cotton and it is capital
transfer if you use it for capital purposes. It is eapital invested
in some form or shape. 1 referred to the example of tourist traflte.

Tourist traffic is not a capital movement, but if you want to make
capital transfer contrel effective you have to control tourist move-
ment so as to avoid capital movement taking place through the pockets
of tourists. A very authoritative Englishman told me in London this
winter that the Bank of England, or the monetary management of
Britain, is definitely not going to permit tourists going out of the
country, unless they are going to countries which take care of the
expenses of the tourists, but not if a foreign exchange problem is in- -
volved. In other words, the British will have to enjoy nature and
art at home. They cannot travel abroad. How could they maintain
the control of capital transfer if they don’t keep the money at home
in the form of cash in the pockets of the public?

Senator TarT. Let me read this section 8 and see if T understand it:

Members may exercige such controls as are necessary to regulate international
capital movements, but no member may exercise these controls in & manner which
will restrict payments for eurrent transactions or which will unduly delay trans-

fers of the fund in settlement of commitments, except as provided In article
VII, section 3-b, and in article XIV, sectlon 2,

Now, it will be said that this language—

but no member may exercise thege contrels in a manner which will restrict pay-
ments for current transactions—
may prevent what you say from being brought about.

Mr. PavLyr. No; it doesn’t prevent it because there is no definition
of the difference between a current transaction and a capital transfer,
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As I mentioned, you buy cutton for the purpose of investing your
money in cotton. Is that a current transaction or a capital trans--
action?  What about the tourist who takes money in his pocket for
the purpose of spending it on the Rivera? Is that a transfer in
capital for eurrent or capital purposes? In either case money has to
be exchanged against foreign money. If you permit them to do that
your whole capital transfer control breaks down. You cannot control
offectively capital transfers without controlling the purchase of goods
and without controiling tourist movement. Therefore, that language
doesn’t help any because the language does not give you any definition,
Nor does it say who decides about that. Presumably each individual
country has a right to decide that matter, but at any rate, there is no
power given to the management to put up definitions and determine
that Britain is violating this article VI, section 3, if Britain introduces
control of tourist traffic and say that nobody can leave the country with
more than £10 in his pocket to spend on the Riviera.

Now, that is not the wheole story

Senator FuzsricaT. In that connection, do you think that on page
36, article XIX-(i) :

Payments for current transactions means payments which are not for the
purpose of transferring capital and includes without limitation all payments due
in ¢onnection with foreign trade and other current business, {ncluding services
and mormsal short-term banking and credit facilities—
would cover the situation you are speaking of

Mr. Pavyi,-Noj; that is not a special definition because' it says—
in the first place under IV, it says, “moderate remittances for family
living expenses.” What is a moderate remittance for family living
expenses? If J. P. Morgan lives on the Riviera that is a different
amount than if I live there. -

Senator Topey. Finstein says everything is relative, It depends
on what your standard of living is.

Mr. Paryr. That is right. Therefore it doesn't define anything.
What is moderate? Is £20 for a tourist to take along with him to the
Riviera moderate or less than moderate?

Senator Tarr. Less than moderate.

Mr. Pavyr. Well, it doesn’t say so.

Senator FoLerienT. It would be easy to say a million pounds would
be more than moderate. .

My, Pavyr. Surely.

- Senator Forsrigar, How can you be so specific in determining it ?
T dor’t think you would like for them to say £100 is all you can take
with you.

Mr. Paryr, That is the point. I would say there is no way of de-
termining at all, Therefore, whatever you put in is absolutely arbi-
trary. - :

, Slgnator Torey. Don’t you think that you are straining at gnats
and swallowing camels here?

Mr, Pavrr T don’t get it. .

Senator Torey. You would if you ever swallowed a camel. T mean
you are picking out little idiosyncrasies in this text and holding them
up; aren’t you missing the great objective of this proposed plan, both
0? the bank and of the fund?
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Mr, Pavryr. Senator, I can go through this whole thing—I am just
going from point to point now, and this is one point among five or
§ix,

Senator Toex. I see. :

Mr. Pavyr I just wanted to point out that on this score, to say the
least, there ig great danger that all sorts of manipulations and foreign
exchange practices will be introduced under the pretext of controlling
capital movements. More than that, they will have to be introduced
if the control of capital transfer should be made effective, but this is
only one point amongst several. If you will permit me to go on I will
be very happy to accept your criticism when I get through.

Senator Furericar. In that connection, I don’t think any of us be-
lieve we can make an instrument that frees us from the necessity of
some judgment in mana%ement. We necessarily are going to have
to rely upon the reasonable judgment of the management of the fund.
I don’t think we expect to have it work without that judgment. It will
be up to them to make decisions on matters of that kind, whether it is
moderate or it isn't.

Senator Tarr. May I interrupt, Senator Fulbright? I don’t think
you were here at the start of this discussion. The purpose of this
whole discussion, as 1 understood the witness, was to show that the
whole fund support, instead of eliminating exchange restrictions,
necessarily maltes them legitimate and invites countries to increase
exchange restrictions rather than to decrease them. That is the point
of what the witness was saying before. These are only examples of
that point, as I understand it,

Mr. Paryi, Don’t misunderstand me, Senator, I am happy to
have your questiohs or remarks while 1T am speaking, and I would
like to remind you I am going over a number of points in this whole

icture that impress me as significant. This is only one little item
1n the picture.

Now, going to the next point, section 4 of article VIII, foreign-held
balances.

Senator Tarr. What page is this?

Mr. Pavvr. Section 4 of article VIII. If a debtor country owes
money and the question of repayment arises. Here is something even
more general than the question of capital transfers. It says:

Each member shall buy balances of its currency held by another member if
the latter ir requesting the purchase represents (1) that the balances to be hought
have been recently aequired as a result of current transactions; or (2) that their
conversion is needed for making payments for current trangaction, .

Each member shall buy balances of its own currency, meaning to
repay its debt. A dollar balance held by another country is a debt of
the United States to another country, In nontechnical language the
article deals with the question of repayment of debt, and it does not
matter what kind of a debt. All kinds of balances it speaks about.
Then a debtor has to repay—I change the language, but it has the
same content—first, if the creditor represents that the balances to be
bought have been recently acquired as a result of current transactions
if they have been recently acquired. What is recently? No definition
anywhere. In other words, a- debtor-can say this balance was here
sometime ago. Therefore I do not have to repurchase that balance.
In other words, I don’t have to pay on that debt; which is nothing
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else than a foreign exchange restriction because it doesn’t say I default
on the debt forever. I just don't pay for the time being, That is the
essence of foreign exchange regulation under another name.

Then it says, “recently acquired as a result of current transactions.”
That comes again in the distinction between capital transfer and cur-
rent transactions. If it is capital transfer it does not apply. But
what is o capital transfer? In view of the fact that the distinction
between capital transfer and current transaction is one of paying a
debt or not paying a debt, I don’t think I am too technieal in asking
that somewhere a definition of that ought to be made clear. As a
matter of fact, the importance of this is that it is impossible to make
any distinction between the two because it depends on the intention
underlying each transaction.

Secondly, the debtor has to pay—I am using that velgar language
instead of saying it has to repurchase balances of its own currency 1f
the creditor represents that the conversion of that balance is needed
for making payments for current transactions. That means that, if
“for example, supposing we are the creditor and Greece is the debtor,
if Greece owes us a balance in drachma and otherwise doesn’t pay, but
if we buy Greek tobacco, we can use our balance in drachmas to pay
for it and the Greeks cannot say, “No, we do not accept our own
drachmas.” That they have to accept under any conditions. If we
make a payment after we have received their goods—again a current
transaction ohce more as against a capital transfer—then the Greeks
have to pay, that is, have to accept their own money in lieu of payment,
If we buy something in Greece why should they refuse payment in
drachmas? But now comes the realy interesting part of section 4—
namely, under B.

. The obligations under A do not apply at all when-——here is the point
I would like to emphasize—when the balances have accumulated as a
result of transactions effected before the removal by a member of
restrictions maintained or imposed under article XIV, section 2.
Now, that means if a member had its currency under restrictions for
.some time, or has put it under restrictions because of special eircum-
stances, with the permission of the fund, or without even asking the
fund—now, if Greece bought something from the Tnited States while
she was under foreign excﬁange restrictions and the payment matures
a year later, then Greece can say, *Oh, no. I am not paying now
because I incurred that debt under B4, while I was under foreign ex-
change regulations and acording to article VIII, section 4-b—2, I don’t
have to pay.”

Now, that is a very funny provision, to my mind., Why shounld
Greece not pay after she has already abolished the foreign exchange
regulations? Dut because she incurred the debt at the time when
the foreign exchange regulations were in foree, 10 years later she is
entitled to say, “Y am not paying now because of article so and s0.” -

But that is not all. The further implication of that sentence is
this: During the transition period every member is entitled to main-
t~n o~ even introduce new foreign exchange regulations, Not hefore
somebody enters the fund, but after one. The transition period is not

. defined exactly as ta its length, nor is it said anywhere in the statutes
who defines when the transition period ends finally. '
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Senator Tarr. Five years has been suggested in article XIV, sec-
tion 4—3 years and then 5 years.

Mr. Paryr. Section 4¢

Senator Tarr. Of article XIV.

Mr. PaLyr. After 5 years and each year thereafter any member still
retaining any restrictions, and so forth, shall consult the fund as to
their further retention. The fund ma , 1f it deems such action neces-
sary in exceptional circumstances, make representations to any mem-
ber that conditions are favorable for the withdrawal of any par-
ticular restriction, or for the general sbandonment of restrictions,
inconsistent with the provisions of any other article of this agree-
ment, The member shall be given a suitable time to reply to such
representations.

If the fund finds that the member persists in maintaining restrie-
tions which are inconsistent with the purposes of the fund-ﬁle mem-
ber shall be subject to article XV, section 2-a. Therefore, at least
for a 5-year period, you have countries regarding themselves as being
in the transitional period, and probably for much longer. It is at
least a permission to go & long way, but the point is that under section 4
of article VIII, b-2, old debts incurred during this transition period
are blocked forever—since this period during which foreign exchange
regulations can be maintained is simply indefinite, if the member
chooses to do so, and he does not have to pay, even after the exchange
regulations have been abolished. In other werds, forsign exchange
regulations last forever for all debts or obligations incurred the first
5 years, and possibly longer, during the lifetime of the fund itself and,
ot course, for other obligations incurred previeus to the lifetime of
the fund. That means a pretty wholesale permission of maintaining
permanently foreign exchange regulations with all their consequences
and all the economic warfare they create.

These foreign exchange restrictions permitted here do not apply
only to capital transfers. They apply to any kind of obligation, If
Greece hought cotton during that transition period and didn’% pay,
she can go on forever not paying. There is nobody to blame her for
not paying. She has a perfect right not to pay. Tiere is no question
of whether she is able to pay. She can have all of her gold reserve -
built up; she can be a member in good standing, and default on a
cotton loan, contrary to the letter of that loan and contrary to the
spirit in which that contract has been undertaken.

Senator Forericar. What does section 20 of that article mean$

Mr. Pavyr. Which article?

Senator FurericHuT, The same one—article VIII, section 2.

Mz, Pavyr. Tt says:

Subject to the provisions—
and so forth—

no member shall without the approval of the fund impose‘restrictions on the
making of payments and fransfers for curreni international transactions.

That is right. Then it goes on in section 4 to modify this for debts
already incurred.

Senator Fursricut, Now, the individual traders under this, the
will get paid; these are balances of the Nation; isn’t that right? Is
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there any distinction between the actual people engaging in trade and
the Nation—the balance in the central bank?

Mr. Pavyr. Of course, there is a distinction if you wish to have a
distinction, but it is in the hands of the debtor government to make
or not make the distinction. In the case of Russia, there is no dis-
tinetion at all between individual and government balances,

Senator MiLLikiN. Would you mind tracing through for us a cotton
purchase by a Greek purchaser from an Arkansas cotton merchant?
I think that might be helpful.

Senator FoLerrant. That is what I had in mind.

. Senator MiLLIKIN. Let’s trace that through the private aspects into
the bank aspects.

Myr. Pavyi. I will trace it through in a transaction which took place
in the first 5 years of Greece’s entrance into the fund or which has
talen place previous to Greece's entrance or whatever period is under-
Iying here, '

Now, then, a Greelk merchant buys from an American cotton mer-
chant cotton. Assuming that the American gets paid by an American
banker, who, in turn, credits a Greek bank, which iz a very possible
procedure in international trade—in other words, the American cotton
merchant has no problem any more. He got paid in dollars, The
whole problem is in the hands of the American banker who, in turn,
has a balance against Greece. That balance is a private balance owed
by a private trader. But Greece has a law, which is perfectly permis-
sible under these statutes, that all foreign claims and all foreign debts
have to be delivered to the central bank. In other words, if u Greek
has a dollar balance he has to hand it over to his central bank and get
credited in Greek drachmas, and if the Greek owes dollars abroad then
the central bank pays for him whenever that matures, or is supposed
to pay, provided it is a legitimate transaction. That absolves the
Greek form the transaction except in drachmas. The Greek pays in
drachmas to the central bank, The central bank is now the debtor of
the American bank. Now, this is not an imaginary procedure I am
describing here. This is the way countries handle those things which
have foreign exchange regulations. This is the German technique—
I was present in Germany when that was introduced—so as to have
full contrel over all transactions in foreign exchange,

Now that money is owned to the American banker by the Greek cen-
tral bank. He may not even know it. All he knows is that the Greek
bank ewes him the money, or he may have been notified, but it is not
esgential. The debt is no better or worse for that.

Now, then, maturity comes say, a half vear, after the transition is
over., The American banker has been generous enough to give 2
years’ credit to the bank. Then the Greek national bank says, “I am
so sorry, but I don’t have to pay because I am entitled to the morato-
rium”—there is no such term in here—¥which this article VIII, section
4 under b-2 gives, and I find it necessary with my sincere regrets to
refuse payment. You may wait for better times,”

Senator Tarr. Then the law requiring the delivery of balances to a
central bank is that an exchange restriction which would be prohibited
after this whole thing goes into effect?

Mr, Paryr. No; that is not an exchange restriction, that you have
to deliver it. It is just like our gold. We have to deliver all the
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gold we have to the Treasury, but that is not an exchange restriction,

Senator Mrtuxin. I should like to suggest that such laws will be
necessary under the operations of this fund in order to try to funnel
these transactions into central banks, so that control may be had over
these established relative values of currency.

Mr. Paryr If you believe in controls, of course, that is absolutely
necessary, but whether you like it or not, it is contrary to the spirit of
these statutes to eliminate the freedom of exchanges.

Senator Micrreix, Unless each country by its internal laws passes
such laws and makes such regulations as will funnel transactions of
the type we have mentioned into a central bank, how can this system
be maintained ¢

Mr. Pavyr. It could be still maintained, but, of course, there would
be much more evasion. Originally, in Germany, if T may refer again to
my experience in Germany, we in (ermany originally did not have to
deliver balances to the central bank. We did not have to report cur-
rently all debts we had, But when it came to payment we had to ask
for gold or dollar exchange from the central hank, '

Then it turned out that all sorts of misuse had been made of that
freedom. So as the next step! the central bank says, “from here on
you will let me know what you are doing. As a matter of fact, be-
fore you do it, you will let me know.”

-Senator MiLrikin, Senator Fulbright, before you came in the wit-
ness described for us a very interesting cumulative series of regula-
tions that started from a small initial regulation, in an attempt o try
to control these exchange matters.

Senator FuoierigaT. I still don’t understand—section 2 says here
that the members shall not do the very thing you have been suggesting
they would do. It says they shall not impose those restrictions. On
whom? I would take that to be on the traders. It will not be re-
quired that they funnel these things through, as you say.

Senator Tarr. There is an exception, article XIV-2, of the first
5 years,

- Benator Fuisriguat. This paragraph refers to the central bank
balances that have accumulated, but in this interim, the member it-
self cannot make the debtor do all these things you have been talking
about. You said that the member makes the Greek pay his money into
the central bank and so on. I would say that section 2 says the mem-
ber shall not make the Greek trader do that.

Mr. Paryr. I don’t see anything like that, because that is a purely
internal measure. :

Senator Forsricer. Well, that is a restriction.

Mr. Paryr. No.  Just like our law that every American citizen has
to deliver his gold. 'That is an interference with our freedom, but it
doesn’t affect foreign exchange at all.

Senator Tarr, You say this kind of control follows naturally on
exchange restrictions; tﬁe extstence of exchange restrictions may
lead to this control that you speak of ¢ _

Mr. Pacyr. You may have this conirol without exchange restric-
tions. You can very well have a system in which every American who
owes money abroad is supposed to register with the Federal Reserve
bank or some other institution and say, “I owe so much money to
Greek dealers, and here it is.” '

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



BRETTON WOODS AGREEMENTS ACT 283

The Federal Reserve may say, “All right.  You owe it to me from
here on, and I will deal in your name with the foreign dealer.”

Senator Fusricirr. You say that is not a vestrietion?

Mr. Parvi. That is not g restriction because a restriction refers to
payments abroad, not at home.

Senator Fuierigir, Then your theory is that by such a restriction
they will force an accumulation of all of these balances?

Mr, Psryi. As a matter of fact such laws apply in most European
countries at the present time. They are in actual use. There is
nothing in the fund statute that says that they have to medify their
policy when they enter the fund. In England if you wish to owe
lnoglley you first have to have the permission of the Bank of England
to do so.

Senator Fuierigur. Suppose you already owe it. What can they
do in England ¢

Mr. Parvr. If you owe it already, you have to have permission of
the Bank of England to make payment. The Bank of England has
discretion to permit you or not permit you to de it, absolutely,
As a rule it won’t permit it unless it serves Britain’s interest in main-
taining England’s balance abroad. In other words, if it is a payment
they have to make in order to get something from abroad, they will
permit. it.

Senator ForrrigaT., It has been suggested that if you do not have
this fund you would still have these restrictions. '

Mr, Paryr. Very true; but you don’t legalize them, I do not advo-
cate—I ain still not through with my testimony—I do not advocate the
abolition of the fund. What I would advocate is the fund without
these restrictions—a fund is necessary in my opinion, some sort of
international organization is necessary to carry us through the dif-
ficult times we are facing internationally, but not one which, in my
opinion, legitimizes, encourages, and actually introduces the very
things which it shounld abolish,

Senator Forerromr. It says that is for the transitional period in
order to try to bring about a balance, Is that the excuse for that?

Mr. Pavyr. Very true; but in the first place the transitional peried
is very long and it applies beyond the transitional period for every

" debt incurred during the transitional period. Moreover, it is not
the only paragraph of its kind in this statute. It will also bring up
the guestion of capital transfers, what they are, as against current
operations.

Senator FoLerigHT. No one can tell how long the transitional period
should be. If we had the feeling it could be himited to a year; I sup-
pc.)is;a }?verybody would agree to that, but we don’t know how long it
will be, :

Mr, Pavryy, Very true, I would agree on that, but the point is you
create new economic warfare which will make the transitional period
much longer. What wonld be the consequence, if suppose Greece takes
advantage of this provision. She never could receive private credits;
without private credits operating she never gets over the transitional
period. Whatis the transitional period? Itisa period during which
one can borrow only from the fund. Once you can borrow on the
open market your balance of payments is all right. You don’t need
any more fund, except, perhaps, in a sudden crisis, war and what
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have you. Normally the balance of payment is stabilized by the inter-
national bankers, they step in and credit wherever balance of payment
shortage exists, believing that that credit will come back next season
or next cycle, according to whether short-term or long-term credit.
But if you allow such measures which permit a fellow not to repay
even when things get better, then, of course, you don’t receive any
more credit, and equilibrium never will be established.

I went to England this spring. T had hoped when I came back 1
could indicate to my clients a number of fine investments in England.
I came back and I said to them, “For heaven’s sake, stay out. How
canh you invest in a country which is set on never being obliged to repay
your capital? KEven a permanent investment may have to be liqu-
dated some day. You might need the money, if for no other purpose
than to pay your inheritance tax and the British openly say—they
do not fool you like some other countries—they tell yon very decentiy
that they are not in a position, Bretton Woods or no Bretton Woods,
to promise you more than interest or dividend on your money, and
that Is not absolutely certain. If they get in a jam they may even
stop temporarily that payment.”

Under those conditions there is no rational possibility of investing
money in England unless it is by enthusiasts who like to put their
mohey in somthing to help other pecple, but usually that is not suffi-
cient to finance international ventures.

Senator Furericat. I you don’t have the fund you still think we
would have to lend money in some other form, do you !

Mr. Panyr, Yes.

; Senator Furericer, What is the disadvantage of lending it in this
orm %

Mr. Pavyi. The disadvantage is putting in a paragraph that they
don’t have to pay and put it in such fashion as to permit in effect the
restrictions involved here. If you lend money under this fund the
statute ought to make it clear that you get the money back. If you
think you have to make presents, go ahead and make presents, but
don’t put it in this form, -

Scnator FurerieuT. Do you think that this money that is put into
the fund is more likely to be lost or dissipated than money put into
the bank?

Mr, Pavyr, Well, forecasts for the future, as you know, are very
dangerous, because it depends on so many circumstances. That brings
me back to my starting point: How can you discuss Bretton Woods
when three and one-half billion in the Export-Import Bank are also
to be provided and other billions for more governmental credits? If
you give them plenty of money outside of the fund, it may work per-
fectly, so long as money is available,

Senator FurprieuT. The discussions had the other day were that
the way the fund operates, in the putting in of more of the currency
of the operating member, would maintain always a relatively stable
amount, relative to the gold in the fund and there was less likelihood
of a mutual loss than if you make 1t & loan through the bank.

Mr. Parvr. Well, you will have the money of the operating member.
What I am saying 1s that——

Senator Tarr. You may not have the currency. You may have
their I O U’s. - )
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Mr, Pavyr. That is right. They don’t have to deposit them in
Washington or New York.

Senator FurLericar. You can demand the currency onthe 1O U any
time. They always have that currency. Do you feel that is fairly
good currency, in the fund? .

Mr, Pary1. No; because they can introduce foreign exchange re-
strictions.

Senator Furerignt. Noj it says you can't.

Senator Tarr. If you are in default for your payments

Senator Furskiert., The only exception was the complete default
by the country, but so long as there 1sn’t a restriction—he said the
restriction, which is distinguishable from a complete default,

Mr. Paryr. Here is the permission to do so. Article VIII, sec-
tion 4, under convertibility. That is what we are talking about, con-
vertibility. That is another name for repayment. That applies to
any kind of fund. Each member shall buy balances of its currency
held by another member. That does not apply to the balances held
by the bank itself. Tt has to pay back those. '

Senator Fousricar. Are we talking about the fund now? In arti-
cle IX, page 19, section 6, it says:

To the extent necessary to carry out the operations provided for in thilx agree-
ment, all property and assets of the fnnd shall be free from restrictions, regula-
tions, controls, and moratoria of any nature.

That seems very broad.

Mr. Pavvi, Yes.

Senator FurerieHT. It says any restriction of any nature, upon a
member of the fund.

Mr. Pavyr. To the extent necessary to carry out the operations.
What is that extent? That extent is not that you have at any time
to give gold or dollars to the fund against the fund’s holding of your
currency. '

Senator FurLerigrrr. You can use the currency at any time for what-
ever it is worth in that country. - :

Mr. Pavy1. You can go in and buy in that country with the permis-
sion of that country. :

Senator FuLsrigaT. This says free of any restrictions. Why
wouldn’t they be free of restrictions?

Mr. Pauy1. Excuse me. It says to the extent necessary to carry out
the operations. The repurchasing of balances held by a debtor country
ig not part of carrying out the operations of the fund. The operations
of the fund have te do with transactions between members of the fund.
The purpose of the operation of the fund is not that the fund itself
shall get its money’s worth, There are articles dealing with that ques-
tion. Article XVI deals with that. Emergency provisions, with-
drawal from membership, and so forth. A member may default and
then for so many years it doesn’t have to pay back at all.

If you wish me to do s0, I will read those articles. Article XVI.
Emergency provisions and liquidation of the fund. Article XV also
deals with that, right of members to withdraw, compulsory with-
drawal, settlement of accounts with members withdrawing:

When a member withdraws from the fund, normal transactions of the fund
in its eurrency shall cease and settlement of all aceounts between it and the

fund shall be made with reasonable despatch by agreement between it and the
fund.
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What is reasonable? The fund may wait 10 years before it gets
that money. There is no definition of that. It depends on an agree-
ment :

If agreement is not reached promptly, the provislons of schedule D shall apply
to the settlement of accounts,

Schedule D is a schedule of repaying in installments,

Senator DowNey. Mr. Chairman, may I ask a question of the Pro-
fessor heref _

Professor, you have recently stated to the committee here that when
you went to England you found the British Government was unwilling
to guarantee the right of repayment of capital debts incurred by
British citizens. “ﬁall, now, that being true, of course, it 1s very
plainly the judgment of the British Government there that they won’t
be able to repay those capital debts,

Mr, Pavyr. That is right,

Senator Downry. I think very possibly we can recognize the rea-
sonableness of that viewpoint, That being the attitude of the British
Government, then, of course, the British Government would not con-
sent to the elimination of any such restrictions in this agreement,
would it? Which you think ought to go in, In other words, your
argument here is that there shonld be certain clauses in this agree-
ment so far as the fund is eoncerned, that the British and other
governments, we will say, could not and would not accept. That
would merely bring us to the conclusion, would it not, Professor, that
it would be impossible to work out any agreement on this fund that
you would think would be the proper kind of an agreement. Is that
the conelusion from your testimony?

Mr, Pavyi. Well, yes, Senator. Of course, I admit I am no author-
ity on what the British would consent to or not. In fact, I am very
much inclined to think, as you say, that they would feel very badly
‘about any such proposal. But, on the other hand, we have a little bar-
gaining power too, They need our credits just as badly as you can
1magine, because they are in such a bad position; and, of course, it
might hurt temporarily friendly relations if we would put on the
screws and would demand conditions which they don’t like. Y admit
that it is a choice, a matter of judgment, whether you prefer that you
are generally loved and liked, and you accept the conditions they like,
or whether you think that you should put on conditions which are
more likely to be helpful to create normal. international credit rela-
tions and a genuinc early restoration of the international balances.
It is & matter of choice, and I do not feel competent to 21l you what is
preferable. It isa matter of judgment entirely. _

Senator Downry. Well, T would like to point this out for the sake
of the record. This war so far hag been costing us six or seven or
eight billions of dollars a month, and T do not think that the Senate
ofg the United States or the Government of the United States should
be too greatly concerned about risking a comparatively few billion
dollars in the International Bank and the International Fund.

Now, I would also like to make this statement. I have to go back
to the Senate floor. 1 think that the Professor undoubtedly very ably
and very rightly is indicating difficulties that will develop in the
transitional period and thereafter in the way of international com-
merce and international balances; but I certainly am of the opinion
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that the Government of the United States in making agreements and
treaties from now on must, of course, involve itself in a certain degree
of risk and making of sacrifice. .

Senator Tarr. May I ask, though, one question on your comment :
Do you see any reason why, 1f yon can’t do this right, you should do it
now at all, or whether you can’t wait until it can be done right or
conditions are more normal? This British situation is due to their
block balances. They may make an arrangement with other nations,
India and

Mr. Pary1. No, Senator; I don’t agree with you on that. I think
the conditions won’t get any better. The problem will be with us,
because it is not a minor or temporary problem. The British bal-
ances, wartime balances, are only a small part of it. The British
balance of payments is fundamentally upset, and Britain will be the
most important single problem in that connection.

But, on the other hand, since you are asking me, and with all defer-
ence to the Senator—I don’t mean to contradict or take exception to
what he says—my own personal feeling on the matter, if you permit
me to express it, is that in view of how much we spent another six
billions is not immaterial. It is not just a drop in the bucket; I think
it is a very important issue, that we shall be economical from here on in
view of the terrific national debt we are running. And, moreover, it
is not only a question of what we are risking. I would be all for risk-
ing a substantial amount for the benefit of mmternational stabilization,
but the point I am trying to drive at—as a matter of fact, I haven’t
even finished yet. There 1s one more point in that connection I didn’t
mention yet. The point I am driving at is that this does not accom-
plish it. 'We are not just taking a risk, but we take it under conditions
which are not necessary, which are unnecessarily risky, to put it this
way, which, most likely, won’t lead to stabilization, They mean for-
eign-exchange restrictions as the British plan them, with the result
that they can proceed as they wish. Suppose they have a Labor
government elected next month in Britain, and suppose that Labor
government proceeds on its program. I hope it won’t. Programs
are hot always for being kept, but still they might be. If all the
nationalization takes place, and all the expansion of social-security
payments in addition to the present ones, and all the full employment
and higher standards of living programs are instituted, with the result
that Britain’s halance of payments will be badly distorted, worse than
it is anyway, then a fundamental disequilibvium will exist there. The
necessary consequence will be that Britain will apply for exchange
restrictions, with the result that we spent so much money on Britain,
but we don't get any stabilization. What will we do when the money
is exhausted ¢ .

That brings me to my last point in connection with foreign-exchange
regulations, namely, the point that if scarcity of the fund’s holding
artses, then every member is entitled to institute foreign-exchange
restrictions without limitation. Now, scarcity of the fund’s holdings,
unless we spend much more than the 3 billions, is bound to arise under
the terms of the fund, They are bound to be exhausted in 4 years,
if T am anything like a connoisseur of balances of payment. The
British deficit alone is estimated now at at least 114 billion dollars a
year, not counting the deficits of many other countries. After that
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every country can start on foreign-exchange restrictions without any
inhibitions whatsoever, Then weareback where? Where we started.
We spent the 2,75 billion dollars, which is, as you say, a comparatively
small amount. And what do we do then! Spend another 2,75 billion
dollars for another short peried? The problem is not whether we
risk or not risk. You forgive me, Senator, for discussing these ques-
tions openly.

Senator Dowxey. Professor, I am very anxious to have you ; but, of
course, as has already been suggested, we live in a world of relativity.
We know what the cost of the past 20 and 30 decades has been, If we
continue the same kind of government in the world, and lack of inter-
national relationship, we will probably have the total destruction of
all civilization, and that is one reason why I, at least, am not disturbed -
over the fact that the United States Government in the next few years
is going to hazard a few billions on an attempt to build a better and a
more stable world. Assume it does seem that at the end of 5 years
we may have further exchange difficulties, And I am very much with
you on that, I can see that %reat Britain would have great difficulty
in allowing her tourists freely to expand the limited exchange that
Great Britain would have. I sympathize with Great Britain m that,
and I sce that difficulty. T see the difficulty in the case of the other
nations. But my viewpoint is that with our immense resources of gold
and credit and production we well can afford to take what is really an
inconsequentialitem. Why, here we are freely and happily spending—
and the distinguished Senator from Ohio I think veted for them all—
maybe a hundred billions a year.

Senator MiLLikin. “Borrowing” is the word. Borrowing,

Scnator Tarr. I would say if——

Senator Downer. We are spending; borrowing it from our own
citizens, '

Senator Mririn. We are horrowing it from ocur children,

Senator Dowxey. Oh, Senator!

Senator Tarr. T want to suggest that the moment you apply your
war standards and policies to peace periods the country is gone, That
is all. My suggestion is that the moment the war ends that is an over-
whelming reason that no one could question but that from the time the
war eids you must apply an entirely different standard or the country
is broke.

Mr. Pavyi. Senator, your argument implies, to my mind, if I under-
stand it properly, that there is no third alternative—either we do noth-
ing or we do this. I think we could do a third thing. We could
spend as much or more, and we should, if necessary, but under terms
which promise with reasonable certainty that the results will be accom-
plished, which would mean, if necessary, to put a little bit of screws
on the British fingers. Maybe they don’t likeit. That is very bad. T
have often seen that debtors don’t like terms, especially when they are
in the process of heing reconstructed or rehabilitated. They often
object to the terms of rehabilitation, and Britain is in that position.
That is why we should spend money on her. That is the only reason.

Senator Tarr. But your suggestion is that you spend the whole
money and don’t get anything for it under this particular plan?

Mr. Pary1. That is right. I think the plan is not objectionable
except for certain paragraphs in it, especially for that construetion
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which permits nations to evade their obligations under it, while the
whole thing should be construed so as to make them fulfill their obli-
ations. Where do we get if we put in six paragraphs permitting
them.not to pay under such and such and such conditions? It ig not
possible to build up a reasonable, genuine credit structure on the basis
that whenever there is trouble you just don’t pay. We know that
people don’t pay when they get in trouble, We know that by experi-
ence. But we don’t put it in every credit contract, “Please don’t pa
if it gets to a point Wli‘lere your money is a little scarce,” [Laughter.l]r

You will excuse me for making a joke, I don't mean to be facetious
on a very serious matter. I just try to exemplify the spirit of it.
There is a2 genuine humanitarian spirit among us to help debtors which
I can fully understand, and I ean fully understand that you don’t deal
with a great power like Russia or like Great Britain and France, on
terms lﬁte vou deal normally with an individual debtor. I admit
that you have to use much more tact and restraint. DBut I haven’t
seen in international affairs—I am a specialized student of interna-
tional financial affairs—I haven’t yet seen a treaty between govern-
ments or between private individuals in which such a system of clauses
is introduced that they don’t have to pay under certain circumstances,
It is understood implicitly that you don’t pay if you can’t. You don’t
have to say that specifically. This reads as an invitation to wholesale
defaulting which should be eliminated from this document. Of
course, they won't like it, but that is no reason to do everything they
like. After all, we are helping., Xwen if the amount is not too big
for us, it is, after all, a substantial amount, and for them it may be
the difference between all kinds of alternatives to get that. We are
entitled to some consideration of our own point of view, too, and if
I may say in that connection one word about the Russian system '

Senator Dowxey. Professor, before you go ashead: While T dislike,
Mr. Chairman, to divert at all from the very related issue, T just
cannot let the comment of the distinguished and beloved Senator from
Colorado go uncontradicted. The Senator said that cur children will
have to be paying the sacrifices for this war. There is no greater fal-
lacy than that existent in the human mind. The only time sacrifices
of a war can be made are during that war. Tt is the boys who live at
that time that are dying, wounded. It is the people who live at that
time who give up the automobiles and the gasoline and the food and
the meat. Now, except to the extent there is a sacrifice of national
resources, if we have general employment 25 years from now, we are
going to have more antomobiles and more rubber and more food and
more everything else. We can’t be able to make sacrifices at that
time,

Now, as to passing the burden of this indebtedness along to our,
children, our children will also own the bonds and the intebtedness.
There are two sides to the indebtedness.

Senator MitLixin, But not ——

Senator DowNEY. One is the credit and one is the debit.

Senator MrLLixin. But not——

Senator Dowxry. And it happens in this case that the American
people own both, Collectively as a government we owe $300,000,000,-
Q00 to our own citizens as individuals,

Senator Mn.uikin. But—

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



290 BRETTON WOODS AGREEMENTS ACT

Senator Dowxey. We both own and owe that debt.

Senator Mu.Lixiy, But they do not own the debt pro rata,

Senator Downey. No. It will be owned in about the same propor-
tion that pcople will have to pay income and inheritance taxes, and
just about to the same extent that people get back the income from that
indebtedness they are going to have pay income taxes for it if the
present party remains in power.

Senator Tarr, Idon’t quite understand. Here are milliong——

Senator Downey, Mr. Chairman, I've got to go. We will meet that
issue the next time. [Laughter.] :

The Cmairman, Let us get back to the Bretton Woods agreement.

Seﬁlator Dowxey. Professor, I have enjoyed your testimony very
much,

Senator Tarr, You had one more clause of this? Did you have one
more clause ?

Senator BurLer. ] have one question,

The Crarman, Do you want to ask a question ?

Senator BurLer, Yes,

The Cuarrygan, Certainly.,

Senator ButLer. The professor in his remarks just a moment ago
referred to this document as a treaty, didn’t you?

Mr. Pavyr. No, 1 spoke of treaties, or I should say “contract”?

Senator Buruer. You spoke of treaties covering——

Mr. Pavyr. I meant contract. Excuse me.

Sﬁnator Buriex. Covers items of exchange like we are covering here
in this.

Mr. Parxr. Covering international eredits,

Senator Burrer, Yes; international,

Mr. Pacyr. T suppose that is the reference you bring back, Senator.

Senator ButLsr. International credit is usually covered by a treaty
between—— '

Mr. Pavyr. Well, not necessarily. It can be just a contract.

Senator FuLsriGHT. An executive agreement. [Laughter.]

Senator Tarr. Did you have one other thing that you called atten-
tion to?

Mr. Pavyr. Well, just

Senator Tarr. Which perpetuates and legitimizes exchange——

Mr. Pacyr. The last one was the time when the scarcity of fund
holdings arises.

Senator Tarr, Oh, yes; that was it.

Mr. Paryr. After that full-fledged foreign exchange restrictions
are open to every member; and the likelihood 1s, as I say, in view of
the himited amount in the fund, and is the terrific deficit in some
balances of payment, that that element, will happen as soon as 4 years
after the fund begins operation,

Senator Tarr. You say 4 years. Why 4 years?

Mr. Pavyr. If my memory doesn’t deceive me, the means of the fund
are supposed to be distributed in 4 years’ time. In other words, each
member country can draw one-fourth of its quots in each year.

Senator Tarr. However, if all the members drew dollars except the
Enited States, they could do it all, draw the dollars of the fund in

years,

Mr. Pavyr, That is right. -
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Senator Tarr, Isn’t that correct?

- Mr. Pavy1. That is right. It could be much shorter, much quicker
than 4 years’ time.

Senator Tarr. In fact, it could be in 3 year and 2 months if the fund
were sufficiently prompt in their response. :

‘Mr. Pavyr, That is right. I gave them the benefit of doubt.

The last point I would like to bring up in connection with the fund
has to do with Russia; rather, I should say, with the question of indi-
vidua! countries entering into the fund. There is nothing in the
fund’s provisions excluding a country which has a substantial surplus
of gold or foreign exchange could not use the fund. For example, it
may have a forelgn exchange surplus in the form of private holdings
and may not want to take them away from the private owners, and
therefore nominally its exchange position may be weak, but actually

’ if it would collect the holdings of the citizens, say the dollar holdings,
they would become very substantial. And I am thinking especially
of France, which has introduced measures to collect the foreign ex-
change hoidings of the citizens, but very ineffective measures so far.
Now, then it is possible that a country which we know positively has
plenty of dollars or gold and other foreign exchange to pay for its
purchases would borrow from the fund to the limit of its quota.

Senator Tarr. Well, there is nothing to restrict its borrowing, I
take it. Russia can borrow, according to Mr. Brown, as I understand,
supported by Mr. White—Russia can borrow $300,000,000 a year and
use 1t to rebuild its factories and power plants with.

Mr. Pavyr. For what purpose it is borrowed—on that there is no
restriction at all. I peinted that out, that there is no difference be-
tween the fund and the bank in that respect.

Senator Tarr. In spite of the fact they may have gold with which
they could have paid for it.

Mr, Paryr. Yes. The point T am driving at now is that they may
have a very substantial gold reserve, but because, for example, they put
that gold reserve into some other special holding, like Dr. Schacht
did—when he didn’ want Germany’s American and British creditors
to know that he had more than 70,000,000,000 marks, he lent the gold
to the L. G. Farben, which carried it under diverse assets and drew the
gold. It was credited to the Reichsbank on the books of the Chemical
Trust, but it wasn’t available, and in the books of the Reichsbank there
was nothing to show it. Schacht asserted that he can’t pay more than
what he pays, because he has no more gold.

Such little tricks are easy, and it doesn’t need to be a malicious trick
as in the Schacht case. It could be perfectly normal. A normal
country doesn’t force anyhody to disclose his gold or foreign assets,
Tt could perfectly take the attitude that, “We are a free country, and
everybody may own as much gold as he pleases, but the central bank
hasn’t any.” How can we compel a country to intreduce confiscation
by force of the foreign exchange holdings of its citizens if that country
deesn’t want to introduce that measure? There is nothing in this
fund to do that.

Senator TarT. It is argued, however, Dr. Palyi, that this country
has to repay into the fund, has to buy back its currency.

Mr. Pavuy1. I am speaking of the case that the country wants to buy
something abroad, say American machinery, and buys that and can’t
pay, and goes to the fund and borrows according to its quota.

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



292 BRETTON WOODS AGREEMENTS ACT

Senator TarFr. Yes; that is all right, But what T suggested is
that thereafier, the next year or so, they are obligated to repay, to
buy back their currency if you show that they have in the country
reserves of gold and dollars, includin g rivate dollars, I think.

Mr, Pavyi. No. They can still say, ‘%e don’t have it.” They don’t
have to know that there is in the country any other dollars or gold
in private holdings.

enator Tarr. Don’t they have to count that?

Mr, Pary1. There is nothing in the statutes which would say every
member has to collect all the gold in foreign exchange of its citizens
in the central bank. :

Senator Tarr. Well, I thought there was something in the act.

Senator Toeey. It has got to disclose the amount of gold. They
definitely have to disclose the amount of gold. That is a condition.

Mr. PaLyi. What the central bank and the other authorities have,
but not what private citizens possess.

Now, in the case of France, I am thinking about the French Govern-
ment actually can’t even know it all, because a lot of Frenchmen have
substantial balances in Switzerland and Spain which the Swiss banks
and the Spanish banks don’t disclose. France really could, by proper
measures of taxation or other inducements, get out of its citizens such
balances, but she might prefer to borrow from the fund. In other
words, because of the fund’s lending mechanism every member is
entitled up to its quota to borrow money or to make payments via the
fund for any legitimate purchases without regard to the actual foreign
exchange position of that country. The case is particularly impor-
tant with reference to Russia, because in the Russian case the whole
idea of stabilizing the ruble is simply meaningless. 'There is no such
thing as rubles in international relation, that we stabilize.

Senator Mirurmin, Mr. Chairman, may I ask a question, please?

The Cmameman. Certainly,

Senator Mmrrxin, That brings me to this question that I should
like to ask you: Do vou regard it ag practicable or as feasible to

" achieve a real stabilization between the currencies of countries, on the
one hand, that have a free or reasonably free economy and countries,
on the other hand, that do not have private capital, that disregard
profits motive, and that are completely regimented ?

Mr. Paryy 1 don’ like to generalize, because——

Senator MiLrigin. That is a very general question, of course.

Mr. Pauyr, But T am speaking of the Russian system as it is, as
it handles its finance and its monetary system; and presumably some
other countries in central Europe will have the same system. Now,
under that system the stabilization of the currency in foreign relations
15 a meaningless term,

Senator MitLikiN. Yes?

Mr. Pacy1. There is no foreign exchange in that country.

Senator MirririN. Now, may I ask you another question: Without
mentioning the names of any countries, is there a considerable number
of countries, included in those who will participate in the fund, who
have a bad reputation for fiscal honesty?

Mr, Pavyi. For default on debts?

Senator MiLuigrn, Yes,
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Mr. Pavyi. Well, Senator, if you don’t ask me to name those
countries,

Senator Mirmkin, I don’t. I say without naming them. I say
I don’t want you to name them,

Mr. ParLy1. Yes; there are a lot of them.

Senator MirrrgiN. We would have no trouble naming them, but——

Mr. Paryi. Neo.

Senator Mirrikin, I think we will all agree that there are many
sach countries. '

Mr, Pavyvi. Quite a few,

Senator MmLixiN. And we could all easily name them.

Senator Tarr. The thing that T had in mind, Mr. Palyi, was that
your repurchase is based on the monetary reserves that you may have
accumnulated. Then the monetary reserve is defined in article XIX as
being the central holdings net, and to these net holdings shall be added
the funds deemed to be official holdings of other official institutions
and other banks; and in (¢)—XIX (e)—it says the holdings of other
official institutions or other banks within its territories may, in any
particular case, be deemed by the fund to be official holdings to the
extent that they are substantially in excess of working balances; so 1
suppose you count your other bank reserves but not those owned by
individual corporations; is that correct?

Mr, Paryr. That is right; or by individuals.

Senator Tart. Or by individuals.

Mr. Pavyi. What about the French peasant holding gold¥ France
is probably, next to India, the second greatest gold treasuring country
in the world, but probably a substantial part of it is in the hands of
peasants and similar people, in small quantities distributed. Yet
this gold could be gotten out of them with proper taxation measures j
or, it they wanted very greatly agricultural machinery, and they have
to buy it by all means, they will come out with their gold. But if you
have a nice little mechanism by which they can (%et- the agricultural
machinery without parting with their beloved gold reserves, then they
can keep the gold reserve. That is the way it will most likely work,
and the French Government that ¢can under those conditions put the

“screws on the peasant hasn’t yet been born, in my opinion.

Senator TarFt. Also that same question arises in connection with
the declaration of the dollar being a scarce currency. The govern-
ments might draw all the dollars down, and then their individuals
might hold onto their own dollars; may they not, so that the dollar is
scarce, but it is only scarce in the fund? Is that a possibility?

Mpr. Pavzr, The same situation. The Frenchmen may have a neat
grivate dollar reserve, but the French Government may be short of

ollars. :

Senator Tarr. And might have drawn all the dollars out of the
fund they could draw out of it?

Mr. Pavyr, The Frenchman who might benefit by this system by
buying something in America he needs so badly—consumers’ goods
or production goods—may be the same Frenchman who holds the
dollar reserye in his pocket with which he could buy; but he can get;
with the aid of the fund, automatically, the thing {m wants without
parting with his dollars. '
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Senator Fowsrigat. Do you think the fact that these other na-
tions make a contribution will not give them. any interest in the
preservation of the fund? I mean, they will approach this purely as
an opportunity to grab a few dollars and then let it take care of itself?
That 18, it has been said that each nation making a contribution and
regarding this fund as a reserve will be very much interested in
preserving it, and therefore they will not approach it in the view of
“Well, here’s a kitty that’s free, and we just take what we can and
then let it go.”

Now, if they approach it that way, which is apparently the way you
believe they will, then it is, I would say, bound not to work. Is there
any incentive you can see in the minds of these various countries to
preserve this fund and use it only in an emergency, so to speak?

Mr. Paryr I don’t see any. Maybe there 1s. After all, that is a
matter of judgment as to how their minds will work, But as the fund
stands, that is the situation with those quotas or what you call them,
that iz paid in.

Senator FoLericuT. It is the quota.

Mr. Paryr. Contributions?

Senator FULBRIGHT. Yes.

Mr. Paryr. The contribution consists of paper money, except for a
very small amount of gold which is really not taken away from them.

Senator FoLsricHT. Yes.

Mr, Pavvr. In case of liquidation, if the whole thing goes broke,
they get it hack. France’s gold contribution is not responsible for
dollar searcity, for example, so they don’t lose that under any circum-
stances, unless somebody buys in France with it and remains a debtor
to France. Now, only so far as they are creditors have they an in-
terest so far as the contribution represents only a claim to borrow.
They have no interest except to get the most they cun get out of it.
And T am not trying to insinuate that the members of the fund will
come in and get their money and run away as fast as they can. What
I am speaking of is that with the construction of the fund, and given
human nature, and especially given the fact that these people are in a
bad shape, they will borrow becanse they nced to borrow.

Senator Forerigir. Well, but you just gave an example and said
that there is all this money, they have dollars, but since they can get
it they won’t use it. That seems very definitely to imply that they
are not going to make use of their own funds; they just look at thig
fund as a place to get some free money.

Mr. Psavyi. That is a special case to which I referred; that of a
country that really has the gold reserve but won’t use it to repay its
debts, or would horrow instead of using it. That special case might
occur. I didn’t say that they all would do that, or even many would
do that, but it might occur, And I especially point out that I don’t
imply that they would do that maliciously, which is possible; there
are malicious people in the world still left over. Suppose they are
not malicious; but a situation exists like in France that they may not
collect the fund at home aithough they have it but they don’t go to the
trouble. They could collect it if they would use very sharp taxation or
confiscation measures, or do this or that, but for political reasons they
don’t choose to do those things and consequently they just let it go.

Senator FuLerigur, Yes,
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Mpr. Pavyr, The fund gives them a possibility to get away with
that kind of policy, which I hope will be exceptional.

Senator FursrtenrT. Yes. Of course, it would seem to me that any
of them with any wisdom at all would see that if they abused the
fund in that way it will suddenly come to an end, and they will have
ruined their own credit standing, just as they would if they defaunlted
on any other loan, if they abuse it.

Mr. Pavry1. No, it is not so, because according to the statutes of
the fund if you exhausted your quota and couldn’t pay, it is just too .
bad. Asamatter of fact, the spirit behind this document, as expressed
in the original Keynes program was that if the fund comes to an end,
if a scarcity of the crucial currency arises, or of gold, which is the
same, then the responsibility is on the creditor: “Why, if you would
take enough imports, then there wouldn’t be any shortage of your
currency. Why doesn’t he buy more from foreign countries?” The
fallacy 1n that 15 the assumption that it depends on us whether we can
buy more than we sell, overlooking that the American balance of trade
is always favorable whatever foreign trade policy we pursue.
Whether wo have high tariffs or low tariffs we always have a surplus
in the balance of trade because we are such a fortunate country that
wa product both raw materials and industrial geods and do s at high
efficiency. It seems very unfortunate that we are so fortunate, but the
consequence is that other countries always have a deficit in their trade
balances against us.

Now, according to this idea, this is our fault, as if we could correct
it. As a matter of fact the advocates of tariff abolition argue in a
fashion which is misleading, in my opinion, because they overlook
that if we won’t have a tariff our own cost of production would fall
and we could export mere. Under free trade we might have a bigger
export surplus than under the tariff,

Senator FursrieiiT. I hope that you understand that,

Senator Tarr. Surplus. .

Senator FuLericET, We would be better off if we didn’t have any
at all, [Laughter.]

The CHaIraaN. Are there any other questions?

Senator Tarr. Mr. Chairman, I would like to ask the witness, He
has pointed out the failure to get rid of exchange restrictions, the
legitimatizing of exchange restrictions themselves. What abont the
carrency devaluation features of the fund?

Mr. Paryr. I didn’t delve with them so much, for two reasons, One
is that the fund is pretty specific on that, limiting them to a minimum,
There is nothing like the provision that introduces foreign exchange
restrictions with regard to introducing devaluation. That is mueh
better taken care of on the whole, and that definitely is a progress.
It is perhaps the most valuable aspect of the fund’s statute, that it
brought up the problem of competitive devaluations and tried to tackle
it, except for the case of a concerted devaluation of all countries, which
of course would work to the benefit of some countries which need it
badly and to the disadvantage of some other, and except for the case
of freedom to devalue after the scarcity of the erucial currency has.
been declared. Otherwise I have very little to quarrel with on that
score.
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Senator Tarr, Of course, a country has the right to devalue to any

ex%gan.t if there is a substantial disequilibrium created by your internal
olicies.
P Senator Murpocr, Fundamental disequilibrium.

Mr, Pavyr, Quite right. But then the fund has to agree on it, so
the fund _

Senator Tarr. Well, the fund doesn’t have to agree in such case.
Tlitiy cannot object on that ground.

r. Paryr. Well, they may be elever enough to find another ground
on which to object. There I would trust the management of the
fund, because thé whole spirit 'of the fund is to keep devaluations to
the minimum. Maybe I am too optimistic on that score, but I trust
the fund’s attitude 1n that respect. However, I like to point out in
that connection that the real reason why I don’t worry too much about
devaluations is not what the fund’s statutes say about it but because
nobody wants them any more. Devaluations have become very un-
popular. The real method of international monetary warfare in the
future consists of foreign exchange regulations,

Nobody really wants devaluation. Take the case of France; they
just hang on to a ridiculously high valuation of the frane. Why?
I don’t think T am wrong in assuming that the reason is that devalua-
tions are very dangerous when the monetary system is highly inflated.
‘When we devalued in a deflation, in a depression, then jt had the

. effect of-—it had no major effect at home. Either it had no effect
immediately or the effect was to raise prices, and that was desirable
at the time; but when you have an inflated monetary structure, what
will happen to your price system? People don’t want new devalua-
tions because they are the signal for prices to run away ; and therefore
nobody, no responsible financial statesman with whose ideas T am
familiar, thinks in terms of bringing them about veluntarily, unless
he is foreed into new devaluations; and, that seems to be the general
spirit of the agreement.

Lord Keynes, the leading advorate of devaluations, now advocates
stabilization unless very extraordinary circumstances arise, admitting
not more than 10 percent devaluation as a rule. They fear a runaway .
inflation to break in the markets if they start to monkey—pardon for
the unliterary expression—with the gold content of their currency;
while on the other hand foreign exchange regulations are invisible,
The public does not notice them. The people only notice that the
pound or the franc is at such and such a par, but that you can’t go
outside of the country, and you cannot buy abroad, and things like
that, foreign-exchange regulations, don’t affect the judgment of the
public about the value of the currency and don’t drive it into the
markets.

The Caamman. Are there any other questions?

Senator FursricHT. To sum up your principal criticism, it is those
paragraphs which do give them permission not to pay under certain
circumstances? :

Mr. Pavyr. Yes. :

Senator Forertgat. Would you say, just assuming that those were
taken care of—would you think then the fund would serve a useful
purpose?
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Mr. I’avLyr, Absolntely, because the implication would be that the
debtors have to clear something at home so as not to get into trouble.
They would have to clean their houses so far as is necessary or possible
to reform. On the other hand, the fund management should have a
free hand in controlling them without too radical measures of bal-
ancing their budgets.

Senator Ifurericat. It could serve a little better purpose, I'll say,
than just taking the same amount and lending it to them Ilaterally
by loans. There is some merit in getting the 44 nations together in
agreeing to certain things,

My, Paryvi. Definitely.

Senator Fouericur. Is that right?

Mr. Pavyr, I would agree, definitely. For example, in the case
of devaluations I think it is & very useful thing that devaluations are
at least stamped as not desirable. That is an important step forward
on which the authors of this program ought to be congratulated,
especially if you visualize what a sacred cow the freedom to devalue
the currency 1s in some countries, like in Britain.

Senator Fuierieut. If you will assume this, we will just assume
that we had 6 billion to lend. You would say it is better to at least
take part of it and lend it in thig fashion and part in the other
fashion

Mr. Pavyr. Yes. _

Senator Furerterr. Than to put it all in the bank and to lend it all
in just straight bilateral loans; is that right ?

r. Paryr. I don't believe in the bank at all. The bank is nothing
else than another stabilization institute without any regulations and
limitations.

Senator FousrigaT. Well, our bankers think that they can examine
these loans, and they much prefer it,

Mr. Paryr. But I am not a banker.

Senator FuLerianr. What !

Mr. Paryr, I am nota banker.

Senator Fursrterrr. Oh. I thought you were a banker.

Mr, Pavy1. I was an economist retained by bankers, and I am still,
but anybody can retain me as a consultant.

b Ser;a.tor Furerienr. Oh. Well, the fund is far better than the
bank?

Mr. Pavy1, The fund is the only thing, in my opinion, worth dis-
cussion, The bank ought to go up in the fund and be part of it. If
you want to do the job, put it in the fund,

Senator Furericut. I see,

Mr. Paryr. But I started out on that perhaps before you came in,
Benator.

Senator FoLeriaiit. You would prefer, if anything, to abolish the
bank and take that capital and put 1t in the fund to make it stronger?

Mr. Pavy1r. That is right.

Senator Tarr. If it were a perfect——

Mr, Pavyr, If this could be corrected.

Senator FuLerigHT. Yes.

Mr. Panyr, What I pointed out is, I think, the shortcomings of the
fund and very bad shortcomings, creating new disequilibriums instead
of correcting them.

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



208 BRETTON WOODS AGREEMENTS ACT

Senator FurerionT. The principle being that we should make them
promise to pay. We give them a legitimate “out” of their promise;
1g that it ?

Mr. PavLyr. A legitimate “out” on almost any pretext—almost, if
I may exaggerate g little. :

'{‘lh% Cuawman. Did you say anybody could engage you!? Is that
right

r. Paryr. Well, I was sort of joking. I mean to say that I am
not sold on banks. As a matter of fact, I have nonbank clients, too.

The CraeMan. I see.

Well, T think we have concluded the hearing for today, haven’t we?

Senator Tarr. Of this witness.

Mr. CmaieMan, I have here a table prepared by the research assist-
ant to the minority leader, at a good deal of trouble, showing the debts
of all the foreign governments to the United States, those which are
in default and those which are partially in default, those which are
in default as to interest; and I think it might be valuable as part of
the record to show the condition.

The Crairman. Yes, Does that relate to the Government, to our
bonds?

Senator Tarr., To our bonds.

The CrameMaN. Government bonds?

Senator Tarr. Yes; bonds of the governments that are in defauit.

The Crammman. Very well,

(The table submitted by Senator Taft appears on p. 549.)

Senator Tarr. Mr, Chairman, is the counsel for the Treasury here?

My, Luxrorp. Yes.

Senator Tarr. I would like to ask a question if T may, It would
save some time later.

The Caarman. Is he here?

Senator Tarr. Yes, he said he was.

Senator Muroock. You can sit right there [indicating].

The Cramaan. Mr. Luxford, will you come up here?

STATEMENT OF ANSEL F. LUXFORD, ASSISTANT T0 TEE SECRE-
TARY, TREASURY DEPARTMENT, WASHINGTON, D. C.

Senator Tarr. In the bill it contained a provision as to the money
that is put up in this fund. The Secretary of the Treasury is anthor-
ized to use a billion eight of the gold now in the Stabilization Fund.

Mr. Luxrorp. That is right.

Senator Tarr. And he is authorized to pay the balance of $950,000,-
000 for the purpose of making these payments. I read at the bottom of
page 8 and the top of page 9:

The Secretary of the Treasury Is authorized to use as a public-debt transaction
not to exceed $4,125,000,000 of the proceeds of any securities hereafter izsyed
under the Second Liberty Bond Act, as amended, and the purposes for which
securities may be issued under that act are extended to include such purpose,

My, Loxrorp. That is right. o

Senator Tarr. I don’t understand what that means or how it can
be done that way.

Mpr, Luxrorp. Senator, the first precedsnt for that was in the cre-

. ation of the Reconstruction Finance Corporation in 1932, Since that
date it has been
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Senator Tarr, Well, now what precedent? What did you do there
in that casef

Mr, Luxrorp. Just this exact language was employed.

Senator Tarr. Well, what? To provide what?

Mr. Luxrorp. What it provided was that the

Senator Tary, For the original capital for the RFC?

Mr. Luxrorn, Yes; Lo provide capital for the RFC. The instrue-
tion to the Secretary of the Treasury by the Congress was, cbtain the
money by public-debt transaction, which means in effect that he bor-
rows the money and applies the money to this investment. Now, that
wasg originally done for the first time 1 1932 with the RFC, and every
extension of the RFC’s capitalization since that date has been by that

urpose.
b It hias also been used in the capitalization of the Federal Farm Mort-
gage Corporation, the Federal Deposit Insurance Corporation, the
HOLC, the United States Housing .Authority, TVA, and the Com-
modity Credit Corporation.

Senator Tarr. Well, how do you get around the Constitution? The
Constitution says no money shall be drawn from the Treasury but in
consequence of apprporistions made by law, and a regular statement
and account of the receipts and expenditures of all public money shall
be published from time to time. How can you

Mr. Luxrorn. I would believe probably that had been raised hefore,
but the answer to that is—-

Senator Tarr. I presume so, but what is the answer to it?

Mr. Luxrorp. The answer is that that amounts to an appropriation
under the Constitution, because Congress——

Senator Tarr. As a matter of fact it is not an appropriation act.
Under the Rules of the House it would have to go to the Appropriations
Committee if it were an appropriation, It isn’t an appropriation,
It is an authorization. I mean I don’t see that. That would make
this an appropriation bill if that i an appropriation,

My, Luxrorp. Well, the answer I am giving you, Senator, is that
by a very definite House and Senate practice you have been using this
method of financing investments by the United States. The dis-
tinguishing feature—you may have more than one way of appropriat-
ing, and this procedure has been used where you are investing capital
and not making an outright expenditure like payment of salaries,

“enator Tarr. Well, I don’t understand that, I don' think it is a
proper practice myself. T don’t know how we got into it, but it seems
to me—— '

Senator Furericar. What we do with Commodity Credit, you were
discussing the subject like this, don’t you remember, in order to avoid
them going to appropriation? .

Senator Tarr. Well, this question of whether you have a corpora-
tion—if you have a corporation, you may say tKat corporation can
borrow money and spend it for certain purposes. That 1s not a Gov-
ernment obligation then, and that money never goes in the Treasury.

Mr. Luoxrorp, It is a Government obligation in the sense that the
United States Government guarantees it.

Senator Tarr. Well, it may guarantee it, but the money never goes
in the Treasury, This money, you isgsue U, S. bonds, and you take the
money righf into the United %tates Treasury, and the Constitution

756734520
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says that no money shall be taken out of the Treasury but in conse-
quence of an appropriation made by law.

Mr. Luxrorp. The point is, the obligation of the United States
is the same. Under the Commodity Credit Corporstion you are guar-
anteeing that obligation just the same as if it were a U. S. Government
bond.

Senator Tarr. Well, if they were the same I would. say this would
apply to that also, but I don’t think it is the same, It only seems to
me that it is a way of taking out of your budget what are in fact ex-
penditures of the Government and ought to be included in this annual
statement of receipts and expenditures of all public money, and it
ought to be listed as an appropriation.

Mr. Loxrorp. Well, certainly this will show up in the daily state-
ment of the Treasury. There will be no concealment of this invest-
ment. The point, however, is that you have a tradition starting in 1932
that where you are not really spending -money, but you are investing
it like in TV A and RFC, you put it into a separate category.

Senator Tarr, I suggest that anything started in 1932 or since then
is not a tradition.

Mr. Luoxrorp. Well, that is a question,

Senator Furericut. It is just bad practice; is that it? [Laughter.]

Senator Murnock. 1932.

Mr. Loxrorp. That is right.

Senator Murbock. Prior to the time the Democratic administration
came in.

Mr. Loxrorp. That is right.

_ Senator Murnock. So, ifg it is a tradition, it is a Republican tradi-
tion. ;

Mr. Loxrorp. It started in 1932.

The Crarrman. Well, the committee will adjourn until tomorrow
morning at 10: 30, over in the other building.

Senator Murpock, Oh, yes, Mr, Chairman,

The Comamman. Yes. One minute.

Senator Muorpock. I have again heard from René Leon in New
York, who is very anxious to appear before the committee, and ad-
vised that he has telegraphed you and I think written you a letter,
and I agreed that I would call his desire to your attention, that he still
wants to appear.

The CraiemaN. Very well.

Senator Tarr. Do you know which side he wants to appear on?

.Benator Muroock, I don’t know, T have no idea. _

(Whereupon, at 4: 45 p. m., an adjournment was taken until tomor-
row, Thursday, June 21,1945, at 10: 30 a. m.)

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



BRETTON WOODS AGREEMENTS ACT

THUERSDAY, JUNE 21, 19645

" UNitep STATES SENATE,
CommITTEE ON BANKING AND CURRENCY,
Washington, D. C.

The commitiee met at 10:30 a, m,, pursuant to adjournment on
Wednesday, June 20, 1945, in room 301, Senate Office Building, Sena-
tor Robert ¥. Wagner {chairman)} presiding.

Present : Senators Wagner (chairman), Murdock, McFarland, Ful.
bright, Tobey, Taft, Capper, and Millikin.

The Crarrman. The committee will come to order.

Mr. Sproul, I need not tell you what we are considering now. We
will be delighted to hear from you, I am sure.

STATEMENT OF ALLAN SPROUL, PRESIDENT, FEBERA], RESERVE
BANK OF NEW YORK, NEW YORK, N. Y.

Mr. Serovr. Mr. Wagner, T am glad to be here. T think as all of
the members of the committee know I am president of the Federal
Reserve Bank of New York, and all of my business life has been spent
in the Federal Reserve System, It has been a career with me. I
have no prepared statement, but I have some notes from which 1
would like to talk, if I may, before getting down to the questions
which you may have. '

The CHamrMan. Very well,

Mr. Serour. These international monetary proposals which have
been brought forth in the past 3 years or more have Leen studied by
the Federal Reserve Bank of New York and the directors and officers
have expressed their views in three memoranda sent to the Board of
Governors of the Federal Reserve System at various stages of the dis-
cussion. However, since consideration by the House, and passage of
legislation with amendments, the matter has not been formally and
officially considered by the bank. Therefore I speak only for myself
and nobody speaks through me.

Senator Murpock., On that question, Mr. Sproul, it is difficult for
me to understand how a man in your position any more than 2 man in
my position can speak individually. T do not mean you should be
dented the right to attempt to speak individually but it seems to me
that nobody holding the position you do or the position I do can speak
individually. Whenever we speak it is just impossible to divorce
ourselves from our position and speak as individuals. So, I am quite
sure that whatever statement you may make will be construed as a
statement coming from you in the position you hold. Don’t you agree
withme? : :
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Mpr. Seroun. It must come from me in the position I hold but as an
individual in the position I hold and not as official representative of’
my board of directors. I conceive it to be my responsibility on mat-
ters of great national interest, in which I perhaps have some com-
petence and of which I have some knowledge, to present my views.
If asked by the Congress or a committee of the Congress to present
my views, it is my duty to do so. After a proposal becomes law it is
my duty to help to carry out whatever function the Federal Reserve
System may have under the law, wholeheartedly and enthusiastically.

Senator Murpock. Are your views in accord with the board of direc-
tors of your bank?

Mr. ngOUL My views were in accord with the views or the board
of directors of my bank up to the time of the House legislation, AsI
say, we have not formally and officially considered it since then and I
cannot speak for all the board of directors of my bank as to whether
their views would be in aceord with mine, _

Senator Murbock, That is the largest bank in the System.

Mpr, Serour, Yes, it is. )

Senator Muroock. The largest bank in the world, is it not.?

Mr, SrrcuL. In terms of total assets it is the largest bank in the
world.

The CHarmaN, Had they taken an attitude on the monetary pro-
visions of this bill? .
Mr. Serour. Prior to the passage of the House legislation they did
prepare the three memoranda I mentioned which were sent to the

Board of Governors of the Federal Reserve System.

Senator Murnock, Would you say that the attitude you will express
this morning is in harmony with the attitude of the Board of Governors
of the System?

Mr. Sprour. Noj; it is not, I should say.

Senator Murpock. Is it in conflict with their views?

Mr. Serour. I think it is in conflict with the views of the Board of
Governors of the Federal Reserve System as presented in g statement
to the House committee and as I understand their views to be from
talking with some of them individually.

Senator ToBEY. You appear here as opposing the agreement? Or,
what is your position, one of postponement or opposition to the
agreement, or to part of the agreement ?

Mr. Serovr. It will develop from what T have to say. "I am in
opposition to part of the agreements, for postponement of part of the

.agreements, and for adoption of part of the agreements,
. Siréator fULBRIGHT. Are you appointed by the Federal Reserve
ank?

Mr. Sprovr. I am appeinted by the Board of Directors of the Fed-
eral Reserve Bank of New York, subject to approval by the Board
of Governors of the Federal Reserve System.

Senator FurerieHT. It is considered a public institution, the New
York bank.

Mr, Serour. The New York bank is considered a public institu-
tion or at least a quasi-public institution, '

Senator Murnock, Every share of the stock in the institution is
owned privately, isn’t it?

Mr. Seroun. Every share of stock in the institution is owned pri-
vately, but there does not adhere to the stock the privileges which
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ordinarily adhere to stock, It does not mean control. It is nominal
‘stock ownership which entitles the member bank owners to a dividend
but means little else in the way of control or of participation in the
final credit policy of the System.

Senator FursereaTr. Where do your earnings go, to the private banks
«or the Government ?

Mr. Serour. The member banks get 6-percent dividend on paid-in
capital stock. 'We pay our expenses including the dividend and after
that the earnings go Into surplus and reserves. In liquidation they
would go to the Government.

Senator FoLerigHET., You must be liquidated, then, before any part
-of it would go to the Government ?

Mr. Sprovr. That is the way the law stands now. At one time there
was a franchise tax.

I shall try in my testimony to speak only of those things of which
I have some knowledge and in which I think I have some competence.
I do not know what matters of high policy have been considered along
with these proposals other than what has been made public and are
involved in this legislation,

My approach to this thing is that there were 3 years of discussion
and negotiation preceding Bretton Woods—preceding the Bretton
Woods agreement ; that these discussions and negotiations were chiefly
between the British and Americans; others came in and participated
from time to time, but when the 44 nations came together at Bretion
Woods it was largely to ratify what had been done. I think it is an
exaggeration of the difficulty of holding another conference and secur-
ing agreement of the 44 nations to imply that these agreements were
hammered out at Bretton Woods. I think the instructions to the
United States delegation belie that assumption.

Senator Tosey. You would agree that -in any operation of that
magnitude involving so many nations and so many questions, that
there must be some spadework and preliminary drafting done, to have
a skeleton to work on?

Mr, Serour. Oh, yes,

Senator Toeky. In that respect it is no different from what would
be done by any other group, whether it is a bankers’ convention or any-
thing else.

Mr. Sprour. That is right; but my view is that this does not pre-
clude vs from having another conference of the nations of the world.
The spadework would still be done and could be built upon.

The proposals are that the fund is to take care of short-term discrep-
ancies between balance of payments income and outgo. The original
conception was that it would take care of temporary imbalances.
More recently, however, it has been discussed also 1n terms of cyclical
shortages, taking up to, say, 10 vears to work out. I don’t think that
was the original conception. I don’t know, myself, just how you
distinguish at the beginning between cyclical unbalance that may
take 8 or 10 years to work out and a long-term loan. I think you get
into very diflicult water; but in any case that is the province of the
fund. The province of the bank is to promote and encourage inter-
national investment; to make and guarantee long-term loans.

Now, as to the purposes of these institutions—the general purposes,
of course, are set forth in the preamble, but those are generalities to
which everyone agrees but which can and may mean different things

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



304 BRETTON WOODS AGREEMENTS ACT

to different people. I think they do. I think that too many people

allow a yearning for international cooperation, which we all have, to

ive them agsurance in advocating things they don't know much about,
cause they agree with hopeful preambles,

But aside from these general purposes, to which I think we all agree,
although we may have our differing interpretations, what are the most
important practical reasons for considering these proposals. The
immediate or pressing or practical reasons for the fund are that we
are geared to free multilateral trade and that the Dritish and some
others have been leaning toward controiled bilateral trade. It is sug-
gested that this country in the immediate postwar years will create and
maintain conditions necessary for multilateral trade in & free exchange
market, England will undertake, after a transition period of, say,
5 years, during which even exchange controls and bilateral currency
arrangements are permitted, to join in a free multilateral trading
system, if she then thinks the conditions are right. I think that is
the question of interest; in considering this International Monetary
Fund proposal, are we going to get a multilateral free trading world.

The immediate practical reason for the bank proposal relates to the
fact that the balance of payments to the United States has bheen out
of balance in past years in the sense that we have exported more goods
and services than we imported ; we have not lent money abroad steadily
and substantially to balance the accounts, and at times we have tended
to draw in the world’s gold. It would be better for us to encourage
and regularize foreign lending so as to reconstruct and develop foreign
countries, to promote the growth of international trade, and, even-
tufally, dto balance our accounts by importing goods and services instead
of gold.

s the principal lender, we mi ght say, “Why set up an international
bank to lend our money for us?” I think the joint and several guar-
anty of the members of the bank is some protection to us, though, and
we need some sort of international financial institution to serve as a
place of consultation, discussion, and development.

The rest of what I have to say is centered on the fund, because the
bank seems to have become almost noncontroversial.

The CraremaN. You are for it?

Mr. Srrour. Yes. The main question about the fund, assuming
that the idea has merit, is: Can it and will it work, or can we make it
work in the transition period during the first years after the war, and
is it a good bargain for the United States? I don’t think it will work
or can be made to work as intended because I don’t think the conditions
will be right. I think some other things will have to be done first,
some other developments will have to take place. I dou’t think any
international monetary system which involves the disciplines neces-
sary for an international system will work in the iminediate period
after the war without exchange control, as is admitted by the fund,
and I don’t think the fund and exchange control belong in the game
room.

The fund is essentially a long-term mechanism to ivon out temporary
unbalance in international financial accounts. If the idea has validity,
the soundness of its loans would not depend on the purpose for which
they are made but upon their magnitude and upoen the general bal-
ance-of-payments position of the borrowing countries.

In the transition period the assumption on which it must be based,

that there would be normal swings in the balance of payments, just
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won’t hold good. For many countries, for a considerable number of
years—3, 4, or 5—there is going to have to be a good deal of rehabili-
tation and belt-tightening before they have any chance of getting back
into & state even approaching equilibriwm, and to where they could
participate properly, as I see it, in the International Monetary Fund.
Even in the longer term, of course, unless there is a steady and adequafe
flow of long-term investments, which would in part be helped out by
the proposed bank, and unless there is a minimum degree of domestic
stability in the principal industrial or coramercial nations, the fund
will not work.

No international monetary system, in my opinion, whether it is the

Id standard or the fund or what have you, will work and survive
in a long period of depression such as we had in the 1930’s, when the
most important countries of the world are suffering from a severe
depression. _

My approach, then, is that I would be willing to work further on the
idea of the fund to see if it can be developed for lenger-term use, but
I consider it a disservice to international cooperation to launch
it in the transition period. I don’t think it can work out properly.
Despite the efforts to protect it, I think it is likely to become a catch-
all for the inadequacies of other transition arrangements. If the
needs of nations are not met by other means, I think there will be an
irresistable tendency to use the international currency reserves pro-
vided by the fund, which in any case are the most readily available.
I think that would lead to new distortions and eventual break-down,
a new maldistribution of reserves, and international frietion and
recrimination which would seriously affect the cause of international
cooperation.

In addition to the fact I don’t think it will work or can be made to
worl in the transition pericd, the proposed fund agreement, as far as
I am concerned, has other draw-backs from the standpoint of the
United States as an international compact. I think it submerges the
idea of two-sided international adjustment of an unbalanced position
and tends to put too great emphasis on the responsibility of the cred-
itor country, which in this ease would be the United States, for correc-
tive adjustments, and it also puts too great emphasis on the use of
exchange depreciation by the debtor country. We have article IV of
the fund agreement, which makes devaluation of currency little more
than a question of consulting with the fund before devaluing. There
is the question as to what is fundamental disequilibrium which cannot
be challenged if it develops because of the political and social domestic
policies of the country concerned. That leaves you in a position in
which a country can take domestic action which wiil bring about what
must be considered a fundamental disequilibrium and then be free to
devalue its currency if that seemns to advance its interests.

Coupled with article IV we have article VII, the scarce currency
provisions, which, if it were brought into operation by international
agreement. entered into in advance, puts on the United States the
responsibility of having brought about an unbalanced international
position and the responsibility for correcting it. I think in the past
the gold standard has erred on the side of requiring too great adjust-
ment, perhaps, on the part of a debtor country and too little on the
part of a creditor, but I think these proposals go too far in the other
direction and require toc great adjustment on the part of the creditor

and too little on the part of the debtor.
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Secondly, I think adoption of the fund may facilitate the avoidance
or postponement of solution of more difficult problems, such as agree-
ment on international trade policy and the problem of the pound
sterling and the British balance of payments, both of which are neces-
sary to exchange stabilization.

Thirdly, I think the fund may require the permanent use of ex-
change controls to implement the control of capital movements and
the repurchase provisions of the fund. I think the Monetary Fund
agreement ray institutionalize exchange controls and make them =
permanent part of onr machinery of international relations.

Fourth, on the positive side the agreements as they now stand sanc-
tion exchange control, multiple currency practices, and clearing agree-
ments for the transition period, say, for 5 years or up to 5 years.
Negatively, I believe, they may be held to sanction internaticnally
and indefinitely discriminatory trade arrangements and other dis-
crimination, excepting only currency discrimination. If thisis a com-
‘bined monetary convention and commercial convention, or more of a
trade convention than a monetary convention, as some of its pro-
ponents have suggested, and the quotas are merely “sugar” or “bait,”
to get other nations of the world to come in, then I think its accom-
plishments are much too modest and we haven’t gotten nearly enough.

I think the fund has mechanical defects growing out of the fact
-it is composed of a miscellany of 44 currencies, not all of which are
usable internationally. There will be a discrepancy between the de-
mand as represented by the 44 quotas and the supply as represented
by the few internationally usable currencies, principally the United
States dollar.

In all these circumstances I am unable to see why we must save the
fund without the dotting of an i or the crossing of a t. We are told
that unless the fund is retained there will have to be another confer-
ence and that rejection of any part of the output of the last Conference
would jeopardize international cooperation in all fields and set us
biick on the road toward isolation and other nations on the road to
economic warfare,

In my opinion, we can demonstrate our international good faith
and responsibility in other ways than by ratifving all of the Bretton
‘Woods agreements. 'We can demonstrate it by entering into interna-
tional political arrangements such as are envisaged at San Francisco.
We can demonstrate it, I think, by authorizing participation in the
bank with suggestions for enlarging its powers, We can demonstrate
it by asking for further study of the fund and its operations with
report as to whether and when it should be set up, having in mind the
requirements for its successful operation, such as international trade
and commodity agreements and sclution of the British balance-of-

ayments problem. If that sort of action would require another con-

erence in order to salvage what is good in Bretton Woods, I think it
could be suggested by Congress, quickly convened, and in my opinion

uickly reach an agreement. The spadework has all been done during
the past 2 or 3 years, and an agreement by a few of the principal coun-
tries would find ready acceptance by the rest.

In order to preserve those functions of the fund which have imme-
diate use, the bank plan could be strengthened and broadened. I
would suggest the removal of the two clauses which make member-
ship in the bank dependent upon membership in the fund. I would
suggest a provision for initial determination of exchange rates in
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consultation with the bank, and for further eonsultation before subse-
quent alterations.

I would suggest a provision for consideration by the bank of removal
of exchange cgntrols, discriminatory currency arrangements, multiple
currency practices, and the avoidance of competitive rate changes.

I would suggest a provision for the collection by the bank of sta-
tistical information on trade, monetary reserves, and so forth, and for
communicating the views of the bank to its members,

I would suggest a provision for longer term stabilization loans
selective and controlled loans, involving no need for the adoption of
loose international monetary principles, the complicated repurchase
provisions of the fund agreement, and the scarce currency clause.
That authority for stabilization loans by the bank, I think, is some-
thing that will be needed in the transition period; it either left out by
oversight or else it was left hanging on three obscure words in the
bank proposals, “in special circumstances.” This left a question in
the minds of many of ns as to whether what seemed to be the only
kind of stabilization loan which really will be needed and be of prac-
tical use in the transition period, was going to be provided by either
the fund or the bank. General purpose stabilization loans to help
restore a whole economy are what will be needed in the early stages.

Finally, I think consideration should be given to a modest increase
in the capital of the bank, in view of the assumption of the stabiliza-
tion loan function which I suggest,

If these things are done and the Bank proposal adopted, this country
should then attack the British problem as an absolutely essential
prerequisite to currency stabilization. Unless we clear the decks with
the British, I think any stabilization we have will be a mirage, whether
we have the bank or the fund or both.

That, in my opinion, includes finally wiping out the debts of the
last war, a liberal definitive settlement of lend-lease obligations, agree-
ment and perhaps help on a program of lignidating the blocked sterling
balances, and agreement and help on meeting the deficit in the balance
of payments in the immediate postwar years.

If we don’t do these things, I think Britain is going to embrace or
be forced into bilateral trading arrangements sand clearing agree-
ments. I don’t think the Monetary Fund comes anywhere near meet-
ing that problem, And we have to remember, I think, that the fund
does not include renunciation of commercial measures of economic
warfare, only currency measures. I think the fund agreement is really
powerless if countries are af liberty to bypass it by arrangements
affecting not the payments but the actual movement of goods,

Senator Tosey. You are familiar with the fact that at San Fran-
cisco an economic council has been set up and these matters come
within the purview of that council ?

Mr. SerouL. Yes.

Senator Toery. That is a healthy sign, isn’ it?

Mr, Sreovn. Yes; I think it is. But my point is that in the Bretton
Woods proposal arrangements affecting payments; but the actual
movements of goods are not covered, and therefore, we are not really
dealing with the reality. That goes for Russia as well as for Great
Britain or any other country. In Great Britain Mr. Churchill has
recently stated in a manifesto of the Conservative Party that Great
Britain will not give up its rights to safeguard its balance of payments
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by whatever means are necessary, and I think that represents British
opinion.

IJThereforta, I say: Why do we not revert to article VII of the
lend-lease agreement with Great Britain and discuss these prob-
lems in the terms and spirit of that agreement and see if we cannot
work ont s more thorough settlement of the British problem—which
I think is a prerequisite to any sensible approach to international cur-
rency stabilization. I think we are tossing in some of our chips be-
fore the game beging, and at the same time we are jeopardizing our
chances of doing a successful cooperative job,

The Crzarrman. Are there any questions?

Senator Topey. Yes. Mr. Sproul, you have stated very frankly
you are here representing Mr. Sproul alone, Of course, I know you
are a doctor or a specialist.  You come forth in the democratic process
and give your testimony as you have done, We all know that doctors
disagrese and certainly bankers disagree. I assume you know Mr.
Ralph E. Flanders, president of the Federal Reserve Bank of Boston ;
Mr. Alfred H. Williams, president of the Federal Reserve Bank of
Philadelphia; Mr. Ray M. Bidney, president of {he Federal Reserve
Bank of Cleveland; Mr. Hugh Leach, president of the Federal Re-
serve Bank of Richmond ; Mr. W, 8. McLarin, president of the Federal
Reserve Bank of Atlanta; Mr. C. 8. Young, president of the Federal
Reserve Bank of Chicago; Mr, Chester Davis, president of the Federal
Reserve Bank of St. Louis; Mr. Peyton, president of the Federal Re-
serve Bank of Minneapolis; Mr, H, G, Leedy, president of the Federal
Reserve Bank of Kansas City; Mr. R, R. Gilbert, president of the
Federal Reserve Bank of Dallas? You know them all, do you not?

Mr. Serour. Yes; I do,

Senator Torey. They are all in favor of the Bretton Woods agree-
ment; you know that?

Mr. Serovr. I only know that in the sense that Mr. Flanders, Mr.
‘Williams, and Mr, Davis are in favor of the agreement. As to the
others, they may or may not be. )

Senator Topry. T can give you their testimony; they all favor the
adoption of the fund.

Senator Tarr. Without amendment?

Senator ToBeY. As it passed the House. You appear before us not
only as against the fund but you also favor or ask for a postponement
of 1t ; is that correct? Isthat the tenor of your remarlks?

Mr. Sprour. Yes. '

Senator ToreY. You are acquainted with Prof. Oliver Sprague and
his viewpoint ¢

Mr. SprovL. Yes. -

Senator Tosey. Do you look upon him as an eminent authority on
currency matters?

Mr. SprouL. Yes.

Senator Tosey. May I read a statement that Mr. Sprague made the -
-other day in contradistinction to your view, with all due respect to you:

Now, if we are going to have disordered exchange and bilateral clearing ar-
rangements, I think there are very few so-called productive foreign loans which
are in any certain sense really secure.

"That is my reason for reparding it as eagential that we have some hope, through
‘some such device ag the fund, that we may have a reasonably orderly develop-
ment in the monetary arraagpements between countries with a minimum of re-

strictions wpen transfers and a minimum of bilateral and other special arrange-
ments bitween countries.
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1f you do not have the fund, if you were to establish the bank only, then I
should imagine that most countries would take the view that the only course
proper for them was to develop one and another of the various kinds of bilateral
commerclal speeial arrangements which were devised in large part by my old
friend, Schacht of the Reichsbank., That kind of thing was developed in a very
extensive way in tlie thirties and the conditlons are oot unfavorable to the per-
sistence of dealings of that kind by countries that find it, for one reason or
another, exceedingly difficult to pay for even essential imports.

* #* * Without the fund, my forecast would be the development of so many
bilateral restrictive arrangements that the wuiility of the bank would be very
mmuch diminlzhed.

You don’t concur in that ?

Mr. Serovr. T don't concur in that; no. T think that during the
transition period it is admitted by the fund we are going to have or-
derly currency arrangements brought about not by the fund but by
exchange control. We are going to have bilateral and clearing agree-
ments. They are in its terms permitted by the fund. We are not
going to be able to avoid these various arrangements which Mr.
Sprague speaks of during the transition period. The Schachtian
devices are abuses of that sort of arrangement which need not of them-
selves be wholly destructive. I think t'fley can be and may be, I think
it 1s an improvement 1pon them to have multilateral trading, but they
need not be of themnselves wholly and continuously destructive if they
are not abused as Germany abused them. '

Senator Tawr. May I ask one question there?

Senator Toney. Yes.

Senator Tarr. In other words, while vou agree with Mr. Sprague’
that these things ought to be removed, you think the fund won't
remove them; '

Mr. SerouL. It will not remove them, and it admits it will not remove
them for the transition pertod.

Senator Toeey, Now, as to the matter of postponement, again
referring to Mr. Sprague, who has been adviser to the Federal Re-
serve Board, the Bank of England, and the United States Treas-
ury, and in contradistinction to your contention that the fund should
be postponed, I read as follows Mr. Sprague’s viewpoint on that:

I do not accept that (the suggestion that the fund be delayed 3 to § years)
hecause in the meantime I should fear a good many undesirgble developments
wonld take place which may not take place if we establish the fund, * * *
1 see ne likelihood * * *  that an orderly exchange relationship would be
developed by slmply walting.

4 % * Jf gseems to me you are asking to create a situatlon which is so
nice and comfortable, and you need guch good eguilibrinm that the fund wouid
be pretty nearly surplusage, and I should think the bank might be alsop * * *,
Policies will be determined in this period while we are making some further
investigations, and I think these policies will he of a kind which will make it
perhaps impossible for the fund to function well or for the bank to issue very
many securitles that are consistent with safety.

You cannot wait while the house is burning down. ¥You have to use what
instramentalities you can in the hope that they will serve.

Just try to imagine yourself in the situalion of the more distressed countries
if this 1s more or less indefinitely posiponed. It meems to me very clear that
that postponement would have an influence in the determination of policies away
from well-ordered relationships, ali around the world.

So, I say we have eminent authorities like Sprague and we have
the presidents of the Federal Reserve banks. e have their testi-
mony before us. We sit here as a jury and weigh the evidence and
in a sense decide the case on the preponderance of the evidence.
Now, the preponderance of the evidence is all in favor of the adop-
tion zby the Senate of the bank and the fund as it passed the House,
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based on the expert testimony of members of the Federal Reserve:
banks and on other expert testimony. Is that a fair statement?

Mr. SprouL, I think it is an exaggerated statement,

Senator Toey, On what lack of evidence is it based?

Mr. Sproun. Well, with all due respect to my colleagues in the
Federal Reserve System, the Federal Reserve banks of the other:
districts are not so closely concerned with the international operations
of the Federal Reserve System as the Federal Reserve Bank of New
York, and I think they would be the first to admit, many of them, that
they are not experts in matters of the sort we are discussing here.

With respect to Mr. Sprague’s quotation which you read last, I.
think that the kind of international arrangements, which he fears, can
develop under the fund as well as without the fund. But if they de--
velop under the fund, they develop with international sanetion and
approval and when we come to the end of the transition period
arid some country, Great Britain, perhaps, says, “We are sorry, but
our situation won’t permit us to enter into a free multilateral trade
arrangement;” we will have to go on with these agreements, which
have sanctioned it in advance, the things he sees happening outside
of thefund.” Isay currency stabilization during the transition Eeriod
ifs gging to be maintained by exchange controls in any case, not by the

und.

Senator Torey. As to the velative importance of the presidents of
the other banks in contradistinetion to the largest bank in the world,
which is your bank, the fact remains these men would not hold these
positions if they were run-of-mill financiers, They are experts in their
line, and they spoke and gave their testimony as such., You are a}ll)-
proaching this‘thing as a banker, as you should, backed by all the
conservatism and good judgment that you have acquired by years of
experience. We are not approaching it from that standpoint pri-
marily. We are approaching this thing hecause we see the world
prostrate. We see that the alternative to doing something is doing
nothing, and doing nothing is chaos, in our judgment. So we have the
option of putting 2 or 3 billions into this fund or deoing nothing and
having chaos. According to the press, we spent $8,000,000,000 1n the
first 22 days of the Okinawa campaign.” We put that vardstick over
against the fund and we see the whole amount of the fund is less in
dollars alone than the cost of the war for 22 days. If we can afford to
spend $8,000,000,000 every 30 days to kill men and maim them for life
and fo destroy so much of the world, in God’s name can’t we afford to
take a chance on trying to bring peace to the world ?

Mr. Serour. I appear not as a banker but as a central banker, There
is quite a distinction, I have no years of conservatism behind me.
I have years of trying to improve and develop and liberalize the fune-
tioning of the domestic and international banking machinery. T think
the question of what we are expending every day on the war as com-
pared to the cost of this agreement has nothing to do with the case,
really, Senator. I am not particularly concerned, myself, about the
cost of these arrangements. Under the gold standard we: com-
mitted ourselves to give way or to sell our goods and services in re-
turn for gold for which we did not have any particular use, in un-
limited amounts. I am not particulary concerned about the cost of
these proposals if we are going to get our money’s worth or anywhere
near it in improved international relations,
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Senator Torey, That is what concerns us.

Mr. Srrour. That is what concerns you and that is what concerns
‘me.

Senator Mourpock. What did you mean, My, Sproul, earlier in your
testimony when you mentioned what I thought was a very significant
factor in leading you to arrive at your conclusion—that becoming a
part of Bretton Woods was 1ot a good bargain for the United States?
Would you briefly tell us what you mean by a good bargaint

Mr. SerouL. 1 tried to develop that. I think a good bargain for
the United States would be one which carried in itseif the seeds of a
likely solution of the difficulty of creating a world of multilateral
trade, on the desirability of which we are agreed, and some of the rest
of the world is not; at least some countries lean toward bilateral trade.
I think we should not allow ourselves to have a rose pinned on us for
all the adjustments which are to be made, in case of international im-
balance, as the principal creditor couniry. I think we ought to receive,
for all the contributions we make to the fund and the bank, returns
from the other countries in the way of concessions with respect to their
currency policies and their trade policies which will give us hope of
leading to this world of multilateral trade we are all trying to reach,

Senator Mugpock. You do think that ultimately this international
arrangement is a goal to which we should work?

Mr. Serovr. I do. T think the goal of multilateral trade interna-
tionally is the goal which from the standpoint of this country and I
think from the standpoint of the whole world is the goal toward which
we should work. I think the hank can contribute materially in lead-
ing us toward that goal, but T don’t think the fund can, at least during
the transition period.

Scnator Muroock. You waut to postpone, as I understand it, and
make no international economic arrangement at this time?

Mr. Seroon. No. I want to make international economic arrange-
ments. I want to set up the bank now with expanded power. T want
more definite arrangements between ourselves and the British, as the

- two greatest international trading nations, so that international
arrangements, particularly international currency arrangements, will
Iater have a fair chanece of working.

Senator Murpocr. So you do, if I understand you, take the posi-
tion that economic stability, international economie stability, should
go hand in hand with political stability ?

Mr. Serour. Yes; I do, I think t-ﬁat international curreney sta-
bility requires international economie stability; that if the underlying
econ?{nic situation is not present, your currency stability won’t mean
anything.

nator Muorbock. Don’t you think stability of international cur-
rency would be very conducive to international political stability?

Mr. SerovL. I think we are going to have international currency
stability, in terms of exchange rates, maintained by exchange controls
for a number of years, as is contemplated in the fund. That is where
you will get your immediate currency stability, in terms of exchange
rates. The kind of stabilization loans which will be needed before
these exchange controls can be relaxed and the international stabiliza-
tion Joans of general character and somewhat longer term, which T
suggest be made by the bank, and at a later stage when exchange con-
trols may be removed will there be proper use and need for the short-
term loans which the fund is expected to provide.
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Senator Fureriarr. I don’t quite understand the great distinetion
between the bank and the fund because several witnesses have said
while these advances from the fund are really just loans like any other
loans—we had a great argument whether they should be called a loan
or not—in a real sense it seems to me they are a loan for a special pur-

ose with some distinction in the length of time. If that is true, I
gon’t see why you think that even though it will not solve all the prob-
lems it might not make some contribution to the problem. What is
the essgntial evil in the fund, if it is just another type of lending insti-
tution .

Mr, SrrouL. Because the type of loan which it is set up to provide,
as T understand it, is not the type of loan which will be needed or can
be properly or effectively used in the transition period.

Senator FurerigHT. Well, you want that function to be given to the
bank. Is there any idea in your mind that the bank will be run more
efficiently than the fund?

Mr. Serovr. I think the kind of loans I am talking about which are
Iong-term stabilization loans to help a country to restore its whole econ-
omy can be better made by the bank where each loan is considered on
its merits and in terms of the whole situation of the country rather
than by a currency exchange arrangement such as the fund is supposed
to be. Freedom of access to a currency pool does not, T think, accord
with the situation we have to meet, on the one hand, and, on the other
hand, there may be limitations on the amount of that freedom of access
from year to year which I have in mind would make it impossible for
the fund to meet, that kind of sitnation.

Senator Fureriaur, You think that loans by the hank could be
made and as one of the conditions they would demand in order to get
a loan, they would give u({) competitive depreciation, for example, Do
you think that could be done by a loan under the bank just as well as
under this arrangement ?

Mr. Serour. I think the bank could have in its charter the require-
ment of renunciation of discriminatory practices just as early as it is
possible to ask for this under the fund, They de not have to renounce
unmediately under the fund.

Senator ForericET. Nojnot for the first § years and possibly under
certain conditions for a longer term, but it still seems to me that in
general you think this function could be performed but you would
prefer that it would be by one organization. ls that an essential and
important difference, whether they have two organizations to perform
two functions or one to perform two functions?

Mr. SerouL. I think there would be some advantage in having one
organization in this area. But I think there are two different func-
tions to be performed here, and if one of them is to be performed by
the fund, it is not the kind of function we need in the immediate
transition period and it invelves us in making ¢oncessions to the abnor-
mal transition needs of other countries and in sanetioning international
irade agreements which in the purview of our general experience and
our requirements I think are undesirable,

Senator Fuowericat. Well, a concession is always undesirable but
if we get anything of value in return, of course that is a bargain, You
don’t think we would get anything of value in return?

Mr. Srrour. I don’t think we would get nearly enough.
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Senator Frrerieur, You said T think among other things we could
rely on San Francisco and some of those things, You really don’t be-.
Lieve San Francisco would be effective if that is the only thing we had
in international relations?

Mr. Serour. No. T say at this stage, to demonstrate our desire to
cooperate and our responsibility in the international field we do not
have to do everything at once. We do not have to adopt everything
that is put up to us just as it iz put up to us.

Senator FurerigaT. Do you feel this thing would have any effect
upon the determination of the policies of some of these countries, as
te whether or not they can aﬂors to pursue private trading or whether
they must accept the system that is followed by Russia?

Mr. Serovr. I