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S e c r e t a r y  V i n s o n  o n  t h e  B r i t i s h  L o a n

A statement, somewhat condensed, made by the Secretary of the Treasury 
before the House Committee on Banking and Currency, May 14, 1946

I  AM very glad to appear before this Committee and to ex
plain what, in my judgment, the proposed Financial agree

ment with the United Kingdom means to America and to the 
world.

With the end of the war we in the Administration and you 
in Congress have a new responsibility to our people. The 
sacrifices they have borne will have been largely meaningless 
unless we do all in our power to achieve lasting peace and 
sound prosperity. This is the one reward of victory that our 
people and the people of all the United Nations ask — a 
world in which countries work and live together in peace and 
prosperity.

As you are well aware, world peace and prosperity are inter
linked. The world cannot have a stable, enduring peace while 
devastation and hunger stalk the earth. This country cannot 
prosper in a world torn by fear and strife. No country, no 
matter how big or strong, can remain either in political or 
economic isolation.

We must have international co-operation on political 
problems. That is most important, but it is not enough. The 
economic causes of conflict must be eliminated. The every-day 
relations between the businessmen of all countries must be 
carried on in a fair and friendly way, conducive to good will 
and mutually beneficial trade.

The Financial Agreement with England, which you are now 
considering, is above all for the purpose of establishing a 
sound and fair basis for world trade and in this way lessening 
the dangers of political and economic warfare.

This Government has advocated a program of international 
economic co-operation to restore world trade and to eliminate 
the currency and trade discriminations that divide nations 
into conflicting economic blocs. No one country can by itself 
deal with international economic problems, because they are 
not national in character. They are the responsibility of all 
countries. We have proposed, therefore, that the United 
Nations provide the means for continuing co-operation 
through the International Bank, the International Fund, and 
through an international trade organization.

The success of this program will mean a good deal to the 
United States. Our economy has always been dependent on 
foreign trade. It will be more dependent on exports and im
ports in the years ahead. We must buy abroad many of the 
raw materials for our industries and some important goods 
for our consumers. We must sell abroad a large part of our 
production, as much as 8 or 10 percent, to keep our agri
culture and industry running.

Let’s not forget the lesson of the decade before the war 
when our agriculture and industry suffered severely from 
trade and currency restrictions. Because of these measures 
the exports of the United States were harder hit than those of 
any other country. Our share of world exports, which in 1928 
was 15.8 percent of the world total of 32.5 billion dollars, 
fell in 1934 to 11.5 percent of the much smaller total of 18.5 
billion dollars. This decline in our exports contributed to the 
severe depression in industry and the collapse in agriculture.

Our exports of wheat, cotton, tobacco, and lard were par

ticularly hard hit. From 1925 to 1928 we sold abroad on the 
average more than 1,250 million dollars of these four crops 
annually. From 1931 to 1934, our average sales were only 
473 million dollars a year. The difficulty of finding markets 
abroad for our agricultural surplus was an important factor 
in the decline of nearly 60 percent in farm prices from 1928 
to 1932. The depreciation in currencies was also an important 
element in this decline in farm prices. When the pound 
sterling, for example, depreciated from $4.86 per pound to 
$3.20, it put pressure on the prices of all American farm 
products sold in world markets.

Our trade cannot reach the high levels necessary for Ameri
can prosperity if the world again resorts to currency and 
trade restrictions. Unless our exporters have access to world 
markets on fair and equal terms we will not be able to main
tain our production in those fields in which we have long 
specialized — growing cotton, tobacco, and wheat; making 
automobiles, machinery, and equipment. In short, we must 
have a high level of trade between our nation and other 
nations to have full production, full employment, and a large 
national income in America. All sections of our country, all 
sectors of our economy are directly or indirectly dependent 
upon foreign trade.

International economic co-operation and the expansion of 
world trade are definitely in the interest of this country and 
all countries. When countries exchange their surplus products 
they all gain because it makes possible increased production 
of their specialized products. This means more production 
and a higher level of income in the country which sells, as 
well as more goods and a better standard of living in the 
country which buys.

This program for the general welfare can be put into effect 
if the United Nations, and particularly the United States and 
England, adopt the same fair currency and trade practices. 
Together these two countries do about one-third of the trade 
of the entire world. The countries closely linked in trade with 
England and the United States account for 75 percent of 
world trade. If these two countries were to adopt the same 
fair currency and trade practices, the rest of the world would 
inevitably follow. On the other hand, conflict between the 
United States and England on currency and trade policies 
would just as inevitably divide the world into economic blocs.

Consider what would happen if England should have to 
maintain the present currency and trade restrictions. Ameri
can goods can be bought by foreign countries only with dol
lars. The only way to buy American cotton and wheat, Ameri
can automobiles and machinery is to pay in dollars. If, and 
only if, sterling is convertible into dollars, can the holders of 
sterling buy our products. As a matter of fact many countries 
can get the dollars they need to buy goods in America only 
with the money England pays them for the goods they sell to 
her. In brief, American export trade is directly dependent 
upon the convertibility of sterling into dollars.

If sterling cannot be converted into dollars, England and 
the sterling area countries must concentrate on their trade 
with each other, not because their goods are better, but be
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cause of monetary impediments. It will mean that Egyptian 
and Indian cotton will replace American cotton, Rhodesian 
and Near Eastern tobacco will replace American tobacco, and 
British automobiles and machinery will replace American 
automobiles and machinery. In half the trading area of the 
world, American products would be at a serious disadvantage 
in competing with the products of the sterling area countries. 
Our trade with Britain and the sterling area would become a 
mere trickle.

American exporters ask no special advantages in trading 
with foreign countries. They do ask that no discriminations be 
directed against them. Our producers are perfectly willing to 
sell their products in competition with the products of other 
countries, provided the buyer has a fair chance to select 
American goods on the basis of quality and price. But Ameri
can producers will not have their fair chance to sell their 
products in the sterling area until the dollar pool is terminated.

The dollar pool is the wartime arrangement made by Eng
land to mobilize and conserve the dollar resources of all of 
the countries of the sterling area. Under this arrangement a 
country of the sterling area that secures a surplus of dollars 
from exports to the United States transfers the dollars to 
England for a sterling deposit in London. The dollars are 
then allocated by London to the various members of the 
sterling area for the most essential purchases requiring pay
ment in dollars. In practice, dollars are not allocated for 
buying American machinery or any other American goods 
which can be bought in England or anywhere in the sterling 
area. Some American exporters are in effect excluded from 
a large part of the world’s markets. That is why we want the 
dollar pool brought to an end.

Another danger to American trade is the large amount of 
blocked sterling. During the war the countries of the sterling 
area accumulated large sterling balances held as deposits in 
London banks or invested in British Treasury securities. These 
balances were acquired as a result of their wartime exports to 
England or military expenditures made by England in India 
and the Middle East which were paid in sterling. Because 
these sterling balances could not be converted into dollars or 
used to buy exports from England, they were called “blocked 
sterling balances.”

What is done about the liquidation of these blocked 
sterling balances will make a big difference to American 
trade. If England says that these balances can be used only to 
buy goods in England, then the countries holding more than 
13 billion dollars of these sterling balances will, in effect, be 
compelled to concentrate their purchases in England. Ameri
can producers will have little chance to export to the countries 
holding blocked sterling. On the other hand, if the countries 
holding these balances can get them gradually converted into 
dollars, our exporters will be in a position to compete on fair 
and equal terms throughout the sterling area.

The continuation of these wartime restrictions will reduce 
world trade and force it into uneconomic channels. There is 
only one desirable way to protect world trade from this result, 
and that is by establishing the currency and trade practices 
that we have proposed. These practices are based on the prin
ciple that the export markets of the world should remain open 
on fair and equal terms to the exporters of all countries. It 
is another application of the old American doctrine of fair 
play and equal opportunity.

England is a country that must live by imports. Two-thirds 
of the food consumed by the British people and virtually all

of the basic raw materials, except coal, used in British in
dustry must be purchased abroad. As a consequence, England 
is a great importing country. She is the best customer of the 
United States and of a score of other countries. What England 
does to eliminate wartime currency and trade restrictions will 
affect our trade and the trade of the entire world.

England’s international economic position has been ser
iously distorted by the war. For five years, England was the 
principal target of the Luftwaffe, as well as the principal 
base of operations of the Western allies against Germany, Her 
life was at stake, and ours. The punishment which she took — 
and which she handed out — wrote stirring chapters in the 
history of free men.

I speak of this not as a reason for the Financial Agreement, 
because the Agreement looks to the present and the future, not 
to the past, but I speak of it to emphasize that during the war, 
England had little time to think of her export trade. She de
voted every resource which she could mobilize to her defense 
and to the attack on the enemy. British exports fell until, by
1944, they were only 30 percent of their prewar volume. The 
men released from the export industries were put to work at 
war production or were inducted into the armed forces.

Lend-lease from the United States and Mutual Aid from 
Canada filled part of the gap between her wartime needs — 
mostly for our common cause — and her current supply of 
foreign exchange. Nevertheless, she had to draw heavily on 
her accumulated foreign exchange resources, and strain her 
credit abroad in order to secure her essential war imports. 
She sold 4.5 billion dollars of her foreign investments; she 
reduced her gold and dollar reserves by 615 million dollars; 
and she incurred foreign debts which now amount to more 
than 13 billion dollars, very largely blocked sterling balances 
held by foreigners in London. As a result of her war effort, 
Britain’s international financial position deteriorated by 
about 17 billion dollars from 1939 to 1945.

Meanwhile, Britain’s earnings abroad from shipping and 
other services have also been sharply reduced. Because of 
enemy sinkings, the British merchant marine is one-fourth 
smaller than before the war, in spite of the large building 
program. The earnings from financial and commercial serv
ices have fallen off along with England’s trade and shipping. 
With the recovery of world trade, these services will again 
expand and become an important part of England’s foreign 
business.

Before the war the British people were able to earn enough 
from their exports and their services to foreigners to purchase 
abroad the food and raw materials essential to their economy. 
In 1938, about one-half of Britain’s imports was paid for by 
the export of British goods. About one-fourth was paid for 
by services of the British merchant marine, insurance com
panies, and other financial and commercial institutions. An 
additional one-fourth was paid for out of the net income of 
British capital investments abroad.

The British people have industriously set about to restore 
their international economic position. They are reconverting 
their war industries to civilian production. They are making a 
determined effort to increase their industrial efficiency. They 
are exporting as much as they can without depriving them
selves of the essentials of life. These are problems which the 
British people must work out for themselves over the next 
few years. But during this transition period, the feeding of 
the British people and the supplying of British industry will 
result in a substantial need for foreign credit.
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The British can finance this transitional need in one of two 
ways. One is the road of economic blocs and economic war
fare. It is the road of economic isolation. The other is the 
road of Bretton Woods. It is the road of international eco
nomic co-operation.

During the war England imposed comprehensive currency 
and trade restrictions. These restrictions were one aspect, and 
a very necessary aspect, of Britain’s wartime financing. What 
England did, in effect, was to create an economic bloc com
posed of the British Empire except Canada, and including a 
number of other countries, principally in the Middle East. 
This bloc is now in operation. If England cannot get help in 
meeting her import needs over the next few years, she will be 
forced to continue and even extend her wartime restrictions 
and discriminations.

The great danger before us is the division of the world 
into conflicting blocs. In the economic sphere, we are trying 
to meet this problem through co-operation in the World Fund 
and Bank. If England adopts the fair currency and trade 
practices we have proposed, it may be possible to avoid the 
formation of a bloc outside the Fund and Bank under the 
leadership of a great power. But if England finds it necessary 
to keep her wartime restrictions, it will result in a British 
bloc and an American bloc. And it will also act as an en
couragement to a Russian bloc. Such a development would be 
a menace to peace and prosperity everywhere. No country 
wants this kind of world; no country can afford this kind 
of world.

The British people have shown clearly their desire to co
operate in building a world in which trade can be carried on 
fully and fairly. The British people are with us in our effort 
to secure the widest possible flow of world trade by establish
ing stable and orderly conditions. They know that restrictions 
and discriminations stifle world trade and lead to conflicts 
which can have disastrous consequences. But Britain cannot 
abandon her wartime currency and trade restrictions unless 
she secures help, primarily from the United States and 
Canada. With such help, England would be able to put into 
effect the fair currency and trade standards which we have 
proposed and which she supports.

After friendly discussions over several months, the Ameri
can and British negotiators agreed that England would need 
a credit of 3% billion dollars from the United States. This 
credit, together with that from Canada, will enable England 
to continue her essential imports during the next few years, 
while removing the wartime currency and trade restrictions 
and discriminations. The Financial Agreement thus provides 
two things, a commitment to end discriminatory currency and 
trade practices and a credit to enable England to carry out 
the commitment.

Here is what the Financial Agreement provides:
1. England will not discriminate against American pro

ducts in any of her import controls. So long as she buys 
cotton or fruits abroad, she will not discriminate against 
the import of American cotton or fruits. If it becomes 
necessary for England to limit her agricultural or industrial 
imports, this will be done on a basis fair to all countries, 
including the United States.

2. For any goods or services purchased in the United 
States, England will pay in dollars or if payment is made 
in pounds, American exporters will be able to convert the 
sterling into dollars. That goes for American movies as

well as American machinery. And it applies to income 
from American investments in England. No American firm 
need hesitate to do business with England for fear that its 
earnings cannot be transferred. American businessmen will 
be just as sure of payment in dollars from England as 
they were before the war.

3. Within a year, unless we agree to a temporary ex
tension, England will remove all of the restrictions on the 
convertibility of sterling for ordinary current transactions. 
In practice, this will mean that the money that England 
pays to Canada, Australia, and India for her imports will 
be converted by England into dollars and can be used by 
these countries to pay for goods they purchase in the 
United States.

4. Within a year, unless we agree to a temporary ex
tension, England will dissolve the Sterling Area Dollar 
Pool. Each country in the sterling area will be completely 
free to use any dollars it earns to buy goods anywhere. 
India, for example, could use the dollars it gets for its ex
ports to the United States and Latin America without turn
ing over any part of them to England.

5. A settlement will be made by England with the 
countries holding blocked sterling balances. England has 
agreed that any payment in liquidation of these blocked 
balances can be used to buy goods in any country, includ
ing the United States. Instead of being forced to spend the 
blocked sterling balances in England, the holders of these 
balances, like India and Egypt, will be free to buy goods 
wherever they prefer. American exporters will have a fair 
chance to export in these markets.

6. In addition, England has agreed to support the 
American proposal for an international trade organization 
to reduce trade barriers and eliminate trade discrimina
tions. With England supporting this proposal, the forth
coming United Nations Trade Conference holds forth every 
prospect of success.

These six commitments are important commitments. They 
represent a wholehearted adoption of the letter and spirit of 
the United Nations program for fair currency and trade prac
tices. To carry out these commitments England will need help 
during the next few years. That help she will get from the 
credit under the Financial Agreement with the United States 
and, it should be added, from the same Financial Agreement 
with Canada.

If Congress approves, the United States Government will 
open a line of credit of 3% billion dollars in favor of Eng
land. This credit can be drawn on by England until December 
3 1 , 19 51, to purchase goods and services in the United States. 
It can also be used by England for meeting the transitional 
postwar deficit in her current balance of payments, and for 
helping England assume the obligations of multilateral trade.

None of the credit can be used for paying off the blocked 
sterling balances or any of Britain’s wartime debts; these 
obligations will have to be met from other resources.

Beginning in 19 5 1, England will repay the credit over a 
50-year period, with interest at 2 percent. The principal of 
the credit must be repaid without qualification. Under con
ditions of severe depression in world trade, the interest due 
in any given year may be waived under objective standards 
stated in the Agreement. If such an emergency situation de
velops, it is clearly in the interest of the United States to ac
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cept the principal and not to force a default which would 
have serious consequences to the world economy.

Naturally, the interest rate is less than Britain would have 
to pay on a strictly commercial loan obtained from bankers. 
The Financial Agreement, however, is much more than a 
loan. It is an Agreement on the major aspects of financial and 
commercial policy. When we take into consideration the com
mitments we receive from England on her currency and trade 
policies, it becomes clear that the Agreement would amply 
repay the American people even if no interest were paid. And 
some would say we would have made a good investment if 
the whole sum were a gift.

As a matter of fact, the interest is substantial. If the credit 
were used in five equal annual amounts and all interest pay
ments were met, the effective rate of interest under the 
Financial Agreement would be 1.83 percent, and over 2.5 
billion dollars of interest would be paid. The rate of interest 
is reasonably close to the average cost of money to the 
Treasury.

This point will bear emphasis: the credit is only a part 
of the Financial Agreement. The purpose of the Financial 
Agreement is to enable England to participate fully in our 
international economic program. The full participation of 
Britain in this program is necessary if it is to become effective. 
The approval of the Financial Agreement by Congress will 
assure the implementation of our whole international eco
nomic program.

The credit to Britain cannot be a precedent for a loan to 
any other country. The National Advisory Council on Inter
national Monetary and Financial Problems has issued a state
ment of our foreign loan policy in which this is made clear. 
I read from that report:

“ The proposed loan to Britain, requiring Congressional 
authorization, is a special case, but one which is an integral 
part of the foreign economic program of this Government. 
No other country has the same crucial position in world 
trade as England. Because of the wide use of the pound 
sterling in world trade, the large proportion of the world's 
trade which is carried on by the countries of the British 
Empire, and the extreme dependence of England upon im
ports, the financial and commercial practices of Britain are 
of utmost significance in determining what kind of world 
economy we shall have. The early realization of the full 
objectives of the Bretton Woods program, including the 
elimination of exchange restrictions and other barriers to 
world trade and investment, requires an immediate solution 
to Britain’s financial problem. The International Monetary 
Fund agreement permits the continued imposition of cer
tain of these restrictions for as much as 5 years; in the 
Financial Agreement of December 6, 1945, the British 
agree to their removal within 1 year from the effective date 
of that Agreement. It is the view of the Council that the 
British case is unique and will not be a precedent for a 
loan to any other country,”

Other countries will need help. This help will be available 
to them from the institutions that are now in operation. The 
International Fund will provide help needed for currency 
stabilization. The International Bank will be the principal 
agency to facilitate foreign loans out of private capital for 
reconstruction and development. In the emergency period, 
until the International Bank is in full operation, the Export- 
lmport Bank will meet only the most urgent needs for re

construction aid. It is the policy of this Government to make 
the agencies estabished by the United Nations the means for 
continuing co-operation on currency and investment problems, 
and to leave to these institutions the task of providing the 
funds necessary to implement this program.

There are some people who recognize that it is in the inter
est of the United States to offer England the proposed credit, 
but they fear that the credit will add to inflationary pressures 
in this country. I am much concerned about the inflation 
problem. I know, from first-hand experience, how important 
the inflation problem is in this country. I believe that the 
credit to Britain will not materially increase the danger of 
inflation.

The total amount of credit to England under the Financial 
Agreement is less than one-half of one percent of the aggre
gate expenditures in this country in the next five years. A 
considerable part of the credit will be used in later years 
when the supply problem is less acute. Some of the credit will 
undoubtedly be used for goods that are in abundant supply. 
Inevitably, some of the credit will be needed for goods that 
are in scarce supply. The Commerce Department estimates 
that about one-fourth of the proceeds of foreign loans will be 
spent on such products. In those cases allocation and export 
controls will prevent any undue drain on our domestic supply 
and assure the minimum essential needs of other countries.

In the end the way to beat the inflation problem is to pro
duce enough goods. The Financial Agreement will encourage 
production in this country and abroad by removing the re
strictions which hamper trade.

The Financial Agreement with England is an essential part 
of our whole program of international economic co-operation. 
This program of the United Nations is concerned with some 
of the most important problems of everyday life. How we 
meet these problems will determine in large part whether the 
United States and the world will again go through devastating 
cycles of war and depression or whether at long last we 
realize the hope for peace and prosperity.

If we do not remove the irritations and alleviate the im
pediments to trade, we feed the greedy god of war and largely 
nullify the other efforts we make toward a stable enduring 
peace. But if we meet our problems in the fields of inter
national exchange and world trade and build a sound eco
nomic order in the several United Nations and in the world, 
we create an atmosphere conducive to peace. And good 
economic relationships between nations can, in themselves, 
give us more than a fighting chance for lasting peace.

I want to stress the importance of production and employ
ment right here at home. The United States is the greatest 
single economic force in the entire world. The level of our 
national income is the determinant of world trade. If we 
maintain production and employment, world trade will 
flourish. The greatest contribution the United States can make 
to the peace and prosperity of the world is to keep America 
strong and prosperous and the advocate of justice in the 
council of the nations.

This is a world in which all countries must share the same 
destiny. It will be peace and prosperity for all, or war and 
depression for all. We cannot escape from these problems by 
withdrawing from the world. Political or economic isolation 
is an anachronism; it is a dangerous policy because it is 
unreal. There is only one way to assure the security and 
welfare of this country. That is to face the world’s problems 
and deal with them in co-operation with other countries.
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