June 10, 1944

Governor Szymczek Reply to Dr. Williams on
J. Burke Knapp Internetional Monetary Fund

I do not think that the remearke which Dr. Williams mede on Tuesdsy
with respeet to the Internstionsl Monetary Fund should be allowed to pass
without further ehallenge. I felt reluctant to intervene in the meeting,
partly becsuse of my more or less indirect perticipation in the Fund project,
end partly becsuse I did not went to teke too sharp issue with our guests in
view of the obviously delicate situation ereated by the New York Bank's
attitude toward this matter. However, I think thet Dr. Williams' position
was absolutely wrong-headed and that Professor Hensen's response, excellent
ee far as it went, did not meet all of the issues. I am therefore taking
the liberty of giving you below some further reactions.

A distinction mey be made between the lonz-term functions of the
Fund and its functions in the trensition period. Professor Hensen deslt
elmost entirely with the former, arguing thet the objeetives of the Fund
should be stability in the domestic economy of member countriee rether them
rigid stsbilization of the external value of member currencies., It is
really unnecessary to argue the theoretical justificetion for this position
since 1t 1& a eimple fact that none of the mejor member countries, including
ourselves, is going to be willing to saerifice domestie stebility for the
seke of maintaining & rigid perity between its currency and that of other
member ecountries, Dr. Willi=ms wes merely setting up a straw mem by arguing
that the Fund in order to succeed had to assure free exchange of all curren-
cles at steble retes; we cshall never see such & world in our time a&nd even
Dr. Williems indicated at one point in his discourse that he would seek
intern:ztionel adjustments not only through changes in domestie policies but
also through shifts in exchange rates end the use of exchange comtrol. I
was also much disturbed by Dr., Williems' attitude toward British comments
on the Fund. Some of his eriticiem no doubt was justified, but I thought
he gave the meeting the impression that any advantage which the British saw
in the plen was per se ground for suspicion om our psrt. Nothing would be
more unfortunate then to lose sight of the faet that an expanding world
economy con redound to the mutual advantage of all trading nations,

One more genersl comment on the Fund's operstions. Should we
not bring ourselves to face squarely the simple faet that we cannct have
an export surplus unless we give it away, aequire more foreign gold, or
lend foreign countries the dollers which they will need? The first course
is & manifest absurdity, except in the course of an emergency relief
progrem or as a subsidy for politiecsl purposes. The second is beginning
to be regerded with the skepticiasm which it deserves; the gold becomes
sterile in our hends and its loss to the foreign countries--except as it
comes out of new production--tends to sggravate their domestic monetary
problems., The third course, as chimerical as the first if pursued in
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perpetuity, finds emple justification if the objective is to bridge over a
phase of post-war recomstruction, long-term development of beckward areas,
or temporsry disequilibria in international trade. The Fund is one sgency
through which this third course e¢sn be pursued, and it would by its nature
"teke up the slack™ by finanecing th=t portiomn of our export surplus which
was not covered in other weys, Now, any shortage of dollars which may
develop in the Fund must arise becsuse we ere having an export surplus
without meking proviesion for it in other ways. It seems to me & positive
merit of the Fund that its opersetions will confront us with our fundamental
iilemma-~i,.8, that we must either finence our export surplus or forego it.
If we refuse to finence it by comtributing dollers to the Fumd or otherwise,
we eannot reasonably object to foreign countries eliminating it by exchange
depreciation or the introduetion of exchange control., Indeed we should
welcome such measures as saving us from the folly of our ways.

The issue on which Dr, Williams' remarks remsined substantielly
unchallenged, however, wae his srgument that the Fund did not have = useful
role to play in the transitiom period and that its ereation should wait
upon the development of stability in the world ecomomy. This seems to me
almost tantamount to saying that we should estublish a Fund only when there
is no longer need for it. The transition period will admittedly be a time
of severe exchange troubles, frequent end sometimes drastic adjustments in
exchaenge rates, and liberal use of exchange control even by leesding coumtries,
Furthermore, emergency needs for credit will be developing which, if they
are not met quickly, may produce grect economic disorders and herdships.

It is exsetly in this chaotic set of circumstances that am Internstional
Monetary Fund could find its most fruitful field of setivity.

In the first place, the choice is between uncontrolled end uncoordi-
nated chenges in exchange rates and in exchaenge regulations, end concerted
action in these fields by the world commnity of trading netions. The
International Monmetery Fund provides for orderly adjustments and recognizes
the common interest of all member countries im the exchsnge policies pursued
by each of them. Dr. Williems would probably sgree to this statement in
principle but would ergue that such coordinztion es wes necessary could be
achieved by sgreement emong & few "key countries®™, Here the issue is squarely
posed as to whether eollsboration should be truly internstionmal or merely
among & few major countries, I believe that we are convinced on general
grounds thaet the widest possible group should be brought together for thesze
basic international decisions, recognizing that the leading countries, by
reason of their prestige znd importence in the world trading system, will
in any cese play a prepondersnt role in erriving at these decisions,

The more controversial question, perhaps, is whether, im the
highly unstsble situation which hes been envisaged, the Fund ought to risk
the granting of eredits., I would stromgly ergue that it should do so, pro-
viding & cushion of eredit to ease what might otherwise be very sbrupt
chenges in exchange rates and in e xchenge regulations, and filling in the
gaps in other progrsms set in motion to cover the emergency relief and
reconstruction needs of member countries (especially the devast=ted ereas
in Burope snd the Far East).
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In the first plece, if it is egreed that the Fund could play a
useful mle as an international council on the exchange policles of meumber
countries, it must be recognized that this role will be more importent if
the FPund mey bring to besr not only moral sussion but =lso the wespon of
giving or withholding eredit. In other words, it may be that eredit is a
necessary bait to induce member countries to abide by the recommendations
of the Fund. It seems to me that the basic interest of the United States
in the orderly adjustment of exchange policies in forelgn countries is
sufficient to Justify our offering such balt,

Secondly, while there 1a general agreement that the Fund cannot
and should not eerry the burden of relief and recomstruction eredits, I
think it is & great misteke to say that the Fund is not Intended to partiei-
pate at all in the solution of these problems., In praetice, the adoption
of this point of view would ber membership in the Fund to eny countries which
hed not fully regained their feet. Should not the Fund be regarded ae an
integral part of the gener:zl attsuck on post-war rehabilitetion? The Fund
would provide a limited but immediately savailable scurce of credit to member
countries, thus glving en element of elastieity to the genersl reconstruo-
tion program and obvistlag the necessity of & preclse adjustment of other
eredits to the actusl needs, In fact, the Fund might be looked upon e&s an
agengy for "pre-financing" rellief snd reconstruction eredits, There is no
reagon why the Pund should not be d rewn upon to meet such needs if its
advances are subseguently to be funded into long-term recomstruction loans
negotiated in the open marxets or provided by other national or internstional
agencies such as the Export-Import Bamk or the pro jected World Bamk, The
only poesible objectlon to this concept, 1t seems to me, is that member
countries might abuse the Fund privileges by remaining perpetuslly indebted
to thet agency. It is precisely at this point thaet the positive suggestions
which Mr. Gardner has advenced comcerning the payment of interest on the
Pund's credits and the pleeing of some limitation om the term of these
oredits come into the pleture. In other words, with these additional safe-
guards the Fund would be a usefule--end indeed it seems tc mMe zn indispenssble--
ipstrument for finsneing international eredit needs during the transitionm
period, If the United States does not see fit to provide this finsncing
through the Pund, it will almost certuinly heve to provide it through other
channels if the jJjob of rehaebilitatiom iz to be dome.

JEK: bw
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