(i)

TREASURY DEPARTHENT

Washington SRR I
FOR RELEASE, LORNING IEWSPAPERS, rreeé"sé%iw :
Wednesday, April 7, 1943. No. 36-3

Not to be used on radio before
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The Treasury today made public a letter from Secretary
Korgenthau to the Ministers of Finance of thirty-seven coun-
tries in&iting then to send ‘technical ex@erts.to Washington ;o
discuss suggestions for an Internafiénal Stabilization Pund of
the United and Associated Nations. The text of the letter is

as follows:

Hy dear Mr, Iinister:

I am sending for your examination a preliminary
draft of a Proposal for an International Stabilization
Fun@ of the United and Associated Nations. This draft
was prepared by the technical staff of the United
States Treasury in consultation with the technical ex-
verts of other departments of this Government.

The document is. sent to you not as an expression
of the officiel views of this Governnment but rather
as an indication of the-views widely held by the
technical experts of this Government. I hove you
will examine the draft and submit it for critical
study by the technical ernerts of your Ministry and
your Government. After you and your experts have had
opportunity to study it, you may wish to send one or
more of your technical experts to Washington to give
me your preliminary reaction %o the draft proposal,
and to discuss with our technical ervperts the feasi-
bility of international monetary cooperation along
the lines suggested therein, or along any other lines
you may wish to suggest. We sre informed that the-
technical experts of the British Government have also
been studying the question and will doubtless make
their views available,

it seems to me thet the enclosed draft proposal
points the way to an effective means of facilitating
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through cooperative action the maintenance of in-
ternational monetary stability and the restoration
and balanced growth of international trade. It is
my hope that as a result of unofficinl aiscussions
involving no commitments, we may find a sufficient
area of agreenient to warrant proceeding on a more

formal basise.

Very truly yours,

HEWRY HOKGENTHAU, JR.,

Secretary of the Treasury.

The countries to whose Finance Ministers the letters

were addressed are the followings

Australia
Belgiunm
Brazil

Canada

China

Costa Rica
Cuba
Czechoslovakiea
Dominican Republic
E)l Salvador
Ethiopia

Great Britain
Greece
Guatemala
Heitl

Honduras

Incia

Iraq
Tuxembourg

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

« 000~

Mexico

Netherlands

New Zealand

Nicaragua

Horway

Panama

Poland

South Africa, Union of

Union of Soviet
Socialist Republics

Yugoslavia

Bolivia

Colombia

Chile

BEcuador

Paraguay

Peru

Uruguay

Venezuela



MELMOR ANDUM
4 Stzbilizstion Fund
of the
United and Associated Nations

it is still too soon to know the vnrecise form and magnitude of poste
war monetary problems. Dut it is certain that we shall be confronted with
the task of dealing with three insepsrable monetary problems: to prevent
the disruntion of foreign exchanges, to avoid the eollarse of some monetary
systems, and to facilitate the restorsztion and belanced growth of inter-
.national trade, Clearly, such ¢ formidsble task czn be successfully hzndled
only through internationzl action,

The creation of instrumentalities sdeguate to de2l with the inevitable
post-war monetery protlems should not be postooned until the end of hostil-
itiess 1t would be illeadvised if not dangerous tc leaVe oursclves unpree
pared at the end of the war for the difficult task of internationsl monctary
eocperation, e should begin now to devise zn internstionsl monctary
ageney, for the tesk is eartsin to take meny months ot lesst, Opecific znd
prectical proposels must bz formulated Lv the experts and must be carefully
considered by the policy-shoping offieisls of the vzrious co;ntries; In
each country acceptancs of a definitive vlan cen follow only upcn legislee
tive or executive setion, 4&nd even when & plan is finzlly zdepted, much
time will be consumed in gzathering personnel £nd in csteblishing an organizae
tion before azn internztionel institution for monctary coopersticn een bsgin
effeetive work,

There is another important reason for initizting now conerstec dise

eussions of specific rroposcls. A plan for internstionzl monetery
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cooperation can be a factor in winning the war. It has been suggested, and
with much cogency, that the task of assuring the defeat of the Axis powers
would be made easier if the victims of aggression, actual and potential,
could have greater assurance that a victory of the United Nations will not
mean in the economic sphere a repetition of the exchange instability and
monetary collapse that followed the last war. That assurance should be
given now. The people in &ll of the United Nations must be encouraged te
feel themselves on solid ground, They rust be given to understand that a
victory of the United Nations will not usher in another two decades of
widespread economic Lisruption. The ) .ople must know that we at last
recognize the fundamental truth that prcsperity, like peace, is individible.

One of the appropriate arencies tc deal with international economic
and monetary problems would be an international stabilization fund with
resources and powers adequate to the task of helping te achieve menetary
stability and to facilitate the restoration and balanccd growvth of inter-
national trade. £ proposal drafted by Zmerican technical experts is
appendeds The draft presents only the essential clerents of an interational
stabilization fund, The provisions of the propesal are in QVEery sense
tentative, intended as a basis for discussion and exchange ¢f views,
Obviously, thers are many details that heve been omitted znd that can be
better formmlated aft:r thcre is agreciant on the cenersl principles,

It is rccopnized that an internati-nal stebili-ation 7uni is only one
of the instrumcntalitigs which may be nu:ded in the £icld of international

economic cooperation. Other agencies ¢ also needed to provide capital
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for post-war reconstruction and development, to provide funds for
rehabilitation and relief, and to promote stability in the prices
of primary intermaticnal commodities. There is a strong terptation
to embrace within a single intematicnal égency the responsibility
for dealing with these and other int-rnaticnal economic probliems,

Ve believe, however, that intermational economic institutions can
operate more effectively if they are not burdened with important but
extraneous duties for which they have not been devised and for which
they are unsuited. For example, the highly specialized nature of
international monetary stabiljzation and the provision of long~term
capital would seem to call for separate institutions each designed
to deal with its distinct problems.

It should be emphasized that the aprpended draft deals only with
an international stabilization fund. It is anticipated that there
will also be submitted for consideration a preliminary draft of 2 pro-—
posal for an international agency whose function will be to provide
capital for reconstruction and development. It is hoped that the
appended draft will call forth from the experts of the United Nations,
critical comment aﬁd constructive sugsestions, It is our belief that
a workable and accepi:ble plan can emerge only from the joint efforts

of the United lNations.

Washington, D. C,
January, 1943,
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U.3. Treasury Department

Preliminary Draft OQutline of

Proposal for a United and fAssoclated Natlons

Stabilization Fund

I. purposes of the Fund

1.

6.

To stabillze the forelgn exchange rates of the
currencies of the Uni ted Latxon° and nations
ssociated withh them,

To shorten the pC“iOuS and lessen the degree
of disejuilibrium in the internatlonal balance
of payments of member countries,

To help create conditicns under which the
smooth flow of foreign trade and of productlve
capltal among the member countrles wlll be
fostered,

To facilitate the effective utillizatlon of the
abnormal forelgn balances accumulating 1ln some
countries as a consegquence of the war sltuation.

To reduce the use of foreign exchange controls
that iInterfere with world trade and the inter-
natlonal flow of productlive capital,

¢ help eliminate bllateral ¢Xchange clcarlng
rrangements, multiple currency device B oo and
lscriminetory foreign exchunge practices,

[

31 Compositlicon of the Fund

L

N
.
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The Fund shall consist of gold, currencies of
member countries, and securitles of member
governments,

Each cf the member countrics shall subscribe
& speclfied amount which will be called 1ts
juota, The azgregate of gquotas of the member
countries shall be the equivalent of at least
%€ biilion,

The guota for each member country shall be

de termined by an agreed upon formula,  The
formuls should give due welght to the im-
pertant factors relevent to the determination
of quotas, €.g., 8 country's holdinzs of gold
and foreign exchange, the magnitude of the
fluctuations in 1its balunce of internstionsal
payments, and its netional iancome,

Bach-member country shull provide the Fund
with 50 percent of its quota on or before the
date set by the Board of Dircectors of the
Fund on whlch the Pund' operations asrec to
begin. .




h-o

6.

rn

The iInitial payment of each member country

‘(consisting of 50 yercent of 1ts quota)

shall be 12,5 percent of 1ts jquota 1n gold,
12.5 percent in local currency, and 25 per-
cent in its own (1l.,e., government) securlties,
However, any country having less than $3%00
million in gold need provide initially only
T.5 percent of lts quota In gold, and any
country having less than $100 million in gold
need provide initially only 5 peresnt of 1ltis
quota in gold, the contributicns of local
currency being increased correspondingly. A
country may, at its option, svbstitute gold
for its local currency or securities in meet-
ing its quota requirement,

The member countrics of the Fund may be called
ypon to make further provisiocn toward meeting
thelr quotas pro rata at such times, In such
amounts, and in sucnh form as the Board of
Directors of the Pund may determine, provided
that the proportion of gold called fer shsall
not exececd the proporticns indicated iIn 1I-4
sbove, and provided that & four-fifths vote

of the Roard shall be required for subseqguent
calls to mcet quotas,

Any chenges in the guotes of member countries
ghall be made only with the approval of a
four-fifths vote of the Board.

III. Powers and Operations

The Fund shull have the followlng powerss

1.

2

e
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To buy, sell, and hold gold, currencies, bllls
of exchange, and government securities of mem-
ber countries; to accept deposits and to esar-
mark gold; to lssue 1ts own obligaticns, and
to discount or coffer them for sale in member
countries; and to act as & clearing house for
the settling of internatlional movements of
baulances, bills of exchange, and gold,

All member countries agree that all of the
local currency holdings shall he free from
any restrictions as to their use, Thils pro-
vislon does not apply to abnormal war balances
acquired in accordance with the provisions of
III-9, below,

To fix the rates at which 1t will buy and sell
one member's currency for ancther, and the
rates in local currencles at which it will buy
and sell :old. The gul ding pr;nc;nlf Ln the
change relationahipa. changcs in these rates
shall be consldgggd only when essentiael to

‘I - b
Siefis i
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correction of a fundamental disequilibrium
and be permitted only with the aspproval of
four-fifths of member votes,

3. To sell to the Treasury of any member country
(or stabilization fund or central bank act-
ing as its agent) at a rgte of exchange de-
termined by the Fund, currency of any member
country which the Fund holds, provided that:

a. The foreign exchange demanded from the
Fund is required to meet an adverse
halance cof payments on current account
with the country whose cuwrrency is
being demanded.

b The Pund's holdinga of the currency of
any member country shall not exceed
during the first year of the operation
of the Fund, the jucota of that country;
it shall not exceed during the first
two years 150 percent of such quota;
and thereafter it shall not exceed 200
percent c¢f such guota; exceupt that upon
approval by four-fifths of tiie member
votes, the Fund may vurchase any local
currency in excess of these limits,
provided that at least one of the
following two conditions is met:

i. The country whose currency is being
acquired by the Fund agrees to adopt
and carry out measures recommended
by the Fund designed toc correct tne

isequilibrium in the country's
balance of payments, cor

11, It is belleved that the balance of
S payments of the country whose cur-
e rency is being acguired by the Fund
will be such as to warrant the ex-
pectation that thie excess currency
holdinzs of the Fund cen be disposed
of within a reasonsble time,

c. When the Fund's nct holdings of any local
currency exceed the guota for that country,
‘the country shall deposit with the Fund
& speclal rescrve In accordance with
regulations prescribed by the Board of
Directors, This provision does not sapply
to currcncles acgulred under III-9 below,

s quota more rapidly than is warranted in

- the- judgment of the Board of Directors,
the Board may placc such conditlons upon

: : edditlonal seles of forelgn exchengs to
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€. A cherge zt the rats cf 1 percent per annum,
peyable in gold, shell be levied azainst any
member country on the agmcunt of l&s currency
held by tune Fund in excess of the quota of
that country. Abnormasl war baslasnces scqulr-
ed by the Pund (in accordance with III-9
below) shall not be included in the computed
balance of local currency used as & basls
for this charge.

f. When the Fund's holdings of the local cur=-
rency of a member country exceced the quota
of that country, upon request by the member
country, the Fund shall resell to the
member country the Fund's excess holdings
of the currency of that country for gold
or acceptable foreign exchange.

The right of a member country to purchase for-
eign exchange from the Fund with its local cur-
rency for the purpose of meeting an adverse
balance of payments on current account Is recog-
nized only to the extent of Its quota, subject

to the limitation in III-% above and III-T7 below.

With the approval of four-fifths of the member
votes, the Fund iIn exceptlontl clrcumstances may
sell foreign exchange to a2 member country to
facllitate transfer of cepitul, or repayment or
adjustment of forclgn debts, when iIn the judg-
ment of the Board such = transfer is desirable
from the point of view of the genersl inter-
national economic situation,

When the Fund's holdings of any particular

_ecurrency drop below 15 percent of the quota of
that country, and after the Fund has used for

additionel purchescs of that currcncy,

(2) Gold in un amount equal to the country's
contribution of gold to the Fund, and

(v) The country's obligations originally
contributed,

the Fund has the suthority and the duty to
render to the country a report embodying an
anglyslis of the cuuses of the depletion of its
holdings of thst currency, & forecust of the
procp:ctive belance of puayments iIn ths absence

of specicel nmkurcu, and finally, rccommenda-
tions designed to Incresse the Fund's holdings
of that currency. Thc Bn rd momber of the

country in qucstion shouldwbe~e-mumboee of the
Fund committeec sppointed to draft tuc recport,
Thig rcport should be sent to 21l member
countrics and, 1f decmed deslrable, mede
D\Jblico
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Mcmber countries sgree that they willl :sive
imnedlate and careful attention to resommenda-
tions made by the Fund,

7. Whenever it becomes evident to the Bogrd of
Directors that the anticlpasted demand for any
particuler currency may soon exhaust the Fund's
holdings of that currency, the Board ef Dlrcctors
of the Fund shall inform the member countrlcs of
the probable supply of this currency and of a
proposed method for its equltable distrlibution,
together with suggestions feor helping to equate
the antlcipated demand and supply for the currcney,

Thc Fund shell make every effort to increase the
supply of the scarce currency by segquirlng that
currcncy from the forelgn balanees of member
countries, The Fund mey make speclal arrange-
ments with sny member country fer the purpcse of
providing an eémerieney supply under appropriate
conditions which arc¢ acceptable to both th¢ Fund
and the nember country.

The orivilege of any country to aecquire an
eamount of other currencles equal to oy In execss
of its quota shall be 1limited by thc neecssity
of assuring an sppropriate dlstributien smong
the various mcembers of any currency the supply
of which 1s being cxhaustcd, Thce Pund sheall
apportion its seles of such scaree currcncy.
In such apportionment, 1t shell be gulded by
the principle of sutisfying the most urgent
necds from the point of vicw of th:s general
Internatlional cconomic situation, It shall
also considcr the speeizl needs and resourees
of thc particular countries muking the reguest
for the.scarcc currcncy,

8., 1In order to promotc the most ef'fcetlive use of
the avallable and accumilating supply of for-
¢lgn exchange roesourccs of member countrics,
cach member country agrecs that i1t will offer
to sell to thc Pund, for its loeal curreney or
for forelzn currencics which 1t neccds, all
foreign exchenge and gold 1t aequircs In excess
of thc smount 1t posscsscd Immcdiatcly after
Jeining the Fund, Por thc purpese of this
provision, including computztions, only fruc
forcign cxchange znd zold arc ceonsidcred, The
Fund may accept or reject the offer,

To help achleve thls objective cach member
country agrccs to dlscourage the unnce:issary
cccumulation of forcign balaunccs by its natlone
tlse The Fund shall Inform any member country

when, in its opinion, &ny further growth of
prl’vat’elycheldgfa"aén’mﬁmwr- -

unwarranted,
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Te buy from the governments of member countries,
abnormal war balances held in other ecountries,
provided sll the follewing conditions cre met:

Q.

b.

The sbnormal war balances are in member
countries and are reported as such (for
the purpese of thls provision) by the
member government on date of its becoming
a member,

The country selling the sbnormal war
balances to the Fund agrees to transfer
these balsnces to the Fund and to re-
purchase from the Fund 40 percent of them
(at the same price) with zold or such free
currencics as the Pund masy wish tc accept,
at the rate of 2 percent of the trunsferred
balances esch year for 20 3eura beginning
not later than 3 ycars after the date of
transfer,

The country ia which the sbnormal
balances are held agrecs to the tr
tc the Fund of the balances aescr;
(p) tbove, and to repurchose frem th
Fund 40 percent of them (ut thc same price)
with zold cr such currencies us the Fund
12y wish to sccept, at the rate of 2 per-
cent of the transferrcd balances each year
for 20 yesrs beglinning not latepr than 3
years after the date of trensfer,

A charge cf 1 pereent, ‘"ab ¢ in Zold,
shall bc chicﬂ &oa¢nqt the count“" sell-
inz its sbnomal war belances and asgsainst
the country in which the bslunces are hesld,
In addition a charge of 1 percent, pay-
&ble in gold, shall be icvied cnnusally
against them on the smount of sueh balunexs
remzining to be repurchased by each country.

If the country sclling sbnomnul war bsle
ances to the Fund usks for forcign cxchunie
rcther than local currency, the rocqest
will not bec zrunted unless the ccuntry
needs the fo;:i:n.x}changf for the wrpose
ef meeting an sdvers:s b;lurcc of psyments
not aLJS;ng from the aecgul -cn of gold,
the ascecumulsaticn of Iﬁ"bi-i culances, or
other -capitsl trsﬁa.xct’.urm.

Either country m“y, at i1ts option, in-
creuse the emount it repurchascs annuallyy,
But, In the case of the country sclling )
sbnormal war b ncce to the Mund, not
more than 2 pr cont per wnrum of the origzies

-

- nal sum tuken over-bpothrevivena - sholl bee

comé free, and only after 3 yoerrs shall
huve elspsed since the s<lec of the balanecs
to the F‘E\m!.
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11,

12.
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g. The Fund has the privilege of dlsposing
of any of its heldings of abnormal war
balances as free funds after the 23 year
period is passed, or sooner under the
following conditions:

.1, 1ts holdings of the free funds of
the country in which the balances
are held fall below 15 percent of
its quota; or

i1. the approval is obtained of the
country in which the balances are
held. :

h. The country in whlch the abnormal war
balances are:held agrees not to impose
any restrictions on the use of the In-
stallments of the Jj0 percent portion
gradually repurchased by the country
which sold the balances to the Fund.

1. The Fund agrees not to sell the abnormal
war balances acquired under the above
autherity, except with the permission or
at the request of the country in which
the balunces are being held. The Fund
may invect these balances in ordinary -or
special government securities ot that
country. The Fund shall be free to sell
such securities in any country provided
that the approval of the issuing govern-
ment 1s first obtained.

j.! The FPund shail determine from time to
time what shall be the maximum proportion
of the abnormal war balances it will
purchase under this provision.

Abnormal war balances acqulred under this
provision shall not be Included in com-
puting the amount of foreign exchange
available to member countries under their
gquotas.

To buy and sell currencies of non-member coun-
tries, but shnall not be authorized to hold
such currencies beyond sixty days aftcr date
of purchase, except with the approval of four-
fifths of the member votes.

To borrow the currency of any mcmber country,
provided four-fifths of the member votes

approve the terms ol Sucl honoNimmm

Te sell member-country obligations ownecd by
the Fund provided that the Board re¢presenta-
tive of the country in which the securities
arc to be sold approves,
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Te use 1ts holdings to obtain rediscounts or
advances from the central bank of any country
whose currency the Fund requilres,

13. To invest any of its currency holdings 1n
government seeuritlies and prime commerclal
paper of the eountry of that currency provided
four-fifths ef the member votes approve, and
provided further that the Board rcpresentative
of the country in which the investment 1s to
be made approves.

1l}. To lend to any member country 1ts local cur-
rency from the Fund for one year or less up
to 75 percent of the currency of that country
held by the Fund, provided such loan 1s ap-
proved by four-fifths of the member votes,

15. To lewy —pon member countries a pro rata share
- of the expenses of operating the Fund, payable

in lceal surrency, not to excsed 1/10 percent
per anrum 2% the gquota of each country. The
levy may be made only to the extent that the
earnings cif the Fund are inadequate to meet
its current expenses, and only with the approval
of four-fifths of the member votes,

The Fund shall make a service charge eof 1/l
percent or more on all exchange and gold
transactions.

16, The Fund shall desl only with or through

a, The treasurles, stebillzation funds, er
fiscal agents of member governments;

b, The central banks, only with the consent
of the member of the Board representing
the country in question; and

€. Any internatlonal banks owned predomi-
nantly by .member governments,

The Fund may, nevertheless, with the approval
of the member of the Board representing the
government of the country concerned, sell 1its
own searities, or secu"ities it holds,
dirececly to the public or to institutions of
member couantries,

IV, Menetary Urit of the Fund

. e monstary unit of the Fund shall be the
Unitus (EU) consisting of 137 1/7 grains of
finc gold \uqlqu.tnt to $10 U S ), The
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The value of the currcncy of each member
country shall be fixed by the Fund in terms
of gold or Unitas and may not be altered by
any member country without the approval of
four-fifths of the member vctes,

Deposits in terms of Unitas may be accepted
by the Fund from member countries upon the
delivery of gold to the Fund and shall be
transferable and redeemable in gold or In

the currency of any member country at the
rate established by the Fund. The Fund shall
maintain a 100 percent reserve in gold
against all Unitas deposits

No change in the value of the currencies of
member countries shsll be permitted toc alter
the value in gold or TUnitas of the assets of
the Fund. Thus If the Fund approves a reduc-
tion in the value of the currency of a member
country (in terms of gold or Unitas) or 1if,

in the opinion of the Board, the currency of

a member country has depreclated tc a signifl-
cant extent, that country must dellver to the
Fund when requested an amount of its local
currency equal to the decreased value of that
currency held by the Fund, Likewise, if the
currency of a particular country should ap-
preciate, the Fund must return to that country
an amount (in the currency of that country)
equal to the resulting inerease in the gold

or Unitas value of the Fund's holdings. The
same provisions shall also apply to the government
securities of member countries held by the
Fund. Howcver, this provision shall not apply
to currcencies acquired under ITI-9 (abnormal
war balances).

V. Management

1.
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countrwns, although not in precise

The administration of the Fund shall be vested
in a Board of Directors. Each government

shall appolnt a dircctor and an alternate, in

a manner determined by it, who shall serve for
a period of three years subject to the pleasure
ef thelr government., Directors and alternates
may bec reappointed,

In all voting by the Board, the dircctor or
alternate of cach mamber country shall be
entitled to cast an agreed upon number of
votes. The d;str*but on of voting power shall
be closely rclated to thc guotas of mcmb¢r

& o

of voting power ‘would seem to be the following-
Each country shall have 100 votes plus 1 vote
for the equivalent of each 100,000 Unitas

(%1 million) of its quota.
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Notwithstanding the sapproved formula for
distributing voting power, no country shall
be entitled to cast more than one-fourth of
the aggregate votes regardless of !ts guota.
11 declsicns, except where specifically
provided otherwise, shall be made by a majore
ity of the member votes,

The Board of Directors shall select a Manag-
ing Director of the Fund and one or more
assistants., The Managing Director shall
become an ex officio member of the Board and
shall be chief of the operating staff of the
Fund. The Managing Director and the assist-
ants shsll hold office for twc years, shall

be eligible for reelection, snd may be removed
for cause at any time by the Board.

The Managing Director of the Fund shall sclect
the operating staff iIn accordanee with regula-
tions established by the Board of Directors,
Members of the steaff may be made avallable,
upon request of member countrles, for consulta-
tlon in connection with international econcmlic
problems and policies.

“The Board of Directors shall appolnt from among

its members an Executive Committee to consist
of not less than e€leven members, The Chairman
of the Becard shall be Chairman of the Executlve
Committee, and the Managing Director of the
Fund shall be an ex officio member of the
Executive Committee.

The Executive Committee shall be contlnuously
available at the head -office of the Fund and
shall exercise the authority delegated to 1t
by the Board, In the absence of any member
of the Executive Commlittee, hls alternate
shall act in his place, Mewbers of the
Executlve Committee shall receive appropriate
remuneration.,

The Board ¢f Dircctors may appolnt such

other commictees as it finds necessary for
the work of the Fund. It may also appoint
advisory committees chosen wholly or partial-
ly from persens not employed by the Fund.

The Board of Directors may at any mecting,

by a four-f'ifths vote, authorize any officcrs
or committecs of the Fund to cxerclse any
snecifiecd powers of the Board, The Board
may not delegate, except to the Exccutive
Committee, any authority which ecan be exer-
gcised conly by "our-fifths vg ‘
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319 ngatcd powers shall be cxercilsed gnly

11 the ncxt mceting of the Bosrd,“and in
a manncr qops¢ste t with the gcnerai pol;cipg
end pragtices of the Bogrd, -

6. The Boapd of Directcrs may ¢stablish proce-
durel regulations gevernihg the opecrations
of the Fund The pffigers and committeces
of the Fund shall be bound by sueh megulat-
10ns .

T. The Board of Directors shall hold an annusl
meeting and such other mcetings as 1t may be
desirable to convene. On request of member
countries casting one-fourth of the votes,
the chairman shall call a meeting of the
Board for the purpose of considering any
matters placed before it,

8. A country failing to meet its obligaticns
to the Fund may be suspended provided a ma-
jority of the member votes so decides, While
under suspension, the country shall be denied
the privileges of membership but shall be
sub ject to the same obligations as any other
member of the Fund, At the end of twe years
the country shall be automatically dropped
from membership unless it has been restored
to gcod standing by a majority.of the member
votes.

Any country may withdraw from the Fund by
giving notice, and its withdrawal will take
effect two years from the date of such notice,
During the interval between notice of with-
drawal and the taking effect of the notice,
such country shall be subject to the same
obligations as any other member of the Fund,

A country which i1s dropped or which with-.
draws from membership shall have returned to
1t an amount in its own currency egual to its
contributed guota, plus other obligations of
the Fund to the country, and minus any sum
owed by that country to the Fund, Any losses
of the Fund may be deducted pro rata from the
contributed quota to be returned to the coun-
try that has been dropped or has withdrawn
from membership. The Fund shall have five
years 1n wbic to 1iqu1ddte its oblizatlon

bl o g be :nny St Tarded.
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Net profits earned by the Fund shall be dlstri-
buted in the following menner:

a. 50 percent to reserves until the reserves
are equal to 10 percent cf the aggregate
quotas of the Fund.

b, 50 percent to be divided each year among
the members 1n proportion to their qguotas.
Dividends distributed to each country.
shall be paid in its own currency or in
Unitas at the discretion of the Fund.

VI. Policies of Member Countries

Each member country of the Fund undertakes the
followlng:

1

-

5

To maintain by appropriate actlon exchange
rates established by the Fund on the cur-
rencles of other countries, and not to slter
exchange rates except with the consent of
the Fund and only to the extent and in the
direction spproved by the Fund, Exchange
rates of member countries msy be permitted
to fluctuate within a specified range

fixed by the Fund,

To ebandon, as soon as the member country
decfdes that conditions permit, all restric-

ions and controls over foreign exchange
transactions (other than those involving
capltal transfers) with other member ccun-
tries, and not to Impose any additlonsl
restrictions without the a;proval of the
Fund,

The Fund may make recresentations to member
countries that conditlons are favorable for
the abandonment of restrictions and controls
over foreign exchange transactions, and each
member country shell zlve consideration to
such representations,

To cooperate effectively wlith other member
countries when such countries, with the
approval of the Fund, adopt or centinue
controls for the purpose of regulating
international movements of capltal, Coopera-
tion shall include, upon recommendstion by
the Fund, measures that can approprlately be
taken:

a. Not to accept or permit acquisition of
deposits, securities, or investments
by nationals of any member country im-
posing restrictlons on the ex

- P i;al Q‘m i LIl L S gs1 0 S PR
' %ﬁé Government of that coun ry and the

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

Fund;




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

A -

7 § R

b. To make available to the Fund or to the
Government cof any member country full
Information on all property in the form
of deposits, securities and Investments
of the naticnals of that member country;
and

ce Such other measures as the Fund shall
recommend,

Noct to enter upon any new bllateral foreign
exchange clearing arrangements, nor engage in
multiple currency practices, except with the
approval of the Fund,

To zive consideration to the views of the Fund
on any exlsting cr proposed monetary or sconom-
ic policy, the effect of which would be to
bring about sooner or later a serious disequi-
librium in the balance of payments of other
countries,

Te furnish the Fund wlth all information 1t
needs for i1ts operations and to furnish such
reports as it may require in the form and at
the times requested by the Fund,

To adopt appropriate legislation or decrees
to. carry out 1ts undertakings to the Fund
and to facllitate the activities of thé Fund,




Statement of Secretary Morgenthau
Lefore the Senate Committees on %oreign Relations and
Banking and Currency and the Special Committee on
Post-Yar Economic Policy and Planning 3

Mfonday, Asril 5, 1943

For some time we in the Treasury have Leen deeply
concerned with the threat of international monetary chaos at
the end of this war,

Ne feel that international currency stebility is essential
to reconstruction in the post-war period and to the resumption
of private trade and finance, It is generally held that this
formidalle task can be successfully handled only through inter-

national cooperation,

I think further that most of us would agree that the
establishment of a program adeguate to deal with the inevitable
post-war monetary problems should not be postponed until the
end of hostilities, It would be ill-advised, if not dangerous,
to te unnrepared for the difficult task of international monetary
cooperation when the war ends, Ko one knows how long or how
short the war will be, Ve therefore believe it is desirable to
begin now to devise an international monetary agency adequate to
cope with the problems with whieh we shall te confronted when
the war does end,

The completion of such a task is certain to take meny
months at the least, Srecific and practical proposals must be
formulated and must be carefully considered by the pclicy-shaping
officials of the various countries, In each country acceptance
of & definitive plan can follow only upon legislative or execu-
tive action, And even when a plan is finally sdopted,much time
will te consumed in establishing an orgenization capable of
teginning effective work,

36-2
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There is another important reason for dealing with this
protlem now. A plan for intcrnationsl monctary coopsration
can te a factor in winning the war. It has Leen surgested
and with much cog seney, that the task of sssurine the qbfbat of
the Axis powers would be madc easior if the vietime of ag-
gression, actual and potential, conld have greater assurance
thet a vwctorj of the United ugfLous will not mean in the
geconomic sphere a repetition of the c¢xchanpe instalility and
mone tery collawep that followed the last wap, That assurance
should te given now., The peoble in all of the United Nations
must be encouraped to fecl themselves on solid pround, They
muelt bte piven to understand that a victory of the United
Nations will not usher in snother two dccades of widesyprcad
cconomic éisruption., The neople must know thaet we at last®
recognize the fundamental truth that prosserity, like ncace,
is indivisitle,

Witk these voints in nind thc technical exnerts of the
Trcasury and othor a~cneics of the Govermaent for some time
have been studying methads by which noct—nar monetary starility
can te achicved, To specific plan has as yct lcen considered
by this Government, but prb11m1n?rv sug: -:stions of our technical
experts have beon formulated and have been mede availatle for
exploratory stucy of the cxports of other intercsted Governments,
The technical men of other Governments have likewise been study-
ing the protlem,

OQur own thipking zlong the lincs of currcney stability has
not been addressed to concoetin: some nanacea that will auto-
matically cure &1l the economic ailuocnts of a post-war world.
Rather, we have attempted to address oursclves to the specific
protlem of forcign cxc}anpu statility and thc common-sense way
of achieving this ¢nd,

OQur views are based on the rich cxperiencce that this
country has had in coopcrating with other Governments in our
attempts to uwaintein exchange taulllty. Wwe have tried to adapt
thet experience to the broader and more difficult currency
problems confronting the world during the post-war years, We
have 2lso kept in mind the pattern laid down by the Trinartite
Agrcement and our ovn stabilization epreements,
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Qur tentative proposal is to establish an international
stabilization fund in which 811 the United Nations and those
nations which are associated with them in this war would
participate, This Fund would constitute an international
agency with powers and resources adequate to promote the
maintenance of currency sta bility., The COQpPPatlnC Governments
who would participate in the program would, among other things,
underteke not to encage in comnetwtlve depreciation of their
currencies, This stabllLtV would te in large measure secured
by fixing the value of currencies in terms of gold, and by
providing that changes could not te made without conszltation
with other membters,

The resources of the Fund that we have in mind would te
provided by the var+101pntirm rovernments in an amount and form
suited to cach nation, aerticination would be in the form of-:
gold end local currency and nublic olligations of the memler
countries. The onerations of the Fund would include tuying and
selling of p?Iban exchange under adequate saferuards,

The Fund would deal only with Lreasurles and central tanks,
It would not compcte with private Lanks or existing agencies,
Its opcrations would te mainteined only to sunnlpnent the
efforts made by each member rovernment to maintain monctary
stability. The estellished channels of international trade and

1ntcrratLon.* Lankine would be retained in full for all inter-
national trans acflons. :

. We hsve given special attention to the solution of certain
troublesome mone tarv protlems growing out of the war and have
included suggestions for the hcr611n~ of such protlems. In
perticular, the Fund would facilitate the restoration of free
exchange markets and litcrate the atnormal btalances which have
accumulated in some of the countries as a consequence of war
conditions,

The control of the operations of the Fund would be in
the hands of an international board eppointed by the govcrnments
of the member countries and the votlng DOWEr On that board
would be related to the contritution which each coun 1try makes to
the ‘required revolving fund,
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The creation of an international agency of the character
that we are contemplating is a logical devclopment of the
various tentative steps which have been macde in the direction
of stabilization of currencies during the immediate pre-war
years,

I have been anxious to discuss this matter with you and
to keep you informed of developments, Obviously, we are still
in the early starcs of our thinking and discussions, However,
I did want you to know what wc arc doing and T do want to feccl
frce to come tack from time to time and discuss the subjcect
with you and obtain your views end advice.

-000~-
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(Prepared by Press helations for use of the Press)

The Stabilization of kxchange Katess The purpose of the proposed Stabi-
lization Fund is to stabilize the value of the currencies of member countries.
The Fund would fix the rates at which it will buy and sell member currencies.
Changes in exchange rates could be made only with the approval of the Fund
and only to meet an extreme situation. Because changes in exchange rates
would be the result of international consultation, competitive currency
depreciation among the menber countries weuld be prevented.

kesources of the Fund: To achieve this desired currency stability the Fund
would, with adecuste ss”epuards, mezt the legitimate needs of member

countries for foreign exchange for their current transactionse. For this
purpose, member countries would subscribe at least §5 billion, making

initial payments of one~half of the subscription in the form of gold, currency
and govermnment securities, Kach country's subscription would bes based on

e combination of such factors as its holdings of gold and foreign exchange,
its national income, and changes in its balance of payments position,

kemoval of Exchange Controls: Vith these provisions, the need for con-
tinuanceé of exchenge control by individual countries would be almost entirely
removeds lio member country could adopt new exchange control measures except
to curb undesirable capital movements and then only with the consent of the
Fund. liultiple currency devices and bilateral exchange clearing arrangements
would also be prohibited unless approved by the Fund, The Fund would meke
possible the liberation of blocked balances growing out of the war where
immediate unblocking of such balances would cause serious domestic and
international repercussionse

Powers of the Fund: The Fund would be given the power to buy and scll gold,
currencies and, with thcir approval, securities of membor countriese The
Fund could also borrow local currcncy with the approval of the governments
concerncde The Fund would decal only with the treasuries, central banks, or
fiscel agents of member countrics, end with inturnationsl banks owned
predominantly by member countries,

New International Unit%? Thc proposal provides for an international gold
monctary unit callcd the Unites, ecual in velue to $10, in terms of vhich
accounts of the Fund would be kopte The Fund would not issue Unitas coins
or notcs, but mumber countrics could deposit gold with the Fund for a credit
in Unites, rcdecmeble in goldy which could be transfurrcud between member
countrics,

Monagement of the Funds The Fund would be managed by 2 Board of Dircctors

roprosonting the member governmontse Each country would have voting power
rclatod to its subscription to the Fund, but no country could have more
than 25 porecent of the total votese In guncrel, the decisions of the
Board of Dircetors would be made by a majority votc cxecpt for ccrtain
important opcrations where a four-fifths vote would be nocessarye The
day-to=day opcrations would bu carricd on by a Man~ging Dircctor and an
Exccutive Committue appointed by the Boarde
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FEDERAL RESERVE BANK

ofF New YOorRK

April 13, 1943

Dear Mr. Fraser:

The recent publication in Washington and in
London of the so-called White and Keynes plans of inter-
national monetary stebilization offers an opportunity to
the committee of directors on foreign relations to study
a problem of importance and to lend its assistance to the
officers of the bank who, as you know, have been studying
these two plans in their various drafts for some time. I
am therefore sending to you, as chairman of the committee,
coples of the two plans and also a folder "Postwar Inter-
national Monetary Organization" prepared by our Research
Division. I hope that you will be able to find time to go
over these papers, then circulate them among the other mem-
bers of your committee and, in due course, to let us have
the benefit of such comments as the committee members indi-
vidually or as a group may wish to make.

As you know, following the talk which Messrs.
Williams and Knoke had with you last January, our Research
Division is now working on other questions related to this
general problem as follows:

l. Conversion of the B.I.S. into an inter-
national stabilization and clearing bank.
History of the bank, and readjustments
required to make it serve the purpose
of White and Keynes plans.

2. Extension of the Tripartite Agreement to
principal countries, and modification to
permit more effective use as a mechanism
for currency stabilization.

3. Extension of Treasury's bilateral stabiliza-
tion agreements (Brazil, China, etc.) to
principal countries.

4+ Reciprocal credits between central banks
with government guarantees. Could the
central banks by such arrangements between
themselves obviate the necessity of any new
machinery?

5. The League Finance Committee: Role played
by it in Furopean reconstruction after last
war and possibilities of using it again.

Federal Reserve Bank of St. Louis



-2~

FEDERAL RESERVE BANK OF NEW YORK 4/13/43

I plan also to furnish copies of memoranda on
these topies to you when they are finished.

Enclosures

Mr. Leon Fraser,
First National Bank,
2 Wall Street, New York.
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August 20, 1943

Dear Donaldson:?

Referring to our conversation at the Federal,
I attach hereto a2 copy of the three articles in the
Lend Lease Agreement with Great Britain, which is
dated February 23, 1942, that relate to the method
of settlement of Great tain's net obligations to us.

You will observe that they are primarily for
the benefit of Great Britain and insinuate, though they
do not say, that no payments will have to be made un=-
less the conditions set forth in Article VII are met,

Your own suggestion approached the question
from the standpoint of the eoreditor, namely, to state
conditions under which paynents would be made, This
is obviously & benefit for us, but may not be s¢ agree-
able to the British, In fact, Article VII is doubtless
regarded by them as a pretty fine cover for them and
they may hesitate to alter it to something which would
protect the ereditor. However ;our excellent thoughts
should be explored as Article h does open the way to
further conversations.

With best wishes,
Faithfully yours,

Enel.

Donal dson Esq.
General Motors Corporation
1775 Broadway

New York, N. Y.
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EXTRACT FROM LEND-LEASE AGREEMENT
UNITED STATES & GREAT BRITAIN
FEBRUARY 23, 1842

ARTICLE V

The Government of the Unlited Kingdom wlll return to the United
States of America at the end of the present emergency, as determined
by the President, such defense articles transferred under this Agree-
ment as shall not have been destroyed, lost or consumed and as shall
be determined by the President to be useful in the defense of the
United States of America or of the Western Hemigphere or to be other-
wise of use to the United States of America.

ARTICLE VI

In the final determination of the benefits to be provided to the
United States of America by the Government of the Unlited Kingdom full
cognizance shall be taken of all property, services, information,
facilities, or other benefits or considerations provided by the
Government of the United Kingdom subsequent to March 11, 1941, and
accepted or acknowledged by the President on behalf of the United States
of America.

ARTICLE VII

In the final determination of the benefits to be provided to the
United States of America by the Government of the United Kingdom in
return for ald furnished under the Act of Congress of March 11, 1941,
the terms and conditions thereof shall be such as not to burden commerce
between the two countries, but to promote mutually advantageous economic
relations between them and the betterment of world-wlde economic rela-
tions. To that end, they shall include provision for agreed action by
the United States of America and the United Kingdom, open to participa-
tion by sll other countries of llke mind, directed to the expansion,
by appropriate international and domestic measures, of production,
employment, and the exchange and consumption of goods, which are the
material foundations of the liberty and welfare of all peoples; to the
elimination of all forms of discriminatory treatment in international
commerce, and to the reduction of tariffs and other trade barriers; and,
in general, to the attalnment of all the economic oblectives set forth
in the Joint Declaration made on August 12, 1941, by the President of
the United States of America and the Prime Minister of the United
Kingdom.

At an early convenient date, conversations shall be begun between
the two Governments with a view to determining, in the light of govern-
ing economic conditions, the best means of attaining the above-stated
objectives by thelr own agreed action and of seeking the agreed action
of other like-minded Governments.
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UNITED KINGDOM PAYMENTS OFFICE
Government Temporary Bullding No.8
Carling Avenue, OTTAWA, Canada

3rd September, 1943

Personal
Dear Fraser:

I was much interested in and attracted by the draft
scheme which you showed me. On thinking it over, however, there
seemed to be certain difficulties which I dare say you will deal
with in a later version. They are as follows:

1. All countries seem to be thought of as belonging either to the
dollar area or the sterling area., Actually there may be some whieh
are attached to neither currency and yet others attoched to both.
Thoge in the latter category could be told to make their choice or
have that choice prescribed for them.

2. What would you propose to do about Canada, which is in a speclal
position? It is normally long of sterling -nd short qf dollars, and
normally the U.K. has absorbed the excess sterling andhanded over
dollars in exchange. If the U.S.A. 1s to bolster Great Britaln, and
through her the sterling area, what will she do about Canada, which is
not a part of the sterling area? Will the U.S.A. supply Canada with
the dollars she needs, leaving her to hold sterling in excess of her
requirements, or will Great Britain be allowed to provide for Canada's
need of dollars in the same way as if Canada were part of the sterling
area?

3. While Great Britain under your plan would be made responsible for
the sterling area will not this task be a difficult one? Under the
gold standard there was an automatic mechanism for keeping countries
in equilibrium so that they hardly knew who was responsible for the
adjustments they had to make. In the absence of that mechanism may
it not be necessary to have exchange controls, bi-lateral agreements,
clearing arrangements, etc., in order to preserve equilibrium within
the sterling area? However this may be, if a country in the sterling
area mlsmanages 1ts economy and runs short of sterling reserves will
it not mean that the U.S.A. will be burdened with the holding of the
sterling which ghould be held by that country or countries? At that
point will not the U.S.A. accuse Great Britaln of mismanagement and
be sorry that she did not ascume some part of the responsibility which
weuld have been hers through membership of a White plan?

4, It may be saild in regard to 1 above that it does not matter much
about small countries; that they will fall into line somewhere and
somehow. But countries which are of minor or little importance
politically can be very important by reason of the character of their
exports. Canada 1s a case in point. Others would be the Argentine,
Sweden, Denmark, ete. It would, for example, not be a mtter of
indifference to the world what happened to the Argentine exchange

in view of the competition of Argentine wheat with other producing
countries. Even Denmark 1s of account as a producer of bacon.

I do not say that these difficulties could not be met
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and no doubt you will be giving them consideration in any case.
Yours sincerely,

J. A. C. Ogborne (sgmd.)

Leon Fraser, Esq.
First National Bank
2 Wall Street

New York, N.Y.
U.S.A.
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FEDERAL RESERVE BANK

oF NEw York
September 7, 1943.

Mr. Leon Fraser,
2 Wall Street,
New York 5, N. Y.

Dear Mr. Fraser:

Following the discussion at the meeting of the executive committee
held April 29, 1943, regarding the manner of determining monetary and fiscal
policy for territory occupied by American military forces, I wrote to Chair-
man Eccles of the Board of Governors of the Federal Reserve System on Mayl,
1943, raising certain questions concerning the place of the Federal Reserve
System in the formulation of the Government's international monetary policies.

As I reported to the executive committee on August 26, 1943, I
received a reply from Chairman Eccles dated August 19, 1943, enclosing a
memorandum entitled "The Federal Reserve System and Reoccupation Problems."
The executive committee approved my suggestion that this matter be included
in the order of business at the meeting of the board of directors on Septem-
ber 16, 1943. Copies of my correspondence with Chairman Eccles and the
memorandum he sent me are enclosed.

Yours sincerely,

Presidént.

Federal Reserve Bank of St. Louis
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May 1, 1943,

Honorable Marriner S, Eccles, Chairman,
Board of Governors of the

Federal Heserve System,

m‘m’ b. C.

Dear Chairman Eeclest

A request for authority to open an account for a foreign central bank im
an African colony, at a meeting of our directors yesterday, brought up the question
of plans and programs which might be under consideration by the United States for
the financial administration of occupied territories, and of the place of the
Federal ileserve System im the formulation of such plans,

I had to tell the directors that, as far as this bank is concerned, we
had not been asked to participate, in any regular or formal way, im this phase of
the war effort, although informal requests for assistance had been made intermit-
tently by two or three branches of the government, which appear to be working in
this field. I mentioned that to our inowledge at least two branches of the Ammy
had been in touch with banks here in their uu&fortrun‘dbunupom.
mtmmawcmt‘mm-m loan of the part-time services

assistanta, In addition, I sald that of purse, that the State and Treasury
Departments had an interest in apd : '

’s
The question was_i Oy ¢he directors as to whether this was not
another one of those ; 8 ; ged authority by a nmumber of different
agencies would not give &b : h¢ need for a unified approach by the
into the succeeding civil “ed ; to be apparent. They were alse im-
pressed by the need for L mhm,umim.umunuofm
experience in North Africa hg/ exchange rate for the local currency was first

n:-dntchvdm,uu d to us here, was too low and subsequently had
to be raised, with a good deal of resultant confusion.

The directors recognized that this is a difficult matter and did not know
whether the Federal Reserve System had any responsibility for seeking improvement
of what appears tc be an undesirable comdition. I told them that I thought the
Board of Goversmors shared their concern about the course which this whole matter
appears to be following, and they realise, of course, the difficulties of your
position, HNevertheless, I thought I would write o you to ask if you could tell us
what the situation really is, what if anything the System might do about it, and
where any responsibility which we might have would lie.

Yours faithfully,
(Signed) ALLAN SPROUL
Allan Bm“l.

President.,
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BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SISTEM
WASHINGTOR

August 19, 1943.

Mr, Allen 8proul, President,
Federal Reserve Bank of New York,
New York 5, N, Y.

Dear Allan:

This is in reply to your letter of May 1, 1943, in which you
raised questions respecting the place of Federal Reserve Systeam in
monetary policies, with
particular reference to the Tinaheial problemh of military ecoupation.

b here, %tho delay in sending you
your questions careful considera-
developments involved,

of our study, it seemed best to prepare a

the formulation of the Go

memorandum under the title, "The Federal Heserve System and Reoccupation
Problems.” The paper is enclosed herewith and I trust it will prove in-
teresting and informative. 8hould you have any comments with respect to
it, I should be glad to receive them,

With best wishes, I am

Sincerely yours,
(Signed) . S. BCCLES

e Se m.
Chairman.
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. . CONFIDENTIAL

THE FEDERAL RESERVE SYSTEM AND REOCCUPATION PROBLEMS

The letter addressed to the Chairman by President Sproul of the
New York Bank on May 1, 1943, raises the question of what responsibility
the System has or should have for determining the policies of this Govern=-
ment in connection with the financial administration of foreign terri-
tories occupied by our armed forces. The following memorandum summarizes:
(1) the earlier activities of the System in the international field;
(2) the present set-up in Washington for work on the financial problems
of reoccupation; and (3) certain suggestions as to how the Board (and the
System) might strengthen its position in this work,

Before outlining the history of the System's operations in the inter-
national field, it should be emphasized that the international aspects
proper of reoccupation work are only part--and probably the smaller part--
of the problem. The monetary and banking questions which will arise in
occupied areas will in large part be concerned with the administration
of the domestic currency and credit system in the given foreign country.
This part of the task will call for techniques in the management of cur-
rency and banking with which the System is intimately familiar, although
it may be anticipated that the extraordinary problems of occupied areas

. will call for drastic measures, some of which may be unprecedented in
American experience.

1. The earlier activities of the System in the international field.

In the years prior to 1933, the System was actively engaged in the
international field, largely through the Federal Reserve Bank of New York,
which acted on behalf of the other Reserve Banks and under the super-
vision of the Federal Reserve Board, The New York Bank played the con=-
ventional role of a central bank under the international gold standard,
buying and selling gold at a fixed price and thereby maintaining the
dollar at a fixed gold parity. With the consent of the Board of Governors,
it carried gold and dollar accounts for a large number of foreign central
banks, thus facilitating their exchange operations, and in a much more
limited way operated through gold and foreign currency accounts abroad
(with the Bank of England, Bank of France, and Bank for International
Settlements). These accounts were participated in by most of the other
Reserve Banks.,

During and immediately after the first World War, the Federal Re-
serve Board as agent of the Treasury Department administered the regula-
tions prescribed by the President concerning the exportation of coin,
bullion, and currency and concerning foreign exchange transactions. A
Foreign Exchange Division was set up in the Board, and the Federal Reserve
Banks administered the licensing procedure in the field. Most of the war-
time restrictions of this sort were lifted in June, 1919,

In the 1920's and early 30!'s, the United States monetary authorities
were relatively inactive in the international field, The gold parity of
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the dollar was fixed, the United States had no exchange control, and the
principal corrective measures on the international exchanges were under-
taken by foreign countries, However, the Federal Reserve Bank of New York,
operating under the supervision of the Board of Governors, actively sup=-
ported the efforts of foreign central banks (including the Bank for Inter-
national Settlements) to deal with their exchange problems,

The predominantly technical services of the New York Bank in han-
dling the gold and dollar accounts of foreign central banks in this country,
as well as their short-term investments in this market, was a considerable
aid. The Bank made a more important contribution,-however, by advancing
dollar funds against gold in transit and under earmark abroad, and es=-
pecially by extending large short-term credits to foreign central banks,

A number of such credits were arranged in the early 1920's in connection
with the return of various European countries to the gold standard, al-
though in no case were these credits actually utilized. The most notable
example was a 200 million dollar gold credit to the Bank of England in
1925, Then in 1931-33, the Bank collaborated with other leading central
banks, such as the Bank of England and Bank of France, in extending short-
term credit facilities to central banks in Central Europe. Assistance to
such banks was also given through a 10 million dollar deposit established
with the Bank for International Settlements. All of these credits were
participated in by other Reserve Banks.

Although the System utilized the facilities of the B.I.S., the mem-
bership in this institution which was offered to the New York Bank was
never accepted. However, the continuous process of inter-central bank
consultation and the specific acts of central bank collaboration cited
above gave the System a definite role in the determination of this country's
international policies in the financial sphere.

The economic crisis which became acute in the early thirties forced
consideration of banking and credit measures to cushion the liquidation.,
Those first taken reflected the prevailing concept of the leaders in Gov=-
ernment, business and banking, who, generally speaking, regarded the crisis
as temporary or cyclical in nature and felt that Government, as such, had
only limited responsibility for bringing about a recovery. There was
great reluctance to enlarge the scope of the System's functions, partic-
ularly in the matter of extending credit to banks upon other than eli-
gible paper. It was the general view among bankers and many of the of=-
ficials of the Federal Reserve System that whatever measures were taken to
meet the financial crisis should be of a temporary nature and should be
terminated when the emergency was over. Their concept of the basic func-
tions and policies of the System caused them to feel that it should not be
used for the administration of such measures, and this was the position of
the Banking and Currency Committee of the Senate under the leadership of
Senator Glass. Thereforec, when it was decided that the Government should
extend emergency credit to rehabilitate banks and other finanecial insti-
tutions, a new agency, the Reconstruction Finance Corporation, was es-
tablished outside the Federal Reserve System and the only material change
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in the statutory powers of the Reserve Banks to extend credit was the
enactment of Section 10-b of the Federal Reserve Act on February 27,
1932, Significantly, the original language of this Section permitted
loans .by the Federal Reserve Banks on paper not eligible for discount
only "in exceptional and exigent circumstances".

The crisis culminated in the Banking Holiday, when the new Adminis-
tration came into office in March, 1933. It resulted in radical changes
in credit and banking policy and the granting of new powers to the Gov-
ernment to stem the flood of liquidation and bankruptcy and to revive
economic activity. For the reasons above mentioned, plus the fact that
a number of influential officials in the new Administration were unwilling
to have the System exercise any of the new powers, Congress and the Presi-
dent conferred upon other agencies the major responsibility for rehabili-
tating domestic finance and for dealing with international monetary matters.
Congress passed legislation providing additional remedial facilities out~
side the System, including the enlargement of the authority and powers of
the R.F.C., the establishment of the Federal Deposit Insurance Corporation
and the Home Loan Bank System, and the expansion of the Farm Credit Ad=
ministration. Control over gold and foreign exchange policy and eventhe
licensing of banks were placed by the President in the Treasury. The Gold
Reserve Act of 1934, transferring the gold reserves of the System to the
Treasury, establishing the Stabilization Fund, and authorizing the de-
valuation of the dollar in terms of gold, made the Treasury the dominant
agency of Government in the determination of international monetary policy.
As a consequence, the System has played a distinctly subordinate role in
the international monetary field. Looking back upon the crisis years of
1932-1933, it is apparent that the System suffered heavily in its prestige
and effectiveness through the lodgement in other agencies of powers and
functions of major importance in the banking, credit and monetary field,
both domestic and international,

Partially offsetting gains in the domestic field were realized
through the Banking Act of 1933 and the Securities Exchange Act of 1934.
More substantial gains have since been made through the powers and re-
sponsibilities conferred by the Banking Act of 1935 and by the Executive
Orders relating to consumer credit and loans to finance war production.
In the international monetary and banking field, however, the lost ground
has not been recovered. The System was left with routine functions serw-
ing the needs of the Treasury and of foreign central banks and govern-
ments.,

Subsequent developments have not substantially altered this picture.
Other agencies such as the Export-Import B-nk and the R.F,C. have enbarked
on foreign lending programs, and in the last two years the Lend-Lease
Administration has developed into a foreign lending agency on a large
scale, The Treasury has closely participated in these enterprises while
the System has not except as fiscal agent. The Treasury itself has ex-
tended foreign credits through the Stabilization Fund as well as directly
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in the case of the 500 million dollar war credit to China. It has negoti-
ated exchange agreements and pursuant to the Tri-Partite Pact has con-
ducted exchange stabilization operations with the leading European coun-
tries. It took the lead in 1940 in introducing Foreign Funds Control,

and has since developed the administration of this control through the
Reserve Banks into a powerful weapon of economic warfare. It has now
submitted plans for post-war international exchange stabilization agree-
ments in which the Treasuries rather than the Central Banks of the re-
spective countries would be the participating parties. Finally, it is
prominent among those agencies giving consideration to the financial prob-
lems of reoccupation. (See below.)

It should be noted that the Treasury'!s work on reoccupation matters
has grown naturally out of its special functions in arranging for Army
and Navy disbursements in connection with overseas operations in Allied
countries., In close collaboration with the Federal Rescrve Bank of New
York, the Treasury has devised methods for remitting dollar funds to Army
and Navy disbursing officers serving in foreign areas. While a great
variety of methods are employed in different areas, in general the fiscal
officers abroad are provided with either (a) dollar accounts in their names
with local banking institutions against which they can draw local currency,
or (b) facilities with local banks whereby they can obtain local currency
by cashing dollar drafts drawn on the United States Treasury, For reasons
of secrecy, cable transfers and various other operations involved in
these procedures are normally routed through the foreign correspondents
of the New York Bank (in the Pacific: the Commonwealth Bank of Australia
and the Reserve Bank of New Zealand - in the United Kingdom, the Middle
East, India, etc.: the Bank of England). However, for practical reasons,
extensive use is made of the services of commercial banks in foreign areas,
including branches of American banks in London, and branches of British
banks in the United Kingdom outside London and in the Middle East and
India,

As noted below, when the question of occupation currency for French
North Africa arose, the Army Fiscal Division naturally turned to the
Treasury Department, and the latter agency made arrangements for supplying
yellow-seal silver certificates and some gold coin for use in the initial
North African operations. Subsequently, the Treasury directed the arrange-
ments for remitting Army funds to North Africa through the local banking
institutions there,

2. Work in progress on financial problems of reoccupation,

This section gives briefly what is known of studies being pursued
in various government agencies with respect to the "financial" (i.e.,
currency, banking, foreign exchange, etc,) problems which may be expected
to arise in foreign areas occupied by American armed forces. By way of
preface, the preparatory action and present procedure in the case of
North Africa may be summarized,

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



North Africa. In the summer of 1942, the Reoccupation and Recon-
struction Division of the B.E.W. formed an interdepartmental committee
of technicians (B.E.W., Treasury, and Board of Governors) under the
chairmanship of Mr. Rifat Tirana of the B.E.W. to work out procedures
for handling financial problems of reoccupation. Mr. Tirana had es-
tablished contact with the War Department (the Military Government Di-
vision==General Gullion--and the Fiscal Division--General Carter) and
apparently believed that he had a mandate from them to carry on this
work.,

However, the participation of the Treasury Department represen-
tatives in the work of the committee soon became spasmodic, and when the
North African campaign opened it became apparent that considerable pre-
paratory work for that specific area had been undertaken by the Treasury
in close collaboration with the Army Fiscal Division. This relationship
had grown naturally out of the Treasury!s functions in handling Army re-
mittances to friendly countries in which American troops were stationed
(UuK., Iceland, Australia, etc.), and considerations of military secrecy
militated against consultation with other agencies on North African prob-
lems prior to the invasion. The use of "yellow seal" silver certifi-
cates in North Africa and the fixing of the exchange rate were arranged
by the War and Treasury Departments.

After the campaign opened, the B.E,W. committee produced a series
of memoranda on North and West African financial problems for submission
to the War Department. It is not clear, however, what role these memo-
randa played in determining policy. While they are reported to have re-
ceived praise from the military authorities, the work of the B,E.W, com-
mittee has recently been characterized by a high Army official as "purely
voluntary". In practice, in so far as financial policies in North Africa
have been determined by this Government, they seem to have been established
largely by the Treasury Departiment. The chief finance officer under
Robert Murphy, Civil Affairs Adviser to General Eisenhower, has been Colonel
Bernard Bernstein, former Assistant General Counsel in the Treasury.
Colonel Bernstein, though in uniform, is regarded as virtually a "Treasury
man", A number of other Treasury men have gone out to North Africa in a
civilian capacity (including Harold Glasser, assistant to Harry White in
the Treasury's Division of Monetary Research).

This Treasury activity has been carried on within the framework of
a general organization for handling North African economic problems. This
framework,established after a period of initial confusion, consists of a
North African Economic Board in Algeria under Robert Murphy and a Combined
Committee on Civil Affairs for North Africa in the State Department, both
of which include some British representatives, The Financial Control Di-
vision of the North African Economic Board, headed by Colonel Bernstein,
is concerned with such matters as the exchange rate, the management of the
occupation currency, and liaison with the French authorities on control of
enemy interests in North Africa and on the broad questions of inflation
control. The policy on such matters in Washington is determined by the
Combined Committee, under the chairmanship of Mr., Thomas K. Finletter,
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Special Assistant to the Secretary of State. This committee includes, in
addition to a few British members, representatives of the State, Treasury,
War and Navy Departments, the B,E.W., the Lend-Lease Administration and
the Maritime Commission. Presumably the Treasury (Mr. Harry White) has the
dominant influence in financial matters; the B.E.W. representatives on the
committee are men specializing in foreign trade and commodity problems.

Attention is drawn to the fact that in many respects the North African
case is not typical of the situation which will be encountered in occupied
areas on the European continent. Firstly, the domestic currency and bank-
ing system in the area was found in good working order, and secondly, what
needed to be done in this field was undertaken by the recognized French
regime., There has been no military government in North Africa, only liaison
with the French on their domestic problems and negotiation with then on
questions with international aspects: exchange rate, dollar occupation
currency, Lend-Lease financing, etec. In areas under military government
the management of the domestic currency and banking system will assume vastly
greater importance.

The financial problems of areas to be occupied in the future are cur-
rently being studied in the following quarters:

War.Department, Until recent months the War Department has concerned
itself principally with administrative rather than policy-making problems
in military government. For a time the idea prevailed that policy questions
would resolve themselves naturally if officials of the civilian agencies
of the Government--such as the Treasury Department, Federal Reserve Board,
State Department, etc.--were commissioned for military govermment work;
it was presumed that persons so commissioned would pursue policies reflect-
ing the opinion of such agencies. General Gullion, himself, voiced these
ideas on several occasions in discussions with representatives of the Board.
Obviously, however, it does not make for good military organization for
officers to feel that they represent any person or organization other than
the Commanding General under whom they serve and the Staff Section which
assigned them. In any event, there was need of a better method of arriving
at policy.

For this and other reasons, the Civil Affairs Division, Office of the
Chief of Staff, was formed in March, 1943, headed by General Hilldring and
under the supervision of Assistant Secretary of War McCloy, This Division
does the planning and policy making for the Military Government Division
and likewise deals with other phases of civil affairs, including relation-
ships with the civilian agencies of the Government, It is represented on
the Combined Committee for North Africa. In this connection it should be
added that the Fiscal Division, under General Carter, is also represented
on the Combined Committee, for the reason that policy decisions may affect
its operating problems.
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The Military Govermment Division, presently under General Gullion,
the Provost hMarshal General, has the responsibility for selecting and
training officers to serve in foreign reoccupations. These and other
officers will be assigned by General Hilldring to staff positions with
the Commanding Generals of occupation forcese Several categories of
technicians are being trained, viz., men qualified in engineering,
public health, public welfare, communications and utilities, education,
relief, etc., in addition to the fiscel and banking technicians.

At the request of General Gullion in November, 1942, the System has
been helpful in seeking out, contacting and recommending to the wilitary
Govermment Division neames of men who have had experience in foreign bank-
ing, bank supervision, foreign exchange, public finance, and other finan-
cial or banking activities which would make them useful in foreign re-
occupations. Also, miscellaneous qQuestions are discussed informally be-
tween the kilitary Government Uivision or the Civil Affairs Section of the
General Staff and representatives of the Board of Governorse.

Upon being commissioned from civil life, officers are sent either
to the School of iilitary Government at Charlottesville, Virginia, or to
one of a number of other training schools for junior cfficers now being
organized at several of the leading universities throughout the country.
At Charlottesville a considerable number of the officer students come from
the regular Army, and, generally speaking, the graduates of that school
will be used for administrative assigmments, including service abroad.
The other schools will train men of junior rank (through the grade of
Captain) for a specific foreign area. Financiel questions have a prominent
place in the curricula of these schoolse.

The kilitary Govermnment Division is also supervising the preparation
by the civilian Government agencies of Kilitary Government Handbooks, in-
formation manuals on specific countries which will be used for training
purposes and will eventually be put in the hands of American military
administrators abroad. The financial sections of these Handbooks are being
prepared in the Treasury Department and in the Board of Governors, with
assistance from the New York Bank and the S.E.C.

It should be mentioned that there has becen a considerable amount of
confusion as to where the primary responsibility lies within the War De-
partment for fiscal and banking operations in foreign occupations. The
Fiscal Division moved first in selecting and cormissioning top-flight men
of foreign banking experience. Today several officers serving in that
Division are eminently qualified for service in military government,
whereas they are being used on assignments which could be performed equally
well by men without their unique qualifications. For a time there was
considerable agitation for the transfer to General Carter of the responsi-
bility for fiscal and banking problems in military government, but this
proposal was dropped. It is believed that the setting up of the Civil
Affairs Division, Office of the Chief of Staff, will insure the handling
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of fiscal and banking problems of reoccupation, in so far as they relate

to civil affairs, in that Division and the Military Government Division.

At the same time, various fiscal transactions arising out of the operations
of the armed forces during a military occupation--pay of troops, disburse-
ments for supplies, the handling of soldiers' allotments, subscriptions

to savings bonds, deductions for soldiers' savings accounts at the Treasury,
etce~-will continue to be handled by the Fiscal Division.

Navy Department. The Navy Department is understood to have worked
out an agreement with the War Department whereby the Navy will undertake
military govermment responsibilities only in ports and harbors and in cer-
tain islands of the Pacific areas. It has established a school of military
government for naval officers at Columbia University.

State Department. The Combined Committee for North Africa meets
under the chairmanship of Mr. Thomas K. Finletter, Special Assistant to
the Secretary of State, and it may be presumed that some work in this
field--as well as some longer=-range planning on reoccupation matters--=has
been carried on within the Department, especially in the Division of
Economic Studies, A recent executive reorgenization has greatly broadened
the functions of the State Department in reoccupation work - see below =
and it is expected that this will call for e major extension of the Le=-
partment's personnel and studies in this field.

It should also be noted that the Lehman Office in the State Department
(Office of Foreign Relief and Rehabilitation) has recently been giving
active consideration to monetary problems in reoccupied areas, which ob-
viously are closely related to their principal job of relief work. They
have been working on Greece as a special case study, and have invited a
member of the Board's staff to serve on an advisory committee for Italian
questions.

Treasury Department. The Treasury Department, as noted above, is
intimately concerned with the financisl problems of reoccupation. Its
work on this subject is being pursued in bMr. Harry White's Division of
Monetary Research (under Mr. Taylor) as well as in the Foreign Funds Con-
trol (under Mr. Pehle and kr. Luxford, legal adviser to the Foreign Funds
Control), The individuals mentioned attend the meetings of the Combined
Committee on North Africa. The Division of konetary Research is also
working on certein sections of the Military Government Handbook for all
potential areas of occupation; these sections cover public finance and
exchange controle.

Office of Economic Warfare (Previously Board of Economic Warfare).
The Reoccupation Division of the O.E.W., E%ter finishing its work on the
financial problems in North and West Africa, turned its attention to studies
of such problems as might arise in other areas to be occupiede Reports and
reccrnnendations have been prepared regarding Italy, Greece and Spaine At
present their work is concentrated on elaboration of the Itelian reports,
and on longer-range studies of the conduct of Continentel European trade
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and finance after the collapse of Germany. Representatives of the Board
of Governors and the New York Bank have participated in all of these proj-
acts, although there have been no formal meetings of the interdepartmental
comnittee established last summer by the O.E.W.

Aside from the work of the Reoccupation Division, a group in the
Enemy Branch of the O.E.Ji. is teking an increasing interest in military
government problems, which they regard as a logical extension of their
present work on the Axis countries. Mkembers of the Board's staff are also
cooperating with this group in assembling information on money and banking
in various European countries, particularly in Germany itself.

Board of Governorse The International Section of the Division of Re-
search and Statistics is collaborating with the O.E.W. on policy recom-
mendations with respect to the financial problems of reoccupation. It is
also engaged in the preparation of the money and banking sections of the
lilitary Government Handbooks. The Federel Reserve Bank of New York is
collaborating in this work by furnishing the part-time services of kr.
Tamagna and by contributing material in two special fields, i. e., savings
banks and insurance companies. The cooperation has also been obtained
of the Securities and Exchange Commission which has assigned a man to
contribute material to us on the stock exchanges in the countries under
consideration.

Also, as mentioned above, a member of the Board's staff is serving on
an advisory committee for Italian problems organized by the bLehman office.

New Interdepartmental Organization on Heoccupation Problems. Early in
June, the President transmitted to Secretary Hull a plan for work on re-
occupation problems by civiliasn agencies which had been prepared in the
Bureau of the Budget. This plan seems to constitute a couplete vindica-
tion of the State Department's view that it should be charged with the pri-
mary responsibility for all civilian activities in foreign areas. It pro=-
vides that an Assistant Secretary of State (understood to be lir. Acheson)
should be assigned specifically to work on reoccupation matters and that
he should be Chairman of an Inter-departmentel Policy Committee consisting
of the heads, or their deputies, of the following agencies: State De=-
pertment, Treasury Department, War Department, Navy Department, Office of
Economic Warfare, Office of Lend-Lease Administration, Office of Foreign
Relief and Rehsbilitation Opcrations (Lehman Office)e Under this Policy
Comnittee would be established a working group called the Coordinating
Comiittee composed of representatives (presumably at staff level) of the
agencies represented on the Policy Committees Further provision is nade
for Sub-cormittees on particular areas or particular problems, the member=-
ship of which is not laid dowm.

For administration in the field, it is stipulated that the Secretary
of State, with the approval of the Policy Comnittee, shall appoint an
Area Director for each foreign area subject to nmilitary occupation. This
Area Director will be subject to the orders of the military comrander in the
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area and of the Assistant Secretary heading up the Policy Committee. He
is to be given broad powers within the territory assigned hin and will
preside over the field activities of any U. S. civilian agencies opecrating
in the field. '

The Inter-Departmental Cormittee for the Recruitment and Training of
Persormnel is to be reconstituted as a sub-committee under the Coordinating
Cormittee. This sub-committee is to include representatives from the
agencies represented on the Coordinating Committee plus members from the
Civil Service Comission and the Office of War Infornatione

Although it is not so stated in the Plan, presumably the Combined
Committee on Civil Affairs in North Africa will become an Area Sub-committee
under the Coordinating Committee. Also, once this machinery is set into
notion, it may be presumed that the Comnittees recently established by
the Lehnan office will pass out of existence.

Neither the plan nor the President's letter to Secretary Hull con-
tain many specific references to the financial problems of reoccupation.
The President's letter refers to the Treasury's role as follows:

"The Treasury Department is responsible for fixing
exchange rates and should assist on monetary, currency control
end general fiscal matters. 1This important work must be geared
in with the plans and activities of the other agencies."

The role of the Lehman office is described somewhat more extensively
with the distinction being made between its activities and those of the
Office of Lend-Lease Administration. Aside from "distributing relief
goods," and "goods to facilitate the production of basic civilian neces-
sities," the hchman office is charged with "facilitating the restoration
of agriculture, housing and transportation." No mention is made of the
rehabilitation of industry or of the banking system. The Office of Economic
Wiarfare is assigned the field of Foreign Procurement, "certain industrial
development," and other matters, but no participation in financial ques-
tions.

3. How might the System streggthen its position in the reoccu-
pation work?

The System can strengthen its position in reoccupation matters only
by further asserting its interest in and ability to handle certain of the
problems involved,

Its interest in the work derives from its particular responsibilities
in the monetary and credit field and hence in the reconstruction of a sound
and workable international economy. The events of the last decade have
sufficiently demonstrated the importance td the United States of stable
economic conditions abroad; no agency responsible for any segment of the
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domestic economy can ignore the implications of foreign dcvelopuents. The
adninistration of occupied areas in Europe and the Pacific may determine,
to a considerable extent, the course of economic and financial events in
those areas, before and after the occupation period proper. These events
will affect not only the business situation in this country, which the
Federal Reserve System is designed to serve, but through the international
flow of reserves they may alter to an important degree the domestic credit
situation for which the Federal Reserve is directly responsiblee

The capacity of the Systen to handle the financial problems of re-
occupation is even more evident. While it is true that international finan-
cial policy in recent years has been largely handled by the Treasury De=~
pertment rather than by the System, the System (especially the New York
Bank) has had an inportant operating role and has kept in close touch with
policy developments. Moreover, as pointed out above, the problems under
consideration relate in large part to the administration of the damestic
currency and banking systens in occupied countries. While the Treasury
has had sone experience as a bank supervisory agency, the System, as the
banking arnm of the Governnent, obviously has cutstanding qualifications
for such work. Within the Board of Governors and the various Reserve Banks,
there is a fund of experience and of trained personnel which could make a
very important contribution to reoccupation taskse.

At the present time the System is on the periphery of affairs in re-
occupation work, although at the technical level a good deal of work has
been done. The kilitary Government Handbook project has given the Board
of Governors a foothold in this field with the War Department and other
agencies which will utilize this material. Lembers of the Beard's staff
have been consulted on policy matters by the Board of Economic Warfare,
the Lehman office, State Department, end the War Department through the
School of ifilitary Government and--in one instance--Assistant Secretary
kcCloye Finally, the Board of Governors and the Reserve Banks have been
of great assistance to the uilitary Government Vivision of the wWar Depart-
ment in the compilation of a roster of skilled personnel available for
financial work in military government.

It must be recognizcd that the Treasury Department has o big head
start in the financial side of reoccupation work and has already built up
a substantiel field personneles However, the new interdepartmental or-
ganization seems to offer a framework within which the Board and the System
as a whole might make a contribution under the leadership of the State De=-
partment. It is presumably too much to expect that the Board should be
given o place in the principal Committees, which are composed of represen=-
tatives only from those agencies which are most directly and intimately
engaged in reoccupation matters. It may be presumed, however; that anong
the functional sub-comnittees of the Coordinating Comuittee, there will be
one on financial problemse iwembership on such sub-comittees is not limited
by the terms of the plan to the members of the Policy Comnittee. The nembers
of a financial sub-committec would be in a position to express their
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views on policy matters and to kecp infomed on developnents in this
sphere. In particular, they would have access to the reports (by cable
and otherwise) from the field personnel, which in the North African
case were extrenely instructive.

It is therefore suggested that one step to be teken in ohtaining
for the System a wider role in reoccupation work would be to seek an
invitation from the State Department to have the Board of Governors
represented at the meetings of any financial sub=committee which nay
be organized. Little is known of what steps the State Department has
taken thus far to implement the plan transnitted by the President; it
is understood, however, that initiel meetings of the Coordinating Con-
nittee have taken place under the tenporary chairmenship of kre Finletter.

Another category of information available to the State Departuent
(and presunably to the Treasury) which would be irmensely useful to our
work is the minutes of and reports on the sessions in London of an Inter-
Allied Committec studying the financial problens of German-occupied
countries. This Committee is wiade up of financial experts from the
British Government and the verious European Governnents-in-exile estab~
lished in London, and its sessions have been attended by an observer from
our London Embassy. Access to this material should alsc be requested fron
the State Departiient.

In the case of the War Department, while we have close working re-
lations with the w«ilitary Governrient Division in connection with the
kilitary Governnent Handbooks, we have no such contact with the Civil
Affairs Division, Office of the Chief of Staff, one of thec functions of
which is liaison work with civilian agencies interested in reoccupation
policy. If we are to assert an interest in this fiecld, we should estublish
closer reclations with officers in the Civil Affairs Division specializing
on financial problems. This question would presumably solve itself, how-
ever, if we obtained representation in a financial sub-committee on re-
occupction problens, as suggested above.
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"~ MISC. 140A 300M-5-42

FEDERAL RESERVE BANK OF NEW YORK

m%lw.
Hon,. ¥arriner 5. Eccles, Cheirman,
Board of Governors of the
Federsl Resperve Iysten,
Wi”.’.c.
Dear Marriner:

Thank you for your letter of August 19th enclosing & copy of &
nenorandum on "The Federsl heserve System and tion Problems.* I
shall make this information zvailable to tors and then, i we have
any comments or suggeations, I s nd i to you. The histerical
summary, of course, partly by partly because of

0 far as this interpretation of the
past say be useful in charting a future course, I find it interesting as
woll as provocative.

fours sincerely,

(Signed) ALLAN SPROUL

Allan Sproul,
President.
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Septenber 14, 1943

B. G. Huntington, Ksq.
President

The Huntington National Bank
Columbug, Ohio

Dear kr. Huntington:

I must charge up against a number of absences from New
York the delay in answering your letter about the new international
bank, The truth 1s, of course, that to ansawer it properly wonld
resuire fifteen typewritten pares.

As at present adviged, I am not in favor of the White
plan, and certainly not in favor of the Xeynes plan which I regard
as something of an ingenioug joke.

The four principal reasons for not falling in with the
¥hite plan are, firet, that it iz premature and that plans of this
kind are sabsequent rather than first steps. It 1s also a politieal

bank and a debtor bank, Consilderable ory work muest be done
before anything 8o world.wide as the te plan can hope to succeed.
In the second place, I feel it is preferable to ate the trans-

ition problemes from the permanent problems, and this 1s clearly
indicated in your own letter. In the third place, I feel that
instead of all the existing machinery we should build

on vhat we have - with modifications, of course. This includes

uging the Import-Zxport Bank, the Bank for International Settlements,
*y* Joans to help internati trade, the Stabilization Fund, Central
Bank cooperation, and all ¢ +« In the fourth place, the White
plan does not tell us the gtory. It says that 1t 1s but one
of the many steps that should be taken without telling us the other
steps and much they are going to cost the United States. It
geems to me that we are entitled to have the whole package or at
least : skeleton gketeh of 1t before being asked to acecent one
ae/ment,

farthermore, I feel the genersl aporoach 1s wrong and
that instead of a global, grandiose institution from whieh wonders
will be expeoted, we ought to deal frankly and honestly with the
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2 September 14 B. G. Huntington, Esq.

British situation, which is one ¢ not the only ocutstanding
financial problem. A fault of "hite's plan, and to a greater
degree of Keynes' plan, 1s that they try to camouflage the
British 4difficulty and merge it into a world situation., I
believe that 1t should be tackled directly and that we should
help - particularly in dealing with the blocked gterling balances
which run into the equivalent of billions of dollars. Pew things
would atart world trade and finance more quieckly back on normal
lines than the release to their owners of the huge volume of
blocked funds held in lLondon and New York. We have plenty of
resources to pay off our own and I believe we should make a

long ternm loan to the British to permmit them to make lLondon a
free market once more.

I agree with you that a long term lending institution
should be totally separate from any stabilization institution or
clearing arrangement. I am not convinced that 2 universal clear-
ing arrangement is necessary. If, mutual ald, we could
get the dollar-gterling rate settled, if we were prepared to
make long tersm loans to needy areas, 1t seems to me that a good
deal of the clearing would then become sutomatic. It 1s not to
be forgotten that countries other than the United States today
hold more gold, valued in dollars, than was held by the entire
world, including the United States, in 1929. It 1s not to be
£ ten that all of South Amerieca has more gold and more
dollars than at any time in their history and that the gsame is
true of the neutral countries - Portugal, Sweden, snd Switzerland.
It is also not to be forgotten that many of the countries under the
heel of the Nazis are very rich in external assets - notably France,
Holland, and Belgium. Spain 1s in better shape than gshe has been
for a quarter of a contury. So I am convinced that as a practical
matter, Af we continue Lend-Lease to the devastated areas in the
transition period and give oredits to Oreat Britain, China, and
perhaps to our neremnial borrowers in the Balkans, things may

et themselves adjusted, providing we keep our own house in order,

mmmumtﬁomoftmrbuey Committee of the
A.B.A, which covers the "hite plan, and I was privileged to co=-
operate in 1ts preparation.

Put otherwise, I approach the subjeet from a realistic
point of view, namely, that as practieally the only ereditor
nation we should not hide our 1 under the dbushel of a new
international bank and pretend t it 1s doing the lending =nd,
by the s'me token, I would deal with the British problem first
and by itself, fﬁn does not mean that an international institution
such as a greatly modified B.I.S5. cannot be of infinite use, and
I feel that we should use it from the beginning primarily as a

a place for consultation, planning, e of infomaiion,
and tively modest short term seasonal credits.

While I therefore, with your letter in its funda-
mental aspects, I am not certain that trade clearing agreements
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3 Gat ember 14 B. 0, Huntington, Esq.

Certainly we should try to away from them because
ways lead to bilateral mn and quota systems
an-mm e of world trade.

Execuse this hurried as well as late note.

aug to be necessary except, mn. for the transition
al

¥ith kindeast regards,

Falthfully yours,




) ¥4
£ <§<£ " orem ) |

Ogtober 19, 1943

Dear Don:

We were sorry to miss you in connection with the
further discussion on the draft memorandum sent to Washington
about the new banking proposals. The document you sgent me
labeled "Basic Considerations etec.® has been very carefully
studied and 1t is believed that althourh presented in different
language the substance is contained in our memorandum dated
October 7. You suggested, among other things, that it be
stated specifically that the plan should not attempt to
regulate ordinary commercial exchange regulations and that
the data avallable to institutions should also be made avalle
able to other organizations.

B 5

Because we were not discussing muﬂo plan, or
indesd proposing at sent the proposed , 1t 4id not seen
logical to state that the information gleaned by the Bank should
be made available to others, but we did ingert a sentence to the
effect that the clearing function'could well be handled by the
existing private machinery with a dlspateh and smoothness not
l1ikely to be matched by any new 'world institution®.

Also, because it d4id not seem to fit in the character
of this particular memorandum although it may fit at another
time, we did not go into a discussion of the liquidation of
Lend-Lease. While I belleve our thoughts on the subject are
much the same, the very precise proposal you gent forward went
a 1little farther in exactitude than T had in mind., Roughly,
my thought is as follows: First, if 1t were practical politi-
ecally, I would simply write the whole mess off and regard it as

i the cost of the war. Whatever we may have gsent the Russians is

3 a pretty cheap price for the way they have been defending us.

% To the extent that 1t is not politically possible to wipe the

3 slate, then I think we might simply not demand repayment in

E‘ cash but preserve a call on the nation involved for the return,

% on our request, of the same type of commodities that were shipped

% to them, 1f and as we have need of them. As a practical matter

% we shall probably never ask for the return of anything sxcept in

another war or a national disaster, but at least the fiction

could be preserved for a few years; then, perhaps, later, outright

cancellation take place. Your suggestion is very ingenious and
1y could be woven in to the same general i1dea; to wit, that

while creditors we would abstain from asking for repayment save

in a2 great national emergency.
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2 October 19,1943 Donaldson Brown, Esq.

Without indicating the origin of your enclosure, I
tried it on one of the bright young men at the Federal. His
comment is 2 1ittle caustic, but as he, too, is anonymous I
thought I would gend 1t along for what 1t 1s worth,

With best regards ever,
Failthfully yours,

encl.

Donaldaon Brown, Esq.
Viee Chairman

General lMotors Corporation
1775 Broadway

Rew York, N.Y,
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