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INTERNATIONAL CURRENCY
GOLD versus BANCOR OR UNITAS

By DR. BENJAMIN M. ANDERSON
Professor of Econornics at the University of California, Los Angeles
Member, Executive Committee, Economists’ National Committee on Monetary Policy

R. PRESIDENT, GENTLEMEN, AND FRIENDS OF THE CHAMBER:
M I remember one thing with pleasure about the time when I became

a member of this Chamber. That was the sponsorship. I was at that
time the Economist of the old National Bank of Commerce. James S.
Alexander, president of that institution, sponsored my membership here
and A. Barton Hepburn, of the Chase Bank, seconded the nomination. I feel
proud today of that sponsorship in this Chamber.

It was before I went to the Chase Bank—but by the way, there was an
inadvertence in your statement which I want to correct. I was with the
Chase Bank from 1920 to 1939—nineteen years—before that, two years
with the Bank of Commerce.

I began this study of post-war foreign exchange stabilization about the
end of January 1919, and I want to tell you about the studies forced upon
us in the years 1919-20, because they are tremendously significant as giving
the basis for interpretation of the proposals of the Keynes and White plans.

We had a startling figure for exports from the United States in January
1919,. with a balance of trade, I think, of 410 million dollars. That trade
balance ran up—it reached 635 million dollars in June. This great volume
of goods going out reversed the business reaction that had started with
November, the Armistice, and turned business up about March into the
beginning of a great boom.

* This address was delivered before the Chamber of Commerce of the State of
New York, February 3, 1944.
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What was doing it: Well, we were, for four months after the Armistice,
advancing money from the United States Treasury which was being used
in pegging the foreign exchanges — precisely what these plans propose —
francs and lire, but above all sterling.

And seeing the immense volume of exports and seeing the immense
strength of those foreign exchanges, I looked into it rather carefully. I had
as my tutor a man whom I shall always feel great affection for, Franz Meyer,
the foreign exchange trader of the old National Bank of Commerce—a very
good trader, a man who knew foreign exchange, who got for me information
from various of the other foreign exchange men.

On March 20, 1919, J. P. Morgan & Company suddenly unpegged sterl-
ing. They had been buying all the sterling offered, with dollars provided by
the British Government, borrowed from the United States Treasury. They
unpegged it.

I remember Franz Meyer that day coming into the officers’ lunchroom
of the Bank of Commerce, his face very grave. It was a stirring day in the
foreign exchanges. And somebody expressed sympathy about the sterling
picture. He said, “Yes, it is grave. It is serious, very serious.”

But I didn’t think Meyer was as unhappy as he seemed to be and I
ventured a question: “What is our position, Mr. Meyer ?” And he answered,
his face lighting up : “We are short.” He had had no illusions.

Well, that afternoon—I am going to take a little time for this episode—
I watched him. I think he had ten telephones on his desk—maybe only eight.

“Yes, yes, I buy $4.26. Yes, I sell $4.29.”

Then he looked at me and grinned. “I make $1500.”

He was a very good trader!

But the market was full of all kinds of disorder for a day or two until
something like a level could be established. And he and other men, buying
at $4.26 and selling at $4.29, were bringing order into it.

And don't let anyone tell you that the Trader who makes a profit in a
wild foreign exchange market is doing anybody any harm. He is doing good.
The bid and asked prices would have been very much further apart if he
had not been there trading.

We spent billions of good American dollars in direct pegging of foreign
exchanges. I say billions—let’s get the figure rather exactly—something less
than three billions altogether from the Armistice down to June 30, in relevant
Government advances, in pegging, and in supporting, after the pegging
stopped, the foreign exchanges and the export trade on the basis of it.
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Then I expected that the export trade would have to drop pretty soon.
I thought those foreign exchanges could not stand the strain. The Continent
of Europe was going pretty badly to pieces—unbalanced budgets, printing
more bank notes. I thought that the pressure on those exchanges would
bring the thing to an end sooner than it did.

Foreign exchanges did go down, but here was the anomaly : sterling went
with the continental exchanges. And England was the one country over
there, of the belligerents, who was improving her financial position—bal-
ancing her budget, working towards the resumption of gold payments. The
thing was anomalous.

Then late in the autumn it began to be pretty clear what was happening.
When our Treasury stopped, London stepped in. Britain interposed her
immense credit, her immense financial prestige, between us and the weak
Continent. They were buying goods here, giving us sterling, giving us
dollar obligations, selling them on the Continent for francs, for lire, for
drachmae. And then as we sold goods on the Continent for francs and lire
and drachmae, we did not keep them. We sold them in London. London was
the great center for all kinds of speculation. If you wanted to sell anything,
you could sell it there.

But this time they got stuck. They bought all the drachmae, all the lire,
all the Belgian francs, all the French francs, the depreciating exchanges that
we created here through exports. And the strength of sterling had been
bending, yielding, but sterling carried on that boom for another year.

Private creditors on this side, taking sterling, taking dollar obligations of
England, giving also open account credits to the Continent, put up another
three and a half billions.

Then we got fed up and our ability to give credit became restricted, and
the thing crashed. We went through the great crash of 1920-21.

If we had had a reaction in 1918, when we were braced for it, it would not
have done much harm. Everybody was braced for it. By 1920 a great many
people had come to accept the idea of a permanently higher price level. A
great volume of credit had been extended against commodities at high prices.
Immense real estate speculation had taken place—great increase in farm debt
for speculative purchase of farm lands. We were not in good shape for a
reaction, but we went through it.

And meanwhile this six and a half billions we had given Europe—three
billions from the Government and three and a half from private creditors—
did no good. Europe was in far worse shape at the end of 1920 than she was
at the beginning of 1919.
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The point was that the Finance Minister of a European country, faced
with pressure from his people—returning soldiers wanting pensions, wanting
pay, people wanting food, pitiful, nobody willing to be taxed, nobody willing
to buy bonds—he was taking the easy way, he was leaning on the state bank
of issue, he was printing bank notes and more bank notes. And as long as the
foreign exchange market would take the paper money which he created,
his people could bring in food and luxuries from outside.

We sold them a lot of luxuries in 1920. We sold them everything but the
raw materials they ought to have been using to work up and send back.

There was no industrial revival, there was no financial reform in Europe
while this thing went on, while we gave an artificial support to foreign
exchange.

Now, it is precisely this kind of thing that the Keynes-Morgenthau Plan
wants to do—to put the dollar behind the weak exchanges and support them,
keep them pegged, so that goods may be sold, exports go out. We will have
another boom—a very wild, unsound boom. We will get fed up after a while
with pouring so many dollars into that great international machine that they
propose. We will pull up and cut our losses, and have a crash.

This folly—our own Treasury, I think, has no financial recollection of
this episode ; Mr. Keynes has. And I want to read you a little passage from
the Keynes Plan which shows you that he has. The episode was pretty costly
to England. She had stood in between us and the Continent.

The Keynes Plan, Section 14, says, as an argument for the plan:

“This would give everyone the great assistance of multilateral clear-
ing, whereby (for example) Great Britain could offset favourable bal-
ances arising out of her exports to Europe against unfavourable balances
due to the United States or South America or elsewhere. How, indeed,
can any country hope to start up trade with Europe during the relief and
reconstruction period on any other terms?”

Very nice!

If we had had the Keynes-Morgenthau Plan in operation in 1919, England
could have bought goods here, sold them at a profit on the Continent, paid
for them by putting francs, lire, drachmae into the International Exchange
Fund, while we got credits in that fund, and England, by remaining net debtor
to the fund, would have had her profits free and clear, and we would have
had big credits in an international fund composed of deteriorating drachmae,
lire, francs and so on,.

I don’t propose to advocate that measure.
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Now, I take it that there is general knowledge of the nature of these
plans, and there is not time for me to explain the technical details of them.
The big thing that they propose is to put the strength of the strong currencies
behind the weak currencies to peg the exchanges. And we did it, we tried it;
it was no good. We must not do it again. We wasted six and a half billion
dollars doing it the last time.

Now, what is the right way to do this thing?

First: The thing we did last time—gifts for the weakest countries; Red
Cross or the kind of thing that Governor Lehman is expected to do—but
gifts, not loans. Don't call it loans. Don’t expect to get the money back. Wipe
it off. Limit it to what is essential. Most of it ought to stop after the first
harvest after the war. .

And even as you make those gifts, make demands upon the governments
of the countries that receive them that they get their financial houses in order.
Gifts, as well as loans, should do the recipient permanent good.

But, second: Stabilization loans— tens of millions to two or three hundred
millions at the maximum, not the billions proposed by these plans—condi-
tioned on drastic internal financial and currency reforms, conditioned on
foreign supervision of the use of the proceeds of the loans.

SOME HISTORICAL PRECEDENTS

Now, HERE WE HAVE HISTORICAL PRECEDENTS of a very definite
sort. We did that for Austria in 1923, We straightened Austria out. We
gave her a good start and the Austrians began to pull up from there.

We did it for Hungary in 1924 and we sent Mr. Jeremiah Smith, of
Boston, over to sit on the lid, to countersign checks, to see that the money
was used properly.

We did it for Germany in 1924 under the Dawes Plan—two hundred
million dollars. That was the biggest of these stabilization loans. There was
foreign supervision both of the Reichsbank and of certain of the revenues.
Germany started right up into a dramatic industrial revival.

We did it for Poland in 1927—seventy-two millions, as I remember.
The loan would have been a little bigger if I had not been critical. I did not
want to make any more foreign loans at that time, but for some reason the
Bank of England was said to have wanted my approval of it, and I carefully
examined the figures. I was not satisfied with the figures on the floating debt
of Poland and insisted on more information. I finally concluded that they
were borrowing too much to use in buying silver for coinage. They had been
so sick—their people—of a very inferior, shoddy silver coin that they wanted
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to give them a very fine silver coin. I persuaded them that the standard of
the Swiss franc was good enough, and then took that difference off the face
of the loan before I gave my approval.

Well, we put the Honorable Charles S. Dewey, who was in the United
States Treasury, over there in Poland to supervise that loan, to countersign
checks, to see that it was properly used. It worked: stabilization of currency,
balanced budget, it straightened out.

I want to put in parentheses here that I spent Monday night with
Mr. Dewey, who is now Congressman from Illinois, working from about
six-thirty until one-thirty, going over a bill that he has since introduced,
a copy of which I have, designed to provide a way whereby our Government
can cooperate with other European governments or can cooperate with
investment bankers in this country, or other countries for that matter, and
go in on joint account up to 50 per cent of credits.

That is a very modest sort of thing as compared with that 10 billion-dollar
bank Mr. Morgenthau wants to establish for investment purposes.

Dewey’s bill calls for half a billion as a revolving fund. And as it is going
to be used on joint account up to only 50 per cent, another half billion would
be called for from the other participants in the credits. But you don’t need
more for these stabilization loans, if you see to it that they accomplish their
purpose,

I won't go into the details of this bill, Mr. President, but I will say that
I endorse this bill. And I am going to venture this request, that you refer it
to an appropriate committee of this Chamber for study.

Let me describe the bill for the record. It is House Joint Resolution
No. 226, “to provide for central reconstruction fund” and so on, introduced
by Mr. Dewey, February 1, 1944, referred to the Committee on Foreign
Affairs.

That German loan of 200 million dollars looks very small today, but it
was amazingly effective. Germany got no benefit from it directly. The German
budget was not relieved by it. The German Government could not spend it
for domestic purposes. The German Government got 200 million dollars of
gold which it put into the Reichsbank as a gold reserve. Then the German
Government got from the Reichsbank, in exchange, 800 millions in marks.
But it was obliged to use all of that 800 millions in marks in buying goods
in Germany for delivery in kind on reparations account : coal and other things.
And it was obliged, moreover, to find, that year, 200 millions more, so that
none of the proceeds of the loan could be used for internal affairs.
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If there had been no reparations problem and if Germany had been able
to use, under the supervision of the creditors, that 800 million marks in putting
working capital into the industries and perhaps some measures of relief, the
thing would have been far easier.

But just the stabilization of currency got them back to a sound gold cur-
rency forthwith. They had been through a welter of inflation—money sinking,
sinking ; everybody losing confidence and hope. Just the sound currency and
the balanced budget, themselves, were business-energizing factors. Business
started right up, production started right up, full employment came about.

They were pretty helpless when that thing started. There was a desperate
shortage of working capital. That shortage of working capital with other
complications led to a sharp reaction in the winter of ’25-'26; but there was
prompt recovery. The thing went on strongly until '29—early *29. Then
troubles began to come.

Germany would not have had these troubles, Germany would have pulled
through and the stabilization would have lasted, had it not been for the
complication of reparations.

Now, Germany is a special case after this war, of course. Investment
bankers to whom I have talked say, “No, we won’t sponsor any German
bonds. We are not probably going to sponsor any Italian bonds. But bonds
for Denmark, bonds for Norway, bonds for France, bonds for England—
yes, we can do that, under the proper conditions.”

Now, these conditions, to my mind, involve definite agreements about
stabilization of currency on a gold basis.

NEEDED LEGISLATIVE ACTION

THERE IS GOING TO BE NEED for some legislative changes in this coun-
try before our investment market can work right, either at home or abroad.
We must repeal the Johnson Act, of course, before we can lend to foreign
governments.

We ought to change one of these very humiliating provisions of the
Securities Act, requiring a foreign government, in the prospectus which it
signs, to confess repudiation. The bankers sponsoring such a loan ought to
put that fact into the record, of course, but it is a little humiliating to ask a
foreign government to submit to the Securities and Exchange Commission
a statement like that and perhaps to have to revise it six or seven times to
fit the wishes of the Securities and Exchange Commission. There is need for
the legislation to be changed with respect to that as a matter of international

good feeling.
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But for either foreign or domestic freedom of American capital, in either
foreign or domestic use, I think we have got to go further.

New capital for domestic purposes through the securities market is very
difficult to get—there are tremendous hurdles. Since the Securities and
Exchange legislation has been in existence, we once got up about 50 per cent
of new issues, as compared with 1923, in a part of 1936 and 1937, but most
of the time it has been under 19 per cent of 1923. I don’t make the comparison
with the boom years and the wild years of '24 to °29.

I recommend the abolition of the Securities and Exchange Commission.
I recommend the substitution for that of a Securities and Exchange Divi-
sion of the Department of Justice, which shall not work in detail with every
transaction, but which shall punish, under criminal law, violations of the
Securities and Exchange legislation—certain criminal law.

There is no more reason for the detailed regulations of the Securities
and Exchange business than any other legitimate business.

I recommend that there be created in the Department of Commerce 2
purely ministerial body to receive registration statements and prospectuses,
so that there may be a responsible document, on the basis of which a man
may be sued if he has misrepresented or omitted essential facts, on the basis
of which a man may be put in prison if he has done the wrong things, made
the wrong statements.

We have got to do that or something like that to get our securities market
free for either foreign or domestic post-war purposes.

Now, one thing that I would emphasize in connection with the measure
of Mr. Charles Dewey is that the board is a purely American board. The
Keynes-Morgenthau plans and Mr. Morgenthau’s investment bank—both
have an international board in control. All three have an international board
in control.

A bank, 2 majority of whose board of directors is made up of debtors to
the bank who want to borrow more money, is not a safe bank. That feature
alone of these three plans would damage any sound plan, I think. The lenders
should control, not the borrowers, in a financial institution.

Both of these plans, the Keynes Plan and the Morgenthau Plan, propose
to monetize the bad debts which England owes to the outside world. England,
following Mr. Keynes, allowed sterling to get into a very perilous state. It
ceased to be gold. It became paper—fluctuating paper, with not even a promise
to be redeemed. The irredeemable paper was treated as a “thing-in-itself.”

Parts of the world followed England in that—in the belief that you can
do that. But sterling got to a very perilous state. And the war broke out.
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Everybody wanted to get rid of it; they blocked it. You cannot even sell it
now. It is blocked.

The balances are very great and they are growing. In the middle of
August, the London Economist set them at over a billion pounds—around
4 billion dollars at the official rate of sterling. But added to that, the part to
India is increasing alone at the rate of 300 million pounds a year.

Well, if after the war England tries to restore a free pound, lets people
sell their claims on London in the open market for what they will bring,
sterling will go very low.

And so the Keynes Plan proposed a sleight of hand by which all this
blocked debt would be put into the international fund, and the Morgenthau
Plan worked out details. It is to be put in there for 23 years and no payments
made for three years, and after that 2 per cent a year for 20 years.

Meanwhile England’s creditors would have credit with this fund for
cash, bancor in the case of the Keynes fund. We are not sure in the case of
the Morgenthau fund, because we are not sure if that institution will have
deposits or not. They don’t say anything about their liabilities.

Well, that is no way to help England.

The Federal Reserve Bank of the World ought not to take debts that
people cannot pay into its portfolio and hold them for 23 years and create
money against them. That is pretty bad.

We must help England, yes, but the way for England to help herself is
to make a settlement with each of these countries that they owe separately—
the most of them in the British Empire, the biggest part—and then come to
us for four or five hundred millions which they will use in making payments
to them, giving them some cash and some long credit—work things out as
an embarrassed debtor usually does with his creditors. We will help with
some cash and she will get that cash on much better terms here, at a much
lower rate of interest, if she will definitely go back to gold—fixed gold sterling.
I think she has got to do that anyhow in her own interest.

We cannot afford to stay with Mr. Keynes any longer.

GOLD REMAINS THE STANDARD OF VALUE

GOLD REMAINS THE INTERNATIONAL STANDARD of value, despite the
efforts of governments to substitute irredeemable paper for it, because in the
last analysis neither men nor governments will trust anything else. The Tri-
partite Agreement, involving the United States, Great Britain and France,
which immediately preceded the collapse of the gold bloc in late 1936, did not
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substitute paper dollars or paper pounds or paper francs for gold. The govern-
ments did not trust one another enough for that. If in the course of the day’s
trading in the foreign exchange market, any government accumulated a size-
able amount of another government’s currency, the differences were promptly
settled in gold.

GOLD AND PAPER MONEY

GoLD NEEDS NO ENDORSEMENT. It can be tested with scales and with
acids. The recipient of gold does not have to trust the government stamp
upon it, if he does not trust the government that stamped it. No act of faith
is called for when gold is used in payments, and no compulsion is required.

Men everywhere, governments everywhere, and central banks everywhere
are glad to get it. When paper is offered instead of gold, it will be accepted on
faith if the government or the bank which has issued the paper has proved
itself worthy of confidence by a satisfactory record of redeeming the paper
in gold on demand. If there is a suspension of gold payments, the paper will
still be taken on faith, at varying degrees of discount, so long as there remains
a general expectation that the government or the issuing bank will some
day make good its promise. The amount of the discount will vary in a free
gold market or in a free foreign exchange market with the circumstances that
make it more or less probable that the government or the issuing bank will
make good its promise, and with the circumstances that govern the probable
time of the redemption.

IRREDEEMABLE PAPER
AS AN INDEPENDENT STANDARD

GOVERNMENTS AND LOYAL PEOPLES have often been quite unwilling
to look upon their irredeemable paper money as merely dishonored promis-
sory notes. Always in times of currency disorders there arises the doctrine
that “a pound’s a pound” and not merely a promise to pay gold coin of fixed
weight and fineness. There is believed to be some magic in governmental
authority that can make something out of nothing. The prestige of a long
established and powerful government is very great. The habits of the people
in accepting the long established currency tend to sustain its value. The legal
tender quality of paper money aids in holding it up, since creditors must take
it in payment of old debts, even though they may try to avoid having to take
it when new debts are created. When a currency which has had world wide
prestige as long as the pound sterling has, starts on a downward course, it is
difficult for the world to believe that the worst is going to happen, and at
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various stages in its depreciation it has foreign support as well as domestic
support.

Thus we saw the unanchored paper pound, 1931-1939, treated by British
policy as “a thing-in-itself” and no longer a promise to pay gold, still accepted,
though with growing distrust, by central banks of the Scandinavian and
Baltic countries as a substitute in part for their own gold reserves. The
financial prestige of Britain was very great. Value is a psychological phenom-
enon. But there are rational elements in the psychology of value, and hope
too long deferred and too often disappointed will destroy value,

GOVERNMENTAL COERCION
AND THE VALUE OF MONEY

YET ANOTHER FACTOR can be invoked by governments to sustain the
value of irredeemable paper money, and that is the power of the government
over the economic lives of men. In the period of the French Assignats, the
laws fixed penalties of the severest kind against transactions which recognized
the depreciation of the paper. But despite the penalties, the French paper
money dropped steadily in value and commodity prices soared. The Federal
Congress in 1864, blaming the depreciation of the Greenback on the manipu-
lation of speculators in the gold market, passed an act forbidding gold futures.
The results were disastrous and the Congress, without debate, repealed the
law two weeks later.

It was prevailing doctrine among economists down to the First World
War that gavernments could not coerce their peoples into accepting at face
value a dishonored paper money. But war brought an immense revival and
intensification of governmental power, and new governmental techniques for
intruding intimately into the bookkeeping of the people. In Germany this
power was intensified under the Hitler regime and these techniques were
elaborated, and we have had the spectacle in Hitler’s Germany of a paper
currency, with a microscopic gold reserve and without gold redemption, cir-
culating against commodities at fixed prices for the commodities or, at all
events, at controlled prices. As faith waned, Germany substituted coercion,
and as the government was virtually omnipotent, and the people dared not
assert their individual rights, and as the Gesfapo was tremendously efficient,
Germany made the system work.

COERCION AND FOREIGN EXCHANGE RATES
ALWAYS THE DOCTRINE HAD BEEN, moreover, that even though a dis-
honored paper currency might be accepted at home, nothing could prevent
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it from depreciating in the foreign exchanges, because the people would
smuggle it out of the country and sell it for what it would bring to get good
money. But we saw develop in Germany a system of control of the export
and import of currency, as well as securities and commodities, so tremen-
dously effective that very little German currency could get outside and that
when it got outside, the foreign banks had little motive for buying it because
they could not get it back into Germany again to use it. We saw rigorous
control of all exchange transactions, and such a limitation in the volume of
these transactions that the German government and the Reichsbank could
make the so-called “official rate” effective on the limited volume of transac-
tions permitted, and the “official mark” in the foreign exchanges held firm
at the nominal parity. Meanwhile a great multitude of different kinds of
marks, valid for special purposes, sold at varying rates of discount in the
foreign exchange markets, but even these were regulated and controlled.

THE TYRANNY OF HITLER
AND THE TYRANNY OF GOLD

THE TEMPORARY SUCCESS of the German monetary and economic exper-
iment led to the superficial generalization on the part of certain opponents of
the gold standard that gold had been proved to be unnecessary, that Hitler
had found a way to do without gold, and that the long tyranny of gold was
over. Parenthetically, I much prefer the tyranny of gold to the tyranny of
Hitler. Gold is not capricious.

All it requires of men and governments and central banks is that they be
honest, that they keep their promises, that they keep their demand liabilities
safely within the limit of their quick assets, and that they create debts only
when they can see how these debts can be paid. Gold has no intuitions, and
gold has very little imagination.

In summary on this point: (1) Men, governments and central banks will
accept gold in payments because they want it for itself. (2) Men will take
paper promises to pay gold as money without difficulty so long as these
promises are kept and they believe that they will be kept. (3) When paper
promises to pay gold are dishonored men will continue to take them at varying
degrees of discount in the hope that the promise will later be kept, and
because of the prestige of the issuing authorities, fortified by the legal
tender peculiarities of money and by the habits of the people and of the world
with respect to a long established currency. And finally, (4) when these fail,
if your government is powerful enough and tyrannous enough, and your
people are sufficiently submissive, and you extend the government into the
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details of the daily transactions of the people, you can make a dishonored
paper circulate at controlled prices inside your country, and you can keep it
out of the foreign exchange market. If foreigners happen to have deposits in
your banks which they want to sell in the world’s markets outside, you simply
refuse to allow them to transfer these balances on the books of the bank,
or you limit the uses to which they can put them in your own discretion.

THE LIMITS OF COERCION

THE PosT-WAR WORLD will witness, I have no doubt, the complete collapse
of the Hitlerian monetary system. I venture the confident prediction that the
forces of coercion which have been sustaining the value of the German mark
will soon be sensibly abated, and that the controls which have upheld the
mark in the foreign exchanges will work with diminished effectiveness. '

And the British experiment of a pound unanchored to gold, treated as a
“thing-in-itself,” can give us a very tragic picture. The prestige of that pound
in the international markets is badly shattered. Foreigners who had entrusted
their funds to London found them promptly blocked when the war came.
The pound has ceased to be a serviceable tool in trade between Britain and
other countries, and has almost entirely ceased to be a tool for conducting
trade between two outside countries—which used to be one of its most impor-
tant services. It has in general ceased to be a valid tool for trade among the
units of the British Empire. In general it prevails only in the mother country
itself. England has gigantic blocked debts to the outside world due on demand,
but she does not allow her creditors even to sell their credit claims for what
they can get.

But men and governments are still eager enough for gold. Gold is being
currently used on British Government account to pull down the great discount
on the rupee in India and to bring out hoarded food reserves in India. Gold is
being used in Persia which is glad to get gold but reluctant to take sterling.

GOLD AS THE POST-WAR
INTERNATIONAL CURRENCY

Now WHAT IS THE OUTIOOK for an international currency in the post-
war world ? Men, governments and central banks all over the world will take
gold without question whenever they can get it. Most of the paper currencies
of the world they will not take except at heavy discount and in limited
amounts, and they will seek to hedge them if they can, and they will seek to
pass them on quickly if they can when they take them. The American dollar
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they will readily take because of our practice of exporting gold when the
dollar goes to the “lower gold point” in the foreign exchange markets. What
else is there but gold to serve as an international currency? I think there is
nothing else.

THE KEYNES AND WHITE PLANS
REST ON COERCION

BuT THIS 1S NOT THE VIEW of the British Treasury represented by Lord
Keynes, nor the United States Treasury represented by Mr. Morgenthau
and Mr. White. Lord Keynes proposes an international currency not redeem-
able in gold, not based on gold, nominally fixed in relation to gold “but not
unalterably.” He calls it “bancor,” apparently a compound of the two words
“banco” and the French word for gold, “or.”” But it is not even gilded, much
less gold. The international money is to be credit entries on the books of the
international fund and overdraft privileges with that international fund. The
assets of the fund are zero when the fund starts and its liabilities are zero,
but as transactions multiply and the fund does business, its balance sheet
swells on both sides, its liabilities being deposits in bancor and its assets
consisting either of overdrafts in bancor or of a muititude of national curren-
cies—dollars, pounds, francs, drachmae—and in time, presumably, German
marks. Its purpose is to hold the different exchange rates together, to put
the strength of the stronger exchanges behind the weaker ones. It would
increasingly lose dollars and other strong currencies and increasingly acquire
weak currencies or the bancor obligations of the central banks or exchange
stabilization funds of the weaker countries. Its assets would progressively
deteriorate. Indeed both Keynes and White plans contemplate this. They
contemplate reductions in the exchange rates of the weaker countries, and
in the nominal gold equivalent of the bancor or unitas.

Now, on what substance can the value of bancor rest ? On gold? No. The
Keynes plan has some ingenious devices to prevent situations in which bancor
could be shown to be at a discount in terms of gold, which, however, could
break down readily, even with good faith on the part of all the participants
in the fund, which would certainly break down if important countries re-
mained outside the fund, and which would break down in the event of any
failure of any country to comply with the requirements of the fund. But it
does not rest on gold. The bancor is explicitly never to be redeemed in gold
nor in anything else. On what, then, will it rest? On faith? On prestige?
Maybe we can create a prestige for an international fund whose assets consist
of the dishonored promises of governments and central banks which have
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lost their prestige. It is possible that the prestige of the United States would
be so great that for a time we alone could carry the burden of sustaining the
bancor, but I doubt that our generosity is sufficient for this, and I question
that we dare risk our strength, already strained by our war finance, in so
great and so needless a post-war task.

But neither the Keynes plan nor the Morgenthau plan proposes to rely
upon faith alone. Both propose a great deal of coercion. Governments are
to coerce their peoples in preventing the international movement of capital
funds, which means, as Keynes himself recognizes, the control of all foreign
exchange transactions. Now here, I think, we find real difficulty. Who shall
coerce the coercers?

Who shall force the government of the United States, or the government
of Russia, or the government of Britain, or the government of Argentina to
comply with the mandates of the governing board of the international fund?
The provisions of the White-Morgenthau plan make it very explicitly their
duty to do so, and section VII, 8, of the July 10 version of the White plan
makes it the obligation of every member country of the fund “to adopt
appropriate legislation or decrees to carry out its undertakings to the fund,”
and those undertakings are numerous and drastic. For either the Keynes
plan or the Morgenthau-White plan to work, would require a world state
with an authority over economic transactions as great as the authority which
any national state has effectively asserted in peace time.

Is it realism to suppose that the whole world can hang together in the
support of bancor or unitas when the British Empire can’t hang together in
support of sterling within the British Empire?

The Keynes plan, moreover, definitely suggests international control of
commodities and an international “over-normal granary,” and an interna-
tional control of investment. It sees the Clearing Union as facilitating these
purposes as well as foreign exchange stabilization. The document states, “We
have here a genuine organ of truly international government.” The White
plan is not so frank, but there is much sympathy for these ideas in important
Washington circles.

WAS THE OLD GOLD STANDARD
A “STERLING STANDARD”?

THERE 1S A MyTH widely current which I wish to challenge. It is that
prior to 1914, the world was on the sterling standard rather than the gold
standard, that London controlled the gold standard and that it was only
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super-human wisdom in London which made it work. The doctrine adds
that when New York became the center after 1918, the gold standard failed
because New York lacked London’s wisdom. Now the fact is that pre-war
London had far less control and responsibility prior to 1914 than New York
did after 1918, and that policy played a much smaller role in the earlier
period. There were many gold standard money markets competing with
London for gold prior to 1914, several of them very powerful, as New York,
Berlin, and Paris, and many others of real influence, as Amsterdam, Vienna,
Switzerland, the Scandinavian countries, and Japan. These all steadied one
another. All would pull gold away from any country that was over-expanding
credit, and force it to pull up. It was not policy. As Mr. Woodward of the
Central Hanover said to me one time, “It was nature.” International coop-
eration came only in crises—and then at stiff rates of interest. Now New
York lacked this steadying influence from 1918 down to 1925, and did not
get adequate competition for gold till France got into the game—in an over-
drastic way—in 1928. New York used policy in the 1920’s—bad policy. But
I must add that Benjamin Strong learned this bad policy from Montagu
Norman. Both we and London over-expanded credit in the 1920's, but we
had the semblance of an excuse in our over abundant gold, while London
had no excuse at all.

I want to see a real gold standard world again, with several powerful
money-centers competing for gold, and holding one another in check. I don’t
want international monetary cooperation in ordinary times. It prolongs
unsound tendencies, as in 1924-29, and then it breaks down in crises, as in
1931. T want competition in ordinary times, and cooperation only in crises—
at a stiff rate of interest.

I have been too close to the centers of wisdom and power in governments
and central banks to have any belief at all in the adequacy of their wisdom
to do more than routine things. The more I see of governmental economic
policy, the more I trust the automatic forces of free markets. The more I see
of public monetary policy, the more I trust gold.

Dr. Anderson has dealt with this subject twice previously: (1) An address before the
Los Angeles Chamber of Commerce on May 11, 1943; (2) An article in The Commercial
and Financial Chronicle of Dec. 16, 1943. Reprints of these may be obtained from the
Economists’ National Committee on Monetary Policy, 70 Fifth Ave., New York 11,N.Y.
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INTERNATIONAL FINANCIAL ORGANIZATION (

Address by J. H, Riddle, Economic Adviser,
Bankers Trust Company, New York, before
the Academy of Political Science,
April 12, 1944

In the debate over stabilization plans and foreign credits we

sometimes lose sight of more basic factors., There are two fundamental pre-
| RO g

requisites to stabilized exchanges which should be kept in mind in any dis-

cussion of plans, One is international peace and political stability, and

Nty

P e ™

the other is internal volitical and economic order.,

International political conditions constituted one of the principal
reasons for the failure to achieve permanent exchange stability in the inter-
war period. Political fears and uncertainties not only hamper the free flow
of funds in the usual channels, but stimulate flights of capital and throw
international payments seriously out of balance. The restoration of genuine
peace and security throughout the world will do mors to promote long-run ex-
change stability than any other single factor.

The astablishment of internal political and economic order is almost
equally important. Unstable governments, unbalanced budgats, and general
intesrnal economic disorder ara not conducive to balanced international
accounts and stable exchange rates.

International financial organization in the transition period must be
adapted to the conditions and problems that will prevail at that time. A
world torn by five or six long years of destructive war cannot return to a
state of balanced order overnight, DPolitical strife and economic chaos will
prevail in many areas; some countries may be without responsible governments,
for a time at leasty and world trade relations will be completely disor-
ganized, Thers will be only a faw creditor countries at most, and many
dsbtor countries with the current balance of payments running strongly and
consistently against them,
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Stabilization Procedure

In the world of disorder that will prevail, I can think of no more
practical approach to the short-term problem of stabilization than to deal
with each currency separately, beginning with the pound sterling and other
key currencies. This is sometimes known as the "key-country" approach.

The major problem will be for the great nations to put their own houses

7§/ in order., If they can keep the peace of the world, bring their own international
accounts into better balance, and are willing to eschew policies that depress
other currencies, the major battle for world stability will have been won.
On the other hand, if the great nations do not meet these requirements long-
run stability cannot be achieved. It was largely the actions and policies
of the four great powers between the two world wars that prevented a reasonable

degree of exchange stabilization and economic order in the world.

Stabilization Agresmant with England

The first task, if we wish to do something practical and concrete,
is to work out plans with England for stabilizing the dollar-pound rate. That
agreement could include vrovision for consultation regarding a change in rate
if and when basic conditions seem to warrant, thareby protecting the pound
against the effects of too great rigidity. Arranging a stabilization agrese-
ment with England faces two difficulties; one arises from differsnces in sta-

“erhisn
bilization theories betwaegAcountries, and the other from England's debit

///,,\\ balance,
e ¢ 3 The English seem raluctant to tie the pound too closely to the dollar
e
N ¥ :"\ or to gold. Thoy want some stability, but not too much stability, They are
‘\}: i 7

er‘ gf kecnly consciocus of unomployment problems and other domestie social issues,
- and tho question sesms to be whether scme variability in the exchange rate may
not b2 nccessary to maintain stability in the internal economy. To what ex-
tent this policy can b reconciled with ths goal of international stabiliza-

o tion remains to be s22n, I should add, howover, that Keynes himself recognizes
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>§> far more clearly than he did a decade ago, the destructive effects of freely
flexible exchanges and the necessity for substantial stability.

The second difficulty arises partly from the large blocked sterling
balances accumulating, and partly from a debit balance .of payments expected
to prevail after the war, England has probably lost half her income from
foreign investments and much of her foreign income from banking and shipping,

Most of the blocked sterling balances, however, are due to Empire
countries and perhaps settlements can be reached directly with the countries
concerned. England still has substantial investments in some of the countries
that have built up sterling balances, Some of the blocked balances could
probably be refunded into long-term securities, and some settled by the
shipment of manufactured goods from England.

There is some doubt as to whether her post-war international accounts
will be as much out of balance as some of the morec pessimistic calculations
indicate. She may produce more food than formerly. Production costs have
been hsld down much more effectively in England than in the United States,
which should help in the redevelopment of hor export trade. ZEngland's
productive equipment is still in far better shape than that of other
Europzan countries, and the fact that many countriss have built up balances
in ILondon will serve to give her an outlat for goods,

—~ No doubt England will have to maintain certain sxchange and trade
controls until blocked balances are reduced to more managsable proportions,
and her international accounts brought more nearly into balance,

It has been suggoested that somes of England's initial needs in the
post-war period might be supplicd by lend-lease, This suggestion raises
difficult questions, but it might be explored, if coupled with a proviso
for more definite but liberal terms of repayment. It is within the defense
interests of the United States to see that England starts on the road to

recovery from the great burdens which the war has imposed upon her,
Digitized for FRASER

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



-4 -

Whether England will need stabilization credits, and how to meet

these needs in a manner mutually beneficial to both parties, is a matter

b// for careful study. As her credit position improves, she could probably
float a substantial public loan in this country. To give England more time
to work out.her problems, we should postpone for five years the settlement

of lend-lease aid, and cancel her World War I debt obligations to us.

Other Currencies

In emphasizing the need for stabilizing key currencies there is no
thought of excluding other currencies from the arrangements, or of neglecting
them, Any country would be included in the agreements when it can take the
necassary steps to stabilize., The problem of each country is different, and
the nature of the adjustments to be made will vary widely. Some countriss
will havs little difficulty in fixing and maintaining rates in terms of
dollars.

Others, such as the occupied countries, will face greater difficulties,
Some will suffer from internal pclitical dissension, as well as chaotic fiscal
and economic conditions. In those countries exchange controls will have to
be maintained longer vhile they work out thair problems. The task rests
largely with the individual countries. No on2 elss can do that job for them.
Each country must put its internal house in order and show the necessary
determination to bring its international accounts into some kind of balance.

Credits should be granted only on the merits of each individual case.

Responsibility of the United States

A major responsibility rosts upon the United States to take the lead
in stabilization. The dollar should be the strong currency around which
general stabilization efforts center. That would require the United States
to put its own fiscal affairs in order, and to keep the dollar firmly fixed

to gold at %35 per ounce, with unrestricted exports and imports of gold.
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The United States should also assume the true role of a creditor
country, and give greater encouragement to the importation of foreign goods.
A nation is enriched by its imports rather than by its exports. We export
in order that we may import. A reduction of tariff barriers would facilitate
the development of multilateral trade and the solution of exchange problems.,
If we accept more foreign goods, other countries will have more dollars
with which to buy our goods. A greater willingness to accept British goods

would facilitate the working out of a stabilization agreement with England.

International Bank

Some kind of international institution is desirable as an aid %o sta-

bilization efforts, but it should not have broad powers of control over
e
international trade and the economic affairs of nations. It might be an

international bank with a simple structure and limited powers, acting

largely as the instrumentality of the principal central banks and treasuries.
e e i M
I have in mind an institution similar to the Bank for International

Settlements, which, if freed completely from reparation payments and German
influence, and with certain other charter changes, could be adapted to the
new problsms, If the prejudice which has grown up against that institution
would prove to be a handicap, however, a new organization along similar
lines, with necessary modifications, could be established.(l)

Such an international bank would be a meeting place for central

bankers and treasury officials to discuss monetary problems. A central
place for officials to meet and exchange ideas would promote among them
a better understanding of each other's problems and encourage maximum

cooperation in monetary matters, Prinecipal reliance for the success of

the institution would be based on friendly official and personal re-

(1) The institution suggested here should not be confused with the United
Nations Bank for Reconstruction and Development proposed by Treasury
Digitized for FRASER ~ @xperts for encouraging or providing long-term loans.
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lationships, information and persuasion. Free collaboration by the

NP i e A
nations, rather than compulsion, would be the basis of operations.
One function of the bank would be to collect international statistics
S ————
and other information, It would maintain a corps of experts and make compre-

-~ e TS vl
hensive studies of the exchange problems of various countries. It would be-

¥ PO e — -

e v e TP ke

“r»x\ come a consultative body on international monetary matters, including propo-
sals for changisg rates.to. meet basic conditions., Its expert knowledge and
aav£ZZ”33£ih';§1p guard against too gfsa;*sigidity of rates as well as against
hasty and ill-considered changes that might lead to retaliatory measures.

The bank could handle international clearings, including gold clear-

Vot b e o b Bt it N Ty
At A T,

ings, thereby facilitating international transactions and minimizing gold
shipments. It would have only limited lending functions; the major credits
Wrevp——"y

would have to come from the creditor countries. However, countries could
grant mutual aid through its facilities. The bank could aid in the negotiation
of stabilization credits which might be extended by the creditor countries,
and could~aiamisvihe servicing of international loans.

The international bank would extend limited credits to cover seasonal

-

or other purely temporary needs, thereby enabling countrises to avoid exchange
difficulties or rate changes because of a temporary lack of balance in their
international payments. In this way it would facilitate the operations of
existing banking machinery for financing international trade and for making
current international payments, In no sens2 should it be an eleemosynary
institution, It would not grant long-term loans, or make loans to cover the
chronic lack of balance in a country's payments,

The International Bank would not require a big capital fund, probably
not over $500 million, Central banks and governments would supply the
capital, but subscriptions from all countries would not be essential. A

few founding countries could subscribe for the majority of the shares and

organize the institution,
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Keynes and Whito Plans

The Keynes and White plans for stabilization have been under discussion
about a year. Many changes have been made in them and the discussions are
continuing with a view to arriving at some agreement between the experts of
the two countries, What the status of these plans is today or what the ul-
timate compromise may be, we do not know, If finally reduced to some simple,
practical organization, it may find acceptance,

In their original forms, however, those plans were entirely too am-
bitious and quite impractical, They relied rather heavily upon generous credits
to solve the world's difficulties. They provided for credits based on quotas
or formulas that had little relation to credit needs or credit worthiness.
They seemed wholly unsuited t¢ the conditions that will prevail in the
trgnsition period. If a stabilization fund of the kind suggested should be

Hféétablished now, it would inevitably bo utilized to finance some of the chronic
debit balances of the transition period, and might be left in such a frozen
condition as to interfore materially with its usefulness later on., The
original plans provided for broad controls over international transactions

and seemed ontirely too complex to be generally acceptable,

New Mechanisms and Generous Credits

In spite of past experiences the belief still seems to exist in
some quarters that the world's economic problems can be solved by elaborate
new mechanisms and generous credits. There is no magic in mechanisms,

Ny A b
however, and there are a great many problems that ecredits cannot cure.

After the last war, there was a great demand for new facilities to
finance foreign trade. A number of organizations were established for that
purpose, both in this country and in England. The imposing list of names
includes: The Mercantile Bank of the Americas, Inc., The American Foreign

Banking Corporation, the Asla Banking Corporation, The Park-Union Foreign

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



-8 -

Banking Corporation, The Foreign Credit Corporation, the Federal International
Banking Corporation, and the First Federal Foreign Banking Corporation. The
British list is almost as imposing. Mr, Wilbert Ward, Vice President of the
National City Bank of New York, in a recent survey of these institutions and
thelr activities said that, "On both sides of the Atlantic they dissipated
their capital, and made no important contribution toward achieving the objec-
tives outlined in their prospectuses.” (1) In the course of a few years they
had run into difficulties; some disappeared and others were absorbed by older
institutions., Much of the capital funds put into those institutions was lost.
Substantial amounts of long-term loans were also extended to European
countries in that period, Of the loans made by the United States Government
to foreign governments in connection with World War I, about $3 billion were
advanced after the Armistice. A large portion of them went to Continental
Europe, either directly or through England. There were also substantial
private loans made to Europe during the 1920's, perhaps as much as $2 or
%3 billion, These loans and the agencies for financing foreign trade, however,
did not result in any lasting stabilization of Zuropean currencies. On the
contrary, they increased long-run exchange difficulties, as a rule, because
they piled up additional debts and lulled borrowing countries into doing
}nothing about needed readjustments in their affairs. The fact is that we
;'were generous with credits during that period, but generous credits do not
solve stabilization problems. 4‘~L«t€*ﬁr/

The purpose of stabilization efforts should be to make the participat-
ing countries self-reliant. Loans and credits granted to a debtor country
should enhance its productivity and increase its power to meet foreign
obligations, Foreign credits granted for non-productive purposes, with

no clear prospect of creating additional exchange resources, will accentuate

(1) Wilbert Ward, "Foreign Trade - Post-War Plans and Prospects," a reprint
Digitized for FRASER from Burroughs Clearing House, January, 1944,
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exchange difficulties rather than relieve them, as we saw in the inter-war
period.

To grant credits to a country simply because it has an unfavorable
balance of payments would be somewhat like making loans to a corporation be-
cause it operates in the "red," Either condition may indicate the need for
reorganization and new policies. The London Statist has said: "There is no
method better calculated to perpetuate disequilibrium than the distribution of
largesse on an international scale to all countries whose balances of payments
happen to be in debit, There is far too marked a tendency among academic
commentators on the currency schames and on the world capital bank plan to re-
gard the existence of a deficit in a country's balance of payments as
sufficient reason for granting it help in the shape of short- and long-term
credit."(l)

America will aid in the relief and rehabilitation of many of the
war-torn countries, but we should make a sharp distinction betwesn relief
and credits., Let us not grant relief in the form of credits that cannot be
repaid, thareby piling up international obligations that will bedevil the
exchanges and our international relations for decadss to come. A United
Nations relief arganization has already been establishecd to which the
United States has and will continue to contribute goenerously. Perhaps
other aid could be granted through lend-leasc. Our Government will possess
large stocks of ecquipment, machinery and other materials for which thare
may not be much demand in this country, but which might bo lend-leased

on liberal terms of rocpayment.,

Foreign Buying Power in This Market

It is incorrsct to assume that foreign countries are without rsserves

of buying powesr that can bz utilized in this market, It is estimated that

(1) The Statist, International Banking Section, November 27, 1943, p. 4.
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foreign countries own approximately 313 billion of gold, and foreign banking
funds held in the United States aggregate about $5 billion, 1) That makes
a total of $18 billion of gold and dollar exchange held by foreign countries,
not including foreign investments here probably aggregating $5 or $6 billion.
The world's production of gold outside the United States will probably rise
rather quickly to over %1 billion per year after the war.

The principal source of dollars for foreigners, however, will be our

i { imports, visible and invisible. The grsatest single contribution that the
{ ‘ United States can make to the recovery of the world and to stabilization ef-

forts will be to maintain prosperity in this country. The volume of our
imports varies directly with our business activity. A high level of activity
requires a high level of imports., The Bursau of Foreign and Domestic Commerce
has estimated, on the basis of certain assumptions as to gross national
product, that our merchandise imports might aggregats over $6 billion by 1948,
and invisible imports, plus long-term capital transactions, another $4 billion.

How the United States can maintain a high level of business ac-
tivity is not within the scope of this paper. Frce private cnterprise can
porform this service for the country and thoe world, however, if the investment
incentive is not too severely rapressed.

There seems little doubt as to the ability of our present banking
systom, with its foreign branches and conneetions and years of experience,
to finance any amount of forcign trade that may develop, and grant terms to
foreign importers of raw materials that will cover the tims necessary to

process the goods and export the finished products.

Long-Term Loans

There will probably be substantial foreign demand after the war for

American capital for reconstruction and developmental purposes. If an era of
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genuine world peace can be restored, no doubt in time a natural flow of
private capital to foreign countries will develop. For the time being,
however, there may not be much enthusiasm on the part of private investors
for foreign securities, Temporarily, some governmental agency may have to
be the spearhead for long-term foreign loans., Since the United States will
be practically the only important creditor, with many debtors, the suggestion
that the loans be made by some institution with an international board of
directors seems unacceptable,

{/ ‘ I suggest that we explore the possibilities of expanding the powers
and functions of the Export-Import Bank with a view to making it the center
of our foreign long-term loan activities in the transition psriod. The or-
ganization is alrsady set up and has had years of experience in dealing with
foreign countries, Apparently its commitments have been made with care and
the Bank has been able to avoid some of the pitfalls of private investment
during the 1920's., As in the past, the funds used might be supplied chicfly
by private sources under ths guarantee of the Sxport-Import Bank.

It would be a healthy development if the flow of long-term productive
capital to foreign countries could take the form of direct investments, or
the purchase of equities, rather than of loans. It would allow greater
latitude of time in making transfers and reduce the burden on international
exchanges, becausa returns would not run counter to the exchange position
of the capital-importing country. On the whole this type of investmsnt seems
to woather economic storms better than fixed-intercst investments. One
suggestion that may be worth pursuing is that with suitable government
attitudes our industries might participate directly in helping to reconstruct

European industries,
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Limitation on Commitments

The extent of our credits, loans, and investments abroad will
presumably depend largely upon the kind of world that will develop,
and the extent of inter-governmental guarantees against confiscation. The

,w”“.international politiecal outlook is by no means clear. Different political

ideologies will prevail in different parts of the world, and we do not
yet know what spheres of influence may develop or what kind of international
organization may be set up. The outlook for the development of foreign

\ trade is equally obscure, Different kinds of aconomic philosophy and
trading practices will prevail among the nations; government monopoly
of foreign trade in some cases, cartels, division of markets and
preferential arrangements in others, How will this affect the course of
our efforts at free compstitive enterprise?

These uncertainties would seem to suggest caution against large-scale
global credit commitments. It may be wise to limit the scope of our future
commitments and to concentrate on those areas and countries which are more
directly associated with our interests, at least until we see what the new

world order will be.,

Summary of Conclusions

(l{ggﬁmjor contribution which this country can make to stabilization
efforts would be to maintain prospsrity at home, thereby encouraging imports
and supplying dollars with which foreigners can buy more of our goods.

(2) The United States should put its own finances in shape and make
the dollar the strong currency around which stabilization efforts center,.

The dollar should remain firmly tied to gold at #35 per ounce, and both cx~
ports and imports of gold should be unrestricted.

(3) Each country must rsstore internal order and put Its own finances

in shape before its currency can be stabilized. Thesc mpasurses cannot be im-
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(4) Exchange stabilization must be worked out country by country, and /}
credits must be considered on the merits of each case, The chief problem

is for the major countries to keep their own currencies stable, and to follow
policies favorable to international stabilization.

(5) In so far as possible, reliance should be placed upon existing )
financial agencies, with necessary adjustments, instead of establishing
elaborate new international financial mechanisms,

(6) An international bank with a simple organization and limited
powers seems desirable to facilitate international sattlements, to direct
international financial studies, to serve as a meeting place for central
bankers and monetary authorities, to act in a consultative capacity regard-
ing stabilization problems, and to grant limited short-term credits.

(7) Long~term reconstruction and developmental loans can be made by
an onlarged Export-Import Bank, or privatz funds can be advancad with the
guarantee of the Export-Import Bank,

(8) There should be a sharp distinction bestwoen gifts and credits.
Credits that cannot be repaid create exchange difficulties in the long run.

(9) Dircet investments abroad should bz encouraged by suitable
governmental policies and guarantees against confiscation, Where long-term
loans are essential they should be limited to productive purposes which are
calculated to produce foreign exchange sufficient to service such loans,

(10) Until we know more about the political complexion of the world
and the various spheres of influence that may develop ws should aveid global
credit arrangements and restrict our commitments to particular areas and
countries.

(11) Lasting international peace and politigal stability are pro-
requisites to permanent stability of currcncies. Without these no stabilization

measuras or plans will succeed in the long run,
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ORVILLE C. ANBORN

ATTORNEY & COUNSELOR
SO BroADwaAY
NEW YORK 4, N.Y.

WHlTEHALLa-:g‘:: April 29, 1944.

MNr. Leon Fraser,
2 Wall Street,
New York, N. X.

Dear Mr. Fraser:

I appreciate your exceedingly kind letter of April 28th.

I set out a short time ago to examine the thesis which I have long
held, that dollar bonds scattered throughout the non-gold holding
nations of the world, are not an economically sound investment for
the people of the United States.

It is clear that when Great Britain assisted us in building our rail-
roads in the latier half of the Nineteenth Century, she accepted bonds
stated in our currency and did not require sterling bonds stated in
her currency. The only exceptions were a few issues which permitted
alternative payment in sterling at a paying agency in London. They
were not substantial. If they had been, the United States probably
would have defaultied on these sterling obligations just as the rest
of the world is now defaulting on our dollar obligations.

To round out my proposal, it was necessary to set up the type of con-
trols that would ensble the people of the United Stetes to make in-
vestments abroad, other than in dollar obligations.

I have accordingly developed a treatise on this subject, of which I
am pleased to enclose a copy.

The result is an exposition of what might be called "The American Way
of Life"; or applied democracy. It expresses the thought that this
method of government could be extended by the peace treaty to many
countries which will be liberated by the force of American arms, much
as we gave that type of government to the Philippine Islands.

Stabilization of currencies after the war is an accepted principle
which no doubt will be put into effect. It will not solve the problem
of long-term credits, but it should stabilize foreign currencies to a
considerable extent.
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I appreciate what you say of the manner in which the British Govern-
ment has protected the interests of their investors abroad.

I am starting with the proposition that what the American people most
desire is a world condition of democratic autonomy. That is what we
affirmatively established in the Philippines. But it never would have
been so established had we left the selection of the govermnmental
mechanism to the immature and downtrodden Filipinos themselves.

In the same way, if the peace conference as a part of its legal function
will set up a similar mechanism in such countries as Korea, possibly Siam,
and others that we will be instrumental in liberating, and if the status
so established is guaranteed by the four participating great powers, that
is, United States, Great Britain, Russia and China, then when this opera-
ting condition is established, we will have a general status of world law
and order somewhat along the line that you indicate Great Britain has
establighed in its dominions and colonies.

Asgsuming some measure of progress in the establishing of such a status,
the thesis which I have attempted to state in the enclosed manuscript is
that the United States should then turn from the imposition of doller
obligations on all foreign countries as the basis of its overseas invest-
ments, to investments originatéd by the reinvestment of the proceeds of
a favorable balance of trade, in the countries giving us such favorable
balance.

The proposition is subject to mathematical demonstration that 1f the
world at large hag little or no dollar exchange or gold, it will be
impossible for the world at large to give us & favorable balance of trade
paid for in dollars.

Nevertheless, we need a favorable balance of trade to operate our extended
industries. ©So what? It seems obvious that we must accept our pay for

at least part of this favorable balance that the United States needs, in
the only medium that our prospective purchasers have, That is, their own
currencies. It will then be up to us to safeguard these receipts and
carry on from that point.

It should be done by the reinvestment of those currencies representing
our favorable balance of trade, in enterprises established in the several
countries, largely Amerigan managed and owned. These investments should
include an international banking system, in order to give the people of
the United States financial supervision of their investments in foreign
countries, just as the United States is entitled to a world-wide communi-
cations system, which will be under the supervision and management of its

own nationals.

While I, of course, realize that the war debts of World War I, as a practical
matter, have necessarily been charged off as a loss by the American people,
nevertheless had an effort been made to collect those debts in foreign
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currencies (which at least would have been better than total default),
not only would a breakdown in international credit have been prevented,
but the comment contained in the first paragraph of your letter, that
the emphasis should be put "on increasing our imports, increasing our
tourists and endeavoring to lessen the gap between the total export
balance and the total import balance", would have been put into effect.

I have attempted to state the same thought at pages 54 and 55 of the
enclosed mamuscript, as follows:

"Also,if these bonds (foreign currency bonds executed by our
international debtors) then had been distributed to the American
taxpayer with the reasonable requirement that interest be paid
in dollars which would not have been burdensome, and further
provision made for payment of a moderate sinking fund in cur-
rency of the debtor nation, these bonds would have constituted
the basis of the most extensive revival of foreign travel by
intelligent but financially inept Americans, that has ever been
known. Instead of the doldrums of the thirties, foreign trade
and travel throughout the world would have been revived and
Americans who have never studied foreign exchange through the
medium of foreign travel, would have become as familiar with the
attractions of Athens, Prague, Helsinki, London and Paris, as
prior to the depression of the thirties, they were with Niagara
Falls, Palm Beach and the Rocky Mountains."

I appreciate, of course, that your experience, including your term of
office with the Bank for International Settlements, has been greater
than perhaps any other individual in the United States, on the subject
of foreign exchange and foreign credits.

At your convenience, I would extremely appreciate your kind review of
the enclosed thesis. You will observe that The New York Times has re-
leased to me for publication in book form as a part of this volume, two
important articles, one entitled "Self-Determination held to Involve
Responsibilities", by Ralph Barton Perry, Professor of Philosophy at
Harvard University; the other, "Republic in Japan is Urged by China",
by Dr. Sun Fo, President of the Legislative Yuan of the Chinese Govern-
ment, and son of Dr., Sun Yat-sen, founder of the Republic of China.

The result is a homogeneous presentation of the fact that what the world
needs is that the status which should be established by the peace treaty
is autonomous democracy, rather than in all cases pure self-determination,
which quite naturally might restore the Nazi and Fascist governments to
Germany and Itely.

In a stabilized order of autonomous democracy such as the United States
established in the Philippines, there would be a tremendous opporiunity
for world trade, which in turn would give the United States the.export
surplus which it requires to operate its indusiries and employ its workers
in gainful industry efter the war.

I would very greatly appreciate your comments on this script.

Ty t ’
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THE NEW WORLD

An American Peace Plan

by
ORVILLE C. SANBORN
with
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by
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sity; Former President of American Philo-
sophical Association; Chairman American
Defense Harvard Group, and author of "The
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COMPROMISE PLAN FOR INTERNATIONAL CURRENCY STABILIZATION

A compromise plan for international currency stabilization was
announced on April 21, 1944 in the form of a joint statement of prineiples
by the monetary experts of United and Associated Nations. The new plan is
a considerable improvement over the original proposals. It is quite similar
in general outline to the revised White plan, although many details have been
omitted and a number of changes have been madse,

The new plan provides for the eostablishment of an International
Monetary Fund of about $8 billion if all United and Associated Nations sub-
scribe, and about $10 billion if all the nations of the world subscribe,

The White plan provided for a fund of $5 billion. While the quotas of mem-
ber countries have been increased, the gold contributions required have

bean reduced, The revised plan provides that gold subscriptions of a member
country shall be fixed at 25 per cent of its quota, or 10 per cent of its
holdings of gold and gold-convertible exchange, whichevor is smaller, The
quota of the United States would be between $2,500 million and $2,750 million,
of which about $650 million would be contributed in the form of gold.

Without attempting- to make a detailed analysis of the various pro-
visions in the compromise plan, the following will indicate some of the im-
portant changes as comparsd with the revised White plan:

(1) The suggestion for a new international monetary unit is
omitted and each currency would be related dirsctly to gold.

(2) Moro discretion is given to the Fund in the granting of credits,
but the .formula based on quotas is still there for the guidance of the
management,

(3) less emphasis is placed on controls over the economic policies

and activities of member nations.
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(4) More liberal provision is made for changing parity rates when
basic economic conditions warrant. (For example, the Fund would not reject a
proposed change in ratss because of domestic social or political policies of
a country requesting the change.) This may be advisable, but it could be sub-
ject to abuse.

(5) It is speeifically stated that the Fund is not intended to
provide facilities for relief or reconstruction or to deal with international
indebtedness arising out of ths war. It is essentially a long-run proposal
and suggests that debit balances in the transition period should be met in a
manner that will not unduly encumber member countries' facilities with the
Fund,

(6) During the transition period wartime exchange controls may be
adapted to changing conditions and less emphasis is placed on the early
removal of such controls,

(7) A member country may withdraw at any time on written notice,

(8) Provision is made for an executive committee of nine, including
representatives from the five countries with the largest quotas. Presumably,
the five countrics with the largest quotas would be the following: +the United
States, Gresat Britain, Russia, China, France. This is apparently intended to
indicate that the management will be largely in the hands of the major
countries,

It is possible that some of these differences may bs more appar-
ent than roal. The new plan is only a statement of principles and is, there-~
fore, in abbreviated form. When the details are supplied, it is possible that
some of the provisions might seem more nearly like earlier proposals.

In the matter of capital movements the present draft is even more obscure than

previous plans as to the degree of control that may be necessary or the manner
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in which it will be exercised, The new plan is silent as to steps that
should be taken by debtor countries or creditor countries to restors a
greater degree of cquilibrium in their international transactions. Perhaps

when the details arc supplied they may be similar to those in the White plan.

Appraisal of Compromise Plan

In spite of the improvements made, some of the basic objections
to previous drafts of the stabilization plans still hold, The compromise
rlan still seems to place too great reliance on credits as a solution to ex-
change problems, and does not seem to emphasize sufficiently the necessity
for each country to put its own house in order through sound fiscal, currency
and credit policies. To set up a large international fund for granting
credits as the means for promoting exchangs stability and maintaining orderly
exchange arrangements places the emphasis in the wrong place. It would
encourage member countries to belisve that the existence of the Fund will
solve their exchange problems regardless of internal policies.

The system of credits based on the quotas of member countriss
sesems rather unrcalistic and impractical as a basis for operations. The
quota of a member country may have little relation to its actual credit
needs or to its credit-worthiness. The power of a member country to pur-
chase foreign currenciss is limited to 25 per cent of its quota in any one
year, and there is an ovar-all limit of 100 per cent of its quota plus an
amcunt equal tc its gold ccntribution!l)Thus, if this formula is adhsred to,

a country could boerrow a little sach year and exhaust its facilities in four

or five years.

(1) The Fund's hcldings of a member ccuntry's currency cannct normally
excead 200 per cant of that country's quota. If, therefore, a country
originally subscribed 75 per cent of its quota in currency and 25 per
cent in gold, it may purchase foreign currencies e%ual to 125 per cent
of its quota.  Since the gold contribution equals 25 per cent of the
guota, however, the maximum actual aid granted by the Fund is only

00 per cent of the quota.
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By establishing such a formula each country is encouraged to be-
lieve that it has a right to credits up to the stipulated amount, and no
doubt most of them will make every effort to get their share regardless of
internal conditions and the general state of their international accounts.

The management of the Fund is given the power, in its discretion
and on terms which safeguard the Fund's interests, to waive any of the con-
ditions imposed on purchases of currencies. The effectiveness of the Fund,
therefore, would depend in a measure on how it is administered. With such
a large Fund available, however, and with the specific credit formula for
the guidance of tha directors, it 1s difficult to see how the dissipation of
substantial amounts of crasdit could be avoided. The Fund could be ths source
of serious political squabbles and misunderstandings.

As set up the plan still contains a large element of the basic
Keynesian idea of expanding world trade through credits. The thought seems
to be that facilities for so-called impersonal crodits of this kind would en-
courage member countries to take greater risks and, therefore, lead to a
larger volume of world trade. The idea of expansion seems to be more promi-
nent than the idea of stabilization. A quostion might be raised as to the
compatability of the two ideas. Credits for purpcses of sxpansion may turn
out to be long-term credits, and continuous expansion might be necessary
in order to maintain the larger volume of world trade, Such credits are not
sulitable for a stabilizaticn agency.

Much emphasis was placed on credits during the 1920's as a means
for expanding foreign trade, A number of new institutions with imposing
titles were organized to finance foreign trade in that period, but most of

the capital invested was dissipated and the institutions soon disappeared.
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There is not much in past experience to indicate that a large line of
liberal credits will stimulate a healthy development in foreign trade, but
there is a real danger that such credits might accelerate inf'lationary in-
fluences in the post-war period. The exchange troubles in the 1920's were
not due to the lack of credits, In fact in many cases loans and credits
were entirely too generous, with the result that long-run exchange 4iffi-
culties were intensified.

The new plan still leaves rather vague the nature of its functions
in the transition period. It is stated that the Fund is not intended to
provide facilities for rslief or reconstruction, or to deal with blocked
balances. It is obvious, however, that the Fund is intended to be used in the
transition period. Both the size of the Fund and the nature of the credit
formula established indicate that dobit balances might accumulate in the
Fund over a period of years, There are no standards imposed to indicate that
the credits could be usesd only for short-term or seasonal purposes. The use
of the facilities during the transition period might easily lead to the
exhaustion of availablc dollars and other crzdit curroncies, with the
consequent breakdown of operations.

Even if the Fund's credit facilities should be used to the limit,
it is obvious that they would not be sufficient to take care of all the tran-
sition problems, The principal credits in that period must obviously come
through other channels. The establishment of an $8 billion fund, therefore,
does not give much promise of free exchange markets or the quick establish-
ment of equilibria in international accounts.

Currency stabilization is largely a matter of sound internal
policies in each country. If fiscal and monetary policies are not in order,

external credits cannot keep tho currency at par with other currencios,
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Inflation within and stability without are incompatible and cannot be
achieved except through rigid exchange controls, We cannot get away

from the fact that exchange stability is largely a problem for each
individual country., The statement of prineciples by experts places very
little emphasis upon the need for internal reform. In fact it specifically
states that the Fund shall not refuse to permit a country to change the
parity of its currency because of internal policies, This would seem
antagonistic to the prineiple of exchange stability. It seems to suggest
that the difficulties e¢reated by internal policies can be remsdied by
changing the parity of currencies, thersby throwing the burden of adjustment
on other countries,

The writer's views regarding the proper approach to stabilization
and the kind of international organization that should be established were
set forth in an address before the Academy of Political Science on
April 12, 1944 entitled "International Financial Organization." It is
not necessary to restate those visws here. The question might be raised,
however, as to whether sufficient changes could be made in the statement
of principles by the monetary expsrts to make it a workable and accept-
able plan. Perhaps if the following changes could be effected the plan
might be developed in such a way as to merit general acceptance:

(1) Reduce the Fund to about §2 billion.

(2) Eliminate entirely the formula for granting credits on ths
basis of quotas, and permit the Fund to operate on the same principles as
any sound banking institution,

(3) Restrict the granting of ecredits to purely temporary or

seasonal needs in the various money markets, always on the basis of prime

collateral,
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(4) Provide more specifically against the use of the Fund for
extending long~term loans, for financing chronic debit balances, or for
providing transition needs for relief, reconstruction or international
indebtedness arising out of the war, These transition needs and longer-
term credits must obviously be met in some other way.

(5) Eliminate provisions granting formal and official powers to
the Fund to fix exchange rates or to approve or disapprove of changes in
rates. These matters should be left to voluntary negotiation and agreement.

With these modifications such an institution could facilitate stab-
ilization negotiations and agreements between individual countries, includ-~
ing necessary stabilization credits, The initial negotiations would presumably
begin betwesn some of the major countries and gradually extend to other

nations,

5/18/L4
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ATTORNEY & COUNSELOR
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WHITEMNALL 4-4246

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

Dear Mr. Fraser:

It was a great pleasure to receive your letter
of April 28, 1944, commenting on my article, "Post-War Employ-—
ment in the United States®.

I am pleased to enclose & further article "Can
Germany be Democratized?®

I should be exceedingly glad to have your com—
ments on the suggestions contained in this paper.

Very sincerely yours,

Orville C. Sanborn

0CS:W
Enclosure
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CAN GERMANY BE DEMOCRATIZED?

by

QOrville C. Sanborn

Germany is the trouble child -~ or rather the trouble state -
of Europe. This condition has been chronic since the days of Bismarck,

a period of eighty years, but in fact extends back deep into German
higtory.

Germany with its eighty million people is an intelligent and
powerful nation. But it never has been democratic.

On the other hand the world of the United Nations must face
the fact that until the German nation and people become essentially demo-
cratic, they will continue to disturb the peace of the world.

The situation nowhecre has been stated better than by Professor
Ralph Barton Perry of Harvard, who in a letter to The New York Times some
months ago, saids

"The external conduct of a nation, however, cannot be separated.
from its internal constitution. It will act outwardly as it is in-
wardly. If its government does not hesitate to oppress its own
people, still less will it hesitate to oppress other peoples. The
three Axis regimes furnish perfect illustrations of this fact."

To put the thought expressed by Professor Perry to practical ap-
plication, is there any method vhatever, by which an internal constitution
of a democratic type can be established in Germany, and thereby tend to
democratize her governmental tendencies, both internal and external?

This being a question of foremost importance to the entire world,
it would seem that the concentrated thought of the United Nations should
provide a solution. Nevertheless, this question arises: If an improved
governmental status is to come from within Germany itself, will it ever
come?

The answer is emphatically no, for the sufficient reason that
the light of democracy does not now burn, and in fact never has burned
in Germany. Germany, by political and historical background lacks both
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the fundamental instinct and necessary training, for the establishment and
conduct by herself alone, of a successful and cooperative democracy.

There follows immediately the question as to what is the domin-
ant requirement in the case of Germany. Is it to apply the principle of
self-determination to a distinctly predatory nation, or is the dominant
requirement rather to maintain the peace of the world?

Hr, Churchill has already stated that the principle of self-
determination does not apply to Germany, and with that it seems the Ameri-
can people should agrec.

After two world wars brought on within the short space of twenty-
five years, and in all five predatory wars instigated within the last
eighty years, it eppears reasonably clear that Germany as a nation comes
within the well-recognized pennl theory which calls for both restraint and
education. Education in the theory and practice of democracy; restraint
until that education has taken root.

We are not at the moment discussing the strictly penal elements
of punishment. We limit the discussion to the essential element of pre-
venting another war. The American people do not care inherently whether
Germany or someone else controls the Ruhr; whether Germany is left intact
or partially dismembered, or other safegucrds imposed. What the American
people are fundamentally inter2sted in is thet Germany shall effectively
be restrained from instigating another world war,

The monetary cost of this war can, within reason, be forecast.
Its cost to the United States, if it terminates within a year, which is
doubtful, will be approximetely $300,000,000,000.

That means that if the policing of Germany should cost
$3,000,000,000 a year to the United States alone, and if to prevent a fur-
ther war it should be neccessary thot such policing be conducted for the
next hundred years -~ an entire century - still that procedure would be
justified, and financially profitable to the people of the United States.

The one thing that cannot be permitted is the instigation of a
further world war by this predatory nation., There has been colossal
destruction in five yeurs of World War II, but that is not the sole cri-
terion. It is the sound judgment of many well-informed military officials
that if the robot bombs had been developed by Germany in sufficient num-
bers in 1940, Great Britain would have succumbed,

If Grect Britain had fallen in 1940, then it is clear either
that the United States alone would have been required to fight Germany,
expanded into the whole of Europe, or else the war would have ended in a
temporary stalemate while Germany did in fact integrate the industrial
capacity of Europe for a suprcme cffort to enslave the entire world, in-
cluding the United States. It is clear that the rocket bombs are the

-2-
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outstanding individual development of this war, and they have been de-
veloped by Germany. Germany is a dangerous and predatory antagonist. Un-
questionably, she must be restrained; if possible, educated.

The United States has done a stupendous job in the production of
minitions and war materiel. Its outstanding achievements have been the
creation and mass production of the flying fortress and other military air-
craft; the design and production of the jeep; the development and production
of the Sherman tank and other mounted armament; of trucks, tractors and
mobile equipment, and lastly the amazing design and production of amphib-
ious equipment.

But does the United States within the next hundred ycars want to
be showered with rocket bombs manufactured in great quantities by Germany,
and its peace and prosperity imperilled or destroyed? If not, let us have
faith in our own institutions,

The great basic political institution of Americe is constitutional
democracy, founded on the Anglo-Saxon Bill of Rights, as incorporated by the
Founding Fathers into our Constitution.

This type of government has now been tested by the American people
for 155 years since the encctment of the Constitution, and thereby has
proven that it furnishes a governmental formula under which peoples of
antagonistic races can work side by side, with industrial end politicel
harmony, and that these people who have come to this country from every
nation on the globe here have found peace, contentment, and fincnciel
prosperity.

In the meantime the residual people of Europe have continued to
quarrel among themselves, and with everyone clse. The rcason is that the
basic political status of these people is unsatisfactory. Cen they evolve
a satisfactory governmental status themselves? Probably not. Bub it exists
and could be set up for them to their great benefit, and also to the tre-
mendous benefit of everyone else, including the people of the United States.
The solution is known as constitutional democracy. It exists in that form
in the United States. It exists also in the British Commonwealth, notably
in Canada, Australia, New Zealand, and the Union of South Africa, Also, in
the form of & constitutional monarchy, in reality a democracy, in the
mother country, Great Britain.

It exists for many practical purposes in a few European countries,
notably Switzerland and Scandinavia.

But it does not exist, and never has existed in Germany, or gener-
ally throughout Continental Europe.

The origin of "constitutional democracy" is interesting to ob-
serve. It arose out of a custom of the Anglo-Saxon tribes to determine
their governmental problems in open meetings of the clan. They were not
subservient to & tribal head-man or king.

-3~
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These Anglo-Saxon tribes, during the fifth and sixth centuries,
conducted a mass migration to England. This was so effective that the in-
digent Romanized population was either destroyed or swept into Wales and
Cornwall, Its institutions did not remain to affect the Anglo-Saxons.
Therefore, instead of absorbing a Romanized civilization, they developed
in their country in the next thousand years, a complete system of govern-
ment and law, based on the so-called inherent rights of man. These prin-
ciples were exemplified by Magna Carta, by many statutes of the early parlie-
ment of England, and by the Bill of Rights Act of 1689, by which the English
parliament adopted the major tenets of the Bill of Rights, as incorporated
in the American Constitution in 1789,

Exactly the opposite situation occurred on the continent of Europe.
There Roman law, which had reached an advanced state of codification and de-
velopment, known in its present form as the Code Napoleon, constitutes the
prevailing law, It emanated from ancient Rome, which was a dictatorial
state. Its central principle was the exhaltation of the state over the in-
dividual, It is imperialistic and repressive; not democratic.

Search and seizure by a centrally controlled police force, and
other repressive practices havo beon routine on the continent of Europe
throughout the ages.

It was this fundemental difference in governmental practice to
which Jefferson referred in 1789, when he wrote to Mcdison:

"A Bill of Rights is what the people arc cntitled to against
every government on earth."

Freedom-loving elements of Germany and other countries of Con-
tinental Europe have emigrated to the United States for the past century,
and here found political freedom, contentment and the opportunity to work
out their economic security, which had been denied at home,

They accordingly became an integral part of the great body of
citizenship, leaving behind the burning antagonisms of their kindred and
people.

It is contended by many that freedom cannot be transplanted;
that it must come from within., But in forty years, from 1900 to 1940, in
the Philippine Islands, the United Stetes superimposed constitutional
democracy upon a depressed form of the civil law of Continental Europe,
and thereby implanted in an indigent people & love of freedom and democracy,
which led the Filipino soldiers of Bataan to fight, bleed and die side by
side with their American brothers. Nowhere else did this occur in the
course of the Japanese inveasion.,

If the people of the United States do not want a further and more
terrible world war, they must control at all costs, both Germany and Japan,
the two distinctly predatory nations.

The necessary procedure would be somevhat as follows:
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Incorporate an International Bill of Rights in the Peace Treaty,
and if possible, in the Charter of the World International Organization.
Thereby, proceed to establish the major principles of the Bill of Rights,
as a fundamental part of international law. At least this should apply to
all countries except Russia, and such satellite states as are to be in-
cluded in its orbit,

These provisions should include the "Guaranties", as well as the
"Freedomsh.

The fundamental "Freedoms" of the American Constitution are Free-
dom of Speech (or Freedom of Expression as it is sometimes called) and Free-
dom of Religious Worship.

To these should be added at least four guaranties: the Guaranty
of due process of law, or as its synonym sometimes is stated - the equal
protection of the laws; the Guaranties against unjust search and seizure of
persons and property, and against inhuman and cruel punishments. These out-
rages have been perpetrated for the last ten years in Nazi Germany to a
greater extent than ever before in modern political history.

Also, the Guaranty against the taking or confiscation of private
property for a public use, without just compensation.

Adolph Hitler rose to power in Germany by the confiscation of
private property to his own illegal use. This oppression has been flagrant
throughout the history of modern Germany. There is hardly a German national
who has come to find asylum in the United States during the past hundred
years, but might have stated his case somewhat thus: W"rhey confiscated my
family's property. I took what little I could save, and came to the United
States".

The abserice of enforceable provisions in the basic law of nations
throughout the world, against confiscation of private property for a public
use, probably is the cause of more political discontent of subjects of those
countries, than any other single cause. Let this difficulty be eradicated.

Every enemy country which becomes subject to the jurisdiction of
the Peace Conference should be provided with o written constitution of a
democratic type and its enforcement should be supervised by the United
Nutions for a sufficient time to insure both familiarity and complionce with
that form of government. This requirement zpplies porticularly to Germany
and Japan.

Furthermore, the attitude of the Christien peoples of the world
must necesserily be different toward this problem since the disclosure of
the Maidanck and other atrocities. It appears that these atrocities heve
been flagrantly perpctrated by Germany throughout the course of the war.
It is not salutary that any nation be permitied to continue & course in-
volving such wanton destruction of human life, either domestically or in-
ternationally »

In the name of humcnity these proceedings must be stopped, and
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if possible their motivating cause eradicated. Otherwise, they will debase
the moral structure of the entire world,

If human life is not sacred in one country, then that virus will
gradually seep throughout the world, It is our own lives, and those of our
children’s children, which we are protecting in opposing the type of govern-
ment which permits such violations of decency and the sanctity of man,

The penalty to fail to provide these safeguards is a further world
wals

Let the American people and their allies decide which they want:-
the necessary supervision to educate, provide and establish democratic govern-
ments in a democratic world, willing to follow governmental processes of good
will, or, in the alternative, to suffer the tragic recurrence of world war,

So far as Germany is concerned, the supervisory and educctional
power of constitutional government of a democratic typc should be substi-
tuted, as far as possible, for military force. But the military force should
be available, as long as it is required and until the German pcople give
tangible e¢vidence of conversion to democracy. There might be a rclapse by
Germany, even after the apparent acceptance of the tenets of democracy. But
at least until its principles have been overtly accepted, thc formula for
dealing with Germany must be militery occupation with edequate force, whcther
the necessary period be ten yecars or an entire century,

A United Nations Supreme Military Commander, as now contemplated -
very likely General Eisenhower - would be appointed in supreme command of
all civil and military authority. He would have the benefit of the advice
of the United Nations Commission for Germany - also generally as contem-
plated in recent pronouncement of our State Department.

The Supreme Military Commander, acting under his war power based
on military occupation, an authority long recognized by international law,
would issue a proclamation extending the main provisions of the Bill of
Rights and constitutional guaranties to occupied Germany. The proclamation
of President McKinley, of April 7, 1900 - prepared by a great statesman,
Elihu Root - by which these guaranties were extended to the Philippine
Islands, might be considered as a precedent.

The Supreme Commander would issue a proclemation dissolving, and
terminating all aunthority of, the German military staff.

The Allied Commission, subject to the overhead authority of the
Supreme Military Commander, would exercise executive and legislative power,
Then, after examining all available prototypes, it would prepare e consti-
tution for a German Federated Stetc, which would have one supreme require-
ment ~ it would be of a democratic type and would incorporate the Freecdoms
end Guaranties of the Bill of Rights.

It should divide Germany into separate states, and in this the
historical organization of Germany should in general be followed. But
Prussia should not be permitted to dominate the Reich as within the last
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century. Prussia should be divided into component states of a size some-
what comparable to the other historical subdivisions., All political affil-
iation between the several states created out of Prussia should be abolished.

The Supreme Military Commander should then promulgate the Consti-
tution of the German Federated State, as the supreme law of the land.

Constitutions also would be promulgated for each separate state,
in all of which,both Federal and State, the main provisions of the Bill of
Rights would be incorporated and provision made for executive, legislative
and judicial branches of government.,

This would be followed by the appointment by the Supreme Militery
Commander of governors for each state, thereby initiating the possibility
of autonomous government in Germany. The governors appointed should be men
of responsibility in their communities and men of good will, All Nazi af-
filiates would, of course, be excluded.

The judicial branches then would be set up and the legislative
branches as soon as practicable, In the meantime, the Allied Commission
for Germany would exercise necessary legislative powers., All these.functions
would be initiated under the overhead authority of the Suprcme Allied Mili-
tary Commander, who, by proclamations promulgating these procecdings, would
reserve authority to veto laws adopted by eny legislature, Federal or State.

The period of time during which the people of Germany would be
subject to these controls would be entirely up to them. The United States
maintained units of its Army and Nevy in the Philippines for .forty years,
but the physical control of thosc units during the last fifteen or twenty
years was chiefly nominal. The Filipino constabulary, established under
the authority of the Philippine government, took over the function of police
enforcement in the Philippines, It could be the same in Germany. During
the period of military occupancy, the police force would, of course, be sub-
ject to the overhead contrel of the Supreme Military Commander.

To provide an adequate judicial system all appointments to judi-
cial office should be made by the Supreme Military Commander. The courts
should then begin to function, EFEach constitution, Federal and State, should
contain the provision incorporated in the Statute of the Permanent Court of
International Justice, to the effect that the judge or court would be re~-
guired to write an opinion in each case. These opinions should be pub-
lished, following the American and British practice, so that the people at
large would have access to the operations of their courts. This would lead
to acceptance of the principle of stare decisis, the principle that previous
decisions on similar subjects may be cited as persuasive authority to any
court, thereby building up a system of case law or judicial decisions, in
the country.

It should be permissible, at the outset, for the Supreme Allied
Commander to appoint judicial officers from the United Nations, particu-
larly to Appellate Courts, or to the Supreme Appellate Court of the Reich,
thereby to insure adequate review of constitutional and other questions
until a system of democratic government should be adequately established.

7=
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The theory should be that the German people would be permitted consecutively
to take over these functions as rapidly as they showed a desire and capacity
so to do, ‘It is clear that German nationals in the United States have be-
come citizens of the finest type, and an integral part of our democratic way
of 1life, There is no reason why they should not do so in Germany.

However, it should cqually be clear that they will not initiate
this process. It must be initiated from without. They have neither the de-
sire nor perspective to do it themselves. In short, the German people with
their predatory governments running back into the dawn of history, have no
adequate conception of "democracy". They do not know what it meens. Its
working must be supervised until it is firmly established. In thot case,
the action of German nationals in the United States cnd the Philippine prece-
dent, show that any predatory country with a civil law background in due
course will espouse a system of democratic constitutionzl government.

This treatise, because of its limitations, will leave to others
the determination of what territory actually should be incorporated in the
Federated German democracy, and what parts with propriety may be put under
the control of adjoining governments., However, this suggestion is made:
that some of the major industries of Germeny, as, for example, the state
railways, the steel industry of the Ruhr, and similer enterprises manufec-
turing mmnitions of war (which activities must be denied to the Germen
people in the future), might properly be placed under trust ownership and
administered for an indefinite period under supervision of the Supreme Allied
Military Command, An able, two-fisted administrator like Mr. Jeffers, who
did such an excellent job in setting up our synthetic rubber industry, would
soon bring order out of chaos on the German railroads. Furthermore, all
elements of transportation and communications necessarily must be operated
under the complete control of the Allied Military Command, as long as the
occupation of Germany continues. The military occupation of Germeny must
continue as long as the world, under the leadership of thc United Nationms,
wants -~ and is determined to have - surcease from world wars, buzz and
rocket bombs fired at will into peacefully inclined nations, and other
atrocities perpetrated by a predatory Germany upon defenseless or long-
suffering humanity; or until Germany has become democratized, and hes
established a fundamental desire in the hearts of its people for stable
government of a democratic type.

It may be a long time before this is accomplished, or the time
may be shorter than anticipated. In any event, the result will be brought
about only by setting up such a government ond turning it over to the Ger-
man people when and as, but not before, they are willing to accept the re-
sponsibility,.

During the interval they will not be permitted to have a stand-
ing Army; a Navy; to manufacture munitions of wer, aviction equipment or
similar implements, vwhich could be turned to the uses of wer, with which
to subjugate their fellow man.

For this reason, it is inherent that during this period the steel
and other heavy industry of Germeny must be under Allied control. This should
be accomplished by toking such industries, including trensportation, under
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operational management and charging to such operations, first, the expenses
of the allied occupation of Germany; then with restitution for war damage -~
particularly to ravaged Continental countries, such as Poland, Belgium,
Holland, Greece, Norway, France.

If this system is adopted, it is possible that the world might
well be astounded at the relatively short time within which it would be
possible to set up an operating democratic government in Germany, and the
relatively slight use which would be required for armed force itself, to
control Germany, Japan, or any other predatory nation.

It may be added that somewhat the same procedure (but for an en-
tirely different reason), should be adopted for a depressed nation like
Korea, which thereby would be given the form and structure of a government
of constitutional democracy, to bes turned over to the Koreans as an autono-
mous government, for their own benefit, as rapidly es they should be able
to assume that responsibility.

Let the leaven of applied democracy, as used by the United States
successfully in the Philippines, be the formula for the regeneration of both
the predatory and backward nations of the world, for one great, all-control-
ling reeson: the democratic people of the United States do not want buzz
bombs and rocket bombs falling arcund their heads at any time whatever, and
do not want their economy and the peace of the world disturbed by another
world war, Also, it is obvious that it is cheaper and eltogether preferable
to set up an effective control over these predatory nations, coupled with
constructive education in democracy, than to fight unrestrained despotism
and unrestreined vandelism in recurring world wars.

It is clear, in any event, that one glorious end heartening com-
ment may be made: No further tutelage, restraint or education will be
necessary for the Philippines. The United States in 1900, immediately after
the acquisition of those Islands, having established a government of consti-
tutional democracy, that government has been made progressively autonomous
for the benefit of the Filipino people. The result was that after setting
up in their country a system of almost universal education, the Filipinos
themselves advanced in learning and civilization until they were able to
assume the responsibilities of that government.

Thus, by the steps teken by the American nation in its treatment
of the Philippines, a beacon light was estcblished in the principles of
democracy. And, with this guidance, by 1941, the Filipino peoplc were
conducting a worthy prototype of "government of the people, by the people,
for the people",

May it not be that these same principles cen be used to advantage
¢lsewhere, in order that, with our assistance and by the grace of the
Almighty, freedom and democracy "shall not perish from the earth"?
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January 16, 1946
Nemorandun for -

I have talked with Wolf and believe I have moderated him
somewhat .

I have read your proposed report and would like to make two
general comments; the first of which is that 1t seems to me that the
pages whioh give your position on the Mund are not foreeful, indeed
a bit weak, and do not marshal in one place the prineipal arguments

ainat the Fund, many of which are scattered throughout other parts
of the paper and arise from implication rather than direet statement,
and some seem to e omitted altogether,

Ag a practical matter, I think the Congressman who wants to
refreash hig memory about the reasons for the oprosition to the Fund
will turn back to 8 b« 7, inclusive, and let it go at that,
Henece these are vital pages.

Some of the basie reasons omitted in this place, or omitted
altogether, seam to me to be the following, and I am not sure that I
have not niso omitted some basie reasons ifuoh are not of a merely
captious or debating character:

1., You do not sufficlently hagize the prematurity of the scheme
and how inatead of being firat step, as Morganthau says in
Forelgn Affalras, it 1s the third or fourth, or last step. Indeed,
there is somargunem for simply postponing action on the Fund
pending further devel ts. A lot of things have hanpened in
the last few months ch have changed the nature asnd magnitude
of the problem,

2., The over-elaborateness and rigidity of the machin establighed
is bound to be vexatious in practice, particularly ch as it
18 inpossible as is attampted to foresee now in vacuo the problems
which will arise. As you have put 1t, men and not machinery are

what count,

3. Vhile you deal with quotas, you omit this point (the practical
argunent of which will to every business soman),
namely, that quotas have fixed for countries probably

really require more than
toz’annnen it may be
refloct tieal

have no need of them, and also fixed for others vho may need them
In

;

4. mmubnodonthanoth on to develop
wor is bound to develop anyway
and vhen oredit on in the world is likely to be too much
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5. T%olmnnt hpnoltlytmgnizn :hat ;i.\ilmr the United States
at least, a new con ng monetary oaophy, namely
rluetuating exchange rates within limite and tfm doctrino
that adjustments to meet unpleasant conditions are not to be
made by internal measures or corrections but by shifts in the
exchange rate. Whatever is to be sald for this new philosophy
it 18 a change An our basie historie oonocgtlon and Congress
must carefully consider whether it is in the best long ™un
interest of the United States. The essential requisite for
international currency stability is to have one astrong currency
of a great country which ig not considered mubjlect to change,
and that currency which can continue to be the world currency
is the dollar. In entering into the propoged eement, we are
stating that the dollar, 1like the other currencies in the Fund,
is subjeoct to a ten or twenty pereent change. To that extent
reflecting on its intrinele stability and, in addition, agreeing
that if any change should become necessary in an emergency, this
could only be made hy Congress with the consent of an international
party.

6. Before Congress adopts the measure it should be assured that the
same general interpretation is given to its text purposes and
objectives in Great Britain as in the United States, otherwlse
the possibilities of disappointment and irritation are evident.
The Congress should study the speech of Lord Keynes outlining
his interpretation,

7. Are the bankers prepared to state whether or not they honestly
believe the Fund will pot work over the long pull, or give the
desired results? If so, this should be sald because it is the
real heart of the problem. It is my personal view that 1t will
break down if adopted in its present form and if ever asked to
testify I ghall say so - but, of course, I cannot prove 1it.

8. One of the or defects of the global Fund approach is that 1t
is based on theoretical equality of all of the world's
currencies, which is contrary to the faet. The faet 1s that the
Fund will tend to be long of weaker ocurrencies and short of the
strong currencies, wvhich may mean that after dollars are exhausted
we shall be asked to supply more. The alternative of supplying
more under the terms of the plan is to permit debtors to take
discriminatory exchange measures against the dollar without
making adjustments in their own economic or social arrangements
which, according to Keynes, are exempt from criticism by the Fund.

9. The Fund explicitly pemits bi-lateralism and recognizes regional
currency arrangements and extended exchange controls, such as the
sterling area, whereas our aim is multi-lateral arrangements which
implies multi-lateral currency relationships.

You may not want to gover any of the foregoing points more
explicitly at the spot mentioned but I hope you will give heed to my
gecond general proposal and that is, to cut out the concluding para-
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graph., This weakeng the whole document because it is susceptible
of the interpretation that it does not matter much what program is

a ed. Don't you get the result by saying something like this

at the end of the preceding paragraph - "We have confidence that
Congress, after study and debate, 11 evolve a sound and constructive
p and the country's bankers will, of course, loyally support the
1.3.1“1@ in the form finally enacted"?

L.F,
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POSTWAR PLANNING v—-i)

IN SWEDENTY

I. The Postwar Economic Plamming Commission,

This Commission, under the chairmanship of Professor Gun-
nar Myrdal, was appointed in February 1944, It consists of
twentyone members, eleven of whom, including the chairman, are
members of the Riksdag, Besides these representatives of the
four main political parties, the Commission includes persons
representing indwstry and labor, as well as the chairmen of the
two organized groups that are parties to the labor market - the
Employers' Association and the Trade Union Federation; in addi-
tion there are representatives of the Chambers of Commerce, the
Cooperative movement, women's interests, agriculture, and the
exporting industries. Dr. Ingvar Svennilson, director of the
Institute for Industrial Research, and Dr. Richard Sterner, head
of the Economic Secretariat of the Trade Union Federation, have
been appointed expert advisers to the Commission. The Postwar
Planning Commission is not an executive body; its instructions
are simply to draw up the main principles on which employment po-
licy in Sweden may be based after the war.

I1I. Preliminary investigations.

Extensive investigations had already been carried out be-
fore the Postwar Planning Commission was appointed. These
investigations, mde under the supervision of the Ministry of
Finance, and in very close collaboration with private industry
and business, were purely fact-finding. The aim was to produce
data on the basis of which the Commission could later frame
policies for employment.

In view of the vital importance of the employment problem,

x Utredningar angdende Ekonomisk Efterkrigsplanering VII:
Statens Offentliga Utredningar 1944:57 - Studies submitted in
1944 by the Postwar Economic Planning Commission, and brought
up to date by the Swedish Legation in Washington in January.
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these investigations had to be conducted along very specific
lines. In the main they sought to answer two questions: 1.

How many workers will become available for employment in the
immediate postwar period as a result of reduced production in
the armament industries, or owing to the demobilization of
conscripted soldiers? 2. What are the possibilities of finding
employment for the labor thus released?

ITI. Assumptions as to the trend of business activity.

In order to be able to draw up plans the Commission had
to start out from certain assumptions as to the probable develop-
ment of the intermational business cycle in the years immediately
following the war, The first phase, considered as likely to
last six months after the cessation of hostilities in Europe,
is expected to be one of general economic stagnation. It is
thought that disorganization and upheavals on the European con-
tinent will prolong the present almost complete suspension of
Sweden's import and export trade.
A heavy boom, the consequence of reconstruction work
being started in Burope, is anticipated during the second phase.
There will probably be a substantial rise in Swedish exports,
the amount of the rise depending in all probability on the extent
t0 which Swedish businessmen are prepared to sell on credit.
Developments during the third phase will depend mainly
on whether the anticipated postwar boom in the United States
can be prevented from degenerating into a depression or not,
If a crisis develops in the United States, it is to be feared
that Sweden will once again experience a depression similar to
that of the 1930's,

Iv. Supplies of raw materials.

The trend of business activity in Sweden during the post-
war period will also depend, however, on the availability of
raw materials. Particularly needed will be supplies of the
three "strategic" commodities: coal and coke, commercial iron,
rubber, Indeed, stocks of coal and coke are absolutely essen-

e TS %igl if the productive capacities of Swedish industry are to be
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used anything like to the full extent. Sweden's ability to
maintain essential transport, e.g. of lumber from the forests
or of building materials, will depend on the supply of rubber.
Supplies of constructional iron will be necessary if building
activity is to be kept at a high level; and as will be shown
later, a high degree of building activity will be gine qua non
if full employment is to be achieved in Sweden,

As there is reason to expect difficulties in obtaining
supplies for some time after the collapse of Germany, the
Commission has recommended, inter alia, that the present ra-
tioning arrangements for raw materials should continue in force
for a certain period after the end of the war. It has also
recommended that the production of certain substitutes be started,
pointing out in this connection that it would be extremely
dangerous to assume that imports of raw materials from overseas
can be resumed immediately, Plans for acquiring supplies of raw
materials must be so adapted that the country will not have +to
face?postwar depression with its stockpiles practically ex-
hausted.

Ve Monetary policy.

There was considerable unanimity among the members of
the Commission with regard to the country's monetary policy
during the transitional period after the war. This should
aim at (a) the stabilization of incomes at their present level,
and (b) a gradual fall in the general price 1eve1.

Mohey incomes, andfggggzlally wages, are thus to remain
unchanged. A general upward trend of wages would upset the
price ceilings and could easily start inflation rolling.

To prevent rises in incomes during the last stages of the
war will be no easy task., The Commission has therefore stressed
the importance of taking steps as soon as possible to attain the
second objective laid down in the program: a general fall in
prices., The basic idea underlying the Commission's program is
this: Those groups in the community which have suffered a
reduction in real income during the war owing to prices having
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standard, not through an increase in nominal money incomes,
but through a lowering of the price level, In order that this
reduction of prices may take place at the same rate as the
inevitable decline in costs due to cheaper imports asnd to the
abandonment of the highly expensive production of substitutes
etc., the Commission emphasizes the importance of allowing
free competition to function effectively, If this should
prove insufficient, however, the Commission proposes that the
Price Control Board be empowered to reduce prices by order.
The Commission is nevertheless unanimous in the opinion that
price controls - and also the rationing of goods - should be
drevped at the earliest possible date,

VI, Trade and foreign exchange policy,

Sweden's predominant interest, the Commission emphasizes,
lies in free international trade. The Commission has, moreover,
clearly and definitely expressed itself in favor of the inter-
national stabilization of foreign exchanges, Sweden should
even be prepared to accept payment for her exports at relatively
unfavorable rates of exchange, if general stabilization would
thereby be furthered,

The Commission is of the opinion that Sweden should con-
sider the adjustment, upward or downward, of the prevailing
exchange rates only in two contingencies:

a, If a surge of inflation in the larger countries
should threaten to spread to Sweden, Sweden would then have
to increase the external value of her currency in order to
avoid becoming involved,

b. If a serious depression should develop abroad,
accompenied by a heavy fall in prices. In such case Sweden
might have to face an over-evaluation of her currency which,
until corrected, would tend to spread the depressive influences
more severely and directly to the Swedish domestic market.

VII. Exports.

Sweden thus does not intend to use the weapon of exchange
Dmmmdmrﬁmsggnipulation_in order to assist her exporting industries. Other
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ways of maintaining employment in these industries in times of
depress ion have therefore been considered by the Commission.
It has examined the possibilities of inducing private enter-
prise to keep on producing in such times in order ‘o build

up stocks., This line has been followed particularly with
regard to the first phase of the probable postwar business
cycle, the period in which for various reasons Sweden will
have very little possibility of exporting and when unemploy-
ment might be considerable, The method is considered feasible,
as it is anticipated that the demand for Swedish export goods
during the following period, when reconstruction has got under
way, will be so heavy that whatever stocks may have been
accunulated will easily find a market.

VIII. Investments.

A great deal of attention has been paid by the Commission
to the subject of investments, which after exports are the
other great factor affecting business activity in Sweden, But
whereas the volume of exports can be influenced only to a
very small extent by decisions taken in Sweden itself, the
possibilities of influencing investments are quite consider-
able.

The general objective of any measures designed to influ-
ence Iinvestments is declared to be the stabilization of such
gctivities in order to eliminate, as far as possible, the
fluctuations that otherwise always arise in connection with
the eyclical trends of business activity, A secondary aim
is to offset an incipient decline in exports by bringing
about an increase in domestic investment activity as soonfas
the trend becomes evident. The possibilities of increasing
the volume of investments during a business recession naturally
vary according to the nature of the proposed invéstments.

a. Public inves tments in build-
ings and works projects of
various kinads.

Digitized for FRASER Government measures to combat umemployment usually take
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the form of public works. Such activity has frequently, how-
ever, been in the nature of pure relief work, the social and
economic benefit of which has been minimal. Or else the
schemes have been so badly planned as to amount to mere im-
provisations. In either caseée the result has been a waste of
economic resources.

The Ministry of Finance has therefore-had an inventory
drawn up by the local authorities throughout the country and
by the State-owned economic undertakings, listing the various
useful public works schemes that might be resorted to in order
to provide employment in a crisis. The "investment reserve"
compiled in this way is to be the equivalent of about two_years
of normal investment requirements, but it is to be so carefully
prepared and minutely planned as to be capable of complete uti-
lization within a year. In selecting the public works schemes
particular attention is being paid to the ability of each pro-
ject to contribute rapidly towards 'increasing the national in-
come.

It is proposed that the task of coordinating public in-
vestments be entrusted to a new body called the Investment
Planning Committee. Regular reports on the investment require-
ments of State undertakings and local authorities will have %o
be submitted to this committee, so that investment reserves may
be successively replenished as they are drawn upon for putting
certain public works schemes into operation.

b, Industrial investment s.

The possibilities are much more limited when it comes to
leveling out business, and particularly industrial investments.
In time of boom, & businessman can hardly be expected to post-
pone expanding his business until a depression comes. Nor is
it desirable on the other hand, that industry should try to
anticipate, in time of depression, the investments it will need
to mke during the ensuing boom period: the rapidity of techni-
cal progress makes any such anticipatory action altogether too
risky.

Certain possibilities do exist however for leveling out
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industrial investment activities to a greater extent than has
been done in the past., Certain kinds of repair and maintenance
work, and also the construction of office buildings, for instance,
lend themselves to regulation in this way. The Commission is
examining the prospects of being sble to induce industrialists

to undertake voluntarily at least partial adjustments in this
direction. TPFor this purpose a special Investment Council, con-~
sisting of representatives of industry and government, has been
set up., Its task is to observe the trend of business activity
and make recommendations to indwtry on the basis of its findings.
In other words it is not a planning body endowed with executive
‘authority. It can only try to induce industry, in time of
depression, to make certain investments.

Other methods of influencing industrial investment activi-
ties during periods of depression have also been investigated.
Mention need only be made here of the various forms of incentive
taxation, i.e. putting.a premium, by way of tax rebates etc., on
investments made at times when business conditions generally are
bad.

ce Housing construction.

Unlike the plans for using public investments to combat
unemployment in time of depression, the plans for the produc-
tion of dwellings do not envisage expansion or contraction of
the building industry in accordance with the general employment
sitvation. The intention is rather to stabilize production at
a steady, high level. The objective aimed at is 45,000 dwell-~
‘ings per annum,

Whether this objective can be attained dépends, among
other things, on an adequate supply of coal for the building
materials industry and of constructional iron, as well as of
tires for trucks to transport building materials., If it can
be attained, the present shortage of housing will be remedied
in about three years, With the gradual decline in'population,
the formation of new households will then not be sufficient to
maintain dwelling construction at the ‘rate of 45,000 a year., It
will be necessary irstead gradually to increase the size of
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apartments from the present average of about three rooms (in-
cluding kitchen). But even this will not suffice to sustain
employment in the building trade. In addition, the demolition
of 0ld buildings will have to be accelerated, if necessary by
means of drastic measures. Otherwise the demand‘for new dwell-
ings will not keep pace with the high rate of production staked
out for the industry,

IX. Measures aimed at promoting consumption.

Government measures to combat unemployment have in the
past to a large extent consisted of capitai construction pro-
jects of various kinds. Caution must be exercised, however, in
using tnis method of attacking the problem. What happens in a
depression is that industries stand still. In many cases it is
irrational to transfer the labor thus released to jobs which may
even include the construction of still more facilities for indus-
trial production. Such measures may easily put the social
economic system out. of gear. It would obviously be better,
from many points of view, to keep normal production going.

The possibility of adopting measures to sustain consump-
tion, in combination with other means of combating unemployment,
has therefore been considered by the Commission. It is in particu~
lar the demend for durable consumption goods - furniture, refri-
gerators, electrical apparatus, clothing, etc. - which tends to
fall off during a depression. The Commission hés accordingly
examined the proposal to grant subsidies for special production
t0 help meet the demand on the part of la rge families for
furniture, clothing, footwear, etc., which they would otherwise
be unable to afford. Similarly stress has been laid on the
desirability of stepping up the mechanization of agriculture
during a recession, This would provide employment for the
machine, industry, portions of which would otlerwise stand idle.
The Commission has further proposed<that this process of
mechenization be encouraged by means of gqverxment-—subsaidized
discounts and other similar measures,
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X Compensatory measures in labor market adjustments.

Special attention has been paid by tle Commission to the
organization of the labor market, the mobility of labor, and
special training .arrangements and compensation for unemployed
workers. Measures under consideration include shortening of
dai 1y working hours during.a slump, and the coordination of
education policies with the general economic policy so as to
provide expanded schooling and training facilities in times of
unemployment. The adoption of specific policies for cash un-
employment compensation has been suggested by the Commission
in a special report, which recommends that compensation be
high enough to cover the minimum costs of a standard of living
that will provide for 211 the norml requirements of health and

nutrition., PFinally, the Commision has examined the whole
problem of adjusting social. policies to the gemeral economic
policy.

XJ, y_agious fields covered by sub-committges.

In order to deal with the various aspects of postwar
planning the Commission has divided up into nine subcommittees..
The following list of these sub-committees indicates the
various fields covered and illustrates the scope of the
problems with which the Postwar Planning Commission is ‘dealing:

0 Monetary and Foreign Trade Problems

0 Plamning and Organization of Employment

o Mobility etc. of Labor o Raw Materials
o

Expansion of Consumption and Housing
the Control of Quality Agriculture

Unemployment Compensation Control of Monopolies

o
o O O

Washington, February 1, 1945.
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UNIVERSITY OF MICHIGAN
ANN ARBOR

March 13, 1945

DEPARTMENT OF CIVIL ENGINEERING

Mr. Leon Fraser
President

First National Bank
2 Wall Street

New York, N°* 1

Dear Sir:
At the suggestion of Mr. Otis Peabody Swift,
I am sending you a mimeographed copy of some unedited notes

on "Meeting Our Postwar Debt." If you are sufficiently interested
I would appreciate any comments you may wish to make upon this

subject.
Very truly ym;().
; / UnXow

ohn S Worley (’f
Proflessor of Transportation Engineering

S/ N
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INIRODUCTORY STATEMENE

Vanting %0 know more about our postwar dedt, particularly
with reference $o the manner in which it could be paid, I thought a good
plan would be to frame a series of questions, answers $o which would give
me the information sought., In framing these questions I experienced a great
deal of difficulty in that in nearly every instance I was uncertain that the
questions would produce comprehensive answers. This was due $o my deing
not sufficiently informed, This led to a fairly extensive study, preparatory
to framing questions, out of which to my surprise I found answers %o my
queries. I now revert to my sarly situation oxcepting that instead of asking
the questions, I am presenting the information found, with the thought that
vherever it is in error a correction will de the ansver which I was firet
seeking.

I sm not usmindful that certain words may have been used in not
the most pure and technical economioc sense, however, it is my belief that
this in no way will affect the final conclusion,

It is hoped that whoever has occasion o read this memorandum
will point out the errors of fmy statement found, furnishing the correct
answer,

This memorandum is not $o be pudlished for fear of adverse effects

upon the Government's present plan for financing the war,
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MEETING OUR POSTVAR DEB?
I am not a real, neo, or pseudo economist, What knowledge
‘1 have of the subject is that of the ordinary citisen, vhose 1life is an
integral part of our domestic economy, Vhere sweh & phenomenon is 30 much
a part of and important to the individual's dally life, it would appear that
he would have certain fundamental understandings and it is from this view-
point that this paper is written,
Sovernmental Economy.
It apperently has been the thought of some of those who have
made and administered the financial policies of our national government
that they are analogous to those of private business, Studies I have been
able to make raise some question as to the accuracy of such conclusions.
It cannot be too strongly emphasised that a government possesses
20 or at least & modicum of wealth. ) Snoula someons call sttention that
in recent years the United States has invested in pudlic works and war plants
$18 to $20 dillion and possesses some $23 bdillions in gold and silver coinm
and dbullion, therefore the United States does possess wealth of some moment,
nay ve call attention that 10U s = U. 5. Bonds - still cutstanding vere used
as payment for these properties, Ownership under these conditions is not
evidence of government net wealth, |
() "The material wealth of a nation is its vheat, factories, railroads,
mines, forests, From the communal standpoint, money is wealth only in
80 far as it is made of metal, which is wealth as such." (Money. ¥a, T,
Foster and Weddill Catchings. p, 20)
During Vorld War I our "nation as s whole exchanged vast stores of
real wvealth - machines, ships, chemicals and so forth, used wp in the VWar -

for paper evidences of dedt." (Money, Wm. T, Foster and Waddil) Catchings,
P. 21) Under certain circumstances this might de considered wealth,
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Wherever a government enters into & transaction with another
it simply is an entrepreneur and the conviderations of the transactions
are 1n‘rea.11ty thoese of the citizens as national groupe, And where there
is & similar financial transaction between the Federal government and one
of the states or between the states - the same situation prevalls.

Where a government enters into some internal financial trans-
action in which all the people, or at least a majority are interested and
receive benefits, the funds which are necessary come from all or a majority
of the people. |

A government having no wealth of its own and having to meet a due
obligation it is necessary that it secure the funds from its citizens either
through direct taxation, a new issue of currency, or certificates of government
indebtedness,

Transactions of a similar nature wholly within a state seem to
fall within the same category, the characteristics of which are mmch dif-

ferent from that of transactions between two or more citizens.

Citizens, not governments, are the real creditors and

dsbtors,

From the 'forming it is seen that internal public debts are
quite different from those between cltisens.

Wealth can be created internally by making available or by the
development of the national resources, There is increase in wealth through
internal commerce. The wealth of a nation may increase through commerce

with other nations.
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Qax Nonstery Syatem. |
Adsd tted as pure speculation, however, it 18 reascnable %o

sssunse that in the begianing man sought end partoock sslely of the thiage
of nature as he found the needs of the day required. Once satisfied be
sbandoned vhat remsined of food or sy other coswdity, And 1% seems

Feasonable to assuse that a day oeme vhen having & resainder he &id not
vant, he exchanged with another for a Shing he 414 went, Here we bave,
in the embrye, the origia of private dusiness.

It 1s probable that certain ladividuals found themeselves more
efficient and preferred to devote Whelr emergies, extlusively to making
arrovheads, moocsssins, hunting sad fishiag, or special work which wounld
provide some of the wents of society. Doudtless in time conditions arose
and such special relationships were established between those who bdartered
regularly that & system of credit was created, In these $renssctions and .
the subsequent development of commerce it was found that persons would possess
& surplus of goods which were wanted by snother who 4id not have acceptadle
goods to offer in exchange, however a third, or fourth, or fifth party may
have possessed the particular commodity desired, By mumerous barterings
the thing sough$ could be obtained finally, however commodities passing
through many hands becane a cumbersome procedure which resulted in the in-
vention and ssthorization by the governmsat of money 'Z) which s nothing
more nor less than a convenient mechanism of commerce,

(2) The term money will bde used throughout this discussion, ia accordance
vith the everyday practice of dusinessasn, $0 cover not only all forms of
ourrency, bdut bdask credits u well, h bank credit is meant deposits
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Through neny decades of etolution we have finally arrived at

our present monstary system with its danks snd banking practices wheredy
numerous transactions occur without the physiocal exchange of goods or the
direct use of currency, G)
say sske payment for something he is purchasing fhrough an order (bank check)
on & bank where he has at a previocus date deposited currency or its
oguivalent. This system has grown until at the present time individusls,
companies and corporations have on deposit in the banks of the United States
as of June 30, 1940, something move than $50 billiom vhile the natiomal
currency as of June 30, 19%3 was a 1ittle over $25 Billon, It is this
banking system wvhich has made possidle the enormous development of commerce

vith a small fssue of currency.

Ia lien of darter or payment of currendy one
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The collection of taxes by the governmeat and the payment of
governaent dedt evidenced by boads or otherwise, ie done, as a rule, through
our present monetary system without the actual use of currency. It is,
however, absolutely necessary that the tax payer have credit units oa
deposit in the Dank at the time be gives an order to the bdank to pay %o
mmtm.mqg-m. Upon receipt of the order the
mtwuammhthdm
government's account, The govermment ia tura iesuss a voucher to She
ereditor citisea sing the dank to pay from the government deposits
the amoun The creditor oitizen in turn deposits the
governnent certificate im the denk to his own oredit - at no time is
currency actually used, It is sdeolutely mecessary, however that the
taxpayer have money on deposit in the bank prior %o issuing his certificate
of payment to the goveraaent, In turn it is necessary that the government
Bave on deposit with the bank the amount of 1ts certificate issued to the
oreditor, Ma—perment of toe tadebiedness,

Noney i & valusble tool for the distridution of productiea,
It provides & flaxidility %0 our domestio coenony permitting & freer snd
Sreater opportunity of choles in the scquiring or disposing of goods snd
services. Gold or silver, a4 %ola or dullioa, particularly gold, has dus
1ittle intrinsie value.
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e Velooity of Monsy.

One element vhich greatly influences the national income is the
rate of flov of money into the Customers' hands whiloh they use for the
purchase of conmumers' goods, The velocity of money is not dspendsnt
entirely upon the purchase of consumers' grode, HNoney may be used for
some other purpose as in the late 1920s when there was unprecedented
Srading of ssourities on the stodk market. Ia this case there was a rapid
vslocity of money particularly in New York state, which, however, 4id not
contribute in any way to smployment and the ngtional ingome, Bank olear-
ings under normal conditions are indicative of the velooity of money,
For the years of 13939 and 19%0 these were $290.2 amd $296.6 dillien
Tespectively, which spproxisated a turnover of five $imes per year,

¥here money is collected as taxes by the state or federal
government to maet long Serm indedtedness this tende to greatly refuce
the velocity of the money used, The citiszen knowing thet taxes must e
paid on a oertaln date, acoumulates and hoards the mecossary funds to
some extent., There is & lepes of tine Detwesn the date when the govern-
ment recelves the funds snd the payment to the ciSisen creditor, A ocoa~
sideredle portion received By the citisen oreditor will e held as savings,
For the ressinder thers is & constideradle lapes of Sime from the date be
Teosives 1t wntlil be retwme 14 % our stresm of profustion, If the
“ctdmwmm«:utat-pmnuuﬁo
velogity of monay reduces the nsticnal income sad profite, and unesplogment
is increased, -
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Where money is collected as taxes which is paid to citizens on
relief, this ie used at once for the purchase of consumers' goods in which
case there is no slowing down of the velocity of money or a later reflection
in the national income. Relisf expenditures are carrent cost which should
De met as . of the time incurred, otherwise the national income of later years
will be affected,

Money collected ms taxes %0 mee? normal annual government expenses
will return at oncs %0 the stream of production and will not slowv down the

velocity of money,
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The Nature of the National Debt.

A national debt is usually incurred where & country is engaged
in war or an unusual expenditure for large public Qorh or for relief
during serious depression., As a result the debt may dbecome of such mag-
nitude that great difficulty may be encountered in its later liquidetion.

A wasteful unsound financial policy may lead 0 a national debt of a size
causing financial embarrassment,

Expenditure of public funds, as a rule, are non-income trans-
actions and in the case of war may be considered expendables as of the year
incurred. A sound financial policy requires that current expenditures de
made from current income,

The parties of interest in the national debt are the creditors
and the citizenry collectively, as the debtors, the government, acting
through its official representatives, as an entrepreneur, The debt may be
external or internal., If the debt is external the creditors may be the
citizenry of some nation with its government as the enti-cprenm or indi-
vidual citizens who have made loans direct, Should the external debt be not
liquidated according to its terms, an attempt may be made to collect
through military or other forms of coercion which may utmtély lead to war,
the success in the collection of the debt depending upon the final outcome
of the conflict.

An internal public debt arises where a certain group of citizens
have become creditors to the citizenry as a whole, the government through
its authorized agents bDeing an entrepreneur,

War expenditures are total losses, payment of which is often
deferred to some later date, It is more realistic to say that all war

expenditures - total losses - become immediately the debt of the collective
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citizenry. Where curreat payments for the prodnctséu of war matériel are
.internal, the citizenry enjoying apparent prosperity, this can be said to
be nothing more than deferred paymente of losses. War prosperity is fleeting
and if war is continued it will eventually bankrupt the nation,

The following abridged table shows our national debt from 1791

to date.

PUBLIC DEBT

, UNITED STATES
Year ] Per Capita Year Amount Per Capita

(000 : ~(000)
1791 $ 75,463  $18.55 1900 1,263,416 16.56
1806 87,000 13, 1910 1,146,93 12,69
1812 45,000 5.83 1915 1,191, 11.83
1816 127,334 14,90 1018 12,243,028 115.65
1835 .937 0.02 * 1919 ,482,034 246,09
1861 2.81. 1920 ,297,918 228,32
1866 e 32 35 63.91 1925 20,516,272 177.82
1870 3 63.19 **1930 16,185,308 131,38
1880 .090. 41,69 1935 28,700,892 225.71
1890 1 122,396 17.92 1 42,967,531 3 .:2
*#21950 agg,ooo.ooo 2,134,

000,000 2,845 62

® High following World War I
** Low following World Wer I
*#% Estinmated

Government borrowing to meet the capital cost of a revsnuee

earaning property vd;l in no way affect adverasely a government's finances or
1ta ability to ment its dedts providing the annual earnings Justify » the cost,

Digitized for FRASER
Ep J/lfraser.stlouisfed.org/ o
sderal Reserve Bank of St. Lou




Fiscal Matters.
A brief reviev of the manner ia which the present war is being

financed may Do of some ald in & detter understanding of our postwar dodt
probleas.

At regular intervals the govermment offers for sale a Gertain
ssount of war Yonds, Haviag disposed of the saxizus ssount possible o
private individuals, insurance cospanies, trust cospanies, and other private
corporations, the mnseld resainier is dslivered to the danks, the government
receiving crefiit as deposite the current valus of She bonds. Frem theee
deposits the government moets currest war expeadisures, DPefore these
Qepoeite are aatirely ased 13 amother wor loam 15 2egeiinted, This results
i the flonancisal slatesceetls of the Daaks thowlng st Lcovease 13 sssedn cod
ia liadilitles, Shoull a eituation arles wherely the bPaaica woild net De
able to meet the demands of thelr private depositors the danks may preseat
& part or all of the bonds held, %o the Feleral Feserve Pank, sdisk 1% has
mthority to purchase, Yy laralag felersl resdsve 20tes, Thie latter, of
oouree, is a direch sdditioz %o our saxrezdy, resuliizg ia inflatica, Te
Serise T Ycads parchased by individuals eay Do takea $c She Danks at any time
a2d cashed at thelr current valas, 411 othaz Bouds Dedd by indiriduals,
traad cospaniss, fasurasce companies, and ofker privats durporetioas, will
208 de redsomsd By the Sovarnien’ 2atll thelr dus date, I the Sovernmong
8% any ties finde 1% Das nelither Jurrsasy po¥ ovedis o mss?l she obilgation
L% san 49 40 By a ralesie of dondas,

Ia addition to fuade odtained as deove dhers Ls nay (15%W-45)
Palag reintel and famaed, paper ourresdy ub an average rats of tsoo.ooo,ooo
per acuth,

An interesting situation in comnection with our fiscal affairs
is that the billions of dollars collected for old age pensions, social
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security, and other similar items have been used for current general
expentes or conduct of the war, The trustees of these funds have been

_ &lven government bonds in lisu of funds, When the time arises to meet
their obligations the trustees, having no assets excepting goveranment
bonids, must sell them to the public, the interest and principle of these
bonds bdeing paid through curreant taxation of the general public,

A great deal has been sald sbout paying the var debt from the
profits of a large national income () ranging from $140 to $200 dillion
per year., In the liguidation of war bonds from such annual profits, only
a small part received by the oreditor will come back into our stream of
annual production; sb3d other will be held as savings from which it 1s im-
mediately evident that for the national income of the next ysar to sgqual
that of the past, capital assets will have to be used, This might continue
for two successive years but eventually thers would be & drop in the
national income., From this it appears quite obvious that the people of
& nation cennot have an income from operations = preduction and consumption -
which can be drawn off through tazation to meet the postwar dedt, The in-
come of everyone in & particular year must de used the coming year to pur-
chase the production of everyone else otherwise thars is 2 fall in the
national ingome,

) "National income may bs briefly defined as ths returns to the people
during a given year for the work they do and for the productive use of
property or capital which they own," - all the “forma of income as income
aocruing to individuals and the combined total for a given year as the

national income, This conforms to the usage of the Department of Commerce.®
(Postwar Eational funcome, Joseph Mayer. 194%, pp. % and 5)
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In 1492 there was contalned in the now geographicel doundaries
of the United States all of 1its present natural resources which ars a part
of our today’s wealth. Our remaining wealth consists mainly of natural
resources which k. ve been processed and orgsniged into a domestid sconomy.

From 1492 to 1944 over & period of 452 years our wealth increased
from nothing to T °  $350 billion, From 1940 to the end of the war, or
until the end of the reconversion period, say 1950, our national debt will
bave increased from $43 to $300 and possidly $400 dillion, $400 dillton as
the probable smount is now being mentioned by some economists and political
scientists, Since 1786, when the United States was orgeniged, to date,it
has never been frees of public debt, However, in 1835, the national dedt
wvas reduced to $37,000

Nowhere in bistory is it recorded that any government aver paid

& large war debi, 14 Le phyeiceily impossible,

The average aamual inorease in bank dsposits might de thought
as being avallable %0 meet & dus dedt. This inorsass, for twenty-ons years
1920 to 19%0 inclusive, averaged oaly $1.5 bdillica per year. This ies sufficieat
to pav only one~fifth of the annuasl interest %o say nothing of reducing the
$300 to $400 billionm.
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The large annual inoresss is bank deposits for the years 1941,
1952 and 1943 over preceding years ie strong evidencs of & previous state-
ment that wvar prosperity was only spparent and not real and that supposed
profita enly represented current wapaid war costs,

During the period 1936 %o 19%0 inclusive, the average federal tax
oollection was over $12 dilien & year, vhich falled Yy nearly $2 Millios
por year % meet sanual governsent sspenditures, Takiag our dedt 4t the
oloss of the war as $300 dillion &t an average intereat rate of 2 perceas,
%0 amortise the prineipal in 30 egual snnual payments and meet the samual
interest would reguire $16,283 millice & year. The interest alens would
smouat to $7,500 mlilion & year. To this sdd the average snomal Sax
collection necessary to meet average aanual normal government sxpenses
for five years Just preceding the war ws have an annual postwar Sax burdea
of $30 dilllon, This does not reflect any large expenditura for unemploy-
ment which may follow this pressnt world ocatastrophs, neither does it in-
elunds large sume which it is proposed %o spend for additional social
security, sanitation, health, education, snd other desiradle items, There
ars other fiscal factors of lees amounts snd importance which have deen
omitted Wul LL ia theusnt thag Wlll ZLIssmtmedely belanis sadh other,

A postwar dedt of $300 billion smounts %0 an average of $8,500
against every family in the nation, rich aad poor, high and low, black
and white,

The vinning of the war bdelng parasount to our political and
economio existence, no guestion can be ralsed with reference to oy lod.u—u
expenss necessary thereto, It is hoped that the waste will de held to the
minimum, Next %o vinning the war, a matter of great importance to the
average citisen is meeting the public Asd{in the postwar period. A number
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Reparations.
Production ia peace time hae as 1ts sole objective the pro-

viding society with food, clothing and shelter, Whare there is an over-
proau;uoa of a partioular comwdity 1t is for the purpese of export to
obtain a good wanted, There Gan Do no other use of overproductioa,

The world's profuction in the long run has never exceeded 1i%s
consumption, It is sald upen good suthority that two-thirds of the world's
population 1s alweys hungry and in our own country it 1s sald that nearly
one~fourth of ocur population is never without hunger,

Iin order for the enemy %0 meet all or a part of our pudliec dedt
through reparations 1t is nedessary that this smount de taken from his
Wuu. T™hie would have %0 come primarily from USermany whose Mntion
will probably not axcesd 90,000,000 persons, To pay the reparatiom wuld
mean that Germany muet have & surplus of prodmotion over the meager nseds
of 1%e pecple, We will demgnd prodably that reparetions bs paid in gold
for stherwise Af pald in goods 1t would de necessary for the United States
to market the goods prior %o having funds with whioh %0 meet annual debt
service and retire our $300 Bllion dedbt. It would mot seem reasonsble %o
sapect that Germany 1f she ware able to have & surplus over her consusption
could find & sarket vhere she could ssll for gold with which to meiks repars-~
Sion paymente. Attention 14 oslled that in most of the countries the
paynens in cuwrrency for forelgn purchases or the mmpert of gold by private
iadividuale 19 prohibited,
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- At the closs of the war our enemies will probadly de dankrupt,

They will have no wealth with which to meet reparations and their internal
dedt will De #0 g£reat 1t is %o be expected it would be impossidle to umo.
funds by any form of taxation or bdond issues, and if they 414, gold necessary
to make payments would not be avalladle,

After the last war Germany vas not able %0 meet the reparation
payments and our allles 418 ot repay funds dorrowed froa us,

It would sppesr physically impossible for ouwr defeated eneaies
$o contribute material amouats Sowsrd the ligquidation of our $300 ®llion
war dedt, naither can wa expect the payment of debts owed by our allies,
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Iafiation,

with inflation (37 comes the devaluatiom of national currency.
This means that a unit of currency will purchase less or the opposite
thereof being that prices are higher, As inflation advances, prices of
labor, goods, and services, advance fairly uniformly, Contract obligations
mafde prior to inflation are met in accordance with the terms thereof, no
ooneideration being given to the change in currengy values, Creditor
citisens are pald with devaluated currency, As iaflation progresses and
there is a dovaluation of currengy it can readily be seen that the publio
dedt 1s ecasily liquidated, the creditors thereof being heavy losars,
Following the last Werld ¥ar shen inflation got eatirely out of hand in
Geramany, that oocuntry found no Aifficulty in liguidating its internal dedt,

Looking at it from & narrovw viewpoint it might be said that
from the standpoint of the genersl public this would be advantageous,
bowever from the standpoint of the citisen oreditors 1% would de disastrous,

(%) Inflation a8 used ia this @lscussion denotes auy inoreass in the
volume of money that Ls accompanied by the rise im the genaral price level,
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Bepudiation

Repudiation of the national dedt simply mesns a refusal of
the national goverament %o meet its obligation, As a rule wvhere a
situation of this kind arises 1% comes about by the demies of an old
government vu& the organisation of a new one, The naw takes nossession
of all the assets of the old, satablishes rules and regulations advante-
geous to 1%s 1declogies but rejects all liadilities of the old, This was
the situation iz Bussia following the last World War when the old Czarist
government was replaced by the new government, The mew refused % recognise
or liquidate any of the dedts of the ol4,

I% 4ia sesy %o comcelive that a ponderadle public dedt could become
%0 burdensome &s to Decome & serious handicsp or an adsalute barrier %o
sconogio recovery. Commerce sight De greatly benefitted by repudiation,
Producers balag free of heavy Sazation would bs in & position to move forward
towards building nev bDusingsess vith large production snd markets, Whare
She 4abt vas solely internal repudiation would not csuse any loes in sational
wealth but would be & rediatridutios of exigting wealth,

Ose bad feature in comnaction wvith such & proposal 1» plaating
vithin the sinds of many thet public and private debte could de repudisted
whan 1t vas 80 longer gomvenient %o make payments, Sush a program aad
sttituds is sot in kesping with high character, vhich is necessary %o a free
people and & lasting goversmens.
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Refunding.

1% has been suggested that no attempt should de made %o
ligquidate the public dedt and to meet this situation that there do
fregquent nhnunp wvith a reduction in the intarest rats at sach m
refunding, BEventually the bonds themeslves would @screase in value until
they could fimally be liguidated, This program over a long peried of
yoars would be equivalens to slow repudiation and would causs less
herdship then repudlation e inflation, '

¥ar Bonds ia Famment of Zaxes.
Thers 1s another possidility of meeting the national dedt
to which attention is called, The war bonds have been rather widely
distriduted., If a program ocould be adopted with a provision that a part
or all of the annval Saxes for the purpose of mesting the national dedt
be paid in war bonde, & situation would then be ereated wheredy war Sonds
oould be scoepted for taxes, This would not reguire currency to msed the
amount of taxss assesssd for the war dedt, Careful study might develep
the practicadbility of & dlsecunt iz taxes to all those who pald the same
in war bonds. Tazes for othar governmental purpesss, of course, would bave

%0 be in currenay,
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Inheri tence Taxes. ,

The sppropriation of a large part of the estate of deceased
through inheritance taxes would be another means of liquidating & con~
sideradble portion, if not all of, the war debt, This comdined with one
or more of other suggestions vhioh have Deen made might provide a solution
$o this structure, It would result in a redietridution of the wealth
of the nation the same as every other proposal %o meet the dedt through
iaternsl reveaue. ;

gm%awm

Another proposal for ligquidating our war dedt provides that
each year n billion would be paid, Such a progrem would require & pericd
of 300 years to liguidate the whole dedt, Interest during this period at
the low rate of 2 parceat would smount to three times the smount of the
principle. The Aserican pudliec is a people who o mot look kindly wpon
sither largs unliquidated private or pudlie debt aad would doudtlessly
reject such a progrea. Further, the demsnds of the future, including the
Possidility of snother war, meks questionable the desiradility of such &
plan,
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Liguidation by Repudiation Through
Fixed Annuel Inoremsnts.

Just the opposite of the foregoing is found in the suggestion
that beginning immediately at the close of the war, a program be adopted
whersby each year bonds in an amount of $10 billion be redesmed with a
special type of currendy, which currenoy would be legal tender for a period
of only ten years, By this protess, the whole dedt would be liguidated

within 40 ysars.

Bonds With No Maturity.
One way of meeting the dilemma of an unprecedented national
dedbt would de to refund tne whole dedt with bonde of no maturity date

with a low intereat rate say of § of 1 percent. The Eritish have

& similar form of certificates of indedtedness with i averags interest rate of
2§ perceant,

Sugh a progedurs would provide in perpstuity some income for
the holderas of the bonds, It would relisve the eitisenry of a burden
which it would appear they could not carry and would be an incentive %o &
prosperous domestic sconomy and full employment. Such a program should be

sufficiently coatrolled as to mot permit undue inflation.
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I% 10 a popular concept and generally acoepted that, vithous
iaflation, the pestwar national 4ebt csn %e paid from the profite of an
ennual national iscome of $150 dilliea o $200 Billien, Such & large
national 1inocoms, of course, contemplates & large production which will
B¢ marketed elthesr abrosd or intermally.

The dagres %o which our production can de sarketed in any
foreign country will very largely dspend upon the smount of goods its
merchants can sell us which prodably will be wpon a darter and exchange
basis. Vo will mot be able to dispose of these goods for ourrency which
48 necensary in meeting domestic Saxes, The sale of our production in
foreign markets from which funds will ultimately be realised with which to
pay the postwar dedt does not appear %o have a great desal of prodadbility.

Internal commerce consists of the production and sale of goods
snd services, This cocurred in early times, as has desn pointed outs,
Shrough barter and exchange, which direotly or indirectly is the dasis
of all presant day transactions, This process has been made more flexidle
Shrough our monstary systea,

The usual current procedure is through sale, not bdarter or
exchange. The procesds are deposited im a dank from which funds are
drawn to meest the ¢oat of produotion, Any sarplus is profit. Necessary to
this procsdure must de & market repressenting the purchasing power which
comes from the production of elither goods or services, from which we see
that for each wolume of production, goods or services there mast De another
equivalent vaolume of production, And where business transactions are throyh
ths convenience of our monetary system thes profits do not remain in the banks
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as dsposite, They move on to purchass the sarplus (profits) of some
other production, Frofits pass from goods and services o oredit unite,
daposite in the benks, dack to sayplus of preduction. This is necessary
that sach produser say de adle to dlsposs of his surples produoties.
¥hare ve have Lnnuserable dusiness Sransactions the prefite say rest in
She banks Tor & Brief interval of Sime vhich may make 1% appear that a
eredit suzplus (profis) may be avallable with which % pay Saxes,

The iatersal purchase of smy prodastion is by fuads from the
sale of some other preduction whereby there 18 no surplus funds for tsx
peynents. The profits of the produders as & group coms from the consumers
o a group, In opder that the commumars purchase an equal amount for the
coming year all they paid ocut this current year suet de returned %o them,
The production and sales are equal and ia balance at all times, This can
be sald to be & Sruism, JFrom which 1% is guite odviows that evem with a
large national imcome dus to large productien where there is mo inflation
Shere is no surplus funds with vhioh %0 meet & large war deds by tax assesaments,

It may be alaimed that such & comolusion is fallacious for the
reason that at the pressnt time governmeats 4o assesa taxes against
Gitizens for normal annual expenss, The answer to this 1s that Saxes paid
o governments %o meet norsal annsual expeunse £0 largely to individuals as
salaries and expenses who use thess funds for the purchase of services and
products of others returning the money %o the current etream of production.

And vhare Saxes are pald from profits which in turn go %o meet
she postwar dedt, only a small part of the payments return immediately
%o the stream of production of goods and services, This results in a
reduction in potential national income. The creditor citizen largely
invests these payments in fixed assets or keeps them in some form of
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w.umna situation .nnm.lm:amot
u-omldmmomﬁtﬁidt.m.muomm
is largely paid to the national governmens, it is only necessary %o call
attention that the profits of these concerns bave bDeen 00llected from the
domestic purchasers and 0 far as the natioa is concerned no profite bave
accrued, In our system of private enterprise certain concerns do sam a
larger profis then others sad we have adopted an sconomic program wheredy
mmumtmm’dtuﬁouuom.mtnwuh
used to meet the normal gevermment expenses, It 1s, howsver, @ifficult
o see where sufficient funds %o meet the postwar dedt can be obtalned
from wach & souroe.

The foregoing should not be taken as & suggestion that theee
saterprises vhioh are fortunate smough $0 axperimsmos excess earnings
should not b heavily Saned., Whis is a plan for squalising good fortune and
nm—uouummmntmﬁmuuuputm7
iadividnale receive 2o reward for courage sad adility. ;

¥ar matériel sad services are cospletaly destroyed, which makos
possidle the demend for sore profuction, constdiuies nothing more mor lese
than iaflation and LF She war v 4h ite destruotion lasts for s leng period
our domestio sconeny will e affected sexiomaly. It should mot be over-

: locked that the appareat prosperity during the war period ie fallsstous
and that wvhen individual siilsens appear %o be prespercus it Ls dus %o
“““MUDMM&‘“&QQ&”\
thelr share of the war coet.




There are two sver present fatters i2 connedtion with the nationsl

income -~ produsticn and consusption ~ which are, or spproxisately are, in
balance at all ¥Mases, If shere is productios in axoess of consumption for
any one year the smployment and natiofsl incems will be high for that year.
W.M.umﬂumhmamuh
sx0ese producticn snd the astional 1neoes will be less. If there 1s an
underproduotion thes the wents and nesds of scclety are not fully set and 18
can b sald, as & mule, there will 20% De a saxisun ssployment, Rployment
and the national income 1a in direst propertion %o production,

Theee who have dlacussed the gusstion of unsmployment as delng
directly related %o the national uuuhm’wuéncqlnu wpon
preduction as the corrective, Wish them all wassployment 1s due %o under-
- production, !0 then production or .ﬁou sdainistering our opration, possess
some kind of .smipotencs capable of providing full esployment regardless
of the amount of consumption or other faotors of cur domestic sconomy,

A prelisinary study of this subjest indicates that thoss with
mxmmu.'mmu:ummurum-ur
consumption equals thelr incoms, But as their income inoreases, consumption
$0 income is on 3 dlminishing ratio, Thias results in all sammings not
being returned %o the stream of production which tends o reduce the
sational income and create unsuploymens. It would sppear that isstead of a
study of unesployment bdelng made frem the viewpoeint of the production it
is more logioal %o spproach this subject from that of consusption and
endeavor to detersine & proper bBalance Betwesn the two, which will yield
the maximum employmeat, Facilities are avallable to produce any amount
vhich can be oomgumed,

d for FRASER 58
raser.stiouisfed.org/



Governments as & rule have no or but a modicum of wealth,
and no eppreciadbls income sxoepting as obtained from taxation of its ;
citigens.

Citizens, not governments, are the real creditors and debtors in
all government transactions.

High national income wnhéut inflation ie desirable in providing
large employment and a higher standard of living. |

Anf socumilation of money, land or goods from war production
io)runt. only unliguidated war dedte,

The annual amount nacessary to meet the dehd asrvine and provide
for emortization of a reasonabls part ¢.>f the war debt is so largs that
liguidstion throﬁgh noraal taxation appears impossibls,

The colleation of taxst to mgpet current governmental expenss has &
mach different affect on our domestic economy than taxes collected for
payment of interest and principel on bonds which were issued in paynmit of
soms former undertsking such as war or extensive public works.

The monsy pald as taxes to meet oniront government expenses 2as
bigh velocity in returning to the stream of production dut money for tixes
which goes $0 pay the war dedt will have a slow velocity. The people wiv |
receive 1t will need only a small portion for ocurrent needs of foad,
clothing and sheltar; the remainder will be held as savings or otherwise
which will have a u.tnriul effe0y upon'roducinc the sise of the immediats
national incoms,

Our national debt will probadly reach en amount of $300 to $400
billton by 1950,

The annual intarest on $300 dillion at 2§ percent amounts to

‘70”’!“.“0
1t took U452 years for our %otal national wealth to rsach 1ts




xnulmmutuui debt may exceed our national wealth,

To meet the debt servics and emortiss our mationsl debt within
30 years would require en annual smount of $30 billiom,

The largest interest payment on the United States public debs
prior %o 1938 of $1,055,423,690 was paid ia 1923.

Our sational 4sdt following World War I reached a pesk of
$25,03%4,000/1a 1919,

MWQuthtuuﬁuMth
$1,18% 050,007 vhich occurred ia 1920,

1f $10.0 dillion are diverted ansually from our stream of
produotion to maet the intarest and smortiss tha war dedt the velocity of
the sum vill be reduced from five to one sad the mationsl incoms will de
less by some $40.0 or $50.0 billdea,

- All funds collected for old age pensions, so0isl security, eto,

_lovohc.‘udhuﬁmlmﬁ.lwm. The odligations
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Our sxport Dusiness bas always besn ssall so there 4 1ittle
foundation for the bellef Shat any matorial part 6f our nstionsl deby
aan be obtalned from that scarce.

Beparations from She snemy Caunold bs sapected,

losns % allies will protadly never bs paid,

Blotery &ose ot dieclose my guvermamt ever haviag bess
shle %o pay & largs war dede,




The theory that funds to mee$ the war debt omn be obtained
from the profite of a large mational inoome of $150 dillion %o $200
bllion by taxing all or nearly all commercial eaterprises, sppears o
be fallacious, Our domestio esdonomy with i%s monetary systen snd scheme
of taxation is such that if & high national income 12 S0 be saintelned,
there are no physical means wherady profits can be used to mest ths post-
..tubt. ﬁom\hmtﬂmtwthm(hc-mnuofs
high nationsl iacome 1s the 1mpoesibility of diverting fands from cusreat
Prodaction vithous & refaction 1a the ianediate fatere astical 1ncoms.

Thoss who have proposed axtensive prédustion as a solutien to
suploynent have never Desn sble So present the detalls of any plan which
would work, The conclusion appears fallascious,
| ™ conewsption 0sa equal an smount o produce & nationsl incoms
in excess of $100 billton, witheut inflation, for the decads follgwing the
end of World War Il te guestionsdle,

‘ The 11quidation of the var dedt by sny latermal messs Pewslts in
& redistridution of the weslih of the nationm.

A1) Whe evidence indtestes that the 1iguidetion of enr pestver
4sdt cen only ceenr through some form of repudlsties,

To refund our natienal 4ad% with notestariang certifiostes
of 1adedteduses ¥ith & low rete of interest sy bs tha best vay to wsive

our 4ilemza,




American Bankers aAssociation Releused subject to delivery before
719 - 15th Street N. W, House Committee on Banking and
Washington 5, L.C. Currency scheduled for

From: Lester Gibson ‘ Thursday, March 2z, 1945

Statement ¢f Ww. L. Hemingway

President hercantile-Commerce Bank ana Trust Company, St. Louls, Missourj
Past President of the American Benkers Ascociation and member of its
Executive Ccuncil, chairmen of its Advisory Cominittee con Specicl Activities
and member oi its Committee on Treasury War Borrowing, befure House
Banking and Currency Committee, iarch <2, 1945, on H. R. 2211, The Brettcn

ivoods Agreemrent Act.

Mr. Chairman and menmbers of the Committee:

It seems tc me that the conly peint at issue 33 connecticn with the Bretten

i

Wecods prupesals is one of method. We wre all aiming ut the same target but some

cf us believe that we should go wne rcoute aud (thers prefer anciher way. IT it

is just ¢ matter of technicalitics it would not be necessury to iupese upen ygﬁr
time, bul the differences are nct mere techniculities, they are fundamenéal, we

believe. For that reason I want te present te you cur views abont the Interna-

ticnal Menetary Fund. In crder tc explain t. you cur understanding of the Fund

I would like to¢ use «n illustration:

Let ue assume that we are visiting o clearing house in cne of cur large
cities. Clerks for vericus bsnks sit 2t & high desk. Other clerks walk arcund
the desks and deliver bundles cf chacks. FEach bunk that is & member .f the
clearing house‘delivers its checks «n the .ther bunks and receives in return the
checks drawn .n itself. A balance struck bty the aunager «f the clearing house
readily determines the am.unt ¢f debit balances aguinst th.se benks havia. acre
checks cgainst ther thun they have .n cthers znd a2 similar 2iacunt of credits to
the other banks. Soun after the clearing. ure m:de, the debtcr banks give the
clearing house checks on the Federal Reserve Bank in settlement of the debit
balances. At the same time the clearing house issues its checks to the banks
having credit balences. In this manner enormous guanities of checks are cleared

dsily with & comparatively suall amount of zctual paymcnt oif money. In other

worus, the amount of money needed to settle the total clearings runs about 10 per
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis


http://th.se

cent. You will notice that the balances are scttled in legzl funds at once.
These operations are taking place &ll cver this country daily.

There was & time, however, when this method of settling balences had to be
changed to meet an emergencv. Tuast was uuring the punic of 1907. At that time
there were no Federal Reserve Banks and it was the practice of the banks to settle
their debit balances by «ctual delivery of gold and currency. But in 1907 runs on
the banks occurred and they paid out large amounts of woney. When the withdrawals
continued, money became scarce and some banks wsre unable to provide for the usual
settlement of debit balances. Then z plan vas devised by which the clesring house
issued certificates, usually of large denomination, which showed that the bsarer
member bank haa a credit of that smount at tne clearing house and that the cer-
tificate was receivable by zll members in settlement or balunces. These certifi-
cates were then used in the place of money. They uere issued in the following
manner.,

The bank short of meney submitted certain of its notes receivable te o
committee of tlie clearing hruse for excuaine ticn and with it en wpplicaticn fer
credit with the clearing hecuse for a given amcunt. If the committee fcund the
notes tu be acceptable collateral, and fiund the bank's financisl condition showed
it to be sulvent, it would enter inte « contrect with the bank whereby the bank
pledged its collateral in return fur clearing h.use certificates. In this manner
the banks helped cne anuther end created i credit mechrnism which tided them cver
the crisis.

Because the clearing house =xacted & stiff rate of interest the banks paid
off their obligations as rapidly as conditions improved and within a few months
the confidence had becn restored. lioney came into circulation and the clearing
house certificates were retired.

Now let us compare the proposed Bretton Woods Fund with the plan the bunks
followed in 1907, because conditions are very similar. In normal times the nations

hav ttled their trade bhalances wit! 1d b ment, f -
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in principle like the banks scttled before 1907, although of course thers was no
institution similar te the clearing house. But now on account of the fact that
the distribution of gold has beccome unequil, some of the great trading natious
arc unable to mske scttlement in gold. Just ¢z in 1907 scme of the banks were
unable to get the gold or currency. It is therefcre necessary ic provide scme
sert of assistence to these countriesg in order te revive active multilatceral
world trade. So the representativec of guvernments have devised the Fund as the
amethod of uccomplishing this.

Consider now thet the manager of the clearing house has tecome the manager
of the Funa 2nd instead of the banks being the members of the clearing unicn, we
find the 44 member nations. Of course they have no daily settlenments, as the
benks have in clearing their checks, but with the revival of werld trade there
will bz innumerable transzceticns betwsen countries end =g the velume of goods
flews mere heavily inte one country than its exports {low cut, that ccuntry nust
sconer c¢r later setlle the difference by o puywent to the exporting coumtrics in
currencies accepteble to them or geld. I it finds itself shcrt (f those cur-
rencies and gold, 1ot us suppese that it «pplics to the Fund whicn for the purpese
<f this illustration we will imagine ic in cperatiin wnd the applicant country o
meiiber,

Now here is (ne of the ¢bjectiins we have t. the Fund. Tho upplicant dees
nct put up collateral but nerely its .wn note without w.turity, non-negotiatle
and non-interest bearing, although it reaelly peys = low interest rate in the form
«f charges. Thc note uoen demund «f the Fund wust be converted int. the currency
«f the country civing the acte. That weuld be very much like = baunk in 1907
putting up its note withiut cillaterud :nd upen demznd of the cleuring house
substituting its wwm cashier's checle drawn upon itself.

It sceas to tliose ol us wic uave long been in the banking tusiness that
that is not the way to lend noney. There is no distinction between those countries

having good credit baced on past performance and those heving a peor credit. It
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is the opinicn of mewbers of our comaittee whe have studied the plan and who have
talked with menbers of the various delegations that nmany of the countries will
fee1>that they have & right to exchange their currencies for other currencies in
the Fund so long wo they do not violate the purposes of the Fund, which, =s you
know, are so troadly drawn ihat there ccould be uany differcnt interpretations
in the application of theu. We think that each loan shoul. te studied and that
proper security shculd be tuxken. Thoe authors of the Fund agreement evidently
had in aind the necessity for some such progrem because in Article 5, Section 4
there is & provisicn for waiver of conaiticns and in this sectien it suzys that
the "Fund shall tzke inte ceonsideration a usewnber's pledge as ceollateral security
guld, silver, securities ¢r cther acceptable ussets having o value cufficient in
the cpinion of the Fund tu protect its interest and way reguire ws & coenditicn
of waiver the pledge ¢f such cellzateral security."

According t¢ Dr. White's testisony, he believes that the nanwgzers f the
Fund should inquire int. the credit worthiness of the applicant for use .f the
rescurces of the Funa, but it seeas evident that the representatives (f (ther
countries may very properly refer to Article 9, Secticn 3 in which it sasyc tlhat
"a member shall be entitled t¢ buy the currency f members in exchznge for its
own currency under four conditions," none (f which refer t¢ the credit wortiiness
of the applicant.,

This brings me t¢ the second criticisa that we have f the propesul of the
Fund, namely its ambiguity. I am sure that these .f you wh: have studied the
provisions of the Fund have found it very dicficult to intcrpret. I ask you to
cunpare this document with Lord Keynes proposel for a clearing unicn, which was
the first of these plans for stabilization of currencies.

In his plin, Lurd Keynes expresses claarly the purpceses for which the plan
is drawn and the reasuns btack of them in o very lucid manner. I think it is €asy
to understand what his plan contemplates. In tae proposal fir the Fund, however,

there are nc explanaticns, but « very brief and generel Articles of Assceciaticn
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prepared in a legalistic way to‘such an extent that if it were a domestic cor-
poration, we could all fecl sure th:t befcore it could properly function, the
courts would have to determine the nmezning.

We know from experience that zuy contract to be succcs:fully performed
nust reflect a meeting of minds. It must be apparent to any one vhat in the pre-
sent cace many compromises were nade end = document sas drawn which might be in-
terpreted in different ways by different persons.

The discussions thut have taken place in this country and in Englend are
evidence that there is already - difference of understunaing between two of the
principal members of the Fund. Certainly the amen who proposed this plan are ox-
perts in the usz of the English langusage and they could have expressed their mean-
ing in a wey that even bankers :nd members of Congress might understand. One
woncuers why these masters of English prese did not give the world ancther oxhi-
bition of their talent. The znswer, however, is ncot difficult to find. Dr.
VWhite, in his testimeny here and. in statements that he wede at the St. Louis
meeting, explained that the Fund wus zaopted =g a bridge to clese the chasm that
laid between public cpinicn in the United Stitec and public (pinicn in the United
Kingdom. In our ceountry there is £till & streng feeling for hard money and the
guld stendard. Whereas, in England there is a1 strong feeling against the gold
standard and in faver of & managed currency. Therefcre, it has been nacessary
for Dr. White to ussure us that the Fund diocs nct interfere with the cperaticn of
the gold standzrd and for Lovd Keynes to emphaiically inform the House of Lords
that the plan is the exact opposite of the gola standard.

Unfortunutely, there is no court before whicn this Fund agreement can be
interpreted because tne instrument provides that the interpretation shall be by
the executive directors. In other words, the men who mey differ in the interpro-
tation must decide, or they must reach a compromise or else the Fund will end in
failure. It is our belief that such will be the case und if the Fund should fzil,
it will net only fail to bring zbout harmony in our international relctions, but
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it will create discord and in effect be a btoowerung. Aguain 1 say we zre not ob-
jecting to technicalities. We are objecting to this program bectuse ue believe
that it will end in failure and will bring about disharmony, and will encourage
the opponents of internationzl cocperation.

The third point tc which we wish to call your attention is that of the
delegation of powers. Under the plun the executive director will be appointed by
the President subject to confirmation by the Senute. After cenfirmation, his
responsibility is solely to the President. The executive director may himself
appoint &n alternate who in his absence muy accept the full suthority of the
executive director. This alternate nust be apprcved by the President, but dees
not require the confirmaticn of the Semate. Nou in all banking cvperations with
which we are familiar the executive c¢.f{icers are required to repcrt tc an execu-
tive committee and their :cticns must be authorized .r confirmed. We feel thut
the lack of this control ic a very great weaknecs in the plan. In-an institution
of this character, involving as it does matters of great national importance, it
seems to us that the execuiive dircctor should be reguirea to have approval from
somebody such as a committee suggested in the report of the Americen Bankers Asso-
ciation, or to Congress itself, or to some ccmmittee of the Congress. It is casy
to see that the executive directors of the United States, United Kingdom and
Russia can largely control the cctions of this organization. We dc not know what
suthority the other nations will give to their representatives, but if they should
follow the sume course that is here recoumended, three individuals would have
greater economic powers than have ever been conferred on anybody in the world.

We realize that there must be a delegation of power sufiicient to operzte
efficiently and promptly, but we urge that scme body of control be reguired which
will have authority over ocur executive director.

In concluding my statement, I wish to cell attention to what to me is the
most dangercus aspect of the Fund znd that iz its tendency towards managed

economy and vhat is tetuliterienism. If, as Dr. White feels, the fund shculd
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exercise strong centrol over its members and its members shculd acquiesce in that
control, then we would have in operaticn a body which te a degrec munaged the
ecuncmy of each member country. As you will see on studying the plan, that any
member country following the instructicns of the menagement of the Fund will in
turn have tou apply very close wenagement of exchanges in its own country. For
example, tske the reference to the trensfer ¢f capital funds and the agree.sent
of ¢ne country to essist anctner in cerrying cut its transter cf capital funds.
It will evidently be necessery to have aclmest casplete conbrel of all foreign ex-
changes., Everyone having foreign exchange transactions oi uny conseguence will
have to give proof sctisfactory to some agent of government that it will be con-
sistent with the zovernment's regulations about control of capitel funds. If we
in this country should not attempt to control the flcw ¢f capitsl funds, be-
lieving it better to have froe end unhampered exchanges, we are bound by the
agreement to assist aﬂy other country, which, «s ncw, will recdily institute ex-
chenge controls cver capitul transfers. Scme comuentators on thic believe tnut
it may be necessary tc even continue the cwu%ursulp cf wall in orcer to 1live up
to a mewber's cbligaticns tu the Fund.

It is our cpinion that the Funu cannct successimlly .perate except by the
use of extreme powers which will in turn require the members to manoge meticu-
lously fireign exchange tramsacticns. Or in other werds, we sce here an ecuncmic
super stete impcsing its will on its members and the members in turn edopting . r
extending a program for mansgec currency. Now we have all been told that a
benevelent despit is the best guvernmenti and as long as the Fund is c¢perated
wisely there will prcbably be littie triuble, but it reguires a large degres o f
optimism to believe that all 44 naticns will at all times be satisfied with the
actions of the rfund. If they feel badly trected or dissatisfiea with the opera-
tions of the fund, they have @ right te witndraw. That privilege applies, of
course, to the United States, out cs we are today the wost favored nation in the
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and most likely would brinz about internmational discorc, the very thing that we
are now attempting to prevent.

In conclusion, I would like to emphasize the sucreaness of the trust which
we in the United Statec hold. By reason of our wealth, our natural resources
and cur industrious people, we can mcke a great contribution te the well-being
of the world. If we act wisely we can help others as well as curselves. If we
act foolishly we can tring harm, not only t. the world, but tc curselves as well.
It is for that reason that we urge you to postpone wcticn on the Internaticnal
Mcnetary Fund and tc adopt the plan for the Internsticnal Bank for Recenstructicn
and Develoupment, with its terus amendod ws will be laver explained to you in

detail,
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_ American Bankers Association Released on .elivery at hearing before

719 - 15th Street, N. W. House Committee on Bsnxing znd Currency
fiashington 5, 0. C. scheduled for 10:30 a.m. i{iednezday,
From Lester Gibson March 21, 1945.

Statlement by W. Rendolph Burgess

%,

President of the Americen Bankers Association
Before House Banking and Currency Comnittee,
Merch 21, 1945, on H. R. 2411, The Bretton
Woods Agrcement Act.

The American Bankers Association agrees with the purposes and with a
large part of the substance c¢f the Bretton Woods plans. The Association has
been on record since 1943 in favor of an internationul mcnetary organization
to help achieve these purposes. lie want internaticnal cooperation and exchange
stability.

. The record cf the Association in this respect is clear and consistent.
The Report of our Eccnomic Pelicy Commission, issued September 1, 1943, said:
"Scme international institution is desirable: to help

nations in stabilizing their currencies; to provide u meeting

place for the discussion of monetary yuestions; to collect in-

formetion which is s necessary basis for sound decisions; and

to muke some arrcngements for stabilization credits in cases

where they are justified."

We are still in favor of these cbjectives as is shown in the Associa-
tion's report on the Bretton ¥Woods proposals made cn February 1 tc our member-
ship.

This report was the joint proauct of three committees of our Associa-
tion, zcting with committees of two other banking crganizaticne, the Assccia-
tion of Reserve City Bankers and the Bankers Association for Foreign Trade.
It was approved by the governing bodies of each of these associations. The
members of these committees---sixty in all---came from zll sections of the
United States, represented different types of institutions, and came largely

from centers that have a2 definite interest in foreign business.

At our annual convention in September 1944 the Bretton Woods prcposals
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were widely discussed, the generzl views of cur members began to crystellize,
and the convention authorized the Administrative Committee of the Asscciction
tc act on its behalf. The committce nag done so.

Furthermore, we withheld open discussion of the matter pending the
November elections in the conviction that controversy on foreign relations
shoula, as far as possible, be kept ocut of the campaign.

The differences of opinion concerning tle Bretton Woods proposals
arise with respect to methods and NOT to objectives. We sgree with the cbjec-

\YQ tives, but we think that the Fund should not be created. In its place we

S T P e,

favor the estaélishment of « depurtment of the Banz to perfurm the stabiliza-
tion functions now assigneu tce the Funa.

You heve two.:sorte of yuestions before you: (ne, the question of the
merits of the proposals; and the other, & question of international relations.
Before we analyze the nerits of the plans tefore you---the Fund znd the Bank-——
and how they fit into the present turbulent werld economy, mey 1 comument on
the second question.

The negotiation c¢f internutionsl ugreewments is = double task. They
must be negotiated with the representatives of foreign countries; they must alsc
be negotiated with cur pecple st home. It is all toco ezsy to forget the second
step-——to make an agreement abroad and then hope to sell it &t home. But
selling is not negotiztion.

The proposals before you have been partially negcetiated with the experts
of other countries after compromises on 11 sides, but a«fter little public dis-
cussion. We are told that the Americen people shcould now take them ss they are—--
without change---ctherwise new internationsl conferences must be called-——which
might fail.

This is in mezrked contrast to the procedure with respect to the Dumbarton
Oaks proposals, where a conference of technical experts was followed not only
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San Francisce next month.

It should also be noted that, even with respect to the Bretton Weods
conference, the American deleguztes vere under instructions from the Precsident
which limited the scupe of their deliberations us fclleus:

In fermulating @ definite propesul for an Internaticnal

Monetary Fund, both you end the other delegutes will be expected

to adhere to the jeint statement of principles of an Interneticnal

Monetary Fund, anncunced April 21, 1944. You, «s head of the

deleguticn, wre autherized, however, after coansultation with the

uther delegi tes to agree to moaificaticne which, in your ¢pinicn,

are essentisl te the effectuation ¢f an agreement and provided

that such medificuticns do not fundamentzlly alter the principles

set fortn in the joint statement.

You will spply the s=me principles in ycur discussicns and

negetiations with respect t¢ the propesed Bonk for Heconstruction

and Develcpuent except that you will be governed bty the principles

agreed upen by the fuwericon Technical Conmittee.

In view of the misst:tement frequently mede that "44 nutions" had
"agreed" on the Bretton iiceds plzn; the precise nalure of the Final Act at
Brettcn Woods should be novted. Lerd Keynes described it ss [olleows:

The whcele of cwr prouceeaings is sd referendum to cur

e
governments whe are at the present stege in nc way ccammittea to

enything . . . « e do not even recommend cur governwents o

sdopt the result. We merely subwit it for whet it ies wcrth

tu the attention «f the governwents and the legislators con-

cerned.

There were alsc specific reservstions on o nusbsr of points by repre-
sentatives of varicus countries.

Nowi for the first time this prougren coawes tc the American pecple at
the policy level,

These plens are in twoe packages--—an Internaticral Monetary Fund and
an Internaticnzl Bank for Recenstructicn and Develcopment. The Bunk has found
general acceptznce both here end abrozd. The Fund hus met oppesition both
here end abrcad.

The changes we suggest are of such « character---zll in the interest of

simplificetivn---that we believe they w.uld nit necesserily reyuire ancther cun-
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But why should we dread ancther ccnference? Uther cunferences nust be-
held and will be useful in learning each (ther's pcint of view. One such ccn-
ference is essentizl before ling te comsider trude arrangewents because trede
quotas, tariffs, subsidies, cxpori bounties, bilateral arrsngements could com-
pletely defeat any program for monetwury stabilization. Trude pelicies und

r: monetury pclicies should logicully be cumsiuered together.

‘The reasons why we are prepesing a siwplification of -the Bretton Woceds
plan will be developed more fully by wy assgcciztes, but I should like tc review
briefly today some of the msjor reasons.

1. Size and nature cof need. #uch of the testincny which has been

offered here seems teo me to be bused on a misconcéptioﬁ ¢f the finauncial positicn
of the werld today. It has been said that much of the world is impoverished and
devsstated and that we face the task ¢f putting it together again. The deva-
stated areas, in fact, are liaited to parts of 2 few countries, and many of the
countries «f the world are uffluent. They have benefited frew cur huge var ex-
penditures. Y%We think ¢f Uncle Sam as rich as Orcesus but lztely he has becen
gruzing pecrer eénd «ther c.untrics richer. While .ur goeld reserves have de-
clined tu « puint where we must lcwer cur reserve percentage, cther countries
have been increasing theirs. Naticng (utside the Unitec States now held over
20 billiins of gold #nd dellars. This has risen by 7 billicn dillars since .ur
government's experts begun discussing internationzl .acnetary plens three years
age. Other cuuntries have gained mere geld end dollars than the entire United
States' qucte in both prepesed institutiins. The pressing need for loans is
limited to a few sreas and a few countriez.

2. assurance of soundness. Another reason for eliminating the Fund and
concentrating its necessary powers'in the Bunk ig thet the Banxk's loans are made
on sound principles. while various safeguards have been inserted in the Fund
plan it still remains true that members of the Fund have = right tc borrow under

certain conditions which are net di.ficult to fulfill, Long experience has
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shown that peor loans are as bad for the borrevier as for the lender.

The lending policy of the Banz is much more curefully prctected, beth
in the method of making loans and in the Tuct that the country whose meney is
used has & vetc power.

The concentration of the lending power in the Bank would assure wiser
and better lending pclicies. It would ensnble us to do what hes to be done for
less mcney. The 10 billion dellsrs capitel of the Bank is more than adecuate
for any prebable needs for some yesrs, but it could be supplemented luter if
circumstances justified such acticn.

3. Protection of United States principles and interests. The United

States has certain definite naticnal peinte of view and interests. There is no
provigicn in the Fund tc¢ avoid the use ¢f cur dellare by countries which are
following policies directly cuntrary to curs or fur purposes to which we are
oppused. The Bank, however, which gives a country veto pewer (ver the use of
its meney, provides protecticn te ihe lender.

In addition t¢ this defect in the Fund, there is the provisicn for the
treatment f scarce currencies. The currency must likely tc be scarce is the
American dullar; on that piint there is nc dispute. If dcllars become scarce,
what will happen? It will inevitably be charged tnat the United States is tc
blame and we shzll cnce agzain be brunded "Uncle Shylock" unless we put up
large additicnal sums.

4. Economic warfare. The propenants of Bretten Wouods assert that one

pf its twin objectives is sn end to econumic warfure. Yet the Agreement nttacks
vnly the mcnetary weapons of that warfere-—-und ¢nly pertislly attacks these--
namely, currency depreciuticn and exchange contrels. As t. the former the
Agreement actuully stipulates that = 10 per cent depreciczticn is permissible
without the cungent of the Fund, znd the Fund must allow further depreciatic

if there is "fundamental disequilibrium." That is not hard to prove. As tc
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But ni other f the powerful wewp-ns «f eccnumic warfere is forbidden.

Tariffs c= e raised c¢r lowerad. (uctas, cmbargues, subsidies (n preducticn,

exp.rt bounties, preferences, wna biluterul sgrecments (.utside the Fund) cen
ALL be used.

The Fund provides conly a start in dealing with ecoenemic warfere-—-u
start thich we believe cunld be made mire effestively through ihe Bunk.

5. %hy gﬁg institution? We belizve thut the objectives of Breticn
Vioeds could be curried cut best if there were but ¢ne internaticnal financiul
crganization instead (f two. We think the cne rganizeticn could carry .ut
the .bjectives m.re efficiently, in a m.re .rderly vay, and mere eccnumically.
then could tuwo. .

Since both would be wmakiang louns znd promotiung internationel trade,
confusion would be-ulmost ineviteble., Dollurs are what mest nuticns will nant,
As the plan is set up it is eusier and chc;pér tc get doilurs cut of the Fund
than out of the Bank. Nations havé an almost automatic call upon dellsrs in
the Fund, while in ths Banx they must prove thut they have gocd lezns. In the
last snalysis America has & right tQ vebto a deollar loun by the Bk just as
vther nations have a veto on loens in their currencies.

We belicve the Fund should be ¢ department of the Bang. YWe helieve
the saime board of directors cught to heve cherge of the policy of both lenaing
operations. WThy? Beczuse otherwise & nation may be borrowing sco much short-
term money [rous the Fund that it will endanger the soundness of its long-term
obligations to the Bank. An ordinary bank in this country makes short-term
loang and long-term mortgage loans to tne same pevple or buys their bonds.

It knows the current financiazl positicn of its borrowers and alse kncws uhat
cbligativns its borrovwers huve te¢ meet in the yeurs shezd,

Rules regarding internativnal exchange restrictions, parities, and other

such gquestions can be worked out through the stabilizaticn department of the
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Bank more effectively than if such guesticns were releg=ted to &n institution
which had no responsibility with respect to long-term lcans. ©Some stabiliza-
tion programs will call for long-term lozns.

Furthermore, we believe that the chjectives set forth at Bretton Wcods
can be accomplished by about cune-half ¢f the commitment ¢f the present pro-
posals. Stabilization loans need not involve huge sums of meney if well made.

A cowntry stabilizes itself by pursuing prcper fiscal, business, ana trade

T e

polié;;;. Geing into iebt through borrowing from foreigners may help fur a

fEE;-E;E—; country cannot hope for peramznent stabilizaticn by boerrowing alone.
It must preoduce and save and export to get back tc stabiliiy. Assuming a
country wante tc stabilize, loans can be helpful but they are not the primary
method to attain stabilization.

Scme say "What difference does it make what it cceste imerica? We are
& wealthy nation." May I call your attention to the fact thut a couple of years
ago all of us believed that we could feed ourselves e«nd the world, if neceséary,
during this war, but in recent weeks we have been shocked by the realization
that even we can run short of fcod-——a thing we thought we had in great abun-
dance. The President has set up ¢ committee te control cur exports, =znd has
just asked us tc tighten our belts.

We can't gc on lending dollars indefinitely. se huve loust more than
twe billions of cur gold during the war, while .ur liabilities have vastly in-
creased. We went te do &ll we can within cur means to help the world toward
racovery. e believe we can attain the (bjectives f Brettin Weeds at hulf the
cost. By doing sc we help to maintain the stability and integrity .f the

fnmerican dollar, which is now the financizl anchor for the world.
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