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May 25, 1942

Subject: Conference on Internmational
Stabilization Fund and Bank.

To: Chairman Eccles

From: Mr, Goldenwelser

The material submitted by the Secretary consists of:
(1) a brief memorandum to the President in which it is stated that
plans for international financial reconstruction after the war
should be studied now and that the Board of Eeonomic Warfare, the
Department of State, and the Board of Governors should cooperate
with the Treasury in undertaking the study at once; and (2) e
slightly longer memorandum in which it is stated that plans for an
international stabilizetion fund and for an international bank
have been prepared and are submitted as a basis of discussion. It
is indiocated that the plans are beld, far-reaching, unorthodox, and
open to the charge of being too international. It is also stated
as the writer's conviction that they must be all of these things.
The plans themselves are not appended. Reference is made to the
Rio resolution for the calling of & conference of Finance Kinisters
to discuss the establishment of an intermationsl stabilization fund.
No mention is made of the proposed Inter~-American Bank.

I think that this is a matter of the very first order of

importance and that we should participate to the fullest extent,
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THE SECRETARY OF THE TREASURY

Weghington

May 20, 1942

My dear lir. Eocles:

I am appending a memorandum which I
submitted to the President with an enolosure
which I think you will find self-explanatory.
The President told me to continue the study
of the proposal in econjunction with the State
Department, Board of Economic Warfare and

- Export-Import Bank and to speak to him again
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about the project after we had progressed
further in our study and after I had obtained
the views of the State Department, I would
very much like to have the Federal Reserve Board
join us in the study. ‘

I would appreciate it very mueh if you
or scmeone you would care to designate would meet
with me at 3:00 P.M. on Monday, May 25.

The proposal is, of course, in the study
stage and if before the meeting you want more in-
formation on the matter, Harry White is awvallable
and will be glad to discuss it at your convenience.

Sincerely yours,

(Signed)
He Morgenthau, Jr.
Secretary of the Treasury

The Honorable Harriner 5, EHoeles,
Chairman, Board of Governors of the

Federal Reserve System,
Washington, D. C.

Enclosures



MEMORANDUM FOR THE PRESIDENT:

I have had prepared in the Treasury the attached study
of & Stabilization Fund for the United and Associated Nations and
an International Benk for Reconstruction and Development. The
pwrpose of these two agencies is to meet the inevitable post-war
international monetary and credit problems--to prevent disruption
of foreign exchange and the collapse of monetary and eredit systems,
to assure the restoration of foreign trade and to supply the huge
volume of ocapital that will be needed abroad for relief, for recon-
struetion, and economic development essential for the attaimment of
world prosperity and higher standards of living.

I would like very much to have you read the appended
extract from the study which briefly sets forth mhy preliminary work
for the establishment of sueh institutions should be entered into
now, and gives mme indication of their nature and scope.

I am convinced that the launching of suoh a plan at this
time has tremendous strategic as well as economic bearing. It seems
to me that the time is ripe te dramatize our international economiec
objectives in terms of action which people everywhere will recopgnize
as practicsl, powerful and inspiring.

In the flush of suceess our enemies always dealt upon their
"New Orders" for Europe and for Asia. There could be no more solid
demonstration of our confidence that the tide is turning than the an-
nouncement of the formulation in conecrete terms, and the preparation
of speeific instrumentalities for what really would be & New Deal in
international economiecs.

If you think this idea is worth canvassing, I would like to
ask the Board of Egonomic Warfare, State Deépartment and Federal Reserve
Board and other appropriate agencies to work with the Treasury on these
plans with a view to your calling a conference to be held in Washington
of Finance Ministers of the United and Assooclated Nations. In this con-
nection you will remember that Resolution XV of the Rio Conference al-
ready commits the American Republies to partieipate in such a conference.

To give some idea of the ground that might be covered by a
conference of that character, there is also sppended a file of a few pre~
liminary documents which includes a suggested agenda which might accompany
the invitations, and e sugzested program of the conference.

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



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

STRICTLY CONFIDENTIAL

Suggested Plan for a United and Associated Nations
Stabilization Fund and a Bank for Reconstruction and

Development of the United and Associated Nations

It is yet too soon to know the precise form or the
approximate magnitude of post-war monetary problems., But
one thing is certain, No matter how long the war lasts
nor how it is won, we shall be faced with three inescap-
able problems: to prevent the disruption of foreign
exchanges. and the collapse of monetary and credit systems;
to assure the restoration of foreign trade; and to supply
the huge volume of capital that will be needed virtually
throughout the world for reconstruction, for relief, and
for economic recovery,.
| If we are to avoid drifting from the peace table into
a period of chaotic competition, monetary disorderé, de=-
pressions, political disruption, and finally into new wars
within as well as among nations, we must be equipped to
grapple with thesc three probigms and to make substantial
progress toward their solution.

Specific plans must be formulated now.

Clearly the task can be successfully handled only
through international action. In most discussions of post=-
war problems this fact has been recognized, yet to datew-=
though a number of persons have pointed to the solution in

general terms--no detailed plans sufficiently realistic or
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practicsl to give promise of accomplishing the task have
been formulated or discussed. It is high time that such
plans were drafted. It is time that detailed and workeble
plans be prepared providing for the creation of agencies
with resourc;s, powers and structure adequate to meet the
three major post-war needs,

Such agencies should, of course, be designed to deal
chiefly with post-war problems. But their establishment
must not be postponed until the end of hostilities. It
takes many months to set up such agencies, First, a plan
has.to be perfected. Then it has to be carefully con-
sidered by a number of countries. In each country, again,
acceptance can follow only upon legislation. That alone
will consume many months and possibly longer. And even
when the plan is finally accepted, much time will be fur-
ther consumed in.the collection of personnel, and the

performance of the preliminary ground work which must be

. done before effective operations cen begin. Altogether,
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e year may be required before a proposal can be trans=-
formed into an operating agency.

Obviously, therefore, even though no important imme-
diate ends will be served by having such agencies function-
ing during war time, it will be an error to wait until the
end of the war is in sight before beginning serious dis-
cussion of plans for establishing such agencies. No one

knows how soon the war will end, and no one can know how
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long it will take to get plans approved and the agencies
started. Yet, if we are to "win the peace", which will
follow the war, we must have adequate economic instruments
with which to carry on effective work as soon as the war

is over. It would be ill~-advised, if not positively dean-
gerous, to leave ourselves at the end of the war unprepared
for the stupendous task of world-wide economic reconstruc-
tion.

Specific proposels will help win the war,

But there is an additional importent reason for initi-
ating at once serious discussion of specific proposals,
Such discussion will be a factor toward winning the war,
It has been frequcntly suggested, and with much cogency,
that the task of securing the defeat of the Axis powers
would be made casier if' the victims of aggression, actual
and potential, could have more assurence that a victory by
the United Nations will not mean in the cconomic sphere, a
mere return to the pre-war pattern of every-country-for-
itself, of inevitable depression, of possible wide=-spread
economic chaos with the weaker netions succumbing first
under the law=of-the-jungle that cherzcterized international
cconomic practices of the pre-war decade. That assurance
must-be given now, The people of the anti-Axis powers must
be encouraged to feel themselves on solid international
ground, they must be given to understend that a United

Nations victory will not usher in another two decades of

Federal Reserve Bank of St. Louis
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gconomic uneasiness, bickering, ferment, and disruption.
They must te assured that something will be done in the
sphere of intermationcl eeononic reiations that is new,
that is powerful enourh and conprehensive enourh to give
expectation of successiully filling a world need, They
must have assurcrce that methods and resources are being
prepared toc provide them vith capital vo help them rebuild
thelrdovngtnbod arcas, reconstruct their war-distorted
econom:es, ard help free them from the strangulating grasp
of lost markets and depleted reserves. Finally, they must
have assurance that the United States does not intend to
desert the var-worn ani imnoverished nations after the war
is won, but proposes to help them in the long and difficult

.

task of eeonomic reconstruction, To help them, not pri-
marily for altruistic motives, but from recognition of the
truth that prosperity, lile pcace, is indivisible, To give
that assurance now is to unify and encourape the anti-Axis
forces, to greatly strencthen their will and effort to win.
Nor will the effcet be on the anti-Axis powers alono.
“hether within the Ax;s countries the will to fight would
be weakened by such arrangencnts is not ccrtain, but assur-
¢dly it would not be strengthened., And ccrtainly the people
in the invedced countries, and the wavering elements in the
Axis-dominated end Axis influenced countrics would be given
additional causc to throw in their lot morc definitely and
epenly vith the anti-Axis foreccs if thore is real promise

that an orderly prosperous world will emerpe from a United

slafohens victory,
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Iwo International Govermment Ageneics must bc cstablishcd

-2 Stabiliiatiqp Fund and a Bank for Roeonstruction.

A vital part of that promise rcsts on international
monctary and banking collaboration. Thc United Nations
and thc¢ Nutions associated with thom must undertake co-
operatively two tasks as soon as possiblec: first, to
providc an instrument with the means and the proccdure to
stabilizc foreign cxchange ratcs and strengthen the monc-
tary systems of the United Nutions; and sccond, to estub-
lish an ageney with rcsources and powers adcquate to provide
capital for c¢conomic rcconstfuction, to facilitatc rapid
and smooth transition from wur-timce cconomics to peece-tinc
cconomics, to provide rclicf for stricken pcoplcs during
the immodiate post-war period, to inercasc foruign trade,
and permancntly incrcasc the productivity of the United
Netions.

Thosc two tasks should be kcpt distinet. Though in
somc of thcir faccts und in meny of their conscquincces
thorc is considorable interdepondence and interaction, the
two arc different c¢nough to call for scparatc instrumen-
talitics. Bach is sufficiently speeinlized to requirc dif-
ferent resources, difforent responsibilitics, and diffcront
proccdurcs and crituria for action, To supply thc United
Notions with ncecssary capital not otherwisc aveilable
except possibly on too costly terms should be the funetion
of o bank crcatcd for that speecific purposc; whereas monc-

tary stobilization--a highly spoeializcd function calling
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for o speciol structure, special ncrsonnel, and spoeinl
orgonization——would best be performed by a stobilization
fund crected to perform that speciol function;

It is therefore rccommended thot immediste consider—
ation bc given to formulating plens for the establishment
of two scparate institutions:

1. A United and Associcted Notions Stabilizotion

Fund, ond

2+ A Bank for Reconstruction and Devclopment of the

United and Associnted Notions,
While either ageney could function without the existence
of the othcr, the crention of both woulc ncvertheless aid
greatly in the functioning of cach, Doubtlcss one ngency
with thc combined functions of both could be sct up, but
it could opcrate only with o loss of effectiveness, risk
of over-centralization of powcr, and donger of moking costly
errors of judgment, The best promisc of successful opern—
tion seems to lic in the creation of two scparate institu-

tions, linkcd togcther by onc or two directors in common,

Proposals must be drafted by experts of many govermments

neeting for that purposc.

It is hopod that some time soon, represcntatives of
various intcrested governments will meet in conference
to explore the possibility of working out « plan for the
estoblishment of an internotioncl stobilization fund and
bank, - To facilitote the prelimin-ry work of such o commite
tee, nnd to provide the officicls of the intercested govern-—
ménts with 2 proposal sct in specific cnough tecmes to
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encourage cnd justify fruitful discussion prior to o
meeting, thc following report hos been pmp.:rod; It con-
tains o suggestcd plen for o fund ~nd for = bank, and
also sonc discussion of the verious points involved,

Anyonc fomilior with the task of sctting up now and
complcx orgenizations such as the two cnvisaged will
fully oppreciazte thot no single person, no matter how
well informed on the subjcet, can hope to draft z plan
that would mect with genersl approvel, This is especinlly
true of o proposal calling for internctional colloboration
snd requiring ccecptancce by scevercl governments, To draft
a plen that is likely to mect with cpproval of vorious
governmncnts is a task beyond the competence even of a group
of economists from any single country, The details of any
plan submitted for consideration would hove to be subjeccted
to careful ovaluation and examination by o number of men,
somc of whom should bec cxpcrt in thc hondling of inter—
national cconomic problems and monctory theory, ond others
at home in related ficlds; In addition to monctcry problcms,
questions of sovereignty, of national intercst, and of broad
economic policy are involved in somec of thc more importont
provisions, and thesc inevitably must be the subjcct of
controversy cnd compromise, . They arc also mattcrs thot
must be discussed in detail and et lcength by high officials
whose responsibilities include thc sheping ond administration

of monetary end financial policy.
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The proposals and comments that follow are submitted
with the intent of providing a sturting point for intelli-
gent discussion and of calling attention to some of the
difficulties which would have to be satisfactorily mct
before a workable and acceptable plan may emerge, The
proposals have been set forth only in outline and for the
most part only those points are included which are essential
to an understanding of the plan,

It is certain that some of the powers and requirements
included in the outline of the Fund and the Bank will not
survive discussion, prejudice and fear of departure from
the usual, Some may not stand the test of political reality,
and some may be unacceptable on technical grounds, while
others may be generally regarded as going too far toward

"internationalism,”

Yet most of them appear as desirable
objectives in most writings or conferences on post-war
economies and are worth considering,

Willingness to depart from tradition and break new ground

is essential if meaningful results are to be obtained.

It will perhaps help toward understanding and induce
a more sympathetic approach to the proposals which follow
to state at the outset that something muech more than the
usual banking and stabilization functions are envisaged in
the plan, There is urgent need for instruments which will
pave the way and make easy & high degree of cooperation

and collaboration among the United Nations in economiec

Federal.Reserve Bank of St. Louis
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fields hitherto held too sacrosanet for international
action or multiluteral sovereignty. A bresch must be made
and widened in the outmoded and disastrous economic poliey
of each-country-for-itself-and-the-devil-take-the-weakest,
Just as the fuilure to develop an effective League of
Netions has made possible two devastating wars within one
generation, so the absence of a high degree of economie
collaboration among the leading nations will, during the
coming decade, inevitably result in economic warfare that
will be but the prelude and instigator of military warfare

" on an even vaster scale,

The Fund and the Bank described in the following pages
are envisaged as economic instruments that most easily and
effectively can facilitate that high degree of economic
collaboration.. . It will be at once apparent that the re-
sources, powers and requirements for membership, secorded
both agencies go far beyond the usual attributes of mone=
tary stobilization and of banking, .They must if they are
to be the stepping stone from shortsighted disastrous
economic nationalism to intelligent international collabor-
ation, Timidity will not serve. It is my eonviction that
the long-time effectiveness of both agencies will be
measured by the degree to which boldness and vision are

displayed in their organization and objectives,
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Port I, which follows, consists of an outline of
(1) o United and Associated Nations Stabilization Fund,
and (2) of a Bank for Reconstruction of the United and
Associated Nationms,

Part II consists of a brief explanation and dis-
cussion of the proposed Fund, and Part III of the proposed

Bank‘.
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