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March 8, 1944

To: Board of Governors Subject: International
Monetary Fund.
From: E. A, Goldenwelser

Attached are a preliminary draft of the proposed Joint
Statement by experts of the United and Associated Natioms for the
establishment of an International Monetary Fund; my origipal summary
of the Treasury plan revised in conformity with the proposed Joint
Statement; and Mr. Gardner's memorandum of February 2 to Governor
Szymezak with regard to the status of the Fund discussions.

I believe that these documents will dring you up to date
on the Fund proposal, in preparation for the meeting next Mondsy
morning. If there are amy poilnts which you would like to discuss
further with the staff before the Monday meeting, we shall be glad
to be of such assistance as we can.

(Signed) E. A. G.
Attaclments.
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STRICTLY CONFIDENTIAL

February 22, 1943
PRELIMINARY DRAFT

Joint Statement by Experts of the United and Associated Nations
on the Establishment of an Intermational Monetary Fund

(American Version as of Feb, 3, 1944)

Sufficient discussion of the problems of international monetary co-
operation has tsken place at the technical level to justify a statement
of principles, The experts of the United and Associated Nations, who have
participated in these discussions, are of the opinion that the most practi-
cal method of assuring intemational monetary cooperation is through the
establishment of an Intemational Monetary Fund. They have set forth below
the principles which they believe should be the basis for this Fund., Govern-
ments are not asked to give finel approval to these principles until they
have been embodied in the formm of definite proposals by the delegates of the
United and Associated Nations meeting in a fomal conference,

1, Preamble

The International Monetary Fund is designed as a pemmanent institution
for international monetary cooperation. The Fund is intended to facilitate
the balanced growth of international trade and to contribute in this way to
the maintenance of a high level of employment, The ¥und is expected to pro-
vide the machinery for consultation on intcrmational monetary problems., The
resources of the Fund would be available under adequate safeguards to help
member countrics to maintain exchange stability while giving them time to
correct maladjustments in their balance of payments without resorting to
extreme mecasures destructive to national or intcmational prosperity.

2. Purposes of the Fund

(1) T promote exchange stability, to maintain orderly exchange
arrangements-among member countries, and to avoid competitive exchange
depreciation,

(2) To assure multilateral payments facilities on current transactions
among member countries and to help eliminate foreign exchange restrictions
that hamper the growth of world trede,

(3) To shorten the periods and lessen the degree of disequilibrium
in the international balance of payments of member countries.

(4) To give confidence to member countries by the provision of actual
and notential support for the attaimment of these purposes.
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3. Subscription to the Fund

(1) iember countries shall subscribe in gold and in their local
funds the amounts (quotas) detemined by a fommula to be agreed, which
will amount altogether to about 8 billion dollars if all the United and
Lssociated Nations subscribe to the Fund ( corresponding to about 10 billion
dollars for the world as a whole).

(2) The obligatory gold subscription of a member country shall be
fixed at 25 per cent of its subscription (quota) or 10 per cent of its
holdings of gold and gold convertible exchange whichever is smaller,

L., Transactions with the Fund

. (1) Member countries shall deal with the Fund only through their
Treasury, Central Bank, Stabilization Fund or other fiscal agencies. The
Fund's account in a memberts currency shall be kept at the Central Bank of
the member country,.

(2) A member shall be entitled to buy another memberts currency from
the Fund in exchange for its own currency provided that:

(a) The member represents that the currency demanded is presently
needed for making payments in'that currency which are consistent
with the purposes of the Fund.

(b) The Fund has not given notice that its holdings of the currency
demanded have become scarce in which case the provisions of 7
below come into force.

(c) The Fund's total holdings of the currency offered have not in-
creased by more than 25 per cent of the member's quota during
the previous twelve months, and do not exceed 200 per cent of
the quota,

(d) The Fund has not previously given appropriate notice that the
member is suspended from meking further use of the Fund's re-
sources on the ground that it is making use of them in a manner
contrary to the purposes and policy of the Fund,

(e) The Fund in its discretion and on conditions which safeguard its
interests waive any of the conditions above,

4~(3) Subject to (4) below, the operations on the Fund's account will
be limited to transactions for the purpose of supplying a member country,.
on the member's initiative and subject to the provisions of (2) above,‘with
another member's currency in exchange for its own currency or for gold,

(4) The Fund will be entitled at its option with a view to preventing
a particular member's currency from becoming "scarce':
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(a) To borrow its currency from a member country;

(b) D offer-gold to a member country in exchange for its
currency.,

(5) So long as a member country is entitled to buy another member's
currency fran the Find in exchange for its own currency, it shall be pre-
pared to buy its own currency from that member with that memberts currency
or with gold, This shall not apply to currency subject to restrictions in
confomity with 10(3) below or to holdings of currency which have accumulated
as a result of transactions of a current account nature effected before the
removal by the member country of restrictions on multilateral clearing main-
tained or imposed under 11(2) below,

(6) A member country desiring to obtain directly or indirectly the
currency of another member country for gold is expected, provided that it
can do so with equal advantage, to acquire the currency by the sale of gold
to the FMund, This shall not preclude the sale of newly-mined gold by a
gold-producing country on any market.

(7) A member country may repurchase from the Fund for gold any part
of the latter's holcings of its currency,

(8) (a) So long as a member's holdings of gold and gold convertible
exchange exceed its cuota, the Fund in selling foreign exchange to that
country shall require that one half of such exchange be paid for with gold,

(b) If at the end of the Pund's financial year a member!s holdings
of gold and gold convertible exchange have increased, the Fund may require
up to one half of the increase to be used to repurchasc part of the Fund's
holdings of its currency so long as this does not reduce the Fund's holdings
of a country!'s currency below 75 per cent of its quota or the member's
holdings of gold and gold convertible exchange below its quota,

5. Par Values of lember Currencies

(1) The par value of a member's currency shall be agreed with the
Fund when it is admitted to membership and shall be expressed in tems of
gold, All transactions between the Fund and members shall be at par subject
to a fixed charge payable by the member meking application to the Fund; and
all transactions in member currencies shall be at rates within an agreed
percentage of parity,

5-(2) Subject to (5) below no change in the par value of a member's
currency shall be made by the Fund without the country's approval., Kember
countries agree not to propose & change of narity of their currency unless
they consider it appropriate to correct a fundamental disequilibrium,
Changes shall be - made only with the approval of the Fund subject to the
provisions below,
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(3) The Fund shall approve a requested change in the par value of
a member's currency if it is essential to correct a fundamental dis-
ecuilibriwm, In particular, the Fund shall not reject a requested change
necessary to restore equilibrium because of domestic social or political
policies of the country applying for a change, In considering a requested
change, the Fund shall take into consideration the extreme uncertainties
prevailing at the time the parities of the currencies of the member countries
were initially agreed upon,

(4) After consluting the Fund a momber country may change the es—
tablished parity of its currency provided the proposed change inclusive of
any previous change since the cstablishment of the Fund does not exceed 10
per cent, In the casc of application for a further changc not covered by
the above and not exceeding 10 per cont, the Fund shall give its decision
within two days of rcceiving the application if the applicant so requests,

(5) Provision shall he made for an agreed unifomm change of the gold
valuc of currencies, Notwithstanding 8(3) below such a change shall roquire
the approvel of all memher countries with 10 per cent or more of the aggre-
gate cuotas,

6. Capital Transactions

(1) A member country may not use the Fund's resources to meet a large
or sustained outflow of capital and the Fund may require a member country to
exercise ocontrol to prevent such use of the resources of the Fund, This pro-
vision is not intended to prevent the use of the Fund's resources for capital
transactions of reasonable amount required for the expansion of exports or
in the ordinary course of trade, banking and other business, Nor is it in-
tended to prevent capital movements which are met out of a member country's
own resources of gold and foreign exchange, provided such capital movements
are in accordance with the purposes of the Fund,

(2) Subject to 7 below a member country may not use its control of
capital movements to restrict payments for current transactions or to delay
unduly the transfer of funds in settlement of commitments.

7. Apportiomment of Scarce Currencies

(1) ihen it “ecomes evident to the Fund that the demand for a member
country!s currency may soon exhaust the Fund's holdings of that currency, the
Fund shall so inform member countries and propose an equitable method of
apportioning the scarce currency. When a currency is thus declared scarce,
the Fund shall issue a report embodying the causes of the scarcity and con-
taining recommendations designed to bring it to an end,

(2) A decision by the Fund to apportion a scarce currency shall
operate as an authorization to 2 member country, after consultation with
the Fund, temporarily to restrict the freedom of exchange operations in the
affected currency and in detemining the manner of restricting the demand
and rationing the limited supply amongst its nationals, the member country
shall have complcte jurisdiction,
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8., Management

(1) The Fund shall he managed by a Board of Directors and Executive
Committee representing the members,

(2) Te distribution of basic voting power shall be closely related
to the quotas, but no member shall be entitled to cast more than one-fifth
of the aggregate votes,

(3) All matters shall be settled by a majority except that a change
in the basis for detemining the quotas shall require a four-fifths vote
and no member's quota may be changed without its assent.

9.  Withdrewal

(1) A member ®untry may withdraw from the Fund by giving notice in
writing.

(2) The reciprocal obligations of the Fund and the country are to be
liquidated within a reasonable time,

(3) After a member country has given notice in writing of its with~
drawal from the Fund, the Fund may not dispose of its holdings of the
country!s currency except in accordance with arrangements made under (2)
above, After a country has given notice of withdrawal its right to utilize
the resources of the Fund is subject to the approval of the Fund.,

10. The Obligations of Member Countries

(1) Not to buy gold at a price above the parity of its currency nor
to sell gold at a price below the parity of its currency,

(2) Not to allow exchange transactions in its market in currencies
of other members at rates outside a prescribed range basecd on the agreed
parities,

(3) Not to impose restrictions on payments for current intemational
transactions with other member countries (other than those involving capital
transfers or in accordance with 7 above) or to engage in any discriminatory
currency arrangements or multiple currency practices without the approval of
the PFund,

11, Transitional Arrangements

(1) Since the Fund is not intended to provide facilities for relief
or reconstruction or to deal with international indebtedness arising out of
the war, the agreement of a member country to provisions 4 (5) and 10 (3)
above shall not become operative until it is satisfied as to the arrange-
ments at its disposal to facilitate the settlement of the balance of pay-
ments differences during the early post-war transition period of three years
by mcans which will not unduly encumber its facilities with the Fund,
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(2) During this transition period member countries may maintain and
adapt to changing circumstances exchange regulations of the character which
have been in operation during the war, but they shall undertake to with-
draw as soon as possible by progressive stages any restrictions which impede
nultilateral clearing on current account. In their exchange policy they
shall pay continuous regerd to the principles and objectives of the Fundj
and they shall take all possible measures to develop cammercial and financial
relations with other member countries which will facilitate intermational
payments and the maintenance of exchange stability.

(3) The Fund may make representations to any member that conditions
are favorable to withdraw particular restrictions or for the general abandon-
nent of restrictions inconsistent with 10(3) above, Not later than three
years from the coming into force of the Fund any member still retaining any
restrictions inconsistent with 10(3) shall consult the Fund as to their
further retention,

(4) In its relations with member countries the Fund shall recognize
that the transition veriod is one of change and adjustment and in deciding
on requests presented by members it shall give the member country the
benefit of any reasonable doubt,
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STRICTLY CONFIDENTIAL

February 3, 1944

REVISION OF MR. GOLDENWEISER'S MEMORANDUM OF AUGUST 18, 1943
ON "CURRENCY STABILIZATION"
IN THE LIGHT OF THE BRITISH-AMERICAN DISCUSSIONS

Stabilization of currencies and the provision of a mechanism
for international short-term lending cannot by itself achieve inter=
national monetary stability, but it can provide a working basis for the
reestablishment of world trade, facilitate the adoption of other more
fundamental programs, and contribute to the maintenance of continuous
international monetary stability,

TREASURY PLAN
(Omitting provisions to Which British have not agreed)

The plan provides for: (1) An international agreement to de-
termine and stabilize the rates of exchange between national currencies,
(2) A definite relationship of these currencies to a gold unit. (3) The
establishment of an international loan fund out of which countries which
are not selling enough abroad to pay for their imports can temporarily
obtain international means of payments, Such loans are intended to pro-
vide a breathing spell during which the countries can take steps to
adjust their international position. (4) The exercise of influence for
the adoption of measures to bring about equilibrium in the international
balance of payments of countries that are borrowing from the Fund and to
a less extent of other countries with unbalanced accounts.

Under the headings below are set out the principal features of
the Treasury proposal.

1. Contributions to the Fund

Each country agrees to contribute a stated emount, the contri-
butions being partly in gold and partly in local currencies and securi-
ties. The proportion to be contributed in gold is graduated in accord-
ance with each country's gold holdings, The total contributions of in-
dividual countries are determined by a formula to be agreed. Total con-
tributions will amount to about $8 billion for the United and Associated
Nations or $10 billion for the world as a whole, The United States will
contribute about $3 billion and the United Kingdom about $1.3 billion.

2. Voting Power

The distribution of basic voting power is closely related to

.contributions but no country is entitled to more than one-fifth of the

total voting power. The United States will have about ‘one-fif'th of the
vote, England about one~tenth, and the British Empire as a whole ~ one-
fifth, -
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2; Lending Obligations 2£ Member Countries

Each country is in effect committed to lend through the Fund
up to the amount of its own contribution and no more. 1If, for example,
foreign countries obtain from the Fund dollars contributed by the United
States, what this amounts to is that they are borrowing from the United
States through the Fund dollars with which to purchase goods in the
United States. The only way the Fund can obtain dollars in excess of
the United States contribution is by selling foreign gold to the United
States or borrowing here, The Fund cannot borrow here without our
consent,

é; Borrowlng Privileges 2£_Member Countries

' Each member country has the privilege of borrowing foreign cur-
rencies from the Fund provided the Fund is satisfied that the member
countryt!s borrowing is not contrary to the purposes and policy of the
Fund., It can borrow up to the amount of its contribution in ordinary
ciroumstances and beyond this amount under special conditions and by a
special vote, A country is thus able temporarily to maintain its purchases
abroad without being forced to lose gold, adopt deflationary policies,
control foreign exchange transactions, or allow its currency to depreciate.
Since the Fund may at any time refuse further loans, it can bring pressure
to bear upon a borrowing country to balance purchases abroad with its ssales.

2; Possible Demand for Dollars

On the basis of a 10 billion dollar Fund the total demand for
dollars without a special vote could reach a theorstiecal maximum of 8
billions, To meet that demand for 8 billion dollars the Fund would have
4 billion dollars of gold (3 billions contributed by the United States
and 1 billion by others) which it oould exchange for dollars. The dif-
ference between the 4 billions and the 8 billions could be raised by bor-
rowing in the American market or from the Federal Reserve Banks, provided
the United States was willing to sauthorize such borrowing, If it was
not willing to authorize it, the amount of dollars available would fall
short of the demand, and dollars in the Fund would have to be rationed,
It should be remembered, however, that these are only possibilities, and
that it is not at all likely that all of the demands of all of the
countries would concentrate on any one country.

6. Influence of Fund on Policies of Member Countries

The Fund, as a condition of extending further loans to a country,
may require it to take steps to adjust its position. The more gold and
free foreign exchange there is contributed to the Fund, the sooner members
will find it necessary to resort to the Fund to meet an adverse balance
of international trade, thus subjeoting themselves to such conditions as
the Fund may wish to impose., While most of the world's gold and foreign
exchange holdings will remain outside the Fund, it may make recommenda-
tions to countries which are not borrowing from it, .but which are in part
responsible for international disequilibria,
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7. Exchange Rates

Initial exchange rates are to be established in accordance
with the relative values of the member ourrencies on July 1, 1943, un-
less elther the member country or the Fund considers that rate inappro-
priate, 1In such case the rate will be determined by consultation between
the member country and the Fund, All member countries agree to maintain
the exchange rates established, A member country may alter its rate by
10 per ocent after consultetion with the Fund in order to maintain a bal-
enced position for that country, Further changes require the approval
of a majority vote of the Fund, Changes in rates shall be approved when
necessary for the correction of a fundamental disequilibrium.

Although the Fund contemplates relative stability of exchange
rates it does not contemplate absolute rigidity, The Fund may recommend
changes in exchange rates as a means of restoring balance in an individual
country's foreign exchange transections,

8. International Capital Movements

Large movements of short-term funds from one country to another
for speculative reasons or because of a loss of confidence in the monetary
system of a particular country have been a disturbing element in inter-
national monetary relations, In the plan any country is allowed to control
capital movements into or out of the country. Furthermore, & country bor-
rowing from the Fund moy be required to control a large or sustained out-
flow of capital as a condition of obtaining further aid from the Fund.

9. Exchange Controls

Another disturbing element has been the rapid growth of re-
strictions of all sorts on foreign exchange transactions. In the plan
member countries agree to abundon all restrictions on foreign exchange
transactions as soon as they feel that they are in a position to do so,
except for the restrictions which are imposed as a means of controlling
capital movements., All countries agree not to impose any new restrictions
without the approval of the Fund except those required to control capital
movements, More specifically member countries agree not to engage in
any discriminatory currency arrangements or multiple currency practices
without the approval of the Fund.

10. Possible Effect on Gold Flow'zg the United States

As far as the United States is concerned the plan adds about 3
billions (depending on what contribution is determined) to the theoretical
meximum of gold that may come to this country. This theoretical maximum,
counting the 12 billions of gold held abroad plus 3 billions contributed
to the Fund by the United States, aggregates 15 billion dollars to which
should be added a billion dollars of newly mined gold every year, The pro-
posal, however, creates a stabilizing mechanism which, if it is successful,
may result in reducing the concentration of the demand for goods and ser-
vices on this country and the consequent flow of gold to the United States.
It may be said that the degree of the plan's success could be measured by

the extent to which it will make unnecessary and, therefore, will avoid
further concentration of gold in the United States.,
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The technical discussions on the international Fund appear
to be nearing their end., As a result of cables between the Americans
and the British the area of disagreement between them is being elimi-
nated; and it is possible that a cable which is now being prepared by
the Treasury as an aftermath of a meeting of the American technicians
the day before yesterday will be accepted almost in toto by the British.,

Mearmwhile the five-man Russian delegation is here. An initial
meeting to determine procedure with them has already been held and dis-
cussions will get under way in earnest this Thursday. The procedure
will be to discuss first the joint statement of principles, on which
we are now nearly in full agreement with the British., Next the detailed
American plan for a Stabilization Fund will be considered. Then the
investment bank proposal will be discussed. The Russians have been told
that we would 1like to get their comments all along the line; but it is
apparent that the pressure at the moment is on the joint statement of
principles. If full agreement on this can be reached among the key
oountries, the statement will be sent to all the United and Associated
Nations and about & week given to them to indicate their reactions.
Thereafter it will be published as a Joint Statement of the technical
experts of the United and Associated Nations. The public reception to
this statement -- particularly the attitudes of the various legisla-
tures ~- will determine whether it is appropriate to go forward with a
formul conference, It may be that at this stago further changes will
be proposed in the plun, Adoption of uny of them would involve more
negotiation; for it is understood that there must be full agreemont at
the exocutive level umong the koy countries on the instructions to the
drafting committee before such a committeoc is set up and a conferenceo
callod,

The point at which the Board will be called upon to stute its
position will apparently be reached when the question of publisation of
the Joint statement arises, although the moment may come somewhat earlier
after agreement with the British and Russians has been reached and be-
fore the statement is tuken up with the remuining countries. 1In either
case the Board is likely to be called upon to stute its position within
the next month or two.

Al though nominully the discussions have all proceeded at the
technical level and the Board is free to take any position it wishes,
it is upparent that at this late stage of the negotiations there is
very little room for chunge in the plun agreed upon. Insistence upon
any mujor change now would be received with emazement by other depart-
ments of this Govermment and by other countries, who would want to know
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why the suggestion had not been made much earlier when it would not de-
stroy the fruit of m.ny months of arduous negotiutions, Should the Bocard
eonsider, however, that the plun is fundamentally wrong, it is free to
tukoe this very serious step und withhold its support until such defocts
as it muy see in the plun huve beon remedied.

Fund has a useful purpose

There appears to be no occasion for such action. The proposed
Fund is essentially a device for giving countries a longer period in which
to make their international adjustments and for putting pressure on them
at an early stage to take advantage of this longer period to bring into
play measures that will be effective internationally and yet prove consis-
tent with the maintenance of full production economies at home. The longer
period for adjustment would be provided by the resources of the Fund.
Countries would be enabled to meet deficits in their balance of payments
by drawing on the Fund in addition to utilizing such reserves of gold and
foreign exchange as they may possess. Foreign countries now have about
15 billion dollars of gold and dollar exchango &nd the Fund would add
eanother 3 billion of gold and dollars as well as a mixture of foreign cur-
rencies. Furthermore, the Fund's resources would be pooled resources
which could be concentrated at any particuler point of strain, Dollar for
dollur they would be more effective than the 15 billion dollars of inde-
pendent reserves scattered unequally among the various foreign countries.
Hence the period over which individual countries could stand a deficit in
their bulance of payments without taking violent counter measures such as
exchange depreciation or the imposition of direct controls or deflation
of the domestic economy could be considerably longthened by Fund action.
If this period was properly employed to effect a gradual readjustment,
the wholec process would prove to be more orderly and more conducive to
the maintenaunce of world prosperity than the hel ter-skelter action of the
1930's., '

But would the longer breathing spell be so used] Or would it
merely permit an unbalunced situation to become more soriously unbalanced
with a greator collapse at the end? If it did, it would be worse for the
country and for tho Federal Resorve System in particular. We would have
failed to solve the problum of the gold flow to this country -- we would
merely have intensified the problem by adding to the 15 billion dollars
of foreign gold and dollar oxchango our own 3 billion dollar contribution
to the Fund, thoreby incroasing the potential flow of international meeans
of puymont to the United States.

Its direct power to deal with international unbulance and thc gold flow
Is slight T T

It must be admitted that the Fund as set up does very little
directly to moet the problem of the gold flow. Most of the foreign re-
sorves romain entirely outsido the Fund, whore they can be freely used
to finance international unbulance whother the Fund gpproves or not,

We have been able to persuande foreign countries to pool in the Fund only
1 billion of tho 15 billion dollars of gold and dollar oxchunge that
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they possess. The 1l; billion dollar difference is the measure of their
freedom to do as they please. But whenever reserves outside the Fund
prove insufficient and countries are forced to draw upon the Fund's re-
sources to meet an international deficit, direct pressure can be brought
to bear to correct the situation. They can be required to introduce
control over capital exports if these are ceusing the trouble; or, if
the cause is a chronic adverse balance of trade, they can be required to
eliminate it by any measures they choose to adopt., If all else fails,
they may have to resort to exchange control in this sphere, too; for if
& country has exhausted its independent reserves and the Fund withholds
aid, the country's international transactions myst balance.

Theso are the direct measures of control to which the British
are gradually resigning themselves although they have tried hard to get
them removed. They apply only when a country hus to draw ypon the Fund;
they do not touch a country that can finance its deficit out of its in-
dependent reserves. And they apply only if & majority of the Fund's
moanagement votes for their application. The United States cannot have
more thun a 20 per cent vote in the Fund's menagement; und the other
votes will have to came from countries which will have very little at
stake in the form of gold and dollar resources pooled in the Fund. It
is a question just how far foreign members will go in helping us to see
that deficit countries do not make a chronic use of the gold and dollar
resources that have been largély contributed by the United States. But
the powers are there to protect the resources of the Fund if they are
properly used,

But its moral influence may be considerable

While the Fund will have direct powers over the gold movement
to this country only so far as its own resources ere concerned, it will
be in position to exert a very considerable moral influence over the
whole range of international transactions, In this respect it will be
similar te the Bank for International Settlements which derived its main
significance not from its banking transactions but from the fact that it
brought tho monetary authoritios of the world together in the presence
of a staff which was continuously working on international problems.
As compared with the B. I, S. the Fund will represent an evolution and
an advance, Instead of confining itself to central bankers, it will
bring together the monetary authorities of today -- the direct ropresenta-
tives of the respective govermments, And its staff will undoubtedly be
largor and more purposeful than that of the B. I, S. Its rocommendations
will carry greater weight unless they arc offset by the modern tendency
of countries to put their emphasis on freedom to pursue domestic oxpansion
progroms irrespective of their offects in the international field.

And its power over exchange rates and controls is clearly ostablishod

Furthermore, the Fund's direct powers with rogard to oxchange
retes and exchange control are far more comprehensive than its power to
enforco international balance, Thoy arc not limited in their application
to countries that are using the Fund's resources, Thoy apply to all
members at all times. No country can alter its exchange rate by more than
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10 per cent or introduce exchange control over the proceeds of trade
without permission of the Fund, This will give the Fund an operating
position that carries far beyond that of the B, I, S. Countries must
consult it in these matters and while it is passing upon their requests
in this sphere it can advise them with considerable force on their en-
tire international policy.

Fund's exchange policy, however, may intensify the gold flow

This power in the exchange flield should contribute to the or-
derly development of international commercial relations and help to
avoid meny of the disturbances to international trade end investment
that shifting exchange rates and direct controls created in the 1930's,
Porticularly will thut be true if other forms of trade control and dis-
crimination can be held in check by broad commerciel policy agreements
such as are now being fostored by the State Department. Noverthsless,
it must bo rocognized that the strong presumption in tho plans against
exchange rate shifts and oxchange control may actually moke it more
difficult to achieve intornationsl balance, If Fund pormission to act
in the exchange field is refused -~ and it will be hard to got « majority
of the members to approvo lowering of & compctitor's oxchange rate or
the introduction of exchange control by a customer -~ then the only re-
course left may be for a country to permit its unbalanced position to
continue. It will be driven to use its gold and its right to draw upon
the Fund-to meet the contimuing deficit in its international transactions.
The moral authority of the Fund may prove quite futile under these cir-
cumstances,

A suggestion as to possible action by the Board

Yet with gall its weaknesses the Fund remains a definite advance
over the B. I. S. both in powers and in its prospective general influence.
It is part of the machinery needed for the post-war period. Its short-
comings, when measured against the problem of international balance, do
not mean that it should be rejected, Rather they suggest three things:

1) that as much pressure as possible should be lifted from the Fund by
securing the adoption of other international measures on a really adequate
scale -- measures such as relief, international investment and liberal
commercial policies; 2) that in agreeing to support the plan the Board
should obtain the Treasury's agreement to work for enabling legislation
under which the Board will share in the seloction and control of the
United States representative -on the Fund; and 3) that the Federal Reserve
System should prepare now to reguest from Congress the powers necessary
to offset a very large inflow of foreign gold both from independent re-
serves abroad and from the resources that we ourselves will contribute

to the Fund,
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