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I. ."OBJECTIONS 70 THE BAWK PLAN ~* "
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1+ The Bretton Woods lendlng progréam is only a part of & much 1arger
program of exounded exports through loans, and will 1nev1t&b1y result in
defaults nbroad and: disillusionment at- Home, because this” country will not
permit the large scale 1mports necessary fcr the rcpayment of all the loans
.and 1nvestmcnts. ERCES

Whlle 1t is- undoubtedly correct that there will be loans by the
Export Inport Bank and perhaps’ under Lend-Leasec be31des the’ loans cncouraged
by the Bretton Yoods program, it does not follow that the inev1tab1e rcsult
is defaults because of the reluctance of thls country to oormlt large -scale
imports. : WA B " A

] e o . \:._,._4_‘:_;

; In tho flrst placc, the loans made undér’ the auSplcCS of the Bank
will. be carefully considered and -on the whole much’ sounder than our pust
loans.  Loans will be made or jguarantesd by the Bank only after careful study
and .only-if the projects financed will hclp the borr0w1ng country to. be-
come rclatlvcly less dependent on foreign supplies or to be able to sell
more of its own nroducts abroad so that the borrower will be in a position
to mect its obligations under the loan. The long-range projects financed
by the Bank w1ll-he1p the borrow1ng countrles to stablllze thelr 1nterna-
amortization payments on loans which are’ not guaranbeed“by the. Bank. And
it is doubtful whether. even w1th the Bretton dbods progran our forelgn loans
will reach very high levels. Pl

In the second place, this country probably will permit larger im-
ports after the war, The volume of United States: 1mports will depend in
“large part on the size of our national inéome. If we are able to maintain
a high level of employment and income, our. 1mports w111 be 1argo.' A large
and continuous flow of Amcrican oxports into an- expanding world market will
help to maintain prosperlty in thls country partlcularly durlng the first .
years aftcr the wans ,

The adjustment of our balance of’ payments necessary to enable
foreign countries to meet payments due us on loans by the Bank will come
very gradually and largely in an automatic fashion if we have rising in-
comes in this country. . If further adJustments ‘are necessary, they can be
brought about by corrective measures which can ‘be timed and devised in such‘
e fashion as to avoid serious dlsturbance ‘of our domcstlc economy.

Thlrdly, it was the abrupt- cessation’ of Amerlcdn forelgn 1end1ng
and the onslaught of the great depression which: were rcspon51blc in ldrge
measure. for the defaults in the 'thirties, If as'a result of the success-
ful opcration of the Bank and the Fund, end throurh other 1nstrumcnta11tlcs
of international economic and political cooperation, world trade and world
production can expand without major disturbances there is no rcason to c¢x-
pcct our lending to ccase after a few years and a reversc flow of capital
to sct in suddenly. Only if major international maladjustments develop --
which th¢ Bank and the Fund arce designed to avoid and counteract -- will
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2. The program for vast exports,. predicated.in part on Bretton TVioods
credits, will ultimately produce a-thiFd world war, for the reason that it
will cause a disequilibrium in world trade,

There is no reason to assume that the lending or guarantee
operations of the Bank will cause a.disequilibrium in world trades Quite to

“the contrary, the use’ of forolén capltal for constructive purposes, the

restoration of destroyed and disrupted .economies'.and the developmont of pro-

ductive facilities and resources .in.less.developed countrics will help to

diminish the disequilibrium of world trade which prevailed befors the war
and which presumably has been aggravated as & result of the war. Before the
war, one important cause of disequilibrium in world trade was the fact that
foreign countries needed American.goods for .an inecrease in their national
production and well= belng more urgently ‘than we needed their products, or
conversely, that theJ had, fewer goods to s¢ll to us. “If the Bank prov;des

- through loans and guarantecs the medium. for the reestablishment of the war-
itorn economies, and for the development of resources in less developed

countries it will contribute to the elimination of this basic dlsequlllbriUm.
The purpose of international capital. flows.isg the orderly financing of the
development of thv productlve resourocs. of countrles Whlch for the lack of
without forclgn as31stancc.. By helolng to reduoe dlsequlllbria in world
trade, one of the most 1mportant causes: of international cconomic friction,
the Bank can reduco the llgcllhood of p011t1ca1 and’ milltary wurfare.
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3. Although the stated obgectlve of the Bpetton‘Wbods program is the
balancedgrowth of world' trade,by financing-the: industrialization of other com-
tries, we may rather flnd that, in the end, we shall ‘have balanced trade
at a low levél; instead of at our high level, to the ‘detrimerit of -our

laboring men, our farmers and industrialists.

The 1ndustr1allzatlon of other countrles w111 tend to raise rather
than lower the level of Unlted Statos forelgn trade,: Bbtween the first and
second world wars the' chlef forelgn customers -ofi this: country were the
United Kingdom and Canada, both of. which gre industrialized nations. e
exported to the United hlnedom more than to all of Asia;“and to Canada more
than to all of South Amcrica, Our trade with Japan was far larger than our
trade with China, The hlghly Aindustrialized- .countries éf~Europec 'in 1935
(comprising 38% ‘of the area and 617 of . the populsation) rdceived 83 per cent
of the total 1mports of Europc qnd supolled 81 ; porxccnt of Europe's cxports.

gr S Popest G0 i

Through 1ndustr1a11zatlon the real Ancome of économlcally backward
nations can be ralsed and a market created for pgoods produced abroad as’ ‘well
as for goods produced domestlcally. Our own economic history reveals a
25-fold increase in the valupe of imported. goods.-in the elghtj years from
1850 to 1929, a perlod of rapid 1ndustr1a11zat10n in this- country. It is
entirely possible that’ the 1ndustr1a11zatlon of :backward” areas w111 require
shifts in the commodlty composxtlon of. our exports but any ‘plea for the
avoidance--of thls development is & plea forieconomic. otagnatlon at home
and abroad. e SO o Pt TR s LR S
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L. The Bank will be under political,pressure to.make unwise loans.,

Theré 1s good reason to have oonfldence that the management of
the Bank will not make unwise 1oans., No. Joan can ‘be made ar suaranteed
except after careful study and on the recqmmendatlon of a, committee of ex-
ports. Furthernore, loans muy be made only for spe01flc progeots and when

the prospects of tho borrowor be;ng ablc to mect lta obllgatlons are good.

In addltLon, 61nce a11 mqmbors are 11able to meet 1osses 1ncurrud
by thp Bank, thcy w111 have a fcal 1ntcrest in scolnv that only sound pro-
jects are financed by the Bank. Unw1sc 1oans Whlch rbsult in defaults will
also rcduce the income of the Bank whlch, on the decision of tho Board of
Governors, mey be distributed to members. . . . ..

The United States will be able to exert an important influence on
the lending policy of . the Bank ‘because & :large portion of the Bank's loans
are likely to be dollar loans and each country has special powers with. .-
respect to loans made in its currency. A member may prevent the use of that
part of its subscription paid in for making direct loans for purposes which
it may .consider unsound. : A-member may -veto.any proposed wuse of its currency

.paid.in to the Bank's..loan fund. . Also the Bank may -not borrow in & ‘member's

market for the purpose of, .making -direct.loans without that member's consent
and .may not guarantec a loan without the approval of the member in-whose
market the funds are ralsed. Lo boed it dihe srasl :
; . 3 : . H . o W By ..: . 4; .j,.’.._._"...: . S o
5 Our paot lendlng exnerlence should dampen our. ardor for such a:
scheme... . nm ¥ T adprn o Ve asEbad sl FES ; : :

A recent study of the Bureau of Foreign and Domestic Commerce
indicates that despite -the original .unsoundness.:of -many:of the investments
and despite the extremely adverse conditions of the thirties, our foreign
lending of the period between the two wars was on,the whole profitable to
us. The value of our foreign investment .in 1940 was (9.8 billion dollars.
Since we originally invested 13,6 billion dollars,. defaults and.decline
in the market value amounted to about 25 per : ‘eent of our-net investment.

Offsetting these losses were income receipts:from: abrosd of almost 1l billion

dollars, Taking these into account, it appears that our foreign investments
in the period 1920-1940 yielded a net raturn;qf,betwacn—u.and 5 per cent,
even after allowing for defaults,

The fact that our. foreign lending was profitable: in the aggregate
does not alter the fact that thousands of individual investors lost large
amounts in foreign loans, It is for this reason that thec Bank scheme is
necessary. Without som¢ guarantee private investors would not. lend abroad
in. large amounts. The: Bank. can make such gusrantecs without cxcessive risks
because a wise program.of forolwn lundlng is: apt to- be wvery profitable in
the aggregate., : ot : ;
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- The statutes of the Bank cantain numerous provisions which are
designed to prevent unwise loans and to keep the danger cf default to a
minimum. Loans made or pguaranteed by the Bank must, except in special
circumstances;" be for specific.reconstruction.or development projects. A
competent committee’ must make a. careful “study.of the projects .and recommend
the loans. Careful -attontion must be paid.to the prospects that the
borrower will be able:to meet its obligations and . the horrowing. government

-must guurantee-the-loan.. These and:similar safeguards of the soundngss of

the loans, which were absent in most of the international loans made in the

“inter-wer period, appearito be sufficient ground for the:essumption that

the unfuvorable expericnce: of American’ lenders wzth respect to certaln
typﬂs of forelgn louns w1ll not be rcpcatcd. iy .

i ’ ook i F g & o Nt owEEie L
See also the answer to Obgoctlon 1, Tl mag e

; 6 The Bank w111 blll off private lendlng to the detrlment of forelgn
borrowers.:.” [ R TR e S AU B A i B end
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: Onlj 20 per cent of the Bank's capltal can be used forv
dlrcct loans wh11e the remalnlng 80 per cent can, be used only to. meet losses

‘occuring in.conneetion with loans: gparantegd by the Bank.: Since the Bank

will o operate .in gencral. e;thor by guaranteeing. loans made. by private in-
vestors or by making loans with funds borrowcd from rlvate investors and
will make or guarantee only such loans as the borrower is unable to obtain
elsewhere on reasonable terms, it is clear that the Benk will promote rathcer
than hinder. the flow of private funds into; .international investment. The
foreign borrowers will be better off because thcy will be able to obtaln
loans on more reasonable terms.
7.~ The Bank woyld be undepdgpbtor&Qgﬁqt;y“bghffdl{} L
H .' .".',*; SEoL W0 il paten dL N om0 ;‘.:':(.".f.'.'zi < :“.-:’42 i , A
_ e L y
The possiblllty of debtor country control of thu operatlons of
the Bank has been excluqed by prov1smons 1v1ng & mpmber tho rlght to vcﬁo

of any 10an floated in. 1ts narkcts and borroulng by the Bank in 1ta markcts

See answnr to Obgectlon A .img:;;';:;h if=U
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- 8. Privatc bankers can take.care of all lending needs.

ey € s
PR B B T
o oty 8 V

Thero is nothlng 1n the contcmplutgd structurc of th\ Bank which

would tend to restriet lcndlng operations of prlvatc bunrcra. The Benk can

not makec or guarantcc any .loan unless prlv&tc 1nvostors pre othprw1sc un-
willing to provide the funds on reasonable torms, Furthprmorc the total
amount of loans which the Bank can muke from its own cupltal funds are
roletively small, comparcd with the amount the Bank may lend out of funds
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borrownd from prlvate 1nvestors and the volumn of prlvate lcndlnr it may .
encourage by guaranteelng lodns madeé by 0r1v&4e 1nvestoru.. Actually prlvate
bankers are expected to take carec of most of the lending needs. But the
average investor today is’ much nore skeptical ‘of foréign investment ‘than
was the average investor 'in the 1920'3. He will bYe axtrenely ‘reluctant to
invest his money in foreign bonds, . unlesg ho recelvcs duflnlto assurance
that the risks pecullar ‘to foreign investmont are minimized by the inter-
vention of the Bank. The Fund can also help to promote private investment
by assisting countrics to balance thsir 1ntornatlonu1 transactlons w1thout
resorting to drastlc cychangc rustrlctlons. -

If private investows are willing to provide most of thc funds nceded
on recasonable terms without the intervention of the Bank the Bank will not
do' nuch business. ‘This would be a happy state of affalrs.‘ The Bank's v
operations will automﬂtlcallJ diminish as world economlc condltlons improve
and prlvatc 1nvcstors tako over thc Job.; ' '

ey e s g

] i

9. If American dollars are to be 1oaned thej should be loaned w1thout

the 1ntermed1atlon -of otner natlonals.

¥ - B a Nothlng in the Bretton Woods provosals w111 prevent elther the
United States government or private investors from continuing to make direct
loans to foreign nations without’ the 1ntermed1atlon of nationals of.third
countries in so far as this may” Avpear d651rable. The Bank will supplemcnt
rather then supplant privete investment and will eénter the’ plﬂturc only when
it is satisfied that a potentisl borrower is otherwise unable to secure
reasonable terms. (Sece answers to Objections 6 and 8).. Furthermorc the
Bank cen not guérentee ‘a dollar 1oan, borrow dollars in thc United States,
or lend dollars subscribed by the United States without our approval.

There will, however, be various reasons for the United States to
permit a part of its foreign 1nVestnent to be handled under, the auspices. of
the Bank and to welcome the opportunlty to lend in this, fashlon._ Under the.
Bank proposal other countries may share in making a loan and ‘all countries
share the risks of the Bank's operations. The Bank will tend.to under—,
write long-term developmental loans the returns on whlch w111 be too iong.
delayed and too moderate in amount to attrdct the prlvate ‘investor save on
the basis of gilt-cdge security such as the Bank 5uaraﬂtcc w111 be; able to
provide. The indirect returns from 1nvbstmontu of this tjpe, in tcrms .of.
increased- product1v1ty, 1mbrovod standurds of llvlng in the arca affccted,A_
and increased trade nay be far groater then the ‘dircet earnings wnlch can
be applied to scrvice of the 1nvostmcnt. “That' the benefits dberbd from
such projects arc widely sharcd is a strong argumunt for huVLng public ‘and
perdtu investors from vwarious countrics ‘participatg in .the loan. and for
hav1rg,tho crovcrrrvxunts of varlous countrle sharc in thw rlsks 1nv01ved.

" Other- long-tcr" rbconstructlon and dcvolopmcnt loans w111 curry
pOllthdl and ecconomic risks which con bo minimizéd if the sympathctic
intercst of neighboring countries is Onllstud by securing their partici-
pation. Converscly default upon such loans might, result {rom neon-coopcrative
actions of competing states. From this p01nt of. v1~w o sharlng of partici-
pation and of risks has obvious ddvantages,
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) Finally there are strategic arees and areas rich in natural
resources whose ‘development by any. single power, would give rise to fears
of econonmic 1mper1allsm arid dollar -diplomacy. - Cortaln natlons are hesitdnt
in accepting foreign capital lest political . donlnatlon or undue economic
influence follow the Ioan. ' This -is & third smtuatlon in whlch an inter-
national Bank, in ‘thé management of. which ‘both, credltors and debtors will
be reprusented, w111 create new opgortunlties for proflrable 1nvestmcnt.

ymese & wwl § o o
! a0 L g

10. The Bénk and the Fund should bo separated, and not regarded ‘as
one program for simulteneous enactment.. R A

It is true that the Fund and Bank w111 undertuke dlffyrent types
of transactlons, thie- Fund 'will conduct exchange oouratlons on & rcvolv1ng
crodit basis and help rembers. to..keep their promiscs to malntaln stable ex-
change rates and avoid restrictions ,on current transact;ons. The Bank will
grant long-tcrm loans for specific projects of reconstruction or devclop=
munt. To handle these dlvcrgont operations, the Fund and Bank will require
managenent with -different capabilities and experience, However, the Fund
and Bunk arc dosigned to implement & single program .to. promoto 1ntcrnatlonal
monetary stability. Their functions in achieving this purpodc ‘are comple=
mentary and inter-dependent. If eithor the Fund or the Bank were rejected,
the oporatlons of the other: agency-would be handicapped and the purposcs for
which it wus organized would be Jcopardlzcd.;r(Sce answer to Quostion 1 on
Fund.) Both the Fund end the Bank ar¢ cspecially mecded in thu 1mmcd1ate
transition pcrlod. (Suc answbr to.. Obgcctlon 35 to thu Fund) S

"11. ‘The muaranby of debtor countples lS of questlonable value to ‘the
Unlted States. R FE S L R o OF R

I

“All loans made or .guaranteed by the.Bank must be fully guaranteed

;by the government, central bank, or-:some- compardble acceptable _agency of

the borrowing country.. This guaranty .will be a pledge to &1l other member
countries of the government's :feith and credit to meet the obllgation in-
curred. A member would be loathe,to - default on a loan from the Bank not
only because of its moral obligation to.all: members but bBecausé ‘such a
default would probably mean:that no. furthcr crcdlts ‘would be vranted to
the defaulting country by &ny of the. membnrs. .Thc p0351b111ty of default,
except when due to unforeseen and uncontxollablc clrcumstances,'w1ll be
small because prior to granting any credit the, Bank must glve spoclal
attention to the financidl position of the bprrower and guarantor end to

the nrospects of* tho borrower -and guarantor. being ablc to meet their ‘obli-

gétions under the loan, .The. Bank @lso makes .or: vuarantces loans’ only with
reasonable rates of interest and with schedules of rcpaynont approprlate to
thc project. However, the Bank nay offcr the borrower or _gudrantor &

chance in cascs of acute exchangs stringency to service a loan for a pcrlod
up to throe years by payments in its own .ourrency, .The Bank may &lso modify
the torms of amortization ‘or extend the life of o loun whcn c¢ircumstances

nake greator lenicnoy in terms -desirable, :The chstcnco of the Fund will

also help member countries to balance their . 1ntcrnat10na1 txansactlons and
maintain thus ability to meet: . thceir, obllvatlon. P
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Accordlng to tnc Ban“ A"reenont the total loans and guarantees
of the Bank mey not-exceed: Lhe anount of its unlwpalred subscrlhed capital,
reserves, and surplus. Any losses on direct loans made by the Bank out of
borrowed funds or on loans guarantced by the Bank are shared by all members
in proportion to the size of their total subscription. A large proportion
of the Bank's loans and guarantees to finance progccts of reconstruction
and development will be made to members with relatlvely small subscriptions
whose territories have been occupied by the enemy or whose cconomies are at
an carly stage of development.. Thus, cven if some of the larger borrowcrs
should default on :their loans and cven fail to méet ' calls on their unpaid
subscriptions to the Bank -the Bunk's ablllt" to méet “its obllgatlons would
not be seriously impaircd because countrics like the United States, thé - -
United Kingdom and Canada, whose subscriptions represent a large proportion
of the’ total subscriptions to the Bank, would. be in a p051t10n to mecet a
call . by thu Bank upon their. unpald subscrlptlons.':vlf .

12, Concess10hs to the other countrles like’ the Latln Amerlcas, who
insisted at Bretton Wbods that ‘the Bank be’ devoted equally to réconstruction
and’ development mean in effect that members de51r1ng to aevelop have an
automatlc rlmht to loans.,

(T

‘oo .The Bank Agreement says nerelJ that its resources will be used

Mwith equltable consideration to progects for devclopment and prOJects for

recoristruction alike," . Menbers have no semblance of an automatic right
to-loans either.for: reconstzuctlon or, developwent " The Agreement specifies
several conditions:which nust be met before thé Ban Tay make or guaréntee

loans. - It must have recelved, from a coﬁbctent cosmlttee app01nﬁed by : the

Bank, & written report. xecommendlng tho prOJect on’ the ba51s of ‘a céreful

study of . the. merits of the proposal..'When tho! mombur in ‘whose terrltory
~ ‘the project .is’'located is not itseclf the borrowcr, ‘the nenber or the
'~ central bank or some other acceptable agencj ‘must, fully guarantee repay-

“ment of the principal and payment. of . 1nterest and other charges. - The Bank

»

must. be: satisfied with the.rate of interest prooosed end w1th the schedule
for repayment,:and must, pay due reg ard to the prosPects that the borrowér
will be in- & position to-meet. its obllgatlons under tbe 1oan. The Bank must
21so be satisfied that the-loan cannot be obtalned on reasonable terms from
other sources.-: I : e -

Furthermore cach member country has special vetd powers, over the
Bank's opcrations in its currency. (Sec answer to Objection ).

13, Our subscription is unlikely to be the full measure of our contri-
bution since the Bank may later incrcase its capital.

The authorized capital stock of the Bank may be incrcascd only
by a thrcc-fourths majority of the total voting power. Since the United
States will hold over 31 per cent of the total wvotes, such an incrcasc would
be impossible without our approval. Furthermore no member is obligated to

http://fraser.stlouisfed.org/
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subscribe any part of the increased capital if en increase should occur.
The bill now.under consideration, furthermore,specifically. reserves to -

Congress the sole authority to approve:.or. dlba)prOVO Aany &ddltlonal sub-
scription by the United. Sbates._, "o “ '

. There - ‘is: cvery rea:on to belleVu that our subscrlptlon to the

Bank will be a profitable investment,. not a- contrlbutlon.
~1L;-,Repcél‘of;suépension;bfffhe;bdﬁnson'Aét;fés'is pfoviﬁedriﬁ.the‘
Wapner-Tobey-Spence- Bill, means- tearing up billions.in old -I0Us, and -the.
pouring out of new billions of private American capital..: : wi ¥

P ileni

The enabling lepgislation.provides: for ‘suspension of the.Johnson
Act in regard to countries which are members of the Fund and Bank. Suspension
of the Act will have no effect whatever on the stdtus of existing debts to
this country resulting in large part from: the first World War. : Thair status

_was complotely unaffected- by passage.of the, Act which:simply. prohibited

future private: loans to governments in default-on: World War I:debts to the
United States. Total repeal of the Johnson Act has:beeh requested: by the

" President and advocated by bankers! associations, export groups and the

Digitized for FRASER
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Chamber of Commerce as wcll as bv governmuntal and vxlvato CCOHOﬂlotS.

> An 1ncreased outflow of prlvate Amerlcan capltal is’ an; admltted
obJectlve of  proponents; of the: International Bank. Bbth the United States:
and foreign countries wil]l benefit,greatly if . a.large and steady flow of .
Anmerican funds permits rapid reconstruction -of:war-devastated regions -and
sound development of economiceally backward areas.. -Reconversion in this.
country will be facilitated if reconstruction demands:can in-part suoplant
war . demands after the fighting has:ended. - I{ is not likely or desirable,
however, that private foreign investment:will be conducted in:the reckless
and haphazard_manper<of.the-inter-war period during which loans- were: grented
with inadequate investigation of the purpose. for which: they were to be used
or of the prespects for . repayment, interest raﬁes-and:other.charges placed
undue burdens;upon the borrowers, and an.abrupt cessttion of American
forcign lending added to.the tremendous. difficulties of the.borrowers in .
the years. of severe depression. Both the Bank and the Fund will-help to
prevent unwise lending and borrowing, to steady the flow of foreign loans,
and to create conditions under which surplus capltal can be channeled into
productive use., . : . : s s e ! =y gt a2
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II., OBJECTIONS TO THE FUND PLAN

l. It is contended that it is inadvisable to set up two distinct
agencies; that there is no necessity for the rund, that . the functions of
the Fund can be better administered by creating a department in the
International.Bank for making exchenge stablllzatlon loans, ‘and that the
functions of the-Bank in this respect may be supplemented by increasing
the capitel and powers of the Export-Import Bank .of 1 :ashlngton., It was
partly in deference to this. theory thet in considering. the so-called George
Bill in the.House last week emendments were suggested whlch 1n éffeet
would create the Export-Import Bank of Washington as- an 1ndeocnd~nt agency
of the Government,.divorcing it from all domination by the' Secretary of
Cormérce and meking it pOSSlble for the Congress to control 1t~ pOllOleu- :

Slnce the Fund and the Bank ‘&re :designed:to deal w1th dlfferen
problems, it is desirable that they be-distinct agencies. “The Fund is
designed to stabilize. oxchange rates and eliminate exchange restrictions .
by helping to mect tcmporary shortagos and providing members faced with ,
en international drain e breething spell in which to. ‘meke neccssary ‘adjust- -
ments, The Bank, on. thb other hand, will .grant 1ong-tcrm loans to
finance reconstructlon and devclopmcnt projects, - These tivo divergent.
types of opcrations roqulre diffurent expcrience and knowledge for thelr
management, - . : Lo

‘ - '. SCEEES & :‘ i SR F g e
e - P, e

‘ The proposal that tho Fund's functlons mlght be bettcr
administored by crecating e department of the Bank empowored to make
stabilization loans implies a fundementel luck of understanding of the
Fund proposal. Without the Fund countrics:would not be obligated to mein-
tain stable exchange rotes or to eliminate cxchange restrictions.” And:
if members ere to succeed in mecting th<1r.ob11gqt10ns thEJ need"the
confidence and help provided by being able to obtain assistance’from the:
Fund for certein purposes without delay. The nccessity for the Fund lies
in the fect that it Wlll puu a stop to the’ cconpmie warfare conducted
with monectery weoapons which was prevalent in the 30's,.. _The risks involved
in the Bank's long-tcrm locns would be incrcosed without the Fund. The
assurance of stuble exchange rates and the absence of oxchunge’ rcstrlctlons
would reducc trensfer risks in connection with repayment of tho_Bank's'
locns, ‘ et

Stubilization crcdits similer to thosc grunted in the 20's and

30's would be an inadequate substitute for the Fund Agreement as a whole,
especially for the commitments on exchange rates and exchange restrictions,
but also for the Fund's lending operations, Stabilization loens would be
made only after careful investigation and usually only after the borrower
was already in a very difficult position or had already succeeded in
going through a long period of recovery and reorganizetion after & period

of scvere disturbance, The Fund would require members to reasonably
stabilize their internal position before beginning to receive any assistance
from the Fund after the Fund is set up, But in the long run the Fund

is intended primorily to help prevent members from getting into seriously
unbalanced positions and deflationary difficultics, The Fund will help
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to meet deficits on current account as they arise, end by tiding countries
over periods 'of unbalance and by propesing correctivesmeesures; will |,
enable them to avoid deflationary w@nd‘restrictive measures which would
disrupt international trade and setup repercussions +in sthe-economies
of other countries, In the absence 6f the Fund, most countries would -
deal with the problems arising from & sudden excliange shortage through
restrictive measures, e.g., exchenfe controls, biledoral agreements,
subsidies on exports, multiple ‘currency arrangoments, competitive currency
depreciation, etc., rather thad 'rejuest e stabilizetion credit from

the Bank which might be conditioned+upon controél of ! the borrower's ccononmy,
enforccd balancing of the budget rcductlon Hn: govcrnment gxpcndx*urcs, cte.

-

The arguments against thc substltutlon of stablllzatlon credits
granted by the Bank for the operations of the Fund apply even morc strongly
ageinst ompowering & United ‘States government agency!ldke.the Export-

- Import Bank to grant such loans.' The most- 1mportant.part of the-Fund

Lkgreément is the commitments ‘mémbers ‘make. on’ exchange. ratés and. exchange
restrictions. And the Export-Import Benk would bervven-less uble than

the International Benk to provide: tho ngeessary tomporary.assistance,

The dollar is mot the only'currehne¢y: which:will:be needed o, meet temporary
deficits, The Export-Import Bank's:lending:authority :should. be increased
to permit the continuance of’'the Pintincing: of:United :States foreign

trade and for certain other purposes, .

. ; R O
Sagin-.tdl 1-.'!‘,,: FE £

2. From the United States standp01nt the Stabzllzatlon Fund created
out of the devaluation profits:off 193l is more than ample.for our needs |
since $1,.,8 billion of the original’ $2 billion has hever had to be touched,

The fact that the. Stabilization Fund has used only two hundred
millions while the United Stetes will, subseribe $2,750,000,000 in gold and
dollers to the International-Fund indidates the.difference in the scope of
the Stabilization Fund's opersations andthose of ‘the proposed Intcrnational
Fund, The Stabilization Fund ‘has concentratod primerily on evening out
day to dey fluctuctions in-exchange rates through:purchascs of foreign:
currencies which the foreign countries redeem in gold almost immediately.
The Stabilization Fund, also by agreements with a few foreign countries,
has promised to hold smecll amounts of their currencies for very short
periods of time, and these foreign countries: héve:promised to maintain
their rates, It has also undertaken speéiul. trensactions, such us the

. sale of precious metals und coins to:foreign countries, but these operations

have also been conducted-on 't -very short-term busis, The Staebilization
Fund has not cttempted or Buccoeded in: s’cabn.llzlnT exchuenge retes all over
the world over « long perlod LR L
The Internationdl Fund will opercte on « much lurger sctle,
Wihereas the Stubilization: Fund:dealt'with only & small number of countries,
the Fund through its operations’ will. help to-stubilize the exchanges of

L)} member nations, wnd menbérship'may eventuszlly be increased to include
£ll countries in the world, ~ Purthermore, the Internstional Fund will
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make credits available for twé, four,-or-$ix years if necessary and in
amounts large.enough to.be ‘of real assistance to members. By prov1d1ng
members with access under certain. condltions to its pool of” forelgn :
exchange resources,. the Fund will'tide members over' temporary dlfflcultle
caused by & deficit-in their current transdétions”and will® give members

o breathing spell in which to take corrective measites to adJust their
balances of payments,

c T e Lo e A B 0ok 3
> i

b
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3. If we. are g01ng to attomnt to stabillze tho GCOnonnﬂs of othc ,
countrles, 1t should not bu done 1n the gulsc of currancy stablllzutlon.

The Fund does not protend t0 - stablllzo the oconomlcs of othcr
countries. It is undoubtedly truc that the cconomiés of other countrics
will have to undergo & process of stabilization aftcer the disturbances end
disruptions of the war, ' But tho countries concerncd muS£'work to that -
end themselves through' theiriown pOllClCS end’ dcv1ceu, no fund, mo, .,
monctary: authority, and no monttaty dev1ce ‘ulone can’ SOlVb tho problcns .
connected with: the stabilizationiof forclgn cconOmlo As a mattvr of
fact, the Fund may postponc cxchapge” transnctlons w1th uny member ifr 1ts
circumstances sr¢ such that; in thé oplnlon of the Fund they ‘would, .
lead to use of the resources of the Fuitd’in &'fanner dontrary to tho
purposcs of the Fund, Through the climination of harmful exchenge prectices,
the Fund will undoubtedly contribute to the stabilization of the inter-
nationel transactions-and .exohunge rétes of“the mcmbcr countrlos end ':
thereby favorably affect the stebility of the eedriomids conccrned. It

. may elso require members to tuke proper stabilizing mcasurcs as a condition

of contlnunng to obtaln 9351stance from tho Fund

h Tho Fund in nost cases mould ‘sturtiout b" rGCOUHIZIRg as the ;
valu¢ of individual foreign monetdry units the- artlflclul quotztlono vhich
have been in force throughout the mar, vhoreas meny forolvn currencies if,
releascd from control would heve e’ true buying povey ‘of nnly o frection of
.the present artificicl nuotatlons Thureforc, tho Fund would conco&l the )
truc condition, - S ST : - .

wals .1;1;,,,; i

. 3 w3 e W
Hon gyt Mo Lbets SHg Y 3

Thc Fund w111 not otrrt out by &utonuulﬁﬂllj rccognlﬁlng the:
ertificinl wartime velues of foreigns curren01cu.' ‘The Fund will ask esch
member country to communicate the per value of its currency based on the
rates of exchenge prevailing 60 days.beforé- the Pbreemcnt entered into.
force, If either the Fund or-the-member country Isof the oplnlon “that .
this per value is unsatisfactory, it must sey 'so ‘within ‘90 ddys, The Fupdl
can object to the per value if 1t appeers thot it cannot be maintained
without lceding to undue use of the resources of the Fund either by that
menmber or by other members. The Fund end the member must ugree on un
initicl per vilue within ¢ ressoncble period, If no agreement is reuched

{ the member will be considered as having withdrown,
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Countries which have been occupied by the enemy are permitted
to postpone communlcatlng the par’ value of their currencies until they
have ceased to be involved in magor hostllltleu,'or until such later time
as the Fund may detcrmine. * The groV151ons of* the Agreenent also ‘allow
these countriés and the Fund nore than 90 dajs to roglster obgoctlons to
the conmunlcated par valuo. o S . . RS I
Furthermore, the Fund provides for necessary chanmes in: par values,
If the initial par value should prove unsatisfactory later on and if a
chenge in the par value is necessary, in the opinion of the member, to
correct a fundemental diséquilibrium, membor ‘countrics are given the +
right after consultation with' the Fund but without the necéssity of obtaining
its concurrence, to alter the par value of their currency by & total of
10 per cent from that initially established. On any further proposed
cnanéo B tho Fund has thc rlbht to concur or ochct (Article IV ~Section 5).
“Mese’ prov151ons Are, “im CQSCHCC, dbulvncd.uo overcome- the
difficultics cnvisaged in ‘the statement’ ‘under -di'scussion, The- Fund's
purpose is’to promote exchange stablllty ‘e.s ‘an important teans for the
restoration of world trade and the 1ntornat10nal flow of capltal. But
the Artlclcs of Abroembnt rocognlze thet cxchangc rete’ stablllty cen be -
maintained only if satlsfactory par values have bccn establlshed and 1f
necessary &dgustmcnts &re prov1ded for. LA L e A B

v e
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S th Fund will be us cd for capltal purpoSes, as wcll s for the
1ntended short—tcrm vurpoues. o AN qaE ESReyies Sl R &

i m F oy w s v e S o3 ow B L e ag . TN A .
2 T 3 L enkow i §EECSAZ @R TH R pL Lo i Lo RS

The Fund has sufﬁlclcnt discrctlonary POWEr’ 0 nrevcnt any
substantial use of i1ts resources for long-term or capitel purposes, If
any member is not teking adventage of the time during which it is drawing
on the Fund to take méasures to corrcct its'situdtion end cneble it to
rcpurchase its currency from the Fund,  the munabcmnﬂt of the Fund can
refuse further assistance, Therd may be cases in which a meémber will be .
unable to rcpurchase rclé tively' small émounts of 1t6 currcncy foria- '
period of & few yeerss ‘But if* any mcmber -4s using ‘tho Fund: t¢° finarce
purchascs of equipment or machinery ubroad for deveclopment or: ‘reconstruction
purposcs, the Fund will point out in short order that thc member's
deficit is apt to continue for some time and that the mcmbur muot obtain
1on*-torm louns to flnannc such prOJocts. o il <

Thurc are speeicd sufxbuards vgainst uso oftht Fund's -rcsourccs
to meet’ & large or sustained outflow of capitul,. - The Fund may ‘roquire
& member to control suhh on outflow us a condltlon of furthur use of bhc
Pllnd P < . 2 . Lhe . . .
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6. Our subscriptions to the Bretton loods prograem (Fund and Bank)
would be as much money as the value of all the goods we exported in three
entire pre-war years: 1936, 1937 and 1938, Vie should therefore look this
program over carefully before comnitting ourselves,

Our total exports in the years 192%6-193%8 amounted to 8.9 billion
dollars, Our total subscription to the Fund amounts to 2,750 million
dollars, our subscription to the Bank 3,175 million, together 5,925
million dollars, which is 3 billion less than the velue of total exports
mentioned in the statement. But these simple additions and subtractions
are meaningless, Our initial cash subscription to the Bank smounts to only
517 million dollars and another 317 million dollars can be called by the
Bank later for use in moking direct loens. The remainder of our subscription,
or 80 per cent, is calleble only if nceded to mect obligations of the
Bank arising out of its guarantees of loans or its own borrowings. Such
calls will be made only when loans made or guaranteed by the Bank are in
default end the Bunk's special rescrve does not suffice to meet its .
obligutions. ELven under the most adverse circumstanccs it is utterly
inconccivable thet the sum total of all loans made or guaranteed by the
Bank will be dofaulted, end since looens ond guarantees are limited to the
cepital and surplus of thc¢ Bank our total subscription to the Bank will
never be called, ‘

Furthermorc, the statement implics that our subscriptions aro
& real cost which the United Stetes is expected to bear, But the Fund
is intended to opereste as & revolving fund, If it functions properly,
it will meintein & reasonable distribution of its currcncy holdings and
losses which our exporters and investors would suffer from exchange
depreciations, exchange controls and similer unileteral actions of foreign
countries will be uvoided or at lecst kept to & minimum, If the indircct
adventuges derived from the Fund in the form of o larger volume of world
trede vre added, the monctary contribution becomes insignificunt in
comparison,

It mey elso be noted that the United States would be eble to
secure the full gold valuc of its subscription to the Fund in foreign
currcncies or in goods upon withdrewel or liquidetion, The Bank cims at
the revivel and cxponsion of the internationcl flow of cepital, Its loans
and guerentecs prescnt the fremcwork within which the cconomic development
of the world is to teke place, The Bunk will help to stebilize currcncies
end promote trade., It will contribute to the elimination of economic
frictions which only too easily lead to political discord and war. If our
subscriptions to the Fund end Bank must be compared with any financial
data, it may be better to compare them with the costs of warfare than with
the value of our pre-war exports, Ten days of war cost more than our
subscriptions to the Fund and Bank combined. ‘

It is, of course, wise to study the progran cafefully. For
( almost four yeurs the program has been studied by the best experts available
‘ end has been discussed with interested groups, including commercial and
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investment bankers, foreign exchange dealers, economists well versed in
problems of international finance,.importers, exporters,‘end so oni . The
documents which: emerged from .the -preliminery gdonversations and the final
discussions at Bretton hoods are. the result of .these: discussionis, Hardly
any other piece ‘of 1ebislat10n has ‘been prepared with such ‘thoroughness

and after such comprehénsive consideration,

7. The hope that the Bretton‘ oodu Fund Wlll assure or evcn‘naterlally
contribute to Wowld pcace 1s valn 1n the: light of. the rtalitles among ‘which
the world llves. e wadk &bl sed? Pl BT oAl O

ot i

E e = A i .
. “

: "The prevalance of economlc warfaro among the netions of the .
world maJ ‘be'listed as one of the “realltles" whigh contributed to the,
outbreek ‘'of - the prcesent war, Anong the. most: pe rnicious and dangorous '
woapons. in this ‘werfare werc comnctxtlvc exchange depreciation, multiple
currency practices, and dlscrlmlnatory exchenge controls, The Fund
Agrcement aims directly et the elimination.of these ndasures, There are
other types:-of commercial warferu whlch the, Fund: Agreement docs not
protend “to c¢liminate but which can bo attacked cffectively only af ter
mone tary: cooperutlon has beon ach;evcd . Finaully, there eare non—economlc
causes of war which must be rumovcd through poli ticul. agreeniont,” ¥or1d
peace  rust be orgenized through a number of measures all of which involve
effective cooperation among the nations of the world., The Bretton Woods
bgreements offer striking evidence of ‘& desire on. the.part of” i} nations
to solve-:their- corimon problems. through continuing. consultation and ‘co-

operative actlon &nd thelr adoptlon would. augur well for the peace of the
world r v o s ; iy

-8, The Bretton 1oods progran is really Justfu varlatlon of the QPA!:
but 'on & vorld-llde'scale. It is 1ntcrnat10na1 pump prlmlng, g for e

£t &
& . ‘e | R— oo .

o b oS B

The Fund (and the Benk) do provide for some governmental funds
being used to help maintain imports, employment, and investmént throughout
the world. 'To this extént they resemble certain efforts at malntelnlng =
investment and expenditures in the domestic sphere, Howevér, -the reuources
of the Fund (and the Bank) ere made available, for certain definite nurposes.
The prlmarj purpose of the’ Fuﬁu is to halp e country. t¢ meintain-its
purcheses &broad while taking stﬂps to balance ,its' ‘transactions., The faoct

that the Fund will exert all possiblé influence on countries to balance
income and outgo mekes the Fund schene quite different from a deficit
financing scheme,
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9. - The Fund will: destroy the control by Congress over the dollear,
end the constitutional: prerogatlve to regulate the value of our money
will be imperiled., -

¢ " The bill under" conslderatlon reserves final control over the
dollar to Conbress Congress 1ona1 authorization is requlrnd to propose
or egrée to any chenge in the’ par value of the Uni ted -States dollar and
the Fund is not permitted to chenge the par’value of-the dollar unless
the chenge is proposed bJ the United States, Congressional authorizetion
is also: requlred t6- epprove any general change in pur values and the
Uni ted” utates hes & rlgnt to* veto any gcneral chunge 1n par valucs.'

'.\‘ i . i

fre Qhould the! Unltcd States intend to chenge’ thc per- vélue of the'
dollar; it eun do so -without thc Fund!'s concurrenoe up to 10 per ‘cent. il
Beyond 10 per‘eent’ concurrence’ of: the Fund must be” sought., The Fund is-
obliged to'conehir in'w nroposud change "if- Jt is Shtlbflbd ‘that the change
.- is neccssary to correct s "fundamental’ dlscqulllbrlun. Should’ the- Fund’
" object to'a chunge- pr0posbd by ‘the United:s tatcs ~the’ Unltod Statés can
cither withdraw from th@ Fund of cén ¢hinge its rate’ dvshltc thc obJectlon
of tho Fund 1n whlch casb 1t mavht be aSkcd to W1thdraw. L3575

.t %

. ~ . . . 1 Yo% v @ &z
LA Sf 3 uv,-.‘... R |

10.' Tho Fund is mmaturc, the world is nét yuc r"ady for it." Domdstic
currencies should be St&blllzbd before e uttempt’ to'stubilize fordign”
cxchange,

* ~ Jhe e pspeey @ e v ..‘; .~ B 5
3 g L : st B oted

Oﬁ the contr&ry the' Fund w111 be dospcratcly needed and will
have uncxeclled opportunities to function as a coordinuting forco in the
early post-war period., This is the very time whcen countries would be
most uorely tcmpted, in the absence of wn international mcchanism, to
embark ‘upon & round of competitive dcvaluutlonu whlch ‘would’tend to deluy
the ettainment of ci-ther domeéstic or internutionel” stzblllty much - longor
than would otherwisc be ndécessary, When & natlon 5 orlglnal exchangc
rate has been determined (in .consultdtion vith' the ‘Fund) it w111 have & '
point of reference for guidance 'in framing  policies- directed to the
adjustment of prices and cdsts to a 5table and defensible relatlonshlp at
home., It is true that exchénge rates cannot beé stabilized over the longer
run if.domestic price levels are fluctuating videly; it is equally true
that domestic currencies” cahnot be "stebilized"™ (in économies based on
private initiative) if their external velues &re’constantly changing.
Both problems must be:tackled at once if the‘slternative of rigid govern-
mental control of all intc¢rnational commercial end financial transactlons
is not to bc unduly prolonged,

The Fund can refusc to-ussist any country until it is in a
rcasonably stuble position and therc is rcason to belicve that it can make
good use of the Fund's ussistance, :

Sce Answer to Objcction 33.
Digitized for FRASER
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1},  The Fund“is ‘too large for.stabilization'purposus, and consequently
would encourage member nations to delay the neécessary steps, genorally
disagreceable to c¢ffeet a balance in their international payments,

ks pointed out in 'the.answer:té Objection 22, theé Fund is no%
too large. The amount of assistance each individual: country may expect
to obtain ‘under certain conditions:is quite small dAn: relatlon “to 1ts trade
and probable temporary deflclts. 5 e : : :

As to the contﬂntlon that member countrles would delay necessary
adjustments, it must be pointed out that the stale of rising charges,
the provisions for consultation, and the right to impose additional
charges after a certain point'is reachéd, and the reépurchase provisions
are strong safeguards against the delay of adjustmerits in’the balance.of
payments,-- Most important of all, the Fund can refuse further assistance
to eny country which is not ‘taking advantage of -the breathing spell gained -
by the Fund's assistance to take stéps to correct its international p051tlon.
But it  should also be kept in mind that sdjustments which ere not -
restrictive and in ugrecement with thespurposes of the Fund take time,
Their successful application depends upon the availability of foreign
exchenge -- which the Fund stends ready to provide., In the eabsence of an
1nternat10na1 mechanism countries &rc more likely to delay &nd refrain from
ek ing ! 'generally dissgrecable" ndgustments taen 1f thcy arc able to evall
themselves of the' support ofthe Fund, bl ok Rk Pode . :

‘ 12, The Fund gives the member countrics virtually on eutomctic right
to borrow end leaves 11tt1e or no dlscrctlon to ﬂmc Tund to requp to
meke e loan, : : : - grred L !

~It-is the purpose of the Fund to assure members of assistance: to
meet: temporary shortages of thé means of:payment on current international ..
transactions.  The Fund, however; does ' not give & member -an.sutomatic -
right to borrow since the Fund's.resources may only be used by members

for the spécific purposes enumerated::in' the Articles of Agreement,: In.

general, members may use the resources: of ithe Fund:-only ‘to:finance current

transactions with other member countries, Hembers:may not make net use.of .

the Fund's resources to meet large- or sustained outflows of capital, Nor

is the Fund to be used' to provide: facilities for relief and reconstruction
or to deel with international indebtedness arising out:of: the war, 'Members

may not use the Fund as a source of permanent financing but only for a

temporary period during which malaedjustments in balances of payments may

be corrected.

At the outsct of its opcrations, the Fund may determine whether
& member is in & position to use the Fund's resources, If, in the opinion
of the Fund, cxchange transactions with any member might lead to use of v
the Fund's resources in a menner contrary to the purposcs of the Agrecment, ;)
the Fund may postpone operutions with that member, The Fund can thus )
protect itsclf by rcfusing to deal with a country in an unstuble cconomic
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At any time after the Fund is orepared to enter, into exchang
transactlons with e member, the Fund may limit the use of its .resources by
that member even if the Fund's holdings of the member's currency have not
increased by the annual permissible’amount of 25 per cent of the member's
quota, The Fund may take such action whenever it is of the opinion that

-the mémber is using the Fund's resources in a manner contrary to. the

purposes of the Fund., A member applying to the Fund for foreign currcncies

meed not prove it will use these funds in the proper fashion., Rather the

manugemcnt of the Fund, through study of the information rcqulred of
meémbers and by following actual international trensactions of members,
must dotermine whether the member is making proper usc of the Fund's

‘réesources and take action upon its findings. The Fund may declare a member
~ intligible to use its resources if, aftcr presenting a rchIt to the member

" acting contrary to the purposes, no satisfactory reply is received, Before

a memben declered incligible would be permitted to again make purchuscs
from the Fund, it would have to satisfly the Fund's management that it had
taken necessary corrective measurcs and was prepared to make use of the
Fund's resources in & manner consistent with the Fund's ' purposos. Members
must have confidence in the &bility and judgment of the Fund's management
to protect the Fund's resources from improper usc by members,

-In addition, & member may be declared ineligiblém%o usc the Fund's
resources if that member fails to fulfill eny of its obligations under the
Articles of Agreement, Specifically, a member may also be declared

“ineligible to purchase exchange from the Fund if the member changes the par

value of its currency despite the Fund's objections, ;f,lt_malntglns
exchange restrictions inconsistent with the purposes of the Fund, or if

it fails to exercise appropriate controls as suggested by the Fund to

prevent the use of the Fund's resources to meet & large. or sustalned out=-
flow of capltal. :

13, The Fund would be controlled by tHe debtor’cbuntfies._

It is true that the United States will have only & minority vote
in ‘the Fund. However, this country c¢ontrols at least 28 por cent of . the
total voting power in the Fund, &and in voting on certain questions, on
whether or not to waive any -of the conditions governing & member's use
of the Fund's resources end on declaring a member incligible to use. the
Fund's recsources, the voting power of this ‘country will be 1ncr005ud in
proportion to the net sales of dollars by the Fund. 'The voting power of
the United States under this provision could reach 35 per cent. Also,
thero is no doubt-that the influence of the United States will be much
greater than our actusl voting power if only beceuse Amcrican participation
is 'so.vitel to the success of the Fund, Tho United Stutes, fu thermore,
will not be the only creditor country. '

There a«re mueny reesons for belicving that cven countries which
borrow from the Fund will huave e real interest in seeing that the Fund is
muneged wiscly, Most of them will subscribe substanticl umounts of gold
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or dollars and will want to see that the Fund .remains in a position to
help them dlrectly and to secure for them all the indirect advantages
which will resylt from effective stabilization of currenéies and the
avoidance of exchange restrictions,

On.questions of special importance to the United States, this
country has un effective veto power, Thus, the United States must consent
to a change in the quota of any member of the Fund and no change in the
quota of this country nay be made without the United States' approval,

.The United Stetes has a veto power over eny uniform change in the par

values of the currencies of all members, over any change in the chargcu
‘levied on the balance of & member's currcncy held by the Fund, and over
_eny amendment. of the Agrcemcnt.“ In addltlon, no chenge in the par value
of the dollar muy be made except on this country's proposal and the Fund
9 Qunnqt borrow\dollurs without the consent of the United States, .

lh . The Fund will not, as asserted. by some advocatcs, eliminate

chchangc .control,

Member countries agree not to impose restrictions on the making

,of payments and transfers for current international transactions without

the approvalwof the. Fund, IMembers also agree not to engage in any

. discriminatory currency arrengements or multiple currency practices with-

out the approval of the Fund., -If & member -is engaged in such practices

 when the Fund hgreement comes into force, it must consult with the Fund

as to thelr progressive removal, The most dengerous form of discriminatory

: currenpy arrangements which &re ruled out.is the bilateral clearing

agreement by which & country allows those countries from which it buys to
use the money received in payment only to purchase goods in that country.

There are, however, provisions by which members may avail them-
selves of special arrangements mede for the post-war transitional period,
After notifying the Fund, members mey maintaein, but cdapt to changing
circumstunces, rectrictions on payments and trensfers for current inter-
national transactions, Howcver, they must take all possible measures to
facilitate internationael payments and must withdraw such restrictions s
soon as they belicve that they will be able, without the restrictions, to

. settle their balances of payments without being forced to draw too heavily

on the resources of the Fund, Sturtlng three yeuars after the Fund begins
operations, the Fund must issue on ennual rcport on the restrictions still

in foree under these transitional arrangements, Aftor the fifth yeer, eny
member still imposing such restrictions must consult with the Fund, At

eny time the Fund may indicate to & member that it is in a favorable position
to withdraw any or cll restrictions and, aftcr a suitable time, may require

a member to withdraw from the Fund 1f it.continucs to maintain thosec
restrictions,

Federal Reserve Bank of St. Louis
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The reuason for these exemptlons is that it would be impossible
to- requlre all nember. countries ‘immedietely to remove all restrictions on
current transactions, If that were done, some members would be forced
to rely heevily on the Fund, with the consequence that the Fund's resources
would be used increasingly in financing. deficits in .internationel payments
incurred by countries which zre as yet in no position to teke advantage of
the Fund's temporary assistance to balence their trade with the rest of the
world without such restrictions, On the other hand, all member countries

.are committed gradually to abandon restrictions end the Fund hus the powcr

to’ refuse the use¢ of its resources to; or requirce th¢ i thdrawal-of,.a
member which is not eliminating its restrictions as rapidly as the Fund

l""

" The Fund &100 allows nembers to 1mpoou Ccrtaln rbstrlctlons on

transactions in a currcncy which has becn doeclered. scarce by the Fund.

This meens thet the Fund recognizes that such restrictions «re.bound to

be imposed if any single country hus such s largo and continucd: favorable
balance of payments that the Fund's holdings of its curremey arc.exhausted,
Under the Fund plan members arc obligated not to impose any, more rigorous
restrictions than are necessary in view of theirexisting &nd accruing

supply of the scarce currency and must consult the Fund as to the restrictions
1mposed. For these reasons the restrictions will be less harmful, and - :

“severe than they would be w1thout ‘the Fund plan, Furthermore; -the Fund

will postvone the development of a scarcity of any currency and its
operation will help very much to prevent such a developnent

See answer to Objection 16 on capital controls, .-

TR
. .

15. The Fund does not tackle the important queefioh'of Biocke&
balances.

The statament appurently refcrs to the blooked sterllnb balances
which hdve accumulated in the course of the var,. Although the problem:is

, importent and its solution is & des1rable objective it is clear that:

Britain cannot eliminate the. bWOCked‘balances all at-once, .Some 1ong-,-
term funding errangements will be necessary and Britain has indicated that
she prefers to meke such arrangements with countries ownlng the blocked.
balances, A large dollar loan to Britain would not of itself h°1p very .
much to solve Britain's problems, or the world's vroblbm of .cstablishing

.8 sound post~war pattern of lntcrnavlonal payments .and Britain has ..

indicated she is not intorested in getting such a 1oan. It would simply
burden Britain with & dollar debt end meke no resl contribution toward
balancing Britain's international payments, -On the other hand, the Fund
and the Bank, by providing the favoruble conditions necessary for expending
world trade and investment, would bc¢ of real help in c¢stublishing a sound
post-war pattern of international peyments and contribute substantially

to Britain's ebility to balance her current transuctions and gradually
eliminate the blocked balances, '
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16, The Fund will sctually encourcge exchange control, To control

.capital: movementﬁ the members nuut control short—term transactlong as well.

¢

~See answer to Objection 1l on generel questlon of whether the'

Fund. encourageq exnhange oontrols.

As to the oontentlon that the control of cap1+u1 mdvements

-whlch is permitted and may even be required in some cases as a condlulon

of further-access to the Fund, would necessitate the control of "s hort-

term" transections &s well, it must be pointed out that, acﬁordlng “to the
Agreement, "no member may exercise these controls (over cepital trahsactions)
in & manner which will restrict payments for current trensactions or

unduly delsy ‘transfers of funds in scttlement of commitments", The
inclusion of short-term banking end credit facilities emong current trans-
actions; end the right of ‘the Fund to detcrmlno whether “certain 3p601f1c
transactions are to be considered current. or cepital transactions are

~ample safeguards agalnst the 1mpos1t10n of restrlctlons on "short—term

transactlons

nIt is. true that control of capital.transactidns may require
some supkrvision of:all exchange transactions &nd -pérhaps even licensing.
But supervision ovér, or general licensing of, all current transactlons_'
does not imply- controls or restrlctlono on such tranbuctions. ' N

17. Virtuaslly the only internationslly desired money in'the Fund,
apart from ebout §1,000,000,000 of gold, would be that money contributed
by the United States,

The statement assumes thet the doller*will be the only inter-
nationally desired currency and the United Stetes the only country with

-a-favorablé balance .of payments, Certainly, the Cenadian dollar, the

Dutech- gu11der, end numerous other forelgn currcnéies are, or will become’
egain, "internationally desired". The 'Fund's resources will consist of the
currencies of Ll netions, It is hardly conc01vabln theit the United

States will be the only: country with & fevorable balance of pnynents end,
thércfore, the only country whose currency would be desired on balance

by other countries, It is far morc likely that over & pcrlod of ‘yecars

the .Fund will be celled upon to supply the currcn01c of many, if not -

211 the member countries, At one time or anoth<r, cuch of thc hh curr\n01os
involved muy be celled for. -

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

S A = .

18, The Fund will interfere with the sovereignty of its members
"and with their powers to control thelr own economlc llves. o

POl
.

_ Such temporery limitations’ of sovvrelgnty as are 1nvolved in"the
Fund are inherent in the very nature of international monetary relationships.
In one 1mportant sphere the Fund offers greater freedom to the members to

"control their own economic lives" than existed under the rigid gold
st&ndard in that i1t recognizes the validity of exchange retc changes &s &
method’ for corroctlng & fundemental disequilibrium in thc relationship of
eny netion with the rest of the world, It offérs member netions assurance
thet the ¢ffects of truly corrcctive cconomic action on thoir part will not
bo nullifizd by aggressive monctary meesures bv other vovcrnmunts. Also
no chenge in a member's exchange rate cen be made exccpt on 1ts ovm )
proposal tnd & member is frec to changc its rate despite the obgoctlon
of the Fund,

The Fund Agrcement involves no finel limitetion on the sovereignty
of members sinecc any country mey withdraw from the Fund upon giving notice.

19, fThe Fund is too complex to be understood or honestly explained
so that the average person can understand it : :

o The prlncloles of the Fund. Agreenent and the ba51c nechanlun
1nvolved are easily understcod, nSSlSt&nt Secretury of. State Dean Acheson
in_ testimony .before the House Banking and Currency Comnlttoe outllncd
them as follows: Member countries agree (1) to define -the. value of thelr
currencies in terms of gold; (2) to maintain this value within nerrow
limits; (3) to permit current transactions to be conswmeted freely within
these limits; and (L) to refrain from eltering the par velue of their
currencies except after consultation with the Fund,. In-order to permit
the nations of the world to undertake thesc obligations the Fund esteblishes
& reserve pool of gold and currencies, contributed by all member countrics
cand all mcnbcrs have a condltlonal rlght to +onpor&ry aSSlSt&nCC, sub jeet
to certaln 11n1tut10ns, to mcct dﬁf901ts in thblr 1ntfrn 1ona1 tranuactlons

Thc prcclsc cond1+1ons 1ncludcd in thc Jgruemont in ordpr to
protect both the Find and the members from ill-conceived ‘or arbitrary action
-are necessarily complex since they deal with complex and many-sided problems.,
Thelr rneaning and purpose are clear. to the flnan01a1 experts who will
operate the Fund end to all who are femiliar with present or past mechunisms
.of international monetary relotionships, One Nlbht sey that the Rules
of Proceduro of the United States Congress werc too ﬂomnlcx to b“ ‘Penerally
unders+ood by the publlc, without suggcsbln* ei ther "that thoso Rulcs ere
“more involved than thc circumstonces demund or thgt the Confross should
“be ebolished,
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20. The FPund hes . morked infledionary bias, Under it, 11 chunges
will be in the dircction of develuction, ;ﬁ)

A clear dlstlnctlon should be drawn between 1nf1at10nary measures
end enti- deflatlonary neesures; the Fund admittedly has an anti-defleationary
bias, Insofar es devaluution of a nution's exchange rate may be necessary

- to-relieve deflationary pressures on its domestic economy, the Fund will be
neype tcd to approve. develuation, At the same time it is not contradictory
say. thut the Fund will exert an anti- -influtionery effect in preventing
countrles from Seeking inflationary impetus through CXGLSSIVC devalustion,
Also the. Fund may require a member to abandon infletionary measures as &
. condltlon of Turther use of its resources if domestic inflationary measurcs
:are unbalan01ng the country's internetional trunsections.

- In udaltlon, it must be recognlzcd thet the Fund will excrt en
1mportant anti-infletionury influcnce by helping countries to keep. their
currcncics stable. Fluctuations in exchenge retes often load to loss of
onfidence in the currency and inflationery pressure. See answer to
Obgectlon 10,

21; 'Oufﬁpasf lending experience‘should ddmﬁen oﬁf ardor for such &
scheme,

See Objection 5 to the Bank plan on our past iehéing‘ekbé}ience.

.1t should be pointed out that the Fund's lending operations, as well
_..as the' Bank's, will be quite’ different from anything in our past lending

: "'experlence For a discussion of the difference between the Fund's operations
_and thé 'individiel stubilizetion loans of the 1nter—war perlod ‘see the

'answer to ObJectlon 1 to the Fund 01an. b B

.

' a2, The Fund erroneously presumes - th&t there LS a gencral scarclty of
~1nte n& t onel’ monetary reserves. sied T L WD 218R 3

' ) ; ’ v . P il .

Ceg t a1 . . - » s e

: The Fund does not assune & general scarc1ty of reserves in tne
-sense thet no countries have adequate reserves, It is based on :the assumptlon
that very many countries have reserves which are 1nadequate and that even
in the case of some countries which have large. rneserves, & loss of gold may
. lead . to unnuccssarlly destructive defen51ve measures. _':.~:;-.
If the Fund can assist such countrlos to ncut tenﬂorery deflclts
the destructlve measures may be prevented. Of the L. n&tlons revresantbd
at Bretton Vioods, 22 countries, with quotas smounting to, 2.) billion dollars
.out of foreign quotaes totalling 6,1 billion. dollars, huvo gold anudolldr
reserves equal to less than 50 per cent of uhe value of their exports in 1929,
Of.thpsy slim resources a certain proportion must be 1mnob1112edAto neet
official reserve requirements and a substontial proportion muy be used. to

meet immediate postwar nceds,

The objection appears to imply that the Fund is too lurge, If the
quotas are examined country by oountry, however, it will be secen thet the
o maximum thnuel borrowing privilepe of L2 of the netion# rooresented is less
Digitized for FRASER =
http://fraser.stiouisfed.org/  vhan 20 per cent of the valuce of their rgspective cxpdrts in 1938,
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23. The Fund would pé dissipated without Any material accomplishments.
See answer to Objections 11,:12, 26, 35, and L8.

2li.  The benefits of the fund in the monetary flcld could readllj be
offset by trade controls.

i i v o ¥
& % B & '

The Bretton Woods Agreements do not pretend to solve all inter-

““'national economic problems.  They confine themselves to monetary problems.
‘llember c¢ountries are not bound by the Bretton Wodds Agréerients to- relax

- gxisting trade restrictions, or to refrain from the imposition of new ones.

Thérefore, it is cortainly of the utmost importance in the interést of an
expanding world trade that an 1nternatlonal undcrstandlng on tradc controls
be- reached.»‘ : : : : ol

However, thc beneflts of the Fund agreomcnt must not bc dis-

«7countod.- Tradc controls arc often imposcd because the ccondmic system of

. a ¢ountry suffers from an unfavorablé trade balence or a disequilibrium in

the -balance of payments on current account -and is unable or-unwilling to

~t@makc-the drastic adjustments in the economy which are ‘necessary to restore
-~ igquilibrium in time. “The fact that the resources of the Fund are avdileble

¢

‘%o a member country while it experiences difficulties and while it -&djusts
“its cconomy, will substantially ease tlie pressure- toward impoésitionvof trade
:restrictions, Thus, ‘it can bc¢ said that the Fund, while it docs not'elimi-

hate the right of any country ‘to impose tradec controls, is designed to

“avoid some of the conditions which lead to the imposition of trdde econtrols.
P R " . B EmoprT e T ) :
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25. The wide divergence of interpretation of the meaning and operation

: of7ﬁhe Fund, both here:and in Brituin,‘bodcé ortly i1l ‘for the Fund's futurc.

Voo R S ohy %o PR A4 - ;

L : 3 3 % . P . = . 2 . ‘3

In the intcrprotatlon of “the Artlclws of Agreoment on the*Fund,

e thorc ‘isno real difference between the governments of ‘the United-Statcs
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“'and - Gréat ‘Britain or between their dclcgutlons &t Bretton Vioods. Opposition
-fgroups in:both countries have raised points on intérprétdtion. ‘Theéy have

" ot apparently ‘consulted their goveérnments to discover what is the official
wlntcrprutatlon of various articles as understood by the: delcgatos to’

. Bretton Woods. ‘It is trus that in public specchcs i these counttries,

"“British and‘American officials have cmphasized different uspécts of the
"Fund.  For example, on the question of stability of exchange rates the
British have emphasized the flexibility permitted by the provisions eand
the Americans the 'stability of rates which members are obligated to:main-
tain. Proponents have ecxaggerated somewhat the phrases wblcn would be most
popular in thclr partlcular country,
‘Thére 1s llttlo chanco that serious differences of - 1nteroretatlon
will arise betwecn memburs of the Funds If @ question of interpretation
does urise, it will bo submitted to the Executive Diredtors and may be
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appcaled to the Board of Governors. It is logioél'that the Fund Agrecment,
like any important body of principles, will with the passage of years
require some interprotation. This has becen true of the United Statos
Constitution, yet in the proctss the basic, undorlylng prlnclplcs have

not becen abrogated by the interpretations of the Supreme Court.

; £ & g : s ORI 0 5 s

26, The Fund's safeguards arc inadequate;:"::"'

An examination of the safeguards 1ncorporated in the Fund Agree-

" ment to protect-the resources of the Fund against their use by members in

a manner inconsistent with the nurposns the Fund will dcmons+rate their

_adequacy. These safeguards are of two thes, autonatlc and dlscretlo 181y,

\

~ The automatic safeguards includo quantitatiVe limitations on
the amount of currencies that a member may purchase over a period of time.
Thus a member may not increcaesc the Fund's holdings of its currency by an
amount lafger than one-quarter of its quota in any 12-month period. 1In

~ the aggregate a member's. net purchases of foreign currencies from the Fund

may not excecd the amount of its quote plus its gold contrlbutlon." licmbers

'purcha51ng foreign exchange from the Fund w1th their currencies arec also

_required to pay a service charge and another series of charges which in-

crecase with the amount_of exchange obtained from the Fund and the _period
over which it is used. The Agrecment also provides ‘that mombors using the

’o Fund shall repurchasc & sharc of the Fund's holdlngs of 1ts currcncy ‘under

certain conditions. . These repurchuse provisions 1nsuro that & member will

. use its monot&ry reserves, if they cxceed & spoolfled llnlt, in proportlon
to its usc of the Fund's rcsources and will use helf of additions to its

reserves to recduce the Fund's holdings of its currency.

‘The discfotlonary chguurds are those whlch muy bc unplled by

" the managomcnt of the Fund to insure that the Fund's resources will be used

most efficaciously and in a manner consistent with its purposes. Thus the
Fund meay postpone exchange transactions with all members. until it is assured
that economic and political conditions are sufflclently stable to permit the

- Fund to operate in accordance with its purposes. It may also refuse to deal

with any partlcular member on the same grounds. The most. 1mportant safe-

;::guard in the Fund Agreement is in the provision that the Fund deolare a.
member ineligible to use the Fund's resources if ‘it is using them in a

Digitized for FRASER
http://fraser.stlouisfed.org/

manner contrary to the purposes of the Fund, The most 1mportant purposes
in this oonnectlon are (a) to provide members with opportunlty to correct
maladguqtm mts in their balance of payments without reg ortlnb to destructive

.measures and (b) to shorten the duration and lessen tho degree of dis-
'equlllbrlum Ain the 1nterna+1on&1 balanoas of payments oﬁ moﬂbors.

-t

27. The Fund is likoly to brdak down because currencics and trade

~outside the Fund will far exceed those within the Fund arca.

The Fund will not bcgin'operations until it has been accepted by
nations holding 6% per cent of the quotas originally allocated., It is

Federal Reserve Bank of St. Louis
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alfficult to see how this minimum nembershlp”could be constituted without
“the'inclusion of nations’ controlllnb well over half of the world's com-
.meroial transactions. If the ma jor nations accept ‘the Fund Agreement it
“is probable that all the countries- represented at Bretton Woods will °
become members and that the principal‘neutrals will promptly apply for
, msmbersblp. Enemy countries will not be pernltted in the post-war period
to engabe in practlces 1n1mlcal to the purposes of the Fund.

If the objection refers to the fact that by far the greater share
of all current transactions between member countries will be handled with-
+ out-the intervention of the Fund, it has no force whatever. In so far as

member countries are able to keup their ‘international accounts in balance,
they will have no occasion to use the facilities of the Fund. Far from
weakening the Fund, this ability to attain c¢quilibrium without dependence
“on the Fund's resources would tend to lighten the task of preserving the .
well balanced distribution of ‘the Fund's assots whlch 1s necessarj for its
max1mun efflclency.

. ] . . " s v . . . . B
- v . H B . : b LERE (e

ri‘:' '2855fThe Fund i objectionable because it is'd cartel. B
¥ i 4 e A B b
Although the definition of a cartel is extremely eclastic, it
~gannot- p0551b1y be"stretched to apply -to the Fund. Perhaps the most

( ‘Obvious answer to this objection is that the stockholders, the managcmcnt,
' ~and*thé customers of the Fund are 1dent1cal. Thero could be o’ less '
e attractlvc set-up than this for a-cartels, C o -

29. The Fund, by Section 5 of Article IV, is rondered powerless to
achievo its proclaimed purpose of ending economic warfare.

_ Section 5 of Article IV-dutlines the donditions under which-
changes in exchange rates may occur. The objection may refer to the pro-
vision that the Fund shall not object to a proposed change which, together
with all previous chanbes,‘does not es xceed 10 per ‘cent 'of the initial par

‘velue ‘of the country's currency. Permission ‘to gach’ member country to ad-
“1just the original par value of its currerey to this: moderate éxtent is
granted in recognition of the difficulties to be fced” in’ settxnv the -
original rates with precision at & time when“conditions' areé abnormal &s a
result of war- tlme distortions. Certain countries will not nccd to avail
thémselves -of this pr1v1lego, others-will, but the'sxtont of the total
“*changes allowed 1s rot-wide cnougn, at any ‘rate, ‘to permit ocononlc warfare
~to-become- dangerous even’ if any natlon wero to abusu the freedom ﬁraﬂted
by this prov1sxon. o

5 ) g T

BRI OF el

“All furthor proposcd cnanges must be aporovrd by “the Fund, which
‘will not approve exchunge rate chunges designed for gconomie Warfarc. The
“ifact that the Fund will approve changes which &ro 1oally necessary will
prevent the breakdown of 'the wholo international ‘monetary system, currcncy
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vthat the Fund would fail to be established.
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3

1notab;11ty, ~and the resort b0 methods: of economlc warfare. The Fund's

‘power to. decide . whether a change 1is’ really necessary to correct a funda=-
‘mental d;sequlllbrlum is not limited in any way by the clause which says
“the . Fund. shall ‘not obgect to & change because of the domestic social or

polltlcal lelCleb of the member. ; L R REE

It 1s only 1f necessary changes in, rates are permltted that there
is any chance of attalnlng reasonable stability of rates in the long run.

b % om . A . oW L 4
s il < 5

, : S
30., There 1s no real conpu151on on members “to continue membershlp,

L”once their quotas have been exhausted.

” . ¥

There is na compulslon on meﬂbers to contlnue mcmbershlp at any

:,time‘ If & country were to withdraw when its quota became cxhausted it

would be under obllgatlon to settle all its accounts with the :Fund, -either
on the basis of en ad hoc agreement with the Fund or by redeeming any ex-
cess of its currency held by the Fund in gold or convertible currencics
within a five year period.:. It is harder for a country to withdraw if it
has used up its quota than if it has not. Furthermore the Fund may grant
assistance beyond the amount of the quota.

An 1moortant reason_why countr1cs would probably renaln :in the

Vel

o Fund is that as a menbcr they have the assurance that other members will
‘not impose. exchanwe re°trlct10rs on.current transactions with them. There

are many other indirect advantages of membership in the Fund. And of course
withdrawal from the Fund would probebly necessitate withdrawal from the
Bank.

= or - v ceze
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31. The U.S.A. would have the 1egei'right'to withdraw from the fend,
but once a member, it would not have the moral.,right to do so. Withdrawal
later. would be much more difficult than abstention nows.:. . :

o

If moral rights® are. to be consldered there is, llttle doubt that

“four'meral obllgdtlon to take every'reesonable -step. to, encourage international
"cooperatlon will seldom be more. clearly defined than: 1t isi-at. .the present

tlme.. Unlted States abstention from joining the. Fund: would. undoubtedly mean

fam

The coh931ve force in. the Fund w1ll be nothlng more than the

,_.enllghtened self- 1nterest of thc nember nations. 6 As.the objection points
. out, any country has the" legal right to withdraw at any time. If in the
“future the Fund should prove disadvantageous to the Unjited States--dis-.

advantageous as compared with alternative policies which did not include
open economic warfare~~then the withdrawal of the United States would be

"~ less’ reprehenulblw in terms of morals, polltlcs, or economics. than would its

failure to attempt to work out with other nations-a-basis for steble pro- E

_gross 1n 1ntcrnatlonal ceonomio relationships. -
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L Eh " It is to be hoped that future withdrawal would- indeed be more
‘difficult than abstentidn now because: dooperative efforts - on thé part of all
“membler nations to realize the purposas of the Fund Agreement w1ll prove ‘in-
creasingty effective. ' S : :

LA

32, Since the fund may borrow here, there is no telling what its
total cost will be to us.

- - ~

Pre &' ‘H.R. 2211 states expllcltly in Sectlon 5 (Certaln Acts-Not To Be
Teken Without Authorization) that "Unless Congress by law authorizes such
action neither the President nor any person or agency shall on behalf of
‘~thé Uniteéd States----(e) make any loan to the Fund ‘or the Bank". That
meaﬁs ‘that only Cengress has the right to decide’ whether any IOan on behalf
. of the Dnltbd States govurnmcnt will be made. -

L
.

-*“3‘ w{....The Fund may, of coursc, attempt to ‘borrow from’ prlvdte sources
“¥n the United States, but it can only do so w1th the approval of the Unltcd
States ‘government. The United States is under no obllratlon, legal -or. -
otherwise, to make a loan to the Fund. Therefore, our "cost" of joining
the Fund 1s fullJ covered by the authorlzatlon contalned in thc nendlng bill.

% ¢ LA T vl K

vl T is true that if the Fund ran out ef‘dollurs it "wolld be qulte
“eYear- to this country that a loan to the Fund weuld help to’ malntuln our
exports. But this does not mean that we would necessarily epprévé @ loan.
Congress has often failed to approve of large foreign loans in the past.

i L T T - ‘ oA
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33 * The ‘Fund is unsuited ‘o’ tho problems of the tran51t10n perlod,
w 1tvfs prlmarily a’ long run ‘ag ency n T B : 'z'. SRS

-'."-..' ¥

=+ .0 . . The':Fund is'admittedly unsuited to-handle many ‘6f ‘the probléms of
I thé transition period and for this reason thé Apreement states expressly
“thdat the Fund‘is not intended to provide fecilities flor relief or recon-
structlon or to deal with international indebtedness arising from:the war.
- But €he” problems with which the Fund proposes to deal ‘will be present in
the transition:period-ds well as in ‘the-years béyond. It is essenﬁial,
for example, that the post-war pattern of exchange rates should be deter-
mined in consultation with the Fund and that there should be an agreed
pfocédire for ordéfly charnge of such ¥ates as 'the need arisés. Paralleling
the abnormal flow of goods for relief énd reconstruction will 'be -a gradually
incrcasing two-way exchange of goods and services representing in part the
resumption of pre-war commercial reclationships and in part the growth of
-“thos¢ rew channels of trade which must be integrated with the older pattern..
With the 'résumption - ‘of trade there will unuoubtudly be- tumporary muludgust—
monts whlch thc Fund is admlrubly uultbd to mcot. %3
~r.; o It is of very special 1mgortancc-that the Pund bc’sct up qulckly
\ becdause -in- the absence -of firm commitments to eliminate exchangé restrictions
and arrangements to help countrics climinate them we would certainly sec a
gradual tightoning and strengthening of controls and a strungulation of

internetional trade,.
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. The Fund can protect itself against .unwise use of 1its resources
in the tran51tion period by delaying all exchange operations until condi-

':tions are reasonably stable and by refusing assistance to, any particular

country until it is in a condition to make good uge -of .the Fund,.

See Answer to Objection 10,

1
. ot
' 2

3l4. Government and other organized propéganda has focused attention
on the Bretton Woods program, to the exclusion of other solutions of the
problem, . The President instructed the. American. delcgatlon at Bretton “oods

) to consider no alternatlve plan.

The internatlonal confgrence at Bretton Woods was. only the flnal
phase of a long period of intensive study and preparation and preliminary
discussion within this country end with representatives of other countries,
Almost two years before the conference, the Treasury prescnted to the public
a plan for an international stabilization fund, the so~called White Plan,
The British gQVurnment likewise published a plan which became known as the
Koyncs plan._ Latﬂr thc Canadien government presented & third scheme.

: . .. i
These plans were w1dely dlstrlbuted, and xnterested groups were
invited to present their views on the subject. In numerous discussions
and conferences .the comments and suggestions of bankers, lexchange brokers,
economists, and businessmen experlenced in 1nternatxonal trade were glven
careful conslderatlon. o i

After twd yedrs a joint statement of principles was prepared
which embodied whet were believed to be the best features of all previous
stabilization plans, The President did specify that the: joint statement
on the Fund should provide the framework for the Broetton Woods -discussions
on the Fund and that the views of the American technical committee on the
Bank should be taken as a guide. Nevertheless at the Bretton Woods con-

ference about 1000 individual proposals for changes were presented end dis-

cussed. Some of them were rejected, some of them accepted in their original
or in & modified form, so that actually not one but: numerous.alternatives
were considered, It would probably have been impossible to,reach agree-
ment on any plans at the Confergnce. if the .Conference had. not worked w1th1n
the broad framework of principles agrc»d .upon ahead. of t;me
. e e E b
T C e i
35. The Fund will only obscure the underlylng problems and render
more difficult their ultimate solution,. By vt
One of the main objectives of.the Fund-is to give member countries
time to adjust their balance of payments positions without resorting to
restrictive measures, The Fund hes the right to limit a member's use of
its resources if it is of the opinion that the member is not taking the
necessary corrective measures.. Therefore, ‘it is at any time at the dis-
cretion of the nanagamont of the Fund to prevent & member from using the

1
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Fund's resources as & means of avoiding the solution of "underlying pro-

. blems"... Each momber country which uscs the rosources of the Fund will
i~ find it -in'its own interest to solve 'its balance of payment problems

through appropriate national policies with a specd compatible with' the
absention from the use of restrictive controls.
A s e . ! . Ay $e R _

.

- 56;' Uﬂdor the Bretton Vioods prOrram (Fund and Bénk)'gifté'Wil;.be

.eonfused w1th loans.”

oo ey s ’
H '
1.2 ¢

ol Thisfbbgectlon must be coisidered aus @ dullborate attenpt to mis-

“lead:the reader, ' To answer it completely one would necd to outline in de-
‘tail the mechanisms of the Fund and-Bank, to restate the various safcvuurds

which:have ‘becn written into each- Agre¢ement, and to describe once again the
world situation in which the agencies are designed to function. "It must bec
perfectly clear to anyone familiar with the agrcements and the background

that no glfts are contemplatcd through elther tnﬂ Pund or thb Bank.

The obgectlon is probably based upon the fact that' ccrtaln inter-
national loans in the past have not been repaid and accordingly might in
retrospect be called "gifts". Basically there mey be various causes for

-~ defaultion.interndtiondl loans. Most of these are: idenﬁlcal with the

reasons for loss of capital invested domestically: but- in international
lending there may be a further cause for default, Not only must the
specific project rebulting from the investmont- prove profltable but the
entire economy of ‘tho .débtor nation must be on ‘a Drofluuble bd31s Vis-a-vis

-uthm rest .of the world; 1. €., the nation must be- &ble to secure “the "inter-

national ‘meuns of payment with-which to puy it§ creditor. This” sceond con-
drtlon .cannot be attained unless ‘ereditor "countriecs dre w1111ng to accept
foreign . goods: and'scrvices. Both. the Fund end the Bank will work "toward

the. achicvenent of u ba 1¢nved position ‘on total ‘account for all natlons.

" To.'the cxtent that théy are successful, defuults’on 1nternat10nul loans

should be appreciably diminished. - - R

37. The Fund promises too much; in bartlcular, there is a gap between
the Fund's supply of dollers and the ‘rights under ‘the Fund to dollers.

It is true that there is a gap between the supply of gold and
dollars to be subscribed to the Fund (roughly 1 billions) and tho maxinum
possible demand on the Fund for dollars if all countries concentrated their
demands on dollars (7 bllllons) However, other currencies subscribed to
the Fund will'also be:'in'deémard, notably the Canadian dollar and possibly

certain Latin American currencies., Also, the Fund will be continuously re-
plenishing its supply of gold and convertible currencics through the pro-

~visions requiring membors to repurchasc ‘the Fund's holdings of their

: currencies and obligating membérs dcs1r1ng to purchasc forelbn curren01bs
w1th vold to do 80 through the Fund.

v : . s S M
. . i 1 "

however, it ‘is of ‘the ulmost importance- to’ reallze that members

£ do not have an unquallfled right to purchase dollars or any other currencies
- from the Fund. 'Thoy have a conditional right subject to certaln very im-
. portant limitations. One of the most :importint limitations is that a member
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ney be declared ineligible to use the Fund's res ources if it is u51ng them
in a manner contrary to tho _purposes of thc Fund (“oo answer to Objcetion
12) .

It is cloar that the Fund will rot run out of dollars unless the
international trunsactions of the United States have boen seriously un-
balunced for scveral yoears., llembers with reserves in excess of thoir quotas
are rcquired to use their roscrves of gold and exchange at the same rate
that they draw upon the Fund. If the 74 billion in wold and dollars held
by the Fund is used to purchase dollars at the same time an approximately
equal amount of gold would have to flow to the United States either through
or outside the Fund. This would mean that the Unltcd States balence of pay-
men'ts had been favorable to the extent of ‘about 38 bllllon dollars. The

*  Fund end Bank plans w111 helv very much to preVont sunn a sorlous dlu-
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i
H

28. The quotas have no realistic reletion to ¢redit needs and credit-
worthiness of members.

The fund quotas are not unrelated to credlt needs. See answer
to ObJectlon 22 .

As to the relatlonshlg betmeen the’ credlt-worthlneas and the A
quotas, it must be pointed out that the Fund Agreehent contalns very

" specific provisions with regard to the uses to which the roSources of the

Fund can be put and leaves ample room for the’ dlgcretlon of the menazement
of the Fund to decide whothor or not a country shall have access to the

“Fund. ' The rlght of members to use the Fund"is a condltlonal onc and subject

to important linitations so that at any time the munagoment of the Fund has
an’ opportunity to pass Juddment on the creolt-yorthlncss of a nombor. "See
answers to Objections 11, 12, 26,' 35 and h8 i e

39. ' Tho Fund dous not Teally stebilize., ' 7. ' 0«

' _Soolonswor to Objootion'29, l:

e
i 3

L0, ‘The Fund docs not provide for two-woyoédjuotﬁépfﬂf el

T ¢ w mEpNey B ¥ s "
. PRRC Vi R b Ji S S ae gisew S <.

The Fund Agraement” does provide’ that both dcbtors and creditors
shall take actionm to correct a muladjustment 'in tholr balances of payments.
Whon the' Fund belicves that a nember is using its’ rosourccs in a manner
contrary to its purposes, it must prescnt the membér with & report setting
forth its views and if no satisfuctory rcply is FPCulVLQ, may declare the

“member incligible to'use the rusources of the' Fund, pbnﬁlnb the adoption of

nseessary corrective measures. The Fund also has the right to communicute

" its views informully to wny member und to publish a foport) after & special

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

N b .31 -

vote, regardlng any member!'s MOnetary or econonlc conditions. and develop-
ments which directly tend to produce & serious disequilibrium in the inter-
natlonal balance of payments of members. The Fund under this. power may

’jmakb recommcndatlons to both debtors and credltors.

_ Undor the scarcc currency provision'the Fuﬁdimay recommend: to &
creditor country that a persistent favorable balance in that country's pay-

* ments has credted the situation and that the creditor country will:have to

take stcps to restore balance or see its exports to member countries limited.

“In its report setting forth the causes of the scarcity the Fund may also

suggest measures to be taken by the .debtor countries to corrcct.the situation.

The provisions specifying that the Fund shall concur in a proposed
change beyond 10 per cent in the par value of a member's currency if the

-Fund ‘is satisfied such change is necessary to correct a fundamental dis-

equlllbrlum is in reality a two-waJ adgustment A devaluation permitted
to countries with chronically unfavorable balances of payments is similar
in effects to an appreciation by countries with persistently favorable
balances and the devaluation will effect conditions in both debtor and

ereditor countries, Permission for necessary changes will help to prevent

the serious deflationary pressures forced upon debtor countrles undur the
rigid gold standard, \ . :

L1, The best solution of the' world currency problem is rcstoratlon
of the gold standard.

«

~'The International Monctary Fund attempts to retein the fundamental
advantages of the gold standard. It requires member netions to definc their
currencics in terms of «ola;'to maintain exchange rates within one per cent
of parity, to impose no restrictions on currcnt Jronsccetions cxeept after

,,consult tion with the¢ Fund or with its approvul, end to make no alteration

in their exchénge rutes without consulting the Fund, It differs.frem the
gold standard system orlmﬂrlly in recognizing that rigidity of exchange rates
may at times redound to the disadvantage of individual nations and the world
economy. The gold stancdard (in this sense of rigid exchange rates) demands
for its successful operation a hlgher degree of flexibility in the cost-
price structure than is prcsent in many nations today, or -will be present

in the post-wxr period.  Without this flex1b111ty of costs (including wages)
and prices, adjustment to deflationary pressures of monetary. origin, such

as may arise from lack of balance in international transactions, is a slow,
painful and disorderly process which irevitably involves.large-scale unem-
ployment., When nations are linked togecther by rigid exchange rates, a
depression in any major country is rapidly transmitted throughout the world
and to the inescapable deflationary influence resulting abroad from curtailed
buying on the part of thc depressed nation mey be added the gencral de-
flationary pressure of credit curtailment as foreign nations attempt to
protect the exchange value of their currencies. Cumulative deflationary
pressures result whlch delay recovery everywhere.. If these deflationary
pressures can be mitigated by permitting changes in exchange rates which are
necessary to corroct a fundamental disequilibrium the prospects for avoiding
mejor world-widé depressions will be $Substantially improved. . :
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"To attempt to go back to .the gold standard would imply confidence
tnat the standard could in fact be presérved. 1he gold standard does not
now command world confidence, having broken. down twice in & generation.

But discussion of the possibility of future collapse of the gold standard
is unrealistic in that it assumes the standard can be restored. There is
ample evidence that it camnot be, for some .of .the leauding nations of the
world refuse.to consider its adoption.. The practical choice is not between
the Fund and the gold standard but between the Fund Agreewent and monctary

»chaos.

i2. The best world monetery system is international bimetallism.

Internatlonal blmctalllsn is open to all the same objcctlons as

thé rigicd international  gold: standard and a grcat many others besides.

" Tremendous amounts of resources would be wasted on the Uroductlon of silver.

In-any case, there is not the slightest p0531b111ty that the magor countrles

would be w1111nv to adopt ‘bimetallism.

YO L O

h3 The Fund is only a dev1ce for lendlng dollars cheaply and w111
soon be wasted or lost.

See answer to Objections 11, 12, 26, 35 and 48.
Lly. The Fund gives to its members indiscriminately, without regard to
credlt-uorthlness, the adtomatlc right to borrow forelgn exchange.

See answers to ObJectlons 12 and ee,

Li5. - Both becaise of the terms of the Agroement and the naturc of the

"good-neighbor policy, the Fund will be managed by debtor countrles, and

the U S. in reallty will exercise only a minority voice..

L As far as the good neighbor pollcy is concerned 1t is verJ probable

- that Latln American countries will support the Unlted States positions, if
. . only because .of the advantages and assistance they may obtaln from the
" Unlted States outside the Fund.
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See answer to. Obgectlon 13 on debtor control

L6. The Fund is too ambltlous, stabilization of key curron01nu 1s

-more practical,

The stebiljzation of key'currencies has been suggeétedAas an

alternative. to- the Fund. According to this proposal the United States and

Great Britain by egreement would establish a dollar-pound rate and other
countries, would subsequently fix their exchango rates 1n relatlon to the

dollar or the pound,
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. The Fund 1ncorporates any. advantagps which maj be claimed for
_ the key currency proposal, There is no. doubt that the dollar-pound rate

~ will be set at a very early stage and other countries will be able. to set

..their rates in relation to the pound or the dollar. But the -Fund would go
further fnd with proper consideration for the problems and time element
involved in establishing rates for occupiecd countries, would provide for
international agrecment on the rates for all members., A complete pattern
of ratcs would be established as soon as practicable for the currencies of
all nations joining the Fund. There is more hope of eappropriate rates being
.set than if each country set its rate by a unilateral decision and without
full knowledge and consideration of the rates being established by. other
countriecs. Furthermorc the Fund provides an orderly method for making such
chenges in rates as become nccessary and obligates mombers not to manipu-
1&towthcir currcncies in order to undercut~foreign conpetitors.

X rnhe mc+hod of approach to moncturj stablllzatlon proposed by the
koy curzency advocates is contrary to the avowed. principle of the United
Nations of: 1ntcrnatlonu1‘cnovcrutlon. Smaller countries would have. to
associate thepmselves with 2 sterling or dollar bloe and thess blocs might
bcconu powerful 1nstrununts of cconomic warfeare.

- Once thﬁ dollar- pound ratc heas. boen dctcrmlned, the kcy currency
lan provides no meens for muintaining that or eny other rate. 'Even if
the United States were prepared to- grant the United Kingdom & loan
sufflclcntly largo to permit Britain. to. scttle her balances with other
countries accumulated during the war and to meet the. Lnevltqblo_deflclt
in Britain's immediate postwar balance of payments, Britain would not be
- willing .to. incur a dollar indebtedness for such: purposes, Britain would
prefer to muke individual. arrangements for settling blocked balancos. and
in the absence of the Fund would elect to overcome an excess -of dimports by
resorting to exchange controls and advonttgeous trade agrecments.

»

The Fund not only obligates its members to refrain from competitive
exchange depreciations and from instituting exchange restrictions, but pro-
vides an alternative through its exchange transactions with members. The
Fund, by making available foreign exchange resources, gives members faced by
an 1nternat10na1 drain on current account & breathing spell in which to
take necessary steps to correct maladjustwants. SETR T

L7. Before stabllizatlon is attpmptod, trade barrlers must be rCﬂOVcd.
To set up the Fund now is to, put the cart before the horse.. . ;

: A similar objection would be made if commcreial policy agree-
ments were ‘attempted beforc agreement had been roached on,monetary matters.,
Perhaps the ideal situation would be to reach simultancous agrecment on all
aspects of internationul comacrcial and finoncial relationships. It is
soubtful whethcr this could be accomplishced at the prescnt time. A start
( Tust be made at some point in recrcuting & workable systom of international
" economic relations, wnd monotury agrcemonts provide an. importent first step.

sl
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Without stressing the point unduly, it is probable that monetary

. manipulations are more effectlve inttruments of economlc warfare than are

tariffs and quotas. It might be said that the latter are bettor adapted to
defense then to offense while monetary measures ere’ equelly effective for

Lglthp;.nurpose. If this be true, the abandonment of the monetary weapon

:fwill facilitate agreement on other phases qf commércial'policy.fg

Sce answer to Objection 24,

LB. International currency stability cannot endure unlesslbasod upon
prior economic and political stability’within'thg various nations.

In answer to Objection 10, it was pointed out that domestic

i stabilify and international stability cammot be treated as two isolated
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“problems. There is a constant and complex interaction between the two and

stability must be sought on both fronts at once. The Fund recognizes, how-
ever, that the oxternal value of & nation's currency cannot be stabilized
if that nation does not possess .a reasonable degrec of political end
economic stability internally. It thercfore rctains the right (1) to
refrain from edmitting any nation to membership unless it believes that
the.par value of its currcncy cun be mainteined without causing rccourse

to the Fund on a scale prejudicial to the Fund and to the members, and (2)
the right to postponc exchange transactions with any member if its ,
circumstences are such that they would lead to use of the resources of

thc Fund in a manner contrary to the purposcs of the Funa.,.

Furthcrnorc 1f unstable conditions dovelop at’ 1atcr stage the
Fund may require a momber to take the propbr 1ntrrna1 measurss as a condition
of furthcr access to thc Fund.

v

LS. The Fund may force us to lower our tariffs.

. The Fund has no powcr whatever to force us to lower our teriffs.,
If we continue to export much more than we import the Fund may meke in-
formal rccommendotions te us, or by a 2/3 vote may decide to publish a
report regarding developments which are tending to produce serious un-
balance in the transactions of members. Such reccomnmendations or reports
might exert some pressure on us to take-action and one recommended course
of action might be the lowering of tariffs. '

.50. The Fund's safeguards are not effective safeguards, because they
may be waived.

‘
It is provided in the Fund Agrecment that the Fund may waive the
conditions governing the use of its rusources. In making a waiver the Fund
would take into consideration-any periodic or exceptioral requirements of
the member and might roquirc the pledge of satisfuctory collateral by the
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;wcmber to protect the Fund's interests., The only sufeguard which might

in ﬂractlce be waived under this prov131on is the quantitative limitation

on purchases of foreign exchange by a member., Waiver, as applied to other
conditions governing the use of the Fund's resources, is a misnomer: If a
member has previously been declared ineligible to use the Fund's resources
because it was using the Fund in a manner contrary to its purpose the Fund
would not waive its decision on the member's eligibility. If thc member

‘had tuken corrcctive measures and wes no longer ontering into trunsactions

inconsistent with the Fund's purposcs, thec Fund might decide to reinstate
that member. Likewise, the Fund would not waive e previous declaration
that a particular currecncy was scarce, it simply decides how much of a

scarce currency it can make available to any given member, As far as the
waiver provision epplies to the quantitative limitation on purchaSus of ¢x~
chenge, we must have confidence in the judgment of thc management. It is
very desiratle to have some flexibility, It may be rcemembered that
creditor countries have extra voting power on decisions to grant a waiver.

51. In the Bretton Woods program we should be pouring our money
down a rat hole.

See answers to objections 11, 12, 26, 25 and L8.
52. The Fund implies government control of foreign trade.

The Fund will be a long step toward the elimination of govern-
nment control of foreign trade. A country may choose to exercise detailed -
control of its foreign trade as the most effective way of waging economic
warfare, or it may be forced into control of foreign trade as the only
means of balancing its international accounts in the face of a non-co-
operative attitude on the part of other nations., The Fund will help very
much to prevent unbtalanced international accounts and will help members to
meet deficits without reverting to restrictive controls,

Under the Fund menbers agree to eliminate as rapidly as possible
discriminatory currscncy arrangemnents, multiple currency practices, and ex-
change controls affecting current transactions. In agreeing to abandon
these practices member nations will be discarding some of the most effec-
tive tools of government trade control.

53. The Fund is an unnatural monstrosity, because it attempts to
reconcile the irreconcilable; its uppearance of agreement is really a
diplomatic fiction.

This question presumably rofors to alleged differcnces in inter-
protation of the Fund hero and in Brituin. See answer to Objection 25.
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iy )h The Fund cannot work as we' are told it would, because economic fa
con31dera%10no were set aside for mllitary and polltlral rcaSOns At e
Bretton Wbods. ‘ B i

B g
At

. Illltary or polltlcal considerations had almost no influence at
Bretton Woods and no 1mportant economlc con81deratlons were set &side.

o BUE

Y
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