SECET

april 5, 1946

Seoretury lorgenthau
¥r. Luxiord :
fles Summary Heport on Meeting with Dankers

in Hew York on Pousilble bretton VWoods
Cospromise.

l, Hr. D, U, B3ell arranged for E. M, Sernstein and me to
have a preliminary diseussion on this metter with Kandolph
Burgess st his office in Hew York on last londay. Mr., Dell had
previously spoken to ir. Burgess aboul the desirability of
seeking to iron out the differences between the Treasury and
the bankers, snd Burgess had indicated his wholehearted desire
to uxhrt the matter fwrther, it iir, Bell's s stion, he had
talked to Ned Brown when he had been in Chicage last week.

Their conversation had lasted five hours. Apparently, Surgess
was impressed by Urown's attitude.

2. Dbernstein and I called on Burgess at 10 o'clock londay
morning. We mede it very clear to Lim that the purpose of our

meeting was merely to determine whether or not was any
basis lor co sing the views between the bankers and the
’é’n:::{tm t it was nelther our nor our authority
0

the Treasury to any pro « lr. Burgess readlly
a,auwm-mf&ﬁ%.wmaum
witbhout to speak except in a per capacity and that
he thought our diseussions might proceed to best advantsge if
“we let our uinds rove" and felt free to explore points without
any degree of commituent involved in the discussions. It was
also agreed that our discussions would be completely oif the
record. Ve mede it very clear to Durgess from the beglaning
thet we felt that the only basis on which a compromise was
feasitle was to start with the premise that the Zretton Uoods
agreements could not bLe smended et this time and that the Fund
could not Le postponed. Om tils premise we were perfectly
Yrcrmd to explore wh-t possible chan es could be made in the
glslatl

on belore Cougress that would ald in meeting the
bankers' objections, : 4
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8. 48 & result oi ow discussion with Burgess (which
lasted the better part of the wiole of londay), the following
poin's were developed as a possible basis for compromise:

(s) In order to satisfy the bankers' position that
the Fund end Bank should be "ecombined” so that we would
avoid the alleged danger of their operations not being
coordinated, the legislation before Congress should
stipulate that the United States would appoint one man

. to serve as both Executive Director for Fund and for

| the bank and amother man to serve as voth Governor of the

Fund and the Bsnk. It would further e contemplated that

if a comgromise were effected between the bankers and the

Treasury, we would informally sound out the Cangdlans,

. British, Duteh, BDelgians, and perhaps the French on whether

. they would be 51apn’¢d to follow the ssme practice. The
pose of tils proposal would be that while it is not

. feasible at this time to actually consolidate the Bank

| and Fund the policles and t of the two institu-

' tions could Le coordinated b{hn ﬂni “a single Doard of
Directors.” It was obvious that not all of the sovernors
and directors would be the same on both institutions, tut
it was felt that if a number of the principal countries
pursued thiwlhy » there would be an important nucleus
ef influential governors and directors who would be f
faniliar with both Institutions and thus able to integrate
and coordinate their operations,

(k) To meet the second major objection oi the bankers,
i.0. that the successful operation of the Fund depended on
%e; well it was msnaged, two major proposals were evolved.
y were:

(1) Rcﬂamihility for the formulation of
ey

American po on the Fund and Bank should be

vested in a Board to Le comprised of the Sunhf{

of the Treasury as Chairman, the Ueeretary of State,

the Chalman of the Soard of Governors, the Foreign
Leonomie Administrator and the Fresident of a Federal / V4
leserve [ant elected by the open market committee of ' -
the Federal Heserve Systen, 88 was extremely
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adamant sgainst the inclusion of the Seeretary of
Commerce on this committee. Vihile he granted the
2/ significance of the Lepartment of Comumerce in the
international economie pleture, he‘fclt .tnng
thaet Wallace would Le regarded as "o red flag
the eyes of the baunkers and might constitute an
impossiile hurdle in our efforts to {ormulate a
compromise. “hen queried about the naming of a
President of & Federal Reserve Lank to the BDoard
in the manner suggested, Hurgess explained that they
had originally thought in tems of having a banker
naned to the loard. Tley belleved, however, that this
was opened to criticism for two reasons: Fiut, because
it might not be npg.owhto for a non=Government
offic te be on Board and seco s if they
succeed in get a banker on the Doard, labor and
other interests might 2 so demand representatiomn.
Therefore, they felt that the bankers would have
confldence in a Federsl Reserve Bank President to
represent their point of view. He was very open
in his statement that "obviously, that men would be
4lan Sproul as President of the rederal Reserve bank
of New York," It would also be expected that this
Goard in sddition to laying down peneral pollicies
for the American Governor and the Executive Director
te pursue in the Fund end the Baunk would alse
coordinate the poliey of the various United States
neies interested internations]l monetary snd
i ial natters,

(11) Congress in enaeting the Bretton Voods

lofhhtlon should lay down explicit rules of

£° dey to guide the Americsu representatives on the
und and Bank. The philoso hind tils polat was
that if the Acerican representatives on the Fund and
Bank had specifie polley instructions from Congress,
it would s en thelir hand a ;reat deal in see
that the Fund and Bank were wisely managed. .loreover,
it would serve as .otice to the world of the American
conception of Lo the Fund snd San: should operate.
iny country acceptin: the Fund and Bank would be on

X g\\B
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full notice of what the American position was. The
following points, in particulsr, were ilncluded:

To seeure & high degree of coordination between
the Fund and the Bank}

% To see that basic economic conditions in the
7 / various member countries are sound in order that
stable exchanges may be practicalle;

To see that the Fund does not begln exchsnge
transactions with any member while its basle
economic conditions make the meintenance of the
stable exchange rate impossible;

To see that the Fund is not used for relief or
reconstruction

To limit the uses of the Fund to meeting seasomsl,
clical and emerg needs for foreign exchange and
-+ nﬁ long-tern ltabu{utier. loans be made only by the

The legislation would req ire that Congress receive
a quarterly report from the Amerlcan representatives on
the Fund end Bank regarding the operations and policles
of such institutions and the extent to which they were
pursuing pollicles concistent with those prescribed by
W”o

1

4

representatives report on how wsell the
Fund and Dank were operating, recoumendations as to how
they t be made more effective; whether they should be
merged into ome institution; whether their resources
should Le inecreased or deecreased; and whetlLer the
United States should continue membership in elither the
Fund or the Lank or in boths The basic primeiple
involved, of course, is one of giving the Fund snd Bank
a test run so that at the end of a couple of years, we
could all again consider what changes, if any, were
desirable to improve thelr operations.

/! (¢) Congress would require that the Ameriean

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



(d) The CED proposal for making it clear that the
Bank has suthority to make lon ~term stabilization loans
would be included in the legislation with the provision
that the imericen Covernor should ask for an wmendment
if the Dank cement 4id not agree that the Bank
already posse the power to make losns for stabiliza-
tion purposes.

. In addition to the foregein;, Burgessindicated that the
baniers would like to have assurances that the Unlted States
., ) would press for the headquarters ol the Dank and the Yund being
7 | in Kow York, He sald thst this would “reassure” the Lackgrs
that the institutions would not be under wiiue :
mﬂ?nn. The other point thdt the Lankers were interested in
Tabes 15 the pesttlent’ a1 Bt
States to ons oi Governor au
> wag very explicit on the faet that the bankers would like to see
"~ led Urown named. On the point as to who would be nmued to the 2
various 5, we made it very cleer thet this was not within .
the fleld of subjeets which we felt that we could discuss. A
full statement ol the aetual changes contemplated in the
legislation is attached in the form in which it was considered
by the varlous men in New York., The peneilled notations om tiis
text are changes in form that we are presently considering.

4. After formulating this progrem with burgess, he was
anxious to trpy it out ou several of the key people in Hew York.
le lndicated that he would like to sound out Sproul, Iraser,
votter, :nd Aldrich in New York and then Hem and General
iyers. He requested thut we Join him in the dlscussion with
these various men in New York which he preferred to see first
individually rather thea in & group.

“

: Se e saw Sproul late lMonday afternoon :nd Burgess outlined

to him the ﬁro _ Sproul was extremely non-committal and sald
that he would like to talk to John "1lliams about it before
expressing a view,

6. Tuesday morning, we called on Fotter and discussed the
progrem. He was waraly receptive., lie made it cleer that he
still did not like the Fund but that he did feel thit amendments
of this character to the Dill vefore Congress would reassure him
that the interests of the United itates were protected amd that
on that ground, he was not poing to oppose the Find., It was
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quite clear that Potter was most anxious to see a wupromise
effected,

7. At Sproul's request, Sernstein and I had lunch with
bim and “illiams, At this lunch, Willlams was impossible,
stating that it was nonsense to talk about a Fund until economie
condi tions abroad were more favorsble and that it wes far more
iﬁortmt to work out a solution to the Sritish problem in the
matter of tariffs. Sproul echoed Willlams. It was gquite clear
thet with these two, the personal considerations were paramount.

8. Durgess then ted Leon Fraser in his office to discuss
the problem. Swprisinily snough, Leon Fraser was r
syupathetic aud cooperative in -pirit. lie made no asairauces
and drew the distinction between being called to mpf:-t
the comprimise snd "aceept”™ it. He was dlsposed to think
tems of accepting it but not in terms of supporting it. Iy
supporting it, he referred to going around country making
speeches, ete. In the final analysis, he said thet he would

in terms of telling Col 28 that he still thought the
ABA rtg:x't was the best solution to the problem but thst he
would prepared to accept thls compromise.

9« The next morning, ¥r. Dell was in Kew York and a
ueet was held in O 's offlce, at whici the following were
present: Dell, . s Durgess, Fraser, Fotter, Willlsms,
vernsteln, and Luxford. At this nee ’ z;pmi [ h{
stat effect, that while the meeting was in his office
that not laply that he was in agreement with the &m sal,
Hr. Sell then explained how he and lr. Durgess had bo elt
that it would be an unfortunate thing i{ alter ten years of
cooperation between the bankers and the Tre » they could
not work out an amicable settlement of this Breim Loods
issue, particularly when fundmnntdli we all n&d on the
objectives. The proposal was then outlined to roup
colleetively and Sproul and "illisas opened up the attack.
#illia=s, in particular, was very .ehement in his eriticism,
vuring the bulk of the diseussion, iraser, Potter and Burgess
remained silent, Finally, Mr. Potter said he had to leave but
that he wanted to make clear that while he still did not like
the Fund and probebly never would, nevertieless, he felt that
this ;{'wpaul did proteet the interests of the United States;
that it sounded acceptable to him; end that he would like to
see an agreement worked out. Iraser and Burgess then indicated
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that they were in sympathy with Potter's pesition.

oproul then arranged for be l, Uernstein and me to see
cloan (olt in the afterncon. ue met in Sproul's office and,
on this occasion, Sproul was .ore cooperative. Colt was
extremely receptive and thought the compromise an excellent
solution to our d .iferences. At cne or two points, Sproul
even offered constructive suggestions.

10, The agends as it was leit Wednesday afternoon was as
~ follows:

(2) Bell and Burgess were to see Aldrich on Thursday
worning.

(b) Burgess was asking Leuingwey end Ueneral Ayers
to %? d‘;.oll: York and dih‘léuu the proposal with hﬁ
on .

(¢) Ve were to consult 'ashington on thelr attitude
on 2 coupromise of tils character.

gd) Burgess will submit the compromise to the

: trative Coumittee of the Alik, which is meeting

A vi’;?' g :‘uépfnuﬂm g pﬂxgzt: M -
a & mee ew York at ap : & aue
tine and it was contemplated that the compromise would

also be discussed with that group, The Hew York itate
bankers would alse be consulted.

11, If it should be concluded that a coupromise of this
character is feasible, then it would be contemplated that
representatives of the two greups would probably sit down
with Spence and Wolecott nd under their 8 formulate
proposed smendments to the laglslation to effeect the compromise.

Peptdta1=3) A0 E{
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Seetion 8: Cection 8 is smended to read as follows:

Sece 3« (a) The United States shall be represented
on the i‘nnd and Dank by one person serving s governor and
another as executive director of both institutions. The
President, by and with the advice and consent of Lhe Senate,
shall appoint &« governor and executive director to represeunt

the United States on both the Fund and the Dank. The
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executive director so appointed shiall also serve as
provisional executive direclor of both institutions for the
purposes of the respective irticles of Agreemect. The term
of office for the governor shall be five jun and for the
executive director two years. in executive director shall
remain in offlce, however, untll a successor has been
appointed.

- (b) The rresident, by and with the advice
and consent of the Cenate, :hall appeint an alternate for
each of the positions specified in subseetion (a) of this
section who shall serve for the same terms a8 his prineipal;

provided: (1) salternates for the positions of governor and

.org/
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executive director of the Fund and Bank respectively need
not be the sa e person and (ii) any slternste for en
executive director shall be celected by the President from
names recommended te him by the executive director.

(e) Ko person shall be entitled to receive any
salary or other compensstion from the United States for
services as = governor, executive director, or slternate.

Ze Seection 4: Geetion 4 is amended to read as follows:
"INTERNATIONAL MONETARY AND FINANCIAL
COUH&IL AND REPORTS"

Sece 4o (a) There is hereby established the Inter-
national Monetary and Finenelal Couneil (hereinaiter re-
ferred to as the Councll), consisting of the secretary of
the Treasury, as chairman, the Seeretary of State, the
Chairman of the soard of Governors of the Federal Reserve
Systeu, the Foreign Lconomlie Adaminlistrator and a president
ol a rmm lieserve Lmni selected Ly the Open Market
Cmittu of th- Federsl Reserve System. The Counell shall
ut under the g,-ncral direction of the FPresident and in
accordance with such policles as the Congress may prescribe
from time to time,
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(b) The U ited States govemor and executive
director of the Fund snd Beuk and their slternates shall
weep the Council fully informed of their activities and
shall set in & manner consistent with geueral policies
established by the Council. Lxcept s otherwise provided
in seetion 5 of this Aet, the Council is hereby suthoriszed,
through the governer and executive director to give or refuse
the approval, consent, or agreement of the inited States
shenever, under the Articles of Agreenent of the Fund or of
the Bank, such approval, consent or Wut is required
before any set may be done by the Fund or the M,

| respectively. No governor or executive director representing
the United States shall vote in fawor of any waiver ot'
conditions under article V, section 4 or in fawr of sny
declargtion of the United states dollar as a scarce currency
under artiele VII, section &, of the Artlcles of Agreament
of the Fund or on any other major gquestion of poliey before
the Fund or Back without prior consultation with the Cowncil.

(¢) The Counell and the United states Governor
#nd thelr slternates are directed:

(1) To exereise their full powers and influences
te secure coordinated polieles on the part of the Fund and the
Bank and the highest degree of ccoperathon a:d collaboration
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at every point betwsen their respective manegements.

(11) To exercise their full powers and
influence to see that the Fund is used only where it cmn
ap propristely be used for current stabilisation operations
and thet the Bank is used only where it can apprapriately
be used for reconstruction snd development projects and fap/.,

long~term stabilization loans. O

(1ii) To exercise their full powers and
‘\ influence to stimulate the basic economic conditions essential
‘to the establishment and meintenance of stable and n;dnly

'exchage arrangements among mbcn}/t-/o encour age the Fund
to commmicate its views to members on economle and monetary
cond itions and developments whiech would tend to disturd stable
and orderly exchange mtngmfn: to eliminate as soon as
conditions pomit all forms of restrictive and diseriminatory
currency arrangements among members; snd to facilitate snd
o o encourage in other ways the elimination of diseriminatory

ol ) trade arrangements that hamper world trade and other forms
of economic warfare that disturb harmonious international
economic rclatimoy

(iv) To exercise their full powers amd
influence to assure the constructive use of the resources
of the Pund snd the Bank and to sce that they are not used
Digitized for FRASER
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in & maumer that laperils the financial integrity of either
institution; to see that the Fund dees not begin exchange
transactions with any member while its basic econemlic
conditions are such as would lead to use of the Ffund's
resources to sustain an untenable exchange rate, and further,
tJ""f’tia see thst the Fund does not continue exchange transactions
| with any member nftcr.lt: basic economic conditions are such
as would lead to use of the Fund's resources to sustain ean
untensble exchange rate and thus defeat the purposes of the
fund and be prejudlcial to the Fund and its members.
: (v) To exercise their full powers and {nfluence
Lo 7 to prevent the use of the Funf{/dmal: or indirectly, for

reliel or reconstruction or for indebtedness lrill;g out of
the "f27t° see that the resources of the Fund are used only
by countries that can appropriately use such resources to
promote exchange stability, to maintain orderly exchange
arrangesents, and to avold competitive exchange depreciation;
to see that the Fund is kept informed of the necessary
corrective measures that are belng taken by members that use
- the resources of the Fundj to linlf the use of the resources
of the Fund to meeting seasonal, eyelical and emergency needs
4w for foreign exchange for current stabllization purposes;

Y W
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to have otler reasonable needs for foreign exchange for
long~tern stabilization purposes considered by the Bank.

(vi) To exercise their full powers and
influence to see that when & general secarcity of a currency
is developing the report issued by tie und shall set forth
fully the causes of tle scarcity end shall contain recommenda-
tions designed to briug it teo an endj to see that the report
recognizes fully the comaon responsibility of the countries
whose holdings of the curreney sre scarce and of the country
whose currency is scarce, end that the romdaﬁonn are
nade not only to the country whose currency is scarce but to
the country whose holdings of the curreney are scarce; to
see that prompt corrective neasures are taken so that tle
‘lﬁ',;y"' ~ | secareity of any currency can be terminated as soon as pouihl:./

that the limitations on the transactions in e searce currency
are no nmore restriotive than is necessary, and that they are
relaxed and removed as rapidly as conditions permit; and

to see that tﬁq right ol members whose currency is scarce to
make representations on the administration of restrictions
on exchange transactions in a searce currency is fully
safepuarded,
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(vil) To transmit to the President and the
Congress a quarterly report in detall on the work of the
Couneil, tie operstions and policies of the Fund and the
Bank, and the activitles of the United States yovernor and
executive director and their alternates.’ /The repert shall N
| include a full statement with respect to the degree to which
’ V) the Fund snd the Bank conform with the provisions of this
hete ’

\

(viii) 7o transmit to the Congress not later
?[thmtmpmdtortho date of enactuent of this ict &
TR WY SO

VERE

special report on the operations and polleies of the Fund
and the Bank, the extent to wileh they have achieved the
purpeses for which they are established, recomsendations
a8 to how the Fund and the DBauk may be made more effective,
recozmendations on whether the iund and the Bank should be
merged into one institution, recoumendations on whether the
resources ol the Fund or tie Benk should be inereased or
decreased, reco. endations on whether the United States
should continue membership in either the Fund or the Bank
or in both, and recoumendations on any other necessary or

. desirable changes in the Articles oi Agreement for the Fund
aud the Bask or in tuls Act.
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(d) The Couneil, with the approval of the
President, is also directed te coordinate the activitles of
all departments snd agencies of the United States relating yLch,v

%o internatiousl mometary and finsncial mstters to the end

Digitized for FRASER

that the policies of the United States in these fields
should be integrated and unifoma.”

8. 3Section 9: GSection § is smended to read as follows:
' OBTALNING AND FURNISHING INFORMATION

“See. 9. So long as the United States is a member of
the Fund, the rresident may require at any time, in the manner
and under the ponalties provided in Seetion 5(b) of the
Trading with tie enemy Aet (U.5.C. title 50, App. Sees 5),
as snended, the Iwnlishing of any data that may be requested
by tie Fund under irticle 8, Jection 5, of the aArticles of
hgreement of the Fund."

4. lew Sectlon: Add the following section:
"STABILIZATION LOANS BY THE BANK"

"See. 18, If the managesent of the Bank does not
interpret its powers under the Articles of igreement as
suthorising the Bank to uske or guarantee long-tern lomns
for econouic and financisl reconstruction in comneetion with
a comprehensive stabilization program, the governor and
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exeeutive direstor of the Bank appointed by the United States
are hereby dlr_utud' to propose and support an ssenduent to the
hrticles of Agreement for tie purpose of explicitly mﬁ;oridng
the Bank, after consultation with tie Fund, to make or guarantee
such loans. The Coumeil is hereby suthorised and directed h
accept such amenduent on behalf of trn United States.”
m_:_ Add the following section:
"W ITHORAWAL"

"Sec, 14, The United States Government expressly reserves
the rigit to withirew from either the Fund or the Benk, or both,
et sny time in accordance with the provisions of Article IV,
section 1 of the Articles of Agreement of the Fund and
Article VI, seetion 1 of the Articles of igreement of the bank.
Notice is lLereby piven tiat the acceptance of membership in the
Fund and Bauk shell not be deemed in any wey to morally or
legally bind the United States to contimue such membership if

{;) in the opinion of the Covernment of the United States tlhe

policies of either the Fund or Dank are not in accord with the
letter or the spirit of tie respective Articles of Apreesent
or the provisions of tils Act or (b) if for any other resson
the Government of the United States determines it to Le in the
interest of the United States to withdraw."
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