HFARINGS ON BRETTON WOODS ENABLING LEGISLATION
BEFORE SENATE BANKING AND CURRENCY COMMITTEE
June 12, 1945 -- 10:30 A.M,

(First day of hearings)
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Secretaory Morgenthau was the first witness to appear before the Com-
mittee, He read a prepared statement emphasizing that the Bretton Woods Agrec-
ments are designed to eliminate unfair currency practices which intoerfere with
world tradec and to restore and develop the producing and trading power of many
nations. 1In the course of a description of the currency practices of the 19%0's
the Secretary pointcd out that the United States suffered morec than other coun-
trics, The value of United States exports fell by one-half from 1928 to 1938
while world exports fell by only = third. The Secretary also stressed the fact
that foreign countries will be led to adopt the currency practices of the 1930's
if something is not done to help establish orderly exchonges and to help provide
needed foreign capital, He said that if loans were not forthcoming from private
investors countries would arrange foreign loans on o political basis which would
mean the rule of power politics, International monetary cooperation is esscntial
for world peace,

Senator Taft (R, Ohio) asked the Secretary to outline the commitments
of the United States to foreign countries under Lend-Loase agreements and to
explain what our commitments would be if the war with Japan were over in thirty
days. Assistant Secretory of State Acheson, at the request of Secretary Morgen-
thau, answercd Scnotor Taft's question., He stated that our general program with
the British carries on only to V-J day and that our agrecments with France,
Belgium, ond the Netherlands which now run to the middle of 1946 are being re-
vised to cover.only the yeor 1945 which will substantially reduce the amounts
involved. He explained that we would wish to help those arecs ne long ns we had
millions of our men stationed there, When Senator Taft suggested that we were
sending moachinery which would last for years, Assistant Secretary Acheson ex-
plained that much of this wes being furnished on a repayment basis and the Presi-
dent could determine at cny time that it was no longer essential to furmish such
goods. In answers to further questions by Senator Taft Assistont Secretary
Acheson s2id such goods were being furnished on a loan basis, that we have no
plans for aid to the British after V-J day, that he did not know of any promises
by Mr. Hopkins to moke a loan to Russia, and that Lend-Lease supplies to Russia
were going forward only in connection with the prosecution of the wer and were
being revicwed, The Assistant Secretory agrecd to give Senntor Taft o detailed
list of the types and quantitics of goods now being sent abroad under Lend-Lease.

O

In response to a question by Senator Taft Secretary Morgenthau said
that Assistant Secretary of State Clayton told him o bill to expund the lending
authority of the Export-Import Bank would be introduced shortly, and that the
amount had not been settlod yet., Secretary Morgenthou said he thought the
Export-Import Bank locns would normally be somewhat sborter term than the Inter-
national Bznk's lonns, When Senator Taft esked if the Export-Impert Bonk might
not make loans on political bases of the sort the Secretary objeeted to in his
statement, the Secretary exploined that the dangerous kind was the kind that

__ resulted in bilateral barter crrangements., Senator Fullbright (D. Ark,) said
he did not think economic or politiczal questions could be discussed in isolation
WA and felt that our financial policy should be coordinated with our foreign policy.
Secretary Morgenthnu szid the international institutions werce eonceived of as
D@nuajm?ﬁﬁﬁﬁigng on the basis of strictly economic considerations, When Senator Taft
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&_; said he believed the Fund and Bznk would dominate world trade and investment,
Secretary Norgenthau said. only: in the senso thut tbcy ‘would meke pogblblt a re-
vivoel and.expansion of world trade.-b' it e,

Sen tor Tuft thcn QSkud 1f the delnduutrlallzatlon of Germuny and Jupan
and the complete elimination of their exports would not lead to reductions in
trade more thon offsctting any expension prometed by the Fund and Bank, Secretary
Morgenthaou suid Gormony's trade was relatively small before the war and that other
Furopean countrics could easily toke over her exports. Germany should be sclf-
sufficient and her stondard of living should not exc¢ecd that of her ncighbors,

Assistunt Secretary of State Acheson then took the witness stand., He
described at length the destruction in Furope and suggested it would toke years
and yeors for Europe to get back to its pre-war status without some help. Senator
Taft said he thought foreign countrics had plenty of gold and dollars to buy our
goods. Assistant Sceretary Acheson said that they needed help very much and that
only if drastic stecps are token will they avoid bilateral clearing arrangements
and destructive monetary practices,

Assistant Secretary Acheson scid the Fund Agrecment was a series of
promises and an arrongement for helping members live up to the promises, The
first promise by each member is to define the value of its currency in gold,
Senator Murdock (D, Utah) soid he thought therc was obviously not enough gold in
the world,to,keep reserves of all countrics at even the 25 per cent level and that
silver should have been included in the Fund plen oand Senator Millikin (R. Colo,)
agreed with him, Assistant Secrctary Achcson said there werc no percentage re-
serves in the Pund plen, gzold was used as 2 common denominator, Assistant Secre-
tary Achcson said the second promise was te maintain the established gold wvelue
within a 1 per cent range and the third to censult the Fund if a change in rate
appeared necessary. Each member has a right to moke changes adding up te 10 per
cent but on changes beyond that amount the Fund may objeet to the change., If a
member persists in moking a change despite the objection of the Fund it may be
expelled or cut off from Fund assistance,

O

Senator Taf{ asked whether the British were not correct in describing
the plan as the opposite of the gold standard and said he believed the Fund had to
approve of. all changes. The Agreement says the Fund must approve of a change neces-
sary to correct o fundamental disequilibrium and can not objeet because of domestic
social or political policics. Social or political policies would always be in-
volved so the Fund would have to approve every change requested, Assistant Secre-
tary Acheson said that if o socizl security policy led to changes in costs which
led to a serious balance of payments deficit it would be obviously necessary to
alter the exchange rate rather than force o policy of falling prices and unemploy-
ment., The world as o whole will no longer tolerate the tyranny of the absolutely
fixed rates of the gold standard,

Senator Taft said one country after another would depreciate and the
Fund would have to approve. Assistant Secretary Acheson explained that the Fund
could object to a proposed change on grounds other than the social and political
policics, The Fund would prevent competitive devaluation -- it would allow coun-
tries to correct unbalanced situations and get back to their former trading
" position but would not ellow countries to depreciate to obtain a competitive
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advzntage over its neighbors. When Senator Taft and Senator Murdock referred to
a series of successive 10 per cent changes not even requiring the approval of the
Fund Assistant Secretary Acheson made it clear that the 10 per cent change per-
mitted on a unilateral basis was 2.once and for o11 10 per. cent.

Assistunt Secretary Acheson will continue his testimony on June 13,1945,
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