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THE INTERNATIONAL ROLE OF ThE: FEDERAL RESELVE SYSTEM

I. INTRODUCTION

I have lived and worked with this subject in its many aspects for &
good many years. It has meny different pheses and under constantly
Changing world conditions its elements appear in a different light at
different times. One thing is certain. It is a subject of tremendous

1portance; but it is also a complex subject which does not lend itself
”?11 to graphic description. However, in an effort to provide some
visual means of highlighting the 1ole of the Federzl Reserve Systenm in
the international field, I have had prepared and there 1is attached a
| chart which indicates generelly the powers of the System in this field.
l Also, ag sn aid to an understanding of the background, there are
a?tached several tables presenting in statisticel form a more concrete
Picture of some of the aspects of this sutject which I intend to mention
These tables will help to indicate the nature and extent of the current
foreign operations of the System; the volume of foreign aid extended by
our Govermment since the end of the war; the extent of operations by
tbe Export-Import Bank, the lnternationel Jonetary Fund, and the Interne
tional Bank; and the amount of gold end dolliar reserves held by various
foreign countries.

Since the end of World kar II, great progress has been made toward
the achievement of economic recovery in foreign countries, particularly
the countries of Western Furope. The initial post-war objective of
relief and rehebilitation was largely accomplished by financial assist-
ance extended through UNERA, Export-Import Bank, snd Lend-Lease Adminis-
tration. - Beginning in 1947, & new type of essistance, programmed on a°-
Comparatively long basis end sdministered chiefly through the Economic
Cooperation Administration, enabled' the \iestern Furopean countries to --
maintain a progressive rise in production to levels above pre-war and
to expand exports to the rest of'the world. As & result, advunées were
méde in arresting ‘inflationary trends such-as had prevailed after the
first World Wer and in bringing about exchange adjustments.

With the devaluation of European and other currencies in September
1949, there began a third phase in the program of recovery. The objec-
tives of this phase relate principally to the strengthening of monetary
reserves, elimination of controls that impede the broad convertibility
of currencies, and liberalizetion of trade and payments among the West-
ern Furopean countries and perhaps in other areas.

In the accomplishment of these objectives;:the mnonetary authorities
have an opportunity to assume an increasingly importent role. During tt
Immediate post-war period, they could play only & passive part-in- sup-
Porting financial requirements for relief and reconstruction. In ‘the-
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second phase, as production advanced and inflation subsided, - the .monetary
authorities of certain countries were in a2 position to bring about
credit measures aiming at internal financial stability.' It is only .nov,
however, that the monetary authorities can assume & paramount role in
developing policies looking toward overall financial stability.

It seems particularly appropriate, therefore, that we should give
thoughtful consideration at this time to the part which the [ederal
Reserve System can play in the international field; and, as a basis for
such consideration, those of us connected with the System should have
clearly in mind the nature of the System's authority and experience in
this field. In addition, it is important that foreign Governments and
their central banks, as well as private bankers and businessmen in our
own country, should be informed as to the powers and operations of the
System in the international financial field.

II. POVERS AND hESPOWSIBILITIES OF THE FEDERAL
RESERVE SYSTEM IN THE INTERNATIONAL FILLD

Traditionally, the Federal keserve System has exercised a more
limited and indirect influence on international affairs than have
central banks abroad. This hes been due principally to the fact that
historically the United States has been preoccupied with domestic
rather than international problems. Thus, the Federcl kesgerve Act in
1913 was concerned chiefly with matters of domestic significance, es-
pecially the need for centralized reserves and a more elastic currency-
Vhile attention was given to the desirability of developing an accept-
ance market for international financing, the primary interest &t the
time was in the promotion of our export trade rather than the interna-
tionsl balance of peyments or the state of international monetary
reserves.

Nevertheless, under the original Federal heserve Act and subse-
quent amendments to the law, the Federal Leserve System has been vested
with powers which enable it to &ssume an active part in the international
field; and under the law the System has a definite responsibility in
this field. These powers and responsibilities ere of three general
types: (1) those of the Federal Reserve Banks which are of a more or
less public nature and involve relationships with foreign countries and
foreign central banks; () those which involve the responsibility of
the System for participstion in foreign financing by commercial bunks
and private investors; and (3) those possessed by the Board of Governol's
itself which relate to overall supervision and regulation, including the
advisory responsibility placed upon the Board by virtue of its Chair-
man's membership on the National advisory Council.

Powers of the Federal Leserve Banks

The statutory-authority of the Federal Reserve Banks in the inter-
national field may be considered generally under four headings: (1) pur-
chases and sales of commercial paper and Government securities; (2) deal-
ings in, and loans on, gold; (3) correspondent relations and accounts
with foreign banks; and (4) fiscal agency functions for the Treasury
Department and other Governmental ugencies, as well as for the Interna-
tional Fund and International Bank.
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Purchases and sales

_ The principal powers of the Federal heserve Banks in the foreign
field are set forth in section 14 of the Federal Leserve Act. Under the
first paragraph of that section, the Eeserve Banks are authorized, under
rules and regulations: prescribed by the Board of Governors, to purchase

sell in the open market, "at home or abroad, either from or to domes-
tic or foreign banks, firms, corporations, or individuals, cable trans-
fers and bankers! acceptances and bills of exchange" of the kinds which
would be eligible for rediscount by the lieserve Banks under the Federal®
Reserve Act, except that the endorsement of a member bank is not requirec
Under regulations of the Federal Open Market Comnittee’*, a Federal ke-
Sérve Bank may purchase in the open market only such acceptances and
bills of exchange as comply with the requirements prescribed by the Boarc
of Governors in its FKeguletion B and it may not purchase or sell cable
transfers for its own account except in accordance with the directions
of the Open iarket. Committee.

Additional authority for the purchase and sale of commercial paper
8broad is conferred by subsection (e) of section 14 which empowers the
heserve Banks "to buy and sell" through their foreign correspondents or
8gencies bills of exchange (or acceptances) arising out of actual com-
Mercial transactions which huve not more than 90 days to run, exclusive
of days of grace, and which bear the signature of two or more responsible
Parties.

Under subsection (b) of section 14, the hLeserve Banks are also au-
thorized to buy and sell "at home or abroad” bonds and notes of the
United States and certain other ohligations, subject to limitations as t«
maturity, Such purchases and ssles by the heserve Banks, when made in
the open market, are subject to regulations of the Federal Open uiarket
Committee.

3

Dealings in, and lpans on, gold

Since the originel enactment of the Federal keserve Act, section
14(3) has authorized the Federal Reserve Banks "to deal in gold coin and
bullion at home or sbroad, to make loans thereon" and to enter into con-
tracts for loans of gold coin or bullion. The power to "deal in" gold
includes authority to buy and sell gold; and sales of gold may be made
€lther for cash or on credit. Since the enactiment of the Gold heserve
ﬁct of January 30, -1934, purchases of gold, as well as the holding,
iMportation, exportation or earmarking of gold, have been subject to

iCensing requirements of the Treasury Department. Loeans on gold
Collateral by the Reserve Banks, however, are not subject to licensing
restrictions under the law.

Corresnondent relations and accounts

Section 14(e) of the original Federal Leserve Act authorized the
ederal Reserve Banks, with the consent of the Board of Governors, to
OPen and maintain accounts in foreign countries, to appoint foreign

*Seven members of Board of Governors and five Presidents of the twelve
Federal Reserve Banks.
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correspondents, and to esteblish foreign agencies. In 1916, the Ktesecrve
Banks were also authorized, with the consent of the Board of Governors,
to open banking accounts for their foreign correspondents and agencies.
By a further amendment made the following year, it was provided thut
vhere such an zccount ig opened or correspondent appointed by one Federal
Keserve Bunk, any other Federal Leserve Bank, with the consent and =zp-
proval of the Board of Governors, may participate in thet account and
carry on through the tieserve Bank opening the account or eppointing the
correspondent any transaction authorized by section 14 of the Federal
Regerve Act. At the same time, it was mude clear that the opening of
foreign accounts end the aypointment of foreign correspondents should be
subject to regulations prescribed by the Board of Governors snd also thet
our Board might order or direct the opening of such accounts or appoint-
ment of such correspondents.

Fiscal agency functions

Authority for the activities of the Federal heserve Banks as fiscal
agents for the Treasury in counection with its foreign operations derives
principally from section 15 of the Federal heserve Acl which provides
that the Keserve Banks shell act as fiscal agents of the United States
"when required by the Secretary of the Treasury".

In 1945, the Bretton Voods legislation provided that any Federal
keserve Bank shall act, when so requested, as depository or fiscal agent
for the International monetary Fund and the Intern:tional Bunk for le-
construction and Developument under the supervisicn and direction of the
Board of Governors of the Federal keserve Systen.

B. Powers kelating to Private Activities

The law makes provision for participation by member banks of the
Federal Leserve System and by private investors in providing- credit and
financial assistence necessery to stimulate international trade. Such
participation may take any of three forms: (1) acceptances by member
benks; (<) establishment of foreign branches by member baznics and in-
vestments in foreign banking corporations; znd (3) formation of so-called
MEdge Act Corporations" for transacting an international business.

1. Acceptances

Yection 13 of the Federal Feserve Act, as originally enacted, pro-
vided specific authority for the acceptance by member banks of drafts or
bills of exchange growing out of transections involving the importation
or exportaticn of goods heving not more than six months to run. OSub-
sequently, the authority was extended to cover acceptances growing out
of domestic shipments and out of the storage of readily marketable
staples; and this authority includes the acceptance of drafts covering
the storage of goods in foreign countries.

In 1916, the law was amended to give member banks special suthority,
subject to limitations and regulations prescribed by the Boaxd.of. Gov-
ernors, to.accept drafts.or bille of exchange draewn to create dollar ex-
change. However, such acceptances may be made only with respect to bills
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or drafts which are drawn by banksg or bankers in particular foreign
countries in which the furnishing of dollar exchange is required by
the usages of trade in such countries.

Both types of acceptances, whether to finance foreign snipments or
storage of goods or to provide dollar exchange, wre eligible for discount
or purchase by the Federal heserve Banks under applicable rovlsicns of
Regulation 4 and legulation B prescribed by the Board of Govetnors pur-
Suant to the law.

<. ‘Yoreign branches and investments in foreign beanxing corporations

. With the permission of the Board of Governors and subject to regu-
lations prescribed by our Board, national banks having a capital and sur-
Plus of at least one million dollars are authorized by section <5 of the
Fedgral keserve Act to establish branches in foreign countries and also
to invest up to 10 per cent of their paid-up capitel in the stock of any
State-chartered international or foreign benking corporation which has
entered into an agreement with the Boerd of Governors with respect to
Testrictions on its operations.

. By reason of provisions of section 9 of the Federal Heserve Act, .
State member banks are likewise subject to the limitations of section

of the Federal fLeserve Act and to regulations prescribed by the Board
9f Governors with respect to the establishment of foreign branches and
lnvestments in foreign banking corporations.

3. Foreign banking corporations

After the close of the first World War, in an effort to stimulate
American export trade, Congress added section «5(&) to the Federal he-
serve Act, providing for the Federal chartering of corporations to
€ngage in international or foreign banking or other international or
Ioreign finenciel operations. Two distinct kinds of institutions may be
Oorganized under this authority: (1) international banking corporetions
organized for the purpose of granting ordinary short-term commercial or
banking credits; and (<) internstional investment corporations organized
for the purpose of granting credits for longer periods and for engaging
generally in the investment business. In either cuse, such corporations
may operate only sfter obtaining permission from the Board of Governors
a?d only under regulations of the Board end subject to certain restric-
tions provided in the lew. In its hegulation K the Board of Governors
hag prescribed generel reguirements to be observed by such corporations
relating, among other things, to transfers of stock, operations within
the United States, investments in stocks of other corporations, issuance
of obligations, maturity and other limitations with respect to accept-
ances, and receipt of deposits.

C. Powers and hkesponsibilities of the
Board of Governors

Under the law, the Board of Governors is cherged with the responsi-
bility of exercising general supervision over the Federal heserve Banks
and the Board, therefore, has supervisory authority over the internation-
al, as well as the domestic, activities of the heserve Banks.
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In addition, the Denking Act of 1933 added a paragraph to section 14
of the Federal Reserve Act which malkes it.clear that the Board of Gov-
ernors chall "exercise speciar supervision over cll relationships and
transactions of any kind entered into by any Federal heserve Bunk with
any foreign bank or hanker, or with any group of foreign bunks or bankerv
It weg provided thet all such relationships shall be subject to the reg
lations of the Board of Governors, that no officer or representative O
a Federal keserve Becnk shall conduct negotiations with foreign banks Wil -
out obtaining the Board's permission, that the Board of Governors shall
have the right to be represented in any negotiations with foreign repre-
sentutives, and thut a full report shall be made to the Board of Governo
with respect to all such foreign negotiations, understandings, or agree-
ments. This amendment to the law indicated the general intent of Congre:
that the Board of Governors should exercise & more direct su.ervision
over the foreign reilations of the Federal Reserve Banks than had been
the case in tne past.

The various specific foreign activities of the Keserve Banks are
made subject by the law to the regulatory authority of the Board of Gov-
ernors. Purchases and sales of commercial paper and securities must e
made in accordance with rules and regulations prescribed by the Board;
and, where made in the open market, such purchages and sales are subjec
to regulation end direction by the Federal Open Market Comnittee. 1ne
opening of f{oreign accounts and appointment of {oreign correspondents
are subject to such regulations as the Board of Governors may prescribe;
and, not only must the consent of the Board of Governors be obtained in
any case, but the Board may, under the law, order or direct the opening
of such foreign accounts or appointment of such correspondents. The
functions of the Federal heserve Dank of New York as fiscal agent and
depository for the Internationsl Bank and International Fund are speci-
fically made subject to the supervision and direction of our Board.

With respect to the System's private uctivities in the foreign
field through member bonks and private investors, the Board of Governors
likewise has oversll power of regulation and supervision. Thus, sccepl~
ances by member banks are subject to certain requirements prescribed by
the Board of Governors in its kegulation C; and dollar exchange gccept-
ances may be made by member banks only with respect to those narticular
foreign countries named in a list prescribed by the Board of Governors
from time to time. As I have already mentioned, the establishment and
operation of foreign branches by member banks, investments by such banks
in foreign banking corporations, end activities of foreign banking corp~
orations organized under Federal law are also subject to regulation by
the Boerd of Governors.

Finally, the responsibility of the Federal lieserve System in the
internationsl field was recognized by Congress in the bretton Voods AcU
under which the Chairman of the Board of Governors was made a member oI
the National Advisory Council on International Monetery and Financial
Problems. This Council is charged with the duty of providing direction
and guidance to the United States representatives on the International
Fund and Bank, and also of coordinsting the policies and operationg of
all agencies of the Government which participate in the making of fore. s
loans or engage in foreign financial, exchange or monetary trensactions:
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It consists of the Secretary of the Treasury (Chairman), the Secretary of
State, the Secretary of Commerce, the Chairman of the Board of Governors
of the Federal Teserve System, the Chairmsn of the Export-Import Bank,
3§d, more recently, the administrator of the Economic Cooperation Ad-
ministration. It has technical staffs from these six agencies operating
continuously, preparing the background on the international Iinancial
questions for submission to and congideration of the Council.

Under our Board's division of responsibilities among its-members,
the international field has been assigned to me, which necessarily means
thet L give initial attention to all these activities, including active
Participation in the National Advisory Council functions as alternate
to the Chairman of our Board.

III. EXPERIENCE OF THE FEDERAL HESEEVE
SYSTE: IN TdE INTERNATIORAL FIELD

System's foreign activities

Within the scope of the statutory authority vhich I have outlined,
the activities of the Federal Reserve System in the foreign field have
f{HCtuated considerably over the course of its history, with the exer-
cise of certain powers predominating at different times depending upon
th? nature of international financial problems at the time end upon
shifts in dystem policy.

] During the first decade, from 1913 to- 1923, the System's operations

in the foreign field were limited, principally as & consequence of this

country's traditional concern with domestic rather than international

' affairs., During these years, however, relations with foreign central
bank's were established and efforts were made by the System -to encourage

Private stimulation of international trade.

In the second decade, from 192/ to 1933, lzrgely due to monetary
l repercussions following the first VWorld ar, a more active role was
Played by the Federal Leserve System, particularly in promoting foreign
’ Currency stabilization during the early part of this period and in pro-
l giding emergency aid to foreign countries during the later yeurs of the
ecade,

Since 1933, the activities of the System on -its own account have
diminished, but its correspondent relationships with foreign central
banks have developed to an unprecedented extent and its fiscel agency
relationships with the United Stutes Treasury and other gdgencies of the
Government and international organizations have greatly increased. At
the same time, the responsibility of the Board of Governors for the
foreign activities of the Federal heserve Banks has been clarified and
Nev importance has been attached to the System's concera with interna-
tional affairs by virtue of its representation on the National Advisory
Council.

1t will be helpful to describe briefly the specific operations of
ﬁhe System in the international field during these various periods of its
istory.
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Relations with foreign central bdnks

Correspondent relations between.the Federal Keserve Banks and
foreign central banis began 'in 1917 with an agreement between the Fed-
eral Reserve Bank of New York and the bank of England. Since that time,
such relationships have multiplied. -At the present time, relations ore
maintained with 57 foreign central banks, es well ss with the Bunk for
International -Settlements, the international Fund, the International
Bank, and the governments of several foreign countries. The current
foreign operations-of the System on its own account are carried on by
the Federal -Eeserve Bank of Wew York but the other eleven neserve Bunks
perticipate in such operations.

During the earlier years of the System, purchases of foreign bills
by the Federal keserve Bunks were only nominal. tHowever, during the
second decade of the System, from 1924 to 1933, the System played an
active role in assisting foreign countries through credit agreements 10
purchase foreign bills and also through purchases of such bills inde-
pendently of formal credit agreements. During the first half of this
period, such agreements were entered into with various foreign central
banks primarily for the purpose of bringing about currency stabiliza-
tion in foreign countries; and this objective was generally necomplished
without need on the part of the borrowing countries to muxe use.of the
credit facilities offered. During the latter part of the period, from -
1929 to 1933, purchases of foreign bills by the Reserve Banks, either
under credit agreements or independently of such agreements, were
made for the purpose of filling emergency needs for funds in parti-
cular foreign countries.

In addition to purchasing bills, the System also utilized its,
authority to deal in gold as a means of promoting currency stabiliza-
tion in foreign countries during the 1924-<8 period. Transactions
generally took the form of short-term revolving credits on .gold
collateral. In 1325, however, the System entered into an agreenent
with the Ban< of England to sell gold on credit to that Banx up to a
stated ‘maximum of $z200 million, receiving in return & sterling deposit
available for investment in -prime sterling bills. As in the case of
agreements to purchase bills from foreign bunks for similar purposes
of ‘currency stabilization, this arrangeaent with the Bank of Englsnd
fully served its objective of providing the British with adecuate
monetary reserves without the need for any drawings by the Bank of
England under the credit.

As previously noted, acquisitions, imports, and exports of gold
have been subject to licensing by the Treasury since 1934. Also, title
to all gold formerly held by the Federal Reserve Banks was transferred
to the Treasury by the Gold Feserve Act.of Januery 30, 1934. Conse-
guently, the System's direct initiative.in carrying on gold operations
has been limited in recent years.

Loans on gold collateral, however, do not recuire a license; snd
such loans continue to represent the principal mesns by which the Fed-
eral Peserve Banks extend accommodations to foreign central banks for
seasonal or other temporary periods. -




The First,WorLdeér’was the occasion for-the beginning of agency
relationspips between the System and the Treasury in connection .with
?Oreign activities. The Board of Governors cooperated with.the Treasury
10 _the supervision and control of foreign exchange transactions; and
Doth ‘the Board of Governors ard the Federsl keserve Banks also parti-
Clpated in the regulation of foreign capital issues. -

.+ - The System's agency functions in the foreign field hzve increzsed
Considerably in recent years. The Federal Reserve Bank of New York, as
agent for the Treasury, holds the accounts of and conducts the operation:
of the . S. Stabilization Fund set up in 1934. During the last war, the
New York Reserve Bank handled a greatly increased volume of foreign
trangactions for the account of the Treasury and assisted the Treasury i
the administration of foreign funds control. Under the authority con-
ferred by the Bretton Woods legislation in 1945, the Federal Leserve Ben}

New York also acts as fiscal agent and depository for the Internation-
Fund and the International Bank.

élimu;ation of private participztion

. - During the eesrly years of the System, vigorous efforts were made
ooth by the Board of Governors and the Federal leserve Banks to encour-
8ge the creation and uge of bankers! snd trade acceptences, a mechenism
¥hich had not previously been utilized to any great-extent in American
banxing. During the '20'g, there was a certain meagure of growth in-the
Volume of acceptances made to finance foreign trade, but beginning. inmthe
Carly 130's the use of. bankers' acceptances +in the'market declined
Sharply, e coo "

_ Since almost the beginning of the Federal heserve System, certain
AIfler‘ican benks have taken an active interest in foreign banking opera-
tions. The first foreign brench of a nationel bank ‘vas.wuthorized .by
the Board on September 2, 1914, and a number of such foreign breanches
"€re authorized and ‘established in succeeding years. <At the present
Vime, four national banks and three State member banks heve over ninety
branches in some twenty-three foreign countries. ‘In addition, three
Corporations chartered under State law have been organized to operate in
the internatignal field under agreements with the Hoard pursuant to
Section 25 of the Federal Keserve Act.

.- -Shortly.after the enactment in 1919 of authority for the organiza-
t}onwof,foreign banking corperations under Federal law, two such corpora-
tlons.were:charterediby_the'Board,for the purpose of engaging in foreign
b&nking operstions and ‘a third:was organized several years later to
OPerate.as an._ jnvestment trust." These corporations, which had no foreigr
offices,"continued'in existence-for only a-short time. However, in 1930,
The Chase. Bank’ (an affiliate of the Chase National Bank) was organized
88 a foreign banking corporation under section 25(a) of the Federal
Reserve Act and that’ Bank has successfully operated in the foreign field
to the present time through the establishment and operation of a number

foreign branches!.” Quite recently, the Board granted a charter for
the establishment of another foreign banking corporation, the Bank of
America of New York, an affiliate of Ban« of America National Trust and
Savings Asgsoclation of San Francisco.
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Relations with National Advisory Council

Recognizing the direct relation between foreign and domestic ‘poli-
cies, the Board of Governors, in connection with the Bretton Woods pro-
posals for setting up the International rionetary Fund and International
Bank, strongly recommended, in the early and formative stages of Bretton
Woods legislation and again in iMarch 1945, to Congress "the establish-
ment of a council or a committee to provide the necessary direction and
guidance to the representatives of the United States on the governing
bodies of the Fund and Bank and to interpret to them the integnational
financial and monetary policies of the United States". In the opinion
of the Doard "establishment of such a council would assure reasonable
continuity in the interpretation of American international financiel
policy".

The wisdom of this recommendation has been generally recognized
and the National Advisory Council set up by the Bretton Woods Agreements
Act has proved to be an effective instrument, not only in the interpreta-
tion of policies, but also in coordinating the operations of United
Stetes agencies and representztives dealing with international tinancial
problems.

Because of its membership on the Council, the Federal heserve System
now has e direct interest in the formulation of all international fi-
nencial policies. From time to time, the Cournicil hus had before it for.
discussion such important matters as the exchunge policies and opera-
tions of the International donetary Fund, the borrowing and lending
activities of the International Bank and other international organiza- -
tions, foreign lending by Export-Import Bank end other United States
agencies, programs of foreign assistance administered by ECA, and wany,
many other international monetary and financial problems involving
United States interests or participation.

Advisory activitiesg

Apart from the exercise of its statutory powers and responsibili-
ties, the System in recent years has played an increasingly active
and important role in the foreign field in a purely advisory and con-
sultative capacity.

The System has been called upon frequently for advice and coungsl
to Congress and has provided technical assistance on international mone-
tary and financial problems to other agencies of the Government acting
in this field. Thus, members of the staff of the Board of Governors, as
well as members of the Board, have cooperated with the State Department,
the Lconomic Cooperation s#dministration, and the International Bank in
connection with grograms for economic rehabilitation abroad. Early in
the war I worked with the Treasury on problems of evacuation of Japanesé
nationals from our Vestern Coast area. In 1944, I spent several montns
in London on behalf of the roreign Economic Administration in connection
with discussions relating to the reestahlishment of production and trade
in Belgium; and in 1946 and 1947 I worked with the Office of Military
Government in Germany on such economic matters as production, trade and
commerce which required discussions with practically all European
countries. More recently, the United States Governor on the Internation-
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Committee to review the duties and remuneration.of executive directors
and their alternates on the World Bank.

In addition, the System on numerous occasions has lurnished advisory
and consultative assistance to foreign countries and foreign central
bunks in connection with banking and monetary matters. Members of the
§§aff'of the Board of Governors have participated in missions of tnis
£1nd to a number of countries, including the rhilippines, nonduras,
ﬁaraguay, Guatemala, and many others; and in some instances, &s in
ﬁcuador, Cuba, Guatemala, the Philippines, Ceylon and others they have
&§31sted in the preparation of central benking legislation. Other
Mlssions have been sent abroad to study credit policies and financial
CQHditions in foreign countries and, on various occasions, representa-
tives of the System have served with joint international monretury commis-
S_ions and have attended conferences of central banx exverts. In addi-
tion, the Federal Leserve bani of wew York has also sent represeutatives
aProad to cooperate with agencies of the Government dealing with foreign
fingncial problems or to grovide advice and assistance to banking and
Monetary authorities in foreign countries; and, to a lesser extent, rep-
resentatives of some of the other Feserve Banks have had foreign assign-
ments. With all such advisory missions sent abroad by the System 1 have
kept in constant contact.

IV. PROSPECTIVE ROLE OF THE FEDLRAL KESERVE SYSTEM

) As we have seen, the basic authority of the Federal Keserve System
0 the toreign field was conferred by the original Federal heserve Act
although it has been strengthened by subsecuent amendments to the law.
From some sources have come suggestions that the adequacy and effective-
Nesy of the tools available for use by the System in this field should
Now be reviewed. Nevertheless, it is apparent thet the powers of the
System are exteasive and thut, within these powers, the functions and
8ctivities of the System with respect to international financizl rela-
tions have developed greatly over the years. Through its operations
and influence, the System has contributed actively to the formation of
bgsic objectives of United States policy relating to international
finance and trade and to the development of- apvropriate progruams for
the achievement of these objectives; and Congress has recognized by law
the importance of the System's foreign functions.

At the present time, apart from its agency operations in the for-
€ign field, the Federal heserve System is maintaining greatly expanded
Corregspondent relations with all important foreign central banks; and it
continues to extend loans on gold to foreign banks for temporary pur-
POses. On the private side, the System continues to carry out its re-
Sponsibilities in the regulation of foreign branches of member banks
and the activities of international banking corporations. Finally, in
2 consultative capacity, the System is lending its assistance through
technicel missions in the estsblishment of stable bhanking and monetary
Jdechanisins in foreign countries.

With the powers and experience of the System in mind, the time is
ripe to consider the manner in which the System may best discharge its
responsibilities in the international field in the light of the special
Problems which today exist in that field.
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As I have already indicated, one of the principal needs at the pres-
ent time is for the restoration of free convertibility of currencies; and
by a convertible currency I mean one which may be transferred freely to
other countries in payment for trade and services, including countries
where the currency can be sold for gold or for dollars. Only vhea cur-
rencies are convertible in this sense can countries engage in normal
trade on & multilateral basis. :

Certuin conditions must exist, however, before the convertibility
of a country's currency can be accomplished and maintained. ln the first
place, payments on current and normal capital accounts must be approxi-
mately held in bzlance since a continuous deficit would constitute a
drain on the country's' foreign exchange reserves and impede the removal
of exchange restrictions. In the second place, currencies received by
the country from its trade partners must also be generally convertible
since otherwise the country could not use its foreign exchange earnings
to meet its foreign exchange debts. Finally, an adequate reserve of gold
and dollars must be accumulated in order to enable the country to meet
short-run fluctuations in its foreign exchange receipts. Apart from
these conditions to convertibility of currency, it is also necessary, of
course, that the country. have sound domestic fiscal, monetary, exchange
rate, and wage policies, and that appropriate measures be taken to
increase its productivity.

In order that foreign countries may be able to satisfy the preregui-
sites for a convertible currency, 1t is pertinent to consider how the
Federal heserve System may best utilize its foreign powers to that end.
For example, as a means of replenishing inadequate gold and dollar re-
serves, consideration might be given to the advisability of extending
special stabilization credits to foreign central banks similar to those
which were extended in the comparable period from 1924 to 1928 when some~
what similar conditions existed. Such credits, of course, should be
granted only where it is expected that -they will achieve their objective
without the necessity for their use to meet deficits in balence of pay-
ments.

In addition to operations of this kind through the Federal keserve
Banks, it would also be .worthwhile to consider at this time the extent 0
which the Federal Keserve might appropriately exercise its powers and
responsibilities to foster privets activities-in the field of foreign
trade and credit. In connection with this aspect of the problem, we
should perhaps examine again the possibility of developing the foreign
acceptance market and encouraging private investments in foreign
ventures either through international:banking corporations or other
means; and to this end it might be helpful "to discuss these matters
with interested.commercial banks and businessmen throughout the twelve
Federal Reserve Districts of the country.

Through the many technical and official missions which the System
has sent abroad much has been accomplished indirectly toward the promo-
tion of. internal banking and monetary reform in a number of foreign
countries; and I believe that we should consider whether these missions
should be further developed with increased participation by representa-
tives of the ‘Federsl kKeserve Banks. I am now having prepared a memo-
randum on this subject for suggestions from the Federal heserve Banks
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and ultimete approval by the Board of Governors.

The problem witn which we are confronted is of vital concern to the
€conomic welfare of our own country. It is a problem ir which the Fed-
éral Keserve System has a special interest bzceuse of its broad powers,
Tesponsibilities and experience in the international monetary and fi-
nancial field; eand each of the Federal Reserve Banks has an individual
INterest in the problem by virtue of its participation in the current
foreign operations of the Systenm.

The problem involves broad questions of policy, as well as pro-
Cedure, and I heve here sttempted to mention only some of them. These
Guestions challenge the bhest thinking of all of us. Particularly, they
Merit the most careful consideration by the directors and officers of all
of the Federal Leserve Banks and their branches and not si=ply beczuse of
their official connection with the System. The directors of the hLeserve
Banxs, with their broad experience as bankers or businessmen, and the ex-
€cutive officers of the heserve Banks, with their wide knowledge of
Credit and finuncial matters, are especially gualified to discuss this
Problem und to offer their advice and suggestions. They are in a posi-
tion to make a valuable contribution toward the determination of the
Nature and extent of the role of the Federul Reserve System in interna-
?ional relations at this time and, indirectly, toward the removal of
impediments to international trade and complete achievement of world-
wide economic recovery.



