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MESSAGE: Federal Reserve System

I thought you might be
interested in this note on
the Williams article in
October "Foreign Affeirs".



FOiP PfIPLICAlION EN IAiRICAN ECONOMIC RVIEW

P}OFSSOR fiLciAAS. AND T)HE IFUND

In his articlt on tioe B:ietton Woods plans in the October
isue of "Fornicx Affairsu" John ii. Williran$s discusses what he calls
th- mechanic.s of the Fund. In this zospect the article differs from
his previous sttudiet which were ]arg;ly contined to more gonerŽI
implications of the proposalA. Profoosor Willioms' discusl:ion of the
mechalnics in in mny reasrects miltamli' imn! iives the relder ml or-
roneoui imprsjionr of the workings of tihn proposa3l.

I. LThe 8ch lanios oe the Thiwd

To bcein wi4h it i e ssti to rcco.olize the fact that no
financiil mlchanilv, bLy itself ca prav+:nt devt,!opernlt of doll r
scarcity aftr the iwar. A o(ovrtog<, of dIollar. develops whcneovtr pyy-
mmnts foretgt irs rwunt to maka in this countiy c.xocd puyiylcnts by United
8£tatcs rto idntn to for iA rjurs. Th,; bNalune of vyrcwnets of the United
Stxtcs aft ir the wtr wri pcnct ir 1lrgi p i t on pojt-str debt 'ottlt:-
monts, the iKvU,. of Ocpl.oymvnt .< income he-r; mnd abroal, th, oxtint
%nld natuto of tr d. bs-rirr, th, z-y in which relicl' aid Irtconstnec-
tior, n.dni ar, financed, $th. xtent of Arncricln foroigTL l-nding, the
d'egreo b ;rilch spccua<tivw~ capitvl movwments are controlled, the
patten of exchuane rates and thb. degre, of thyeir stability, :&d the
shifts iii demand nirJ rlinagos in teciliquers both bore ulde lbroad. Both
the fnd and Benk plons fcrmorXLtod -,t bretton Woods :rt designed to
help prcvent the dcvlopmotmt of m vrious unb !nace in the int rn ; ional
trrncactions of thy United St~tt s aid of :l otht r countrics. The Fund
aims at stTability of exchange rntes, elimination of competitive ox-
chFnge dlpreciations, eliminstion of bii:ttrsil clt:rini; -reolacnts and
-exchng. controls which hamper orl trwda, ..hi control of optculitivo
cpit >l imov..ments. Thi Eahn 4 roviles for approval of Chonges in ox-
chsnge r:rtes %on the changes <re ncevisoa for th- correction of a
fundamntmtl disomfqilibrium, so that countries. will not have to trumgglc
to mainta in a rste inconsistent w;ith balance in their intornationel
transactions. The mtail wil ssilct mIb rns to moot temnporry deficits
ir thtir inteomrtionl tritsactiens to provide them ?;ith a breoathin
spell iuring which to t,-.kh Menw 3s to correct thy unbtlanco in their
intorlational transtcionis. Th,' Buk will promottIse ps int¢er-iVioil
[ciiitng for rccontstriction t uc L. ovoopopent purpoe$. £ountiics now
subjct to wide swi.n!s ir their bal An,ce of paycrvnts because Of de-
pendenc on one or t;o rtv, mat.ri!, export; to pay for foreif31 goods
onil wiich thcy ur& dJpenti,' -,ill b ]h ph - to broqdoni their tconcmi.:s
and to dov I.op nw oiports, idi thul Itht.r to rfoduce their dopundonce
on foreigt ;oods or to imnrovQ tllbi:r chlnce:s of paying for thom.



Doth tho Funi end Bank not only sir to preovnt the develop-
ment of unbel~nte leadlinh to a seortage of dollars or any other cur-
rlncy but also help to me-t -ay snort{ugc which coes IdevIlop. There
are severai provisions in the Funs plan which sre desiloed to keep the
Fuin itself from ru=1ing out of a Cur'rcncy whici s s in domnnd. Coun-
tries amply supol.iid with reservss must use their rcservrrs at th:b
sime rate that they dran, on tihe FunI, countries gi•iininfg restrves must
uae h~if of thte increase to repay past borrowing, from tho lund, coun-
tries borroving from thn Fund must pay interest ¢barsw> which risea
with the amount borrowed and the time over ;hich it is borrowed, fmd
finilly the ftni cun refuse to l tnd to any count:y which is not uning
the time gained to corr:¢ct its intcmational position, If in spite of
the efforts of the Fund to promote intrnlutioeal balmanc arnd in spite
of the' arrmn oments de;ign; d to prcvwnt the Fund from running out of
dollars, dollars in the Fund are tendiin to bocomei eohusted the Fund
cain declar, the dollar a scarce curryncy ,rid mMbors can tako steps to
,llooato doll:ars amon& thir nationlIs tn th(. extent necessary to equate
the doimind to th, supply.

1. Proftssor Williwm; has th, orronous impression that a me-
chranical difficulty in the Funs pla vill lea' to a shortrge of dollers
in the 'tuid and to olilors being declared scrce evn ;hen there is ao
world shortags of dollifrs, i.,:. wha thy United Staten has :m vcwni hal-
antc of payments position.* If this wore corriot it would be a veiny
serious criticism of the funi. It implies th:lt the Almu would lead to
restrictiots on transactions with thu United States when there vmas no
uniderlying shortag: of dollars <md whln rcstrictiono otherwise would not
be imposed.

It is difficmlt to see how tht FuJv' dollors would coot to
bo exhausted if the dom;nd for and supply of dollars at a given pattern
of oxchung:< rates tcndcd tc equal each cth.r, as they woula if thbe United
Statet we-re in inm Ov.r. balance. 0 y.lof ?a:ymtsa posi tirh. Private individu-
Is cn lot eal vith ti:: Fund directiy. Ta' mnontAry autlorities of

foricign xuntri~L diL! bolro, doll rs from the Fund only whiL: their is
pr ssurPi Cn tiee dholki raty woi:ul othrise 1, . to a loss of gold.
If dollsrrs offcrei for sale tendt tt 4u:i dol].lars demanded in the world
sa whole thro vwill bu no sp eci1i prossstv on thi dollar rate ovcn in
couiltr wvlich buys More in thiLs cluntvyl th:vn it solls r:d theri noet/ry

<uthoritic will auv. no reasons to borrvow c]:,lrs from the Fund.

ThIe c-s, Profesnor Wil!.i-luj !i}s in mind is substantioly as
follows. Assume. tiat ]lt:ropt litr il exceosS of p y'unts due to the) United
Stuttm of tl biLilioi ,ni ssur that Latin umeric(a, on the other hend,
has an coiess of reccipts due from L'hW United States of $1 billion.

"Thus, oven though this countr; :,d an even balance of paymetnts
position, thlz Fund's holdings of dollars would be rapidly ex-
hausted." (p. 4)
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P1)rofrssor: ' i liwns cl11 thio on! Qv(n btlance of jipuyiments positioni n
r~ .yo tim: ro in iho FPun" Amry 1U u<1:l up nevfjrth1< c-, bi~ cao. thu

i[tiv: Acr'icma iiountrius ,! , is to U$2jhutloi loollar bll~.inco up to
t]] i 1 iiLi.Kn of th ir <xcs O c r2.ipts ra ch, th'zi s-c h! do.LL:ir
to 9urop. Prof tstor Wi It iE; Q v: lroup wil UbNn Vorrow tht I bi-
lion it r ui risr t'tc. 1I' Fujti' in tii Yund' lolLurs 'lit t'aOl b to i<x-
h austt '..

Thi ~uis, io~o in; to Prcfl>suor 'illims, from m oh ai-
Ci[L difficul ty i -: LLm m]. "3 rm:t agL<kIl' ;s of th! Fllnd frz¥m
nieo!Ninicul >tl1 p·ini!t is that .JiI othor cOUWtrit iL pm:ying for our
exports 'ould i u up2I I uiil 2upply of ol our o'ra p 'ymforts for
inpc.rt, wlulol <ritc r r-P!L C , s , y:r'.s * anrd th is is duo, 'ccordinrg

' P ~rot or >tikim, , to6 £a0 t it tt a - Fnb p. n i oc not reco&-
nize ti>at tho dollr is ;, key urroncy vnC tmit Latin Amnerican countilos
wtnt paynent in dollar. .A ri&;;utl the United St' tes i, nrot ablo to
ust the Fund 1:o m :t its , t;o lvcz wi.th thnst countri >1.

?ut hlL tircub] ,ith this ,xtmpp] ia tht, as soon ns Lntin
Amsricf3ll counltri.s iS nt to cL OmilJt 1 bilLion it dolihar b rncrco, L
Pr'fesoisr ¥it12] . m *aarn', th U;iii .M b 'ns'., Af payments p ::i--
tirn ii not V if, aso hi} :/ ;ay.: but 4tv~i. Tal' Ltiil Ar'->ic n dr:duld!
fcor {Iio>lla ilN' t it. r. pi]y - tx± Pior p ayn duinn Axeeds th6
supply oy {: bi-ics. It} t:. o] , >o i s :n r c.ess of
':avrim:. f'or boo]> ,i: ei' 4 hi iion, t1l[ i t2, 'I sort , in of doi larr;. UndIr
tr-so} ir rcumot"lnc;gs t i:.l is, r [o r, ri hy t litl 'tcttsj ,trlmtar1,
:utholiti , oiuidto to t' FUn fomr fL r''ign w'rJt l; ,:VflI if IAtin
Ariericon ci:.ountri ut war> ot: u [Locst;d© to '. king 'y'milt im tj]ipr Ovii CUr-
r.mnciot. Th,. '2>1l, rrs >2' dl> mT filon'. I h< Rw bIc';u d thcre i i shorttug<
of dollro, not b :ciuI th: Pnd plin fails to t:kc .czcoUlnt of th, fact
tlNzt t h doll tr i i "k<iy" cu:.r hey.

2,ul-'. l , >-itxfS ' 1 : n s ;i{t tt_ rin.ii fi-
Cuity is Lh t t' -I, il I : s;rt of ol,])rc A;i tc th tc ft Na t
f>i'lm qoullrtt',> will -:t tk 'wctJul' a J[A:,r: r 'oIut; it i'key"
curmIicy. IL b s the import Ji *u Vih h, ,t:r tlio \'un' will
tend to -V ucC> er i tfnslfy iS ,t si LI cN CU]l ,t dli . P Ift C:ir
¥U'i.iii 'n seak tt th4ink th *t'art pl:n Iuoulr, £. i tc c1< tIl h1kŽrd!iu(: md
in t4:is Ctlir)ction S os: "T! tro13{la the pr L'mnt 2s0! nm lii:1 in the
di icr'p iitoy; b4t.2> mujl r,!!Livtly ] , /for ox!}n< 'is rP 'prO-
&{tAd by ths <nct t rn the} limit d i:p1j of Goll'iP ; iilth vlich to mot
it.? ?iL tM,'' is no 22c ron Ahy !3] . inst, no, of thLis g~{p should I<ud

t,~ do] ir o Ir ' iif iixorl.' Trio Fun? i; ,s&'i:ill :n intilr-
rlmitoll ilosn furl/N. EVti if 1 tNare tre uo g:qt theto ol' oULt Stii b
Limit to th *:'0oiutt Of oil vr tt.. liy Sinjl a country or ill. countries

" Pra+ -A.
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to, ethcr coul! o btri.Lt fr"'r the Fuav. In the p t dolla;lr ]otms hawe
bool ovmitl] frm privat> iiuvid'u'als 1 nid from public institutions
undi LL. foct tbat there was a linit te the ruxt that could be bor-

rowed .- is not ro pDonibl for .my hoxrding, of dcllar< th:t hase tikcen
plrOc%.*

Foircis c'.untri:s 1itcv a.cm.umltted dolllr baltincos in the
pest oltlcr boc!'dsP they nticilp.vtd Mn Ždv~rno bhlsnchc: ith the United
States or bec uoc try nould arlways obtain other crrrnoie, ith dollars
since other oountrim s had or cnticjp'ted advorso bal ,cos w it thu
United States. To' the extent thnt the FPliI sccoeds in promoting a
better b:il nce in interniational tryocpftions tlhs dceire to brcld dollars
or ?lly cther currncis will be l1ss. Ti'j, fact that other currencis
cea be obtained from the Frnd when nedead will also tend to diminish
thi holding of dollars.

* Professor W'Hilti ia thinks the Keynos plim avoidie the mechonicai
difficulty of i,>; Fund pitm itotcuso enough dollars would be available
to meet the mexi¶umn quota &incnds for dollars. As mentioned above
this merns thit whubn dollars run out the qlotais have lso s runr, out.
Professor Williams' difficulti:s of key currencies, the fact that
thell Unitei Staten might ply for iher imports outside the Clearing
tYnion, pn:ssiblo hzaurding ot dollurs, etc. would b> us important, or
unimportunt, in the Koynes plan an in thL; Fund plln.

Another roterinoc to th<~ Kcynts pinv siys the quotasr wcro much
larger beebusa Kyn'es intendcd the Unirn to bc usod for relitef reid
reconstruction purposes and for thle settlemeont of war bcimnces. Blt
Keynes simply s: id th-t additional bancer crudits n aiglt be given for
thesc: purptses.

Thor a< 'iso r etrIns (pp. 43, 50) to the gold stvadard which
imply that somehlov w- would b; better off under the Dold stnndard
withiout thie rund plrT. This; seisr inconsistent with Professor
;% iir e 'liXor ponisti>x th t [ ! th, Kyn snd Whit. plrns were
esscntialily gold sttohPLtrd plns. Thu. 2ufcirenCL appolar to bo mis-
leadilng sincc undl!r the Fu~nd pl *n gold oeiLd b uised as freely as

oe;vtr ftou t ztt] L:Aeft of intpin ltionul b0i0nc&js -nd alcofltrics not
only -ould continue to %c, pPt gAiJd dthriclt su'Jstion but m-,y bc re-
quired by tht> Fumi to Lupply ti: ir eirrenAias in oxc'i-angu for gold.
FurtheiToro ,t hdRer tle iioLd otnhdiird lotI·s ]ave always booen made
froml o=>C country t, 'tothor. Th, Tunhd would pi}rhaps inrease the
total acinunt of intolrmttrn Ji lendin?, &,na would ccrtainly see thabt
lons wtre forticeonling t these ill n rJ at rcl-'Eoabl- ratOes. 'lut
the gold standird mi:eCh mni of golt flows would continue to operote
nd whutcvwtr t;id<mtcy ti' is init .ho eloch ni :3 tLoward in ovan. b4Al:nce

posifwtl , tb-io natttilly iitortrd with by short- toIm
].ioas of the tym. tic Fund ii dosin ed t) iakc.
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3. Eien if wo nssume that the desire to hold dollars is not
idLinished under tie Fund plrn, thorv+ i- little rpono: to extect

that foreign1 coxntrins will o sil: to acumrulIate dolLar:; in lsrgo
aumounrts for s;om tiMmo to coup. To is bock to our hypothetical ex-

,inpli, the Lti tjn A'rliebl coumtrias ril.i not be abli to accumulzte
dollars year rFti't y-zil law Uss th y not orly hbvo ea vortable bsla.ncv
vii-th the Uni;td Stttes itt with the wofnId s k awhol le (or niless they
ootiwort gri't or other fnni[.0 ,-d Q l ns roC:secs into dolltrs). T%_lty
(<in rot acenUlat> dcol]r, v; resul',; Af tr,)do with lhe United States
ndl continu, to fiwnc. doficitit vd.th otdi0r courtrie s t.rougj the

Fund . First of all half of my incrasc, ii their dlaIlr bol<mices
vwuld hI..v tq bs usd t. . pvy tJw:ir borrotdngs from the Fund, or at
t:i ,utLct, for rmst cuumtrieos, to bring# tnir igold -- d dollarir 'ontri-
butioins up tlt 25 Dr calt oF tbtir uii)tIs WV if thi y iP vwe inot br~n
bsyrowtvin; from the Fund. More importt, the Fund con not be used
to Fin/nee argv or :sust'aind oitflow of capittl, and any country
accurnlating l'srg> forni{ 1 ilancs od iorrowing from the Fund at
th. sumo timn would bc doing just thir. In substamnch, then, the fonr
that lirs:m dclna( for deliers :iri sing froma desire to hoard dollars
vill xl O.xst st thg a].-Itors in ti. F~u!i iS baszd o, Ci unlsttaid 4ssump-
tiec that sov;T;iI vcruntriv v wlth :Ir; fvtvorti l: bL i',ones 'Aithl the
United St th; ·ilso h-9 ve ir O fwvorlO c bttlvxn!o0 vr th tho world As a
whi,-. ThiU i: not a very r:c ljistim isiirmptiorn. Most p.ople blievQ
that Lhlra is trvirb. psibility Iof s :r'; /: of dollfro- (comrinTg rabout

%.S result of hue, For f nd, 1 o M0 ' oquipt, 5Tn if
rlief and reconstluticr n'>ads r{ Fin f ncl uri , i,r.•'.mnt or long
run brWis and iloy u lr tortlhcoming for% ind!ustriA dwvelopmnnt progsrif
it is Very doubtful if 1fl ny ocunrit; vAiii hhl'< I re, fc£vvrnblit tdllo
with the worldi :i vhoi i r, so!m tim, to ume.

EL. The Fungtipn$ of he: Funrd

I sh :xll ':L oomrratnt i:t ]. or ,ohvŽ of ti, otht:r criticisis
of th, Fxmi& pl.-l' in roffosso, Wii. itiemst rie1e bc-iic bcuse hy are re-
Otatbtrints o9f po i lu:iCor >44d widely diAau: ;,d'. A f£w oorulment- on
specific points foliow.

1, P.raFsso' WilLirsin m!y tsy %t it hbll now ,W( il1 r0co0ni zed that
tb!; LFund ln 1 Not filn not velj ,f *and l-tll% i1]OI ' ,asSiot i½

]i i uidtking warn 1r, s. A1z ir is provi oi itl: meimbers c :r. maintdin
co!ItTo].is in tihl tir nussitt!n p:rli . Pr(f S;>r Wi ii i m ; vonoeIrs thrnl what
th( fanclltllst f tI - tux!! it- !hv trusitien p o'il ). . ' 0 answer, I
think, i full lr Hvit .l t,'>< .. i f, 1 c''8stittcti f, :nn dwv<.iop-
lint f(..,d: 'mL] .nt to t me' by th, Fur, tl, 2 hlpLV ly difficultJeCs
int rindod tc he r,,t by i!.: pn« will m, our .:m ft>', 'tly r td b'; s' si ous
in thLv tranjiti,'n priuv :':v t ny otler ti'. T!n'porary b l'nce of p:¥Y-
IL.nt difficulti -r -tr( bLurd o t riz, in th, courrx of ndju:;tint to wvr-
timlw, shifts In proriuc:iion n'i tr nn;trttti 1. n6 -irkcts. For thisi ro:atfl



t! ' [i ~ Lx i rt ly <ftr p r, c-'r, Iot only for 'r, int,'xrr tioni
ri ot Iii oxch trro-e rlt t,. lrlookitn, tovnrml the rlmov<].

of no n[,, <o0itrol:t, tut for fiCl:n of credits to mleft twlpor1)ry :iif-
i joUtti s.

:2. Prof csor -Wi.iut-m thinks thzt th present Fund pb:n provides
fol ,:di u t tf flr £1xtIat viic i f ilt tilt niitlhr o Dth.

PI. pl, dir. }t Proft Wilr i Lil: ,:;ys uv if , tc <Ctuci F iund
provisio s acJ Y on.bS < b h ou.ts tShat th .y i,- TrLid irtlrf y proper-
ly h c~Oit:k: io tO hLb fi q> ia:lkv clitfifrlct it. 'ittituie whicoh he Suyf lniyttly ellcn rit t~ nttn e .n Il i in it' L palpf r nt> 01 P. I)

gb!)~;:'~cel irtion qn:, /,qriotJ1 ?tlhociti.'L [!i ,roporlnt;: of tl-ci pit,
i vwnllr if the± e Piffb, mc ' n, rn c Cr no 81m.c moLc.c import nt Fron a polito2a:i
roint o0' View th:n in L r. ] .Lt, ,. AS ProF'avor ;illilmjf syr$s;, .ti'3i lng
is key currn. cy '!1 i'lln ul ': o u r: . '; : l p titpoert t bt iikirn and xc2blgo
ckIntor for tin worl.d a2f wh lol,. Atthouvh hli British fear the absoluto
rot; r of 'l int rn'rticr: : boliy to rltfut'i u011 ne in thi stetling rxte
Brou'l)d lnl ln <tin be Li tic positin i mir t,: tt in te u2arly
thirtics, nv1 :ri t ill r, I intv rst il mertintrinin

Jt rling u f£' p sit] L L st hl> ro[t nst !it to dtiScori2gQ the
us'o of London :s c finr neili cint <. lvTi Unihbd Dtltqt.c, on tho other
ind, :lthout intnt ].y inttars:,t(. in tt-le rpol; s h 3s r Sl inteltot t
ilv pruvrutin.i Jcih noerioulc lef[titlr y intluiync~ S aS m;liht rcn/l frtomn
a refu':lI, in ttI c.ao of l C n/irn to] i ;iequtiibri*Ul, to itlow f 0ll.lr(zo
in $h Brilisn rate.

3. Lnotltc rein A eritiMitsi of Pmofesso; 1i]]i ims vthich 1e rL ,itr'tit.::
in th, October tlr icle i.; t bit t'l ,I i o ngo Sn ii:d for for:i[r cx-
chr.s:gi in vicv of th £'..t tiat ]]iltiy rount-lie, ov, utr. ;ol, 4 cr dollar
bl< :Ict'o. It i- tiru, ; Prof $So r Wi.i Lii. VtyL; tht liny Liountrie t h lv.
mIFuh 1 rrp 'r elvowl~ of ,o1 r ]ld rl K' b.L nole, inl toyu.S of Tot-1934
doll.ars ta lln y Lik V T 'v, ? hev d b-lfor. rt t if <-ues 3t 2 0rvg cl',ntialu[ to
b, unevcnly ,itribut . A r.rJin to confid:Lti 1 Jtimtutt s of gold nrid

Idollr bi. as (of th, :n' ti £ Yw/t. ]?ALt there P TA flly coltilttis
ah-leg reslrv Sb r; ill a.-jil:t' 'Yl?, t' : [}Olit A, viAew of b;Ii ,~ 'bl ( t0
ra .t ? prob-. il. [ftrioit in tilirT i> P Ht of i: 2P-iLt. 0! W 4 vri:n. 14
Ill ;bri ;: of v;½ FUli, 5cunt lij >fS>'vc vritlw ,11 noI t Of (lollors, 13
havt: gold or' roil:ir' equlL[ tp nO p cont ox li ss Of tlvi valurl of thAr
uxronrt a it 1]93g, Ind 21r, l ! :;'c-ximrt<! Ly 50 per (2OTt or 0iis< Of tYe
v lu. of t' td T Sportf( !rtn L . Sin'>, I Vxl tri- Ll, dBrop in t1, valuc
of 1 courltry,' l uXp, 'tl by ]0 p'.r u,1t i! ny Lni y,:l-t ij not itprobabll
nl>on oif :i!o iu i: a pos ti(n to n. O i'obbl Lficits
by t:iig<rtinC l.. 1vto., ';itr Ar:uc i'7f thil tot 1. rXu S Iw p(,si-
tii>. ThE: iis tlt t:ir it't.Lni if Vsiur i l -4. Le,,,t th'it
fisOt ourtrii,3 ]v,:', ] it , I, Af ti ir '*S'rv,.fi ti > up in
r1.Ct I¼ intti r'n d !'brY r Uil: ntl. U

If , (;ollit y i'l<i½l- }i 2v,`Lo1ofni-t Of . 'eficit in its baltnc(
of p yI. itt Is a1ILitjl; to usi i% to ;v;. I t I ks :t1ps to elirinalto
th« laficit : rl ma io> 2,sic 04f to.ion:L'y ccrnqiIA(l ncn or raOtric-
ticnt orn int rliti< nl] t rJd;hLich ilmty in tbh ±.la 1 riln turn Out to b!e uln-
11ce£:a 7;ry s i ,;liK th d0fi cit po.v, t> b- ,,niy tI;l p)iprary. This is tprccl r;ly


