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FEDERAL RESERVE
and the

rUTTOfuN VWODJ$ PROPOSALS

The Bretton 'oods Agreements which are now being considered

by the Cmlcrcss arf eoncmrnd v;itlh the intern tional flow of money.

Th s flow plays directly into the American mon;y market. The AgEree-

monts ar , th':I fore, of great importance to the F:derrrl oResrvc Sys-

t~r rhich is ,c twl d ri msvrily with our domoetic ;oonrt~ry and

crrdit problems. ThI Roserve Systemn, espcially thro/gh the Board

of Govrrors, has participatld in the devwlopmcnt of the Bretton

Woods proposals practicaly f'ro the b.~ginning. Intiersting ly

enoug-h, the history of' !h agRieemcnt, thus far is not unlik( the

history of th( p ral R1 -rvw itsPlf.

First of all, both the Bretton Woods Agreements and th' Fed-

eral Rerserve Act arose out, of inadequiacis of existing institutions

to meect pressing monotary Rnd credit problems. Tht FPdernl lies rvr.

System gr'r out of ,xpari nce with periodic crises and money panics

beesuse there was something lacking in our banking systcm. Thcrw was

no cntral bamking authority. The Brctton Woods proposals grew out

of expcrience between the First and Second 'Vorld Wars when it becane

evide-nt tht th,½ gold standard was alto subjoct to crisis and br·t k-

diowns and that sore< new ,zvst of cmntraliz < resources was o 'rded.

The banks in our country before the Federal Reserve Act was

enacted were pretty much deperndent on their own ahility to survive a

panic--especially as the panic hit the money centers where reserves

from all over the country accumulated through orrespondent oank re-

tationships. In a crisis it was each bank for itself. Banks withdrew
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their tnud from one another and, further than that t thiny b'pan to

rall loans for paynnt--adopted a liquidation policy--at thc v ry

time ',hnen a policy of confidenc r was needed to weather the economic

storrt. The vlderal Rsersrv gave icsh c onfidenc' by maklinrg cre!it

av'iiiable to the banks and this power, aft'r the ex? ri nce off 1}(29

to 1952, wss 2xpand '~ by the Banking Act of 195. ?ic FIllr 1 : -

si rve Act is not perfect evwn nov--aft;r mIny years of' rxpcri ncK

andi nany amendnmnts--but thft the System is h, lpful t o our ecoro;y,

no irformnd person will d-ny.

ULnd.r th, gold tatdar' e-a!h country w' ;r.tty rmuch &cprndrnt

on its own ability to srdivey iper nAds of difficuti1 s. Tndividual

oountri vs adopted r6strictive and d!flntiorary m as'ra i, an attem!t

to woiath r their own crises. Such rnasurus r duo'd othpr ccuctri st

sali s abroad and aggrrvat.,d th( difi'iculti c of othcr countri s. ThV

RrB.ton Voods Agr rmn-nts aim to give confidlnrce rto individual coun-

tri s by making assistance &Availible to m{i{t difficults whien lillhy

occur.

Both the Federal 1i s, rvw and the Bratton 'oods Arr>'r' mnt7

narkrd th cuilmin tiuor of y' rs a' pr paration. Intonr ivi ir,'iry

followed th( vanic of 1i07. Inportant milcstones or:n !it lorn road

w!ro th( Pujo Invl:stigation, thc work of the, N~t onLl Moio,ltary Com-

misc ion and <xt :niv. h r<inrs o or< tho Snrlte 'dn tht :ouseo com-

misters on bankinig and currncy--th' latter newly rgeiz, !' or the

purpose. In addition, ther r cr o'.ttrs conv rsatior , di scussi on,

conftrences, books, paraphl ts, and irticl( s. Out of all th,-s rerrged

the original Fodal Rostrv, Act.
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Siniliar]y, the idea of the BRrrtton oodis Agrements is more

than three years old. Sufficient preliminary work had been done to

permit private circulation of a vory rolgh draft of the Fund proposal

about three yenrs ago. In April of 19&3, a promosa] for an Int-,r-

national Stnabilization Fund was published by the United Stntes Trfasiry

and a proposal, for an InternationRl Clearin C Bnion was published by the

British. Both documents were offered to the piiblic with tiL hope that

all interrested parties would contribute to tih solution of the problrns

with which the proposnls were orncernrd. Criticisnm anid suggtCstions

wK re r 2fl1cted in a revised Araft of th± Fuind pusblishod in Aig. 2t 19)4r.

1ov(n)er of tihlot yerr saw th 1 first published virs;ion of tho plan for an

intenriationa! bank. Confereones, inciultinn many u itit} foreign xpcrt;

aild ripres-ntativcs, war . i hld. As a result of tVi wide area of agre>-

nrnt that was found to txist, a Joint Statnmert of Exp rts of nany na-

tions was issur!d in April 19th. Discussions culninated in a pr 1liminary

metinlg in Atlantic City and finally in the thr -w confercnc of

r presentativos of 4 nations at Bretton Woods in July 1944.

The Pclderal Rserv* Syv:t'r has b*r. intimiat 1y associcat d

vwith the Brftton Woods proposals virtlaliy fromr th b, ginving. Fxp rts

of the Board's sttff have conferr, d with experts from thi Tr asurry and

othbr Governsnntrtl departm*nts and have also participated in discussions

with forcign r prs (ntativcs. Technicians of ,, numbar of {:is rw: Banks

jointd them in the mnetings at At lrtic City and 5retton IWoods. The

Chairman of our Board was a d litgat' to th~e Bratton Woods Corpfrrync>.

Thc Br tton Tioods proposals have rj p(ated t}i history of the

Fedelrl1 Restrve in anrother r spct. Although th.rv has b n l .ut
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uivr~a' agrretncnt on objectives, there ha rtot bobeo univer:sal rerrc -

nrent on a method of achieving thlie objectives. Oppon'ents of the ics<rve

Act in 1913 argued thait we should establish a single central Ianking

institA ti on. The, also asserted that control bzo'li he by arnk rs, as

exprriorcbed lncders, rathecr thrn by the public, whi clh includes borro-

wers as w 11 (irndustry, COe:rercc, anrid a griclture ) It was also argued

thir th T proposed system was too complex to b, undorstood or to hb

opt raitcd efficicntly. Similar arguments over control and procedurr

hav& becn leveltd gaghnst the Bretton Woods AGre, mcrts. It is irgu d

thnt the Fund is complex and that it will bc controlled by borrowrrs

(debtor countries) who will dissipatt its rsourcls.

It has also b, n ergueo that thL directivws of th} Fund

AgrVVmort tr. too broad and vgue to hr of muc. :iori ficanc. or

instance, the t :i, "fundmental dis< iqiiibrit'o is not pr<ei ,<ly

defind ir tih4 kr *tmiLnt.* But wc hcave nlrrn c from our F'Wcrrl R -

Servt expcriencce tiat it is a mistake tb make thE basic trms of hb

law too ddtailed and rstrictivo. Th, history of the F dortl RPcs rv,

Act has rcflcctcd thE necessity of broadening it: t rms. It is only

und r g eneral directives that •ffectivr' opirntiors nd procedrr sz con

be evolved to deal with changing conditiorns. Th. placQ? for precis:

definition is in admninistrative, regr.tionrs and rulingc, not in thi

basic law,.

We should virw the Rretton foods proposals not as a pcrfct

document hut as an honUst, int:lligent, cooperative effort to deal

with certain dcvelopmints thE t mvy arise. We should reimembr olso

that even our Constititior. required subsequent amenlaenfs as a result
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of experionce. The same has been true of the Federal Reserve Act.

it will be true of the Bretton Woods Agreements. These agreements

should be viewed in the spirit expressed by 'Poodrow Wilson in his

first inaugural address:

'"We shall deal with our economnic system as it is and
as it may be modified, not as it might bc if we had
a clean shaeet of paper to write upon; and step by step
we shall make it what it shouild be."

The Br-tton Woods Agreements are rn attcnpt at int rnatioial

coliaborationL d signe d to help achicve rlonetary stabiiity and ,xt nsion

of productive credit. They provide two intl mrstio'al instittlions to

accomplish t<se oBjectiv s: an Int ,rnatiornal !Ionewtry Funi to promote

currvncy st'idlity a.nd multilnt ral peymrnts and an In-t rnotioral Bank

for Riconstruction and Dvelopmnt to facilitate productiv( int rna-

tioral loaers.

Sine, tht Brnk proposal r pr ;scnts no giant dcviuiios from

traditional lnding prinoipl-" and practic~ s, it is consider d conpura-

tivcly simple and has received widespread sup!mort and approval. The

Rank would nake or guarantee at reasorablc rates specific loans for

productive purposes ihich the private markt would be unwilling to make

wil fout a cuarantee. Since t~he bernefit± of such loans for r cons ruction

and developrment would be world-wide, the Bank would distribute any

losses amoug its members in proportion to thoir stoci v evsiip.

The lntrria tixoal ,o,3:rtary Fund would r real: new %round in'I

tlis is the v.ry r<assn ilhy it is considered co]nplirlcd. A jood bit

of th( complexity tris's froal the dcsir to prvint abuse of ttis insti-

tution which vould operate in e new fi(ld. l hi basic prirciples of
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the Fund ire not difficult to understand. Ths Fund ustrbli'hes

"rti : of the ca&m" which arf. designed to promote interchlng~yal !ity

amonr nember currenci s at stable rate s so that the lnt rnttioalna

flow of good, may b> kept at a high level. Thesr rueos arc designod

to achieve stability such as once was provided by thU gold staneburd

and yet avoid thc rigidities that led to periodic collaps< of 4>ut

standard, Each mncmber would unrdertak.o to maintain the parity of

itz currency so lons as underlying conditions nade it possible but

whein a rundeamntal discquilibriim dvelop d it woull b' pcrmittsd

to mak an approp;riat{ chqngcI. The Tund Agr min't rec ynizc s thtct

the undertaking of rmnembers to abide by the r'rules of the gTme" would

be difficult unless some meians were provided to rnraole them to meet

temporary advcrsc balances in their accounts with other countries.

To meot this; need, each member would contribute to the Fuld an amount

of gold and doinestic currency equal to its q!ota and wovuld r!ctJve in

return a conditionrl rirht of ace:~s to thi Fund for limitd amnolntot

of foreign exchange. Although fear has b'en expr, ssed in seine quar-

ttrs that th% rn-sources of' the Fund wouild be dissipated, adcquate

controls, both autoimatic and discretionary, are included in the Agree-

mert to pravn i unwise use of the Fund's ragourcoz.

The Federal iReserve is necessarily inter*.sted in both the

tnchnical and the policy aspects of the Bro'tton Woods Agreoment& The

technical aspect;;, though important, need be mentioned only briefly.

Both the Fund and the Bank, whose hecd offices; would be in this country,

would receive and iak. patten ts. They would poserss valuable assets

suoh as gold and securities that must be kept safe. There will be a
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multitude of transactions to be handled and recorded. It is diffi-

cult to imagine all the household details connected ui'th the fiscal

agency and depositery functions of the Fund and the 'Bank but they

are many and varied and reiuire the special and technical skill of

trained and expcrienced executivei. In the United St±tes they wovuld

be hand!led by the PcrLral Reserve Banks under the supervision aid

direction of' our Board of Governcrs.

But the F41deril Rcserve has a much rjor' fundrientel ittrtt

in t±h> operattio of the proposed institutionsi. Broudly statod, th(

goal of the Federal Reserve is to hl p naintain throrugh monrtary and

cridit action a high lcvel of production and nmplogrl nt. [ho monetary

amd credit struc Lurr. of this country, howev'r, ii continually affectod

by int t'rntional trars, ctions. The undr atr! the Bank wo.id work toward

a high and stable level of world trade and would themeforf help attain

our goa:L.

The disruptive practices th}at atlrnded the reduction of world

trade by about one-half betwe!n 1939 and 1Y4 and the pnr! odic flight:

of "hot money" in the period between thY wnrs contributed greatly to

our difficulties and aggravated the monetary and credit problems of

the Fdlrtrl Reserve Syrq tm. Through achiyving a bettcr int rrnaionaQ

balanc~, tho Rlnm will h(!lp prevent a rocurr nce of th t great old in-

flows of th 1 r it tthir aUttenant p -oblms for thoe 7. '1ral Re-

Serve Systen

Procisesly how thc Pund'r opt:rrtion, will affcct our mncint'ry

r, crves ;p rnds on s vrol factors. On, of th.t is th> form of tyi>

initial subscription.



-8-

Tho offcot of' tc initial subscrintion doi)ntd: or thr,

source of the funds. The total subscription quota of the United

States amounts to V,75O million, onn-quarter of which must be paid

in gold. The enablinr lerislation now beforo Congress pronosec that

,ltimately we hould pay 91,8O0 million of the subscription from our

Stabilization Aund and the remainbing 900 million by Treasury borrow-

ing in the market. kt the outset, however, the Fund Agreement per-

mits members to deposit non-interest-bearing demand notes in place of

that portion of their currency tfich is not needed by thl i'und in

current operati:ons. The initial paym2 r t of our subscription, out of

tht $1,600 million in our Stabilization %tnd an, iy incans of th,

sp cial fr asury notes will not af'oect our ron' y markct, c~ Tnds

will be ncither withdrawn foIn no: t-ransferre C , t rt t.

If other nmoih' rv uso thr funds they own h re Ko ray for th,

gold portion of' their subscriition, thqry nflht a±'cot amr .ar: t.

Thrre voulid bx no affict, of cour' , if' hL y simply utiliztd old

heidI hor,· under e'rimark sine tat has alreadv btcn rlnovi from our

goli stocl:. Us: of any dpoasits they might hat', at th v Fdcrnl (1,-

servo Books world r sult in a r±duction in th, gold rtslrvs of t}t

Res, rvy Banis, but woj1 d havc no dir ct effhct = ,ur money muark t. To

thr extenit that they draw ttnds from our money markit, howrver--

,iti-ur directly tbro'igh drafts on deposits at oony ercisa bhaks, or

indirectly, as throueh sales of United Stat'es Governmnt securiLtes

they own--their gold subscriptions would have the same effect as an

export of gold thrn.,gh commenrcial chanels.
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Such operti6ns might call for Federal Reserve action in the open

market or elsewhere in order to prevtnt disturbances in the credit

sit! ai ion.

Mlore interesting or the possible effects of thc Fund's

c1 ivitics as a Going concern. Over the long run, of, cour-c, it is

ho? d that the Fund's holdizgs of member currencies would mnainltrin

rnlatliw' stability and there are nrmcrous ,autoratic and discrctioriry

cortrols in thc ino to achiwLV tiis rrs5 lt. But thnre woild c'-r-

triniy be suhbtantial ut, of the Fun"'s dollars lroi tinlm to time.

ehen other members in their current transactions pay the

linited States with dollars acquired from the Fund, the rffect is to

increase our money slpi ly. Ie lFund mRy acrquiire tho doliirs fror

our initial currency subscription or sales of' gold to us, or, to

enrtior a sompvdiat reotc piossibility, by borrowing. To borrow

in this countryj, the Bvnd will need our Government's consent..

Use of our initial currency subscription, to the extent

thrt it would be provided from the 1.8 billion in our Stabilization

Fund, would increc+se the supply of money in our maret. <To the tx-

tert that it was provided by the Treasury borrowing from tie, nairkct,

no n t eflect wouldo be produc&d sinc, the Fund would, throug-h its

meabitrs, rcturn the mon >y to tho market. Simi!arly, provii oln of

dollars through ti V'2ndts borrowrinr in our mnarkct would Fha,;v. r n(t

off cet. Acquisition of doilir: through salcs of gold wolld hidav, lth

samt t'efct on our mor y mrert as an import of' gold.

h effcects of opbrations of the Int, rnatiovul Rank in our

money markit would ih ]s conplict d thian those of th& !'und nnd



would in gcnrral leave the money supply and mfreber bank r~, rv¥s

unaffected. They vwould, however, influence the capital market and

the course of the bujsiress cycle. To use Pnrerican resources t!he

Ba,+k wold need to have the consent of this country; and befort

con xet was granted. prbsumnab]y full consideration voulld be given

by the monetary authorities to the effect of the proposed borrowing

on the credit situntion in the United States.

This analysis should make clear the great interest of the

Fedcral Reserve in the plans, policies, and operations of the pro-

posed institutions. If the Fund and the Bank achieve their objectivcs

thep Fdeeral Reserve authorities will be greatly assisted in their

tasts. The Fedeal Reserve S,-em tuill not only be deepl-r cone,.rncd

vzJth thr propcr adninistration and sucoc s of tihe :>und ann the 3tunk

bt it ill be irwywdis !1 afffncteA in manr ways by their t chrical

operations. It must be full' i:nformed with regard to such opcrations

and thf Federal RLiterve authorities must be in position to pres3nt

their considered vicss to the RlnitVd States Govornors Dnd ExPcutivr

Directors of these tmo institutions in sufficient tiine.

From our Board's point of view, the establishment of thr

htnd ond the Bank is highly desirable becalise they Would contriblte

to world recovery and to the- maintenance of economic stabili ty at a

high level, w.lich is the main objective of our System's policy.


