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FEDERAL RESERVE
and the
BRETTON WOODS PROPQSALS

The Bretton Woods Agreeménts which are now being considered
by the Congress are concerned with éhe.international flow of money.
This flow plays directly into the American money market. The Agree-
ments are, therefore, of great iﬁéortance to the Federal Reserfe Sys-
tem which is concermed primarily with our domestic monetary and
credit problems. The Reserve System,.aspeciallylth?oqgh‘the Board
of Governors, has participated in the developmenf of thaiﬁretton
Woods proposals practically fram the beginﬁing. Interestingly
enough, the history of the &gre&ments thus far is not unlike the
history of the Federal Reserve itself.

First of all both the Bretton Woods Agreements and the Fed-
eral Reserve Act arose out of inadequacies of existing institutions
to meet pressing monetary and credit problgms. The Federal Reserye
System grew out of éxporieﬁce with periodic crises and money panics
because there was something iacking in our banking system. There was
no central banking authority. The Bretton Woods proposels grew out
of experience between the First and Second World Whrs_when it became
evident that the gold‘standurd was also subject fo crises and break-
dovms and that some new system of centralized ;esources was neQQed.

The Ba;ks in our country befofe the Federal Reserve Ac? was
enacted were pretty much dependent oﬁ their own.gbility to survive a
panic--especially as the paniolhit the money centers where reserves
from ali over the country accumulated through correspondent bank re-

lationships. In a crisis it was each bank for itself., Banks withdrew
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their funds from one anoéﬁé}"ané,'fUrther than that, they began to
call loans for payment--adopted a liquidation policy--at the very
time when a'policj‘bf'éénfiégﬁéélﬁas needed to weathe;ltﬂé economic
storm. The Pederal 'Reserve gave such:cbﬁfidence‘ﬁy making credit
available td the banks and %Hfﬁ“ﬁowéf,'affef the"éxpegiéncé of 192§
to 1932, was expanded by the Barking Act 'of 1935. The Federal Re-
serve Act is not perfect even now--after ﬁgny years of é;perience

and many emendment s--but thht the System is helpful to our economy,

.

no informed person will 'deny.

Under the gold steandard eééh'dbuntrﬁ wes ﬁrett& much dependent
on its own ability to survive pefibds'of‘difficulties. IIndividuaI:
countries adopted restrictive and déflafionafy ﬁéasures in an“ﬁtteﬁﬁt
to weather their own c}ises:w Such ﬁeasufeélrédﬁcéd ﬂther.countries'
sales abroad:and'iggraiﬁtad the diffiéultiés of othe; countries.;fhc
Bretton Woods Agreements diﬁ'fo éive confidence to individual coﬁn--
tries by making assistance available to meet difficulties when they
occur, -

“Both the Fedéral Reserve and the Bretton Wood s Rgreeﬁént#
marked the culmination of years of prepdration. Intensive'igqﬁiry
followed the paﬁic of 1907. Important milestoncs on the long road
were the Pujo Infhstigﬁtioﬂ, the work of the National Honétary Com=
mission, and extensive hearingé befbré'the'Sehate and the House com-
mittees on banking and cuf}Ency--the latter neﬁly o}ganized for the
purpose. In'additioh, there were countlééé:ccnvéfsatibﬁs; discussions,
conferences, books, pemphlets, and articles.  Out of all these emeféed

the original Fefieral Reserve Act. '
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Similarly, the idea of the Bretton Woods Agresments is more
than three years old. Sufficient preliminary work had: been done to
permit private circqlajion of & very rough draft of the Fund proposal
about three years ago. In April of 1943, a proposal for an Inter-
national Stabilization Fund was published by the United States Treasury
and a proposal, for an International Clearing Union was published by the
British. Both documents were. of fered to the public:with the' hope that
all interested parties would contribute. to the. solution of the problems
with_which the p?oposals‘were concerned. Criticisms and: suggestions
were reflected in a revised draft of; the Fund published in August '1943:
November of that year saw the, first.published'version,oflthe.plan'for an
intemational bank. Conferences,, including.-many with foreign ‘experts
and representatives, were held. As a result of the wide area of agree-
ment that was found to exist, a Joint Statement of Experts of many na-
tions‘was issued in April 194),, Discussions culminated in a preliminary
meeting in Atlantic City and finally in the three-week conference of
representatives of L nations at Bretton Woods-in July 19LL.

_The deeral ReserveISystem has been:intimately associated
with.the Bretton Woods proposals virtually from the beginning. Expérts
of the Board's steff have conferred.with experts from the Treasury and
other Governmentel departments and have.also participsted in .discussions
with foreign representati;es. Technicians of a number of Reserve Banks
joined them in the meetings at Atlantic. City. and Bretton Woods. The
Chairman of our Board was,q_delegape to the. Bretton Woods Conference.

The Bretton Woods proposals have repeated the history of the

Federal Reserve in another respect. Although therc has been all but
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universal agreement on objectives,’ there has n&t beeﬁ hniversal_ggreef
ment on a method of achieving the objectives. .Opﬁﬁﬁents o? thg.Reserve
Act in 1913 argued that we"should establish a siﬁgle ;entral bénking
institution. They also asserted that control should be.by.bankers. as

experienced lenders, rather ‘than' 'by the publiéflwhioh iﬁclpdes borro-

wers as well (industry, commerce, and agricuikufé); .If was also argued
that the proposed system was too complex to be unéérs;éﬁd orlto_be
operated efficiently. Similar arguments ovar'contfol and procedure
have been levaled against the Bretton Woods Aéfeeﬁents. It is argued
that the Fund is complex and that it will be controlied by borrowers
(debtor countries) who will dissipate its resources.

. It has also been argued that tﬁe direcf&vés of the Fund
Agreement are too broad and vague to be of much significanée. For
instance, the term, "fundamental disequilibrium" is not precisely
defined in the Agreement. - But we have learned from'bur Faderal-Re-
serve experience that it is ‘s mistake to make thé basic terms of the
law too detailed and restrictive. The history of;the Federal Reserve
Act has reflected the necessity of broadening its terms. }t is pnly
under general directives that sffective'oﬁeratibnshand procedures can
be evolved to deaml with changing conditions. The plece for precise
definit;on is. in administrative regulations'ana.rulinga. not in ﬁhe
basic law, 2

We should view the Bretton Woods proposals not as a perfect
document but as an honest, intelligent, codperative éffo?t to éeal
with certain developments that may arise, We shoﬁld remember al;o

that even our Constitution required subsaqdént amendments as a result
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of experience. The same has .been true of theiFedefal Reserve Act.
It'will be true of the Bretton Woods Agreements. These agreements
should be viewed in the spirit expressed by Woodrow Wilson ln his
first ineugural address:

"We shall deal with our economic system as it is ané

as it may be modified, not as it might be if we had .

& clean sheet of paper to write upon; and step by step

we shall make it what it should be,"

The Bretton Woods Agreements are gp!a@tempt at. international
collaboration designed to ﬁalp ﬁchieVe monet;ry stability and extension
of productive-credit. They pr0v1dc two 1ntennat10nal institutions to '
accomplish ‘these objectivess. an International Monetary Fund to:promote’
currency stability and multilateral payments and an International Bank
far Reconstruction and Defélopméﬁf to fﬁcilitata_productlvo interna-
tional loans. +

Since the Bank proposal fepresents no great deviation from
traditional lending principles and practices, it is considerad compara=
tively simple and has received widespread support and approval. ' The
Bank would make or guarantee at reasonable rates specific loans for
productive purposes which the private mérket would be unwilling -to make
without a guarantee, Since the benefit; of such loans for reconstruction
and development would be wbrld;wide; the.éank would distribute any
losses among. its members in prbpéftion fo their stock ownership.

. The International Monatary FUnd.would break new ground and
this is. the very redson why it is considered compllcated. A good bit

of the complexity arises from the desire to prevent abuse of this insti-

tution which would dpefate'in a new field. The basic prineiples of
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the Fund are not difficult to understand. - The Fund establishes
"rules of -the game" which are qssignec to promote interchangeability
among member currencies at stable rates so that the intcrﬁétiéhéi i
flow of goods may.be kept ct:s_high‘}cysl. Thesc.sclcs afs designed
to achieve stability such as once was providsd.cﬁlths gold.s%sndardf'
and yet avoid the rigiditiss that led to psriodic collcpsc of tha't !
standard. Each member wculd undertakc tc maintnin thc psrity of

its currency 50 lcng as underlying conditions. mads it possible bnt o
when a fundsmcntnl disequilibrium developed it would be permitted

to make an cppropriatc chsngs. The Funid Agreement recognizes that
the undsrtaking of members to abide by the "rules of the game" would
be difficult unless some means were provided to enable them to mset

-

temporary adverss balances in their accounts with other countrles.

"y

To meet this need, esch mcmber would contribute to the Fund sn_smcunt
of gclglsnd_domsstic currency equal to its quota and would ssceive inl
retprn.s cosditicnsi-siéht of access to the Fund for limited amoun;s
of foreign sxchsngs.- Alshohgh fear has been expressed in some quar-
ters thsc thclresources”of'the Fund would be dissipated, adequstc
controls, both sutcmatic and discretionary, ‘are included in the Agrec-
ment to prevent unw1se use of the Fund's resources.

‘The deeral Reserve is necessarily interested in both the
technical and the pclicy aspects of the Bretton Woods Agreements The
technical sspects. thcugh important, néed be mentioned only briefly.
Both the Fund and the Bank, whose Head offices would be in this country,

would receive and make paymchts. They would possess valuable assets

such as gold and securities that must -be kept safe. There will be a
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multi tude of transactions to be handled and recorded. It is diffi-
cult to imagine all the houséhold details conneﬁted with the fisecsal
agency and depositary Tunctions of the Fund ané the Bank. but they
are many and varied and require the special and technical skill of
trained and experienced executives. In the United States they would
be handled by the Federal Reserve Banks ﬁndar ;he supervision and
direction of our Board of Governors. .

But the Federal Reserve has a hﬁch more fgndamental.interest
in the operation of the proposed institutioﬁ;. Broedly stated, the
goal of the Federal Reserve is to help mainéain through monetary and -
eredit action a high level of pfoduction and employmentf The monetary
and credit structure of this country, however, is continually affected
by international transactions. The Fund and the Bank would work toward
a high and stable level of world trade and would therefore help attain
our geal.

The disruptive practices that attended the reduction of world
trade by about one-half between 1929 and 193l and the periodic flights
of "hot money" in the ' period between the wars contributed greatly to
our difficulties and aggravated the monetary and credit problems of.
the Fe#aral Reserve System. Through.achieving a bgtter internationsdl
balance, the Fund will help-preveﬁf a.récurrenec of the great gold in-
flows of the 1930's with their attendant problems for the Federal Re-
serve System.

Precisely how the Fund's operations will affect our monetary
reserves depends on several factors. One of these is the form of the

initial subscription.
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The effect of the initial subscription depends on the
source of the funds. . The tetal subscription quota of the United
States amounts to $2,750 million; one-quarter of whioh must be paid
in gold. The gpablingllegaelation now before Congress proposes that
ultimately we should pay. $1,800'million of the.éubscription from our
'Stabllization Fund anq the remaining $900 million by Treasury borrow-
ing in the mnrket. At the outset, however, the Fund Agreement per=
mits members to deposit non—interest-beafing'deﬁagd notes in place of
that portion of their currency which is not neededlby the Fund in
cufrént opergtionp. The initial payment of our subscription, out of
the  $1, 800 ﬁiil}gn in our Stabilization Fund and By means of the
‘spééial Treasury notes will not affect our honey market, since funds
will be nei.th?r withdrewn, from, nor transferred to rp— _

if.othgr members use ths funds they own here to pay for the
golﬁrfé}tion o; their subscription, they might affect our market.
Thofe wéula be no effect, of course, if they simply utilized gold
held here under earmark since that has already been removed from our
gold stock. Use of any deposits they might have at the Federal Re-
serve Baﬁks woulq ;esult_in a reduction in the gold reserves of the
Reserve B;nks, put would have no direct effect on our money merket. To
the extent thgt.thgy_drawlfunds-from our money market, however=--
either directly through drafts on deposits at commercial banks, or
indifectly, as through sales of United States Government securities

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

export of gold through commercial: chanrels.
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Such operations might eall for Federal Reserve action in the open
market or elsewhere in order to prevent disturbances in the credit
situation. .
More interesting 'aré the possible. effects. of the Fund's
activities as a going concern. Over the long run, of course, it is
hoped that the Fund's holdings of member currencies would maintain
relative stability and there are numerous automatic and discretionary
controls in the Fund to achieve this result. But there would cgr-
tainly be substantial us¢ of the Fund's dollars from time to time.

" Yhen other meémbers in ‘their ourrent transactions pay the
United States with dollars acquired from the Fund, :the effect is to
increase our money supply. ‘The Fund may acquire the dollars from
our initial currency subscription or sales of gold to'us, or, to
mention a somewhat remote possibility, by borrowing. To borrow
in this country, the Fund will need our Government's consent,

‘Use of our initial currency subscription, to the extent
that it would be provided from' the $1.8 billion in our Stabilization
Fund, would increase the supply of money in our market. To the ex-
tent that it was ‘provided by the Treasury borrowing from the market, .
no net effect would be ‘produced since the Fumd would, .through its
members, return the meney to the market. Similarly, ‘provision of
dollars through the Fund's ‘borrowing in our market would have no net
effect. “Acquisition of ddllars through sales of gold would bave the
same effect on our money market as an import of gold.

The effects of operations of the International Bank in our

money market would be less complicated than those of the Fund and
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would in general leave the money supply and member bank reserves
unaffected, They would, howevér, tnfluence the capital market and
the course of the business eyclés !To 'use American resources the
Bank would need to have the consent of this country; and before
consent was granted, presumably'full.consideration would.be given
by the monetary'authorities to the effect of the.proposed borrowing
on the credit situation’'in the United States.

This'anaiysig should meke clear the great interest- of the
Federal Reserve in the' plans, polidies, and operations of the pro-
posed institutions, 'If thHe Fund and the Bank achieve their objectives
the Federal Reserve authorities will be greatly assisted in their
tasks. The Federal Reseérve S§ystem will not only be deeply concerned
with the prbbér administration and success of the Fund and the Bank
but it will be' immediatély affected.in many ways by their technical
operations, 'it‘must:be“f&ily"informed with regard to such operations
and the Federa’l Resérveé authoritieés must be in position to present
their considered views bo thHe United States Governors and Executive
Directors of these two ‘institutions in sufficient time.

From our Board's point of view, the establishment of the
Fund and the Bank 15 highly dasirable because they would contribute
to world recovery and*to tHe mdintenance of economic stability at a

high level, which 1% the main objective of our System's policy.




