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March 21, 1945

INJk IATEIONAL F Ufl AND BANK
(Statement by the Board of Governors of the Federal PRserve System)

The [o~rd of Gov rnors ,if the Federal ,i;serve System is convinced
that ratification of the Bretton Wloodr Agreements would be an important
step in the restoration of world trade and in saf'euardiang the intrcsts of
the United States lit the postwar world.

I'

Withnut the institution, proposed b<, those Agreemenls we would be
confronted with disruptrd currency conditions and with trade and exch':ngi
policies and practices Khich foreign oountrlos might be forced to adopt in
self-prcsrvatioIn but vwhich would nevertheless have disorganiing effects
on world trade. In robuildin; thy mschircry o'f international finmncu after
tihe war it will be vital to avoid tho recurrence of practices which devel-
oped ftcr the first World War, and to oliminate tcbuss which were preva-
lent in intcrnmtioal londing. Effective action in thesc fields would font
a counterpart to essential progruns of domest.c reconstruction. The
greatest contribution to internetioriq prospuiwty and stability tiht the
United States can make is to nmaintain uli empnioynmnt ;nd a r-sLLng stvndard
of living at home. In order to establish interational trade on a sound
and enduring foundation, it must be based upon a &tlsnccd exchcng- of goods
and services. On iuch a basis it will contribut- an {mportanb setodyine
influence to our domestic economy.

The Irtmationial Monetary and Financial Conf,:renc of representa-
tives of forty-Cour nations held iast summer in bratton Woods resulLhd in
agroemecnts for thi creation of two new intrnational financial institutions,
the Interntional Monetary Fund and the Internattinal Tank for Reconstruc-
tion and Development. The Intcmational Unetsary F'utd would exirt an in-
fluence toward axch'npo stability and thus reduce the ex:hbnge risks for
exporters and importers. It would require mmibcr cotuntri.s to mintain
esltL<.jish-d oxchanre rates and would proviwe machinery for making in an
orrdrly Pianner by mutual agrrement such clamrs in exchange rates as may be
neccssary. Membcrs undertake to olirin'te as soon as possiblo mon-tary
practices which interfered with the flow of iworld trcde icfo%'u the war,
such as discriminatory excnang& restrictions, multiple currency arrangements,
and bilat~ ra clearing agrreemints. It would help to givw assurance to mem-
ber countries that the proceeds of sales to tny country could be used for
the purchase of goods in any other country.

For the purpose of assisting member countries in maintaining their
exchange rates, rce they have besn cat ;alished, without resorting to harm-
ful restririoans on tr-doe, the Fund vould havy rnsourc-s in gold :nrd various



currencies which would be availabLe for temporary use by members. It
woulo, afford memnbr countries faced with heavy paymezIts abroad a breathing
ipell du-ng ;%hich to make necessary adjustments in their economies with a
view to restoring equilibrium in their trad( with the world. The Fund
?ould not be in essence a l:ndLng institution but a mechanism for convert-
ing loclI currencies contributed by members into a pool of international
r- erves, on which each country could draw in proportion to its contribu-
tion. Wniile temporary shortages of foreicn exchange could be met through
us> of the Fund, members would be under pressure to restore the exchange
to the Fiund as soonl as possible in o!rder to maintain its ability to serve
other members.

As a companion institution to the Fund, the Bnk for Reconstruc-
tion &nd Development would be a tnding institution to promote the inter-
national flow of long-terrm capital. It would make loans for productive
and developmental purposes out of its own crpitel or out of funds borrowed
in the markot and wouLd guarsntee such loins offered to private investors.
It is intended to make or guarantee such loans os would in ths long run
increase the borrowarls ability to blancc its internationAl accounts. It
would help to restore economies destroyed or disruptod by war, to reconvert
their productive facilities to peacatime needs, and to develop thy resources
of less developed countries.

The hnmk would have a stabilizing influence on interest rates and
other conditions tfor international loans and would'tnd to dliminate prac-
tices in international investment thnt have in the unst resulted in ex-
cessive costs to borrowcrs and in losses to lenders. It would handle only
loans that could not be obtained on reason?bi+ terms without its support
and would, tlerrfore, in no way interfere 'vith the flow of private funds
into international investments. At the sane time it would make it possible
for countries gremtly in need of foreign resources to obtain necessary
capital which ;ihht not otherwise be available to them on reasonable terms.
The agreement provides that loans made or guaranteed by the Bank must have
the approval of the lending corntry. Consequently, the loans can and should
be so timed as to dimininh either inflationary or deflationary pressures,
and to contribuhte t the maintenance of oconomic stability in this country.

II,

From the point of flew of the Eoard of Governors the establish-
ment of the Fund and th& hiank would be desirable blecause they would con-
tribute to world recovery and to the maintenance of economic stabiiity at
a hisgh icvel lhich is the nmain objective of the Toard's policy. The mone-
tary ad credit struc:ture of this country is continually ,d seriously
affected by international transactions. In the oast this counmtry's mone-
tary authorities have had to moot difficult situations when our banking
,system war called upon to absorb an excessive amount of foreign funds



ar`isinu "ut of srurplu :ommnodityJ !p0rt s nd cVzolt L novc> rnt 2'oxm iot'ci>i
colntries. The adoLption of tno proposed Agreeiments choull !la to moderate
these disturbinl influences.

I11.

Ai cornreritonL with th e enablin; iert.Lation now before Con;gress,
the, ioard ij stlo ;-ly in favor of tie adoition of a provision for the
e'tab!is:rent o£ council or committee to provii , tile ncssary direction
and ,idmice to th: rrepreserititivos o! the Unitc:i 2t1tes on the; -overning
tboc s t' o tih Fund and the ir.nlc and to int'rpret to themr th intemational

financial d monet ry pic ies of the United ?tat, s. Members of this
council or' cofnwnitir e should consist of ti. heiaed- of the aplropriate agncies
of the GovernmenIit to - ,isinilatcd by the Prt ident. It should be a small
group, compri sin,' not iiore tlsn :ive l et rs. Sine. the Ur-ooscd inslilu-
tionr> are to bi eri *±mt!.nt, it wouid ill ivis:ll to hvy> th< cuncil p"o-
vld.d L i «En Pat'i r t',n b-y ex-cutive order or irifo.mai arranr:gment. ilh
eomlc71 wouA U not only adv s th, Aierican powvormors ani direcLorts on thc
Ftmd nd the: ivnk <£ its views with rs snect to the fin-nocia] >nd monttary
jiic]~ i f the Unit d U{t;.ts but would also , lutthorizcd to ant for the

Uni.ted States in mltt rs wfhih ri uil-e opprovwl urndr the agreemclnts,
except in c:il,:s in which th, right to decide will ':e retained Iy Congress.
Establtslum> nt of such :. concil wouLzj assurE ria:('nablo, cortinuity in the
irterpretation A£ Amiriri: inl;ernationa! finanri -l pooiicy to this countrj's
r-riesentntivs onil the iRnk andi The Fuind. Provision ' "rT such in counciI in
th enebliin,' ireisiatioll wuld n/. c 1] io- r an- ;inge or mo iftccation on
the Art icl e £ A ;reersnt ofi ti, Fund ir Bnk.
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TO T.HE ..OA..

February 7, 1945.

Zir. Ansel F. Luxford,
#ssistent to the Secretary,
Tren.ury Departm nt,
a asbin'ton, D. C.

Pear n,. oLuxford:

This 'ill eclmno;ledv leceit ot cur letter of
Fejrury5 6, 1945, enclosing a copy of S.2. nes. 18, intro-
Iucf,! by Sena.tor xilgore on Jaruai% 18 End providing for the
stpblishnnent of a Foreign coonomic Co!mnission.

Very truly yours,

f C F.Z Vest,
!,ssistat tereril attorney.
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