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Last Aurgut while in ],cndon ! hmd opportunity to study the

plans for reconstruction and mostwvtr nconomio stability of some of

the overnmlents in exile-particularly Df!giurm. The problem is

imn.nse, and its solution, or lack of solution, will affect us. It

is an intcrnational probleim.

The Anerican people want to know, and rithtly so, what our

Govrrnment is plonning for the postvar era.

As you know, plans, ar l adanci adancefor tfhe stablichment

of a foe0! ILI a-riciultural orraniz atinn of ker rniter Natiorns. The

ierti,:[ at Yalta has cle re! the path ct:en Dunmbairton Oaks and San

FYancis~o. And as the Pr sident told the country, on March first of

tht .v, ar aft, r his r, un from Yalta, work is progr ssing on proposails

to strenrthe n thi. Trade Agrc,'morll !Act of' 103j, to seur irt'r'tional

agre rmernt for tht r ,ductiorn of troe~ bar ii rs, to coLtr l cartl1 I nd

to provid', for thie orderly mark'ting of world lsurpluss of' ccrtai

co aioditiUs. Wit:hil tih past Itf v wi aC conr sidr, iKi progr-ss has betn

rnadr at thl l'-xiro City Corf rcncc in dealing cooperatiLvly vith prob-

lors of this heiAsphere-.

Durinl much of the period between the Frst and Seoornd .1orld

,Prs, orne of ?!e< grati st obstacles to the ord rly cxch'!~-e of roods

and services between ecountrŽr was th urncertainty and itffficulty which

surrounderd rpir',nrt for these Coos a:nd aor-iccn. Thb coof ronco held

at 'etto! ¥oods 1as ~ r r--vih I Ya th prrvi lc of at dn--

arrc,,d on far-rachiing proposais dt , t r .ov< this obstacle and

cnalinrg lgislation is now b, for cur onr s.
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What were the con¶it± ors in thre tvo decaides between the wors?

Pi ce after thi Arst World 7 ar v.;s prlecarious ant chaotic , In the

political fiild, rmnny countri<s experienced rrvolutiorns iind cointer-

revolutions; or it thc least freyuent changos of govwrnmvnt. In the

,-canomic fild, muchi industrial plrnt had to bc rebuilt to s rve the

n, ds of plicc istead oe w, r, ind ewrworlcd farm land hac to ba

r conditi ond. Paopl~ who had gol:n without through thI war y Ears

scrimbl d for thb nmcuger aveil abl supplies of' consurv r :ooes. Priets

shot up md v. exp ri ncd .11 ov, r thE world t1 postw-'zr inflation.

Into rntol on 1 xchan(r wia out of joint. Coarn rcial contacts, brok n

kY th ; .•r, {;r diffiLou! to r-store. Exchange could not b, fo'und to

buy the imports needed for rv:construction and to put national Ocdfmornes

back into working order. Monetary disorders spread throuithout the

world. Those who could, shifted their fnids about looking fo- a

"sonnd" clrrncy--noy-n tlrt, had some stability.

It is generally known that before Wi; the valxue of moat

curro-cies had been expr'< ~cod in t ri s of so rary grrins of gold.

Sinbe gold was a corowoadity accopted the wvorld ov r, tlis wes an ,asy

m4'nrs cf coliparing th( r letivt v lun s of diffr rnt currrcls a. or

cxt.mpl1. thc flench fr no was fixed by lw it about onVf one-hurdredth

of en ounce of gold. The English ponad stcrling was fixed by law it

tbout ono-qwlirtcr of an otnc: of gold. Thercfore, by sim;1l aritix:n-

tit, onr pound st rlin2g wa t]r ev is $5 frino s or on frllnc T7. S~

tv;( rtv-fifth of a pialrd. Dnc uel of ts c,. t, it tm:tItioral tr' de

colad ifleot th, oh in oo K; [ridn ,nown itr letion btaecn

ciurr, lii;s oi v rious countrii s,



zi.tlto te-. outbrea4z co the 'list WVri ',r, :lost c intrios

r',fulsd to pe! it the eCat(rt of Coili their rr s cn l to nay

:t iicd 'to irdividuals. The [;old LsanLdari was a!nlicrel. After

thw war, ho>?tier, every effort va s bot tuO tenttrn tio the cli s taid-

al',. Kit it was noti dva possi\ll and in sJw aa's l it as rsnot

dlesilab!e to ruturn to the- cid v2ros fcr hi varicus onrnatary units.

!>:Iani, ow . voir, di; . so $stro:' 'as thle >esir t ri 'trn to vlat

was ccnsld1'red to be r.icrt n!_tkensi trt, in iJZS, a mound :as do-

clarti to hol trin -. iuch in erls of -oil aS t :JLd bcai bofore

thorar. bt this 'was too il ii a v'oe for th x undfl and it proved

a r straln l to taita± i ti:t valo. U:nfortunatel;y, th.r-: as no

nt.ermatoora! >hiner: und:r tih gol3 stintard unl*.r -:which th, rates

irdUI b( alLt r4d. FhIre as rno ii rxibility. 7? re was riidity. A

char];e in the piai vI,_.s cf irrc:ni -Iaswso a, tajcr orp rasote ?hich had

its r-enorcujioln s on tihm <cooneic F rv'¥ strurtlr: of Cr1 rade. On

th othir ha~ FIra!co di ] nolt r try t0 l. lld v¥l_> .'r te franlC.

'N, <lp t oif t. 'r an-l e: shc!]s o FPr cn' '<3on;' h d1

!f j ;C coJt' p-,rics < 'U ;co ¢i Tch Yr f lp<'2ivo Un rraroc*.

N st iS, t b ock f";r IlO thIo .rtro L . oe th { lra. to tiv thh sae

0 lin ti t' o! ? ids. By th~ h s .e tok lar, it toom k§r e wr~ cs f0 1<:ic;y a

bn,~ 2l'ri , ¥ ilJ at it;a,( i LO icO Lb p und i

st··- U of 2J~, as le'cr, thP trICr.ig

to; +hRt ol of rLcn I ar %, c.± do' h

'> '[i1 * E l 1 ~lid.

j



You cain imsgine, if you do not rcf.11, how difficult it was

to carry on intornition.al contrcial and finrncisl busdress under th-se

chtrir.ng n d uncI:rtjin conditior s. There was basic uncertainty in

v'.lu s--in prices--in Kxchate. Thrse conditions w,:rr nrcdl> ssly

protract:d b:caousc each eountry opernted on its ownl. Therc was no

cotprth fsiv pl-u for collaboration rnd coopt rrtivw action to restore

functioriin, int:rnational mnontary system. Small loans wcr, mfadp

to some countries to help them stabilize their currencies; but this

assistsrnce was sporadic and unmcoordinated. Each case was trnatcd

separa;cly. Toward the end of the 20's it was vinly imat ned that

normalcy had been restored. But the difficulties in thie intrnntional

l'ield wrre even worse in the 30's than in the prcc ding dseadv.

As conditions in th 20l's ,rd settled doval there had begun

to bi R considkrable volume of int:rnatio'al investnmnt. Part of this

was in long-term loans on which the irntcrst and amortization charitges

mde a he:avy call upon the borrowv r's foreign cxchimgr resources. Pueh

of it r-presTtcd short-trrm linding, partly in thi form of deposits in

for ign ba.nks and th< purchasE of spqculr;tiv' s curiti> s, partly thE

financing of trmdc, Lnrgt quantiti s of goods wlr( imported by thr

dvbtor countri s on crldit. In mar.ny cos:.s, borrowing fur Exceted d the

chpacity of' thb country to rrpry, sp cilly siner thi fund: borrowed

were not usud to ,nlxrg' th< productivw rcLOurc $s of th country. Tn

tint so,> countri, s hbd to pay rlor or th, goods and asrvices thiey

bouiJht, piu5 ni t or dit chLrgc:, than th;i r zc ,:v d fro: tli I r Own

g;ood: ind s, rvi os abroad--thit is, thir It irlnc of pay> nuts was

s id to bi "`ufvor'bl"
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It appearod nrorssary to impose rostrictions upon purchaste

and salers of foreign exchange and Upon intennatioual trade because the

alii ty of m.nv countrles to maintain their purcnases abroad had, come

to dempnd on their ability to borrow abroad. Faw werr ablec to do so.

At thL! end of 1935, virtuall:y all intergovernmental debts--savy that

of FPnland--nami 3 per cent of privste boh d issuecs werc in dtfaurlt.

At the , on f the 2©'s, th, vol/e of !nds !vailalc for for-ign

inve str/nt b, gsn to dwirndli and finally, as confid n. watkcn Od,

short-t rm funds bogan to bc withdravwn. Dei tor courtries could not

meet thts, drains except by shipping gold or using rvt ilabli foreign

exchange. Obviouslyv, there is a limit to this uroress. nhere was no

machinnry for int'rrmti okl cooperative action to deill .i t urh a

situatio or luch counrtry f1 t thltt it vas 'onr it ov," arI ! hstiled

to ca> ?, on eyoehane aRr trade treis t rictions. s o 5r> heo to s i1mul ate

?ir e port by sa.irv it Ohep er for othcr countrtis to buy 4l'.ir

Cee' o. They did this by r ducing the price of thcir ltlrr? ncy. T"hy

derreciRt ad. At th. saari time they tried to reduc their imports. The

reasult was .> tj knral fillinr off in worl trade. Exportirg c ount ri s

began to suf!',r from dtcllininr production rid incroasing unrmployinct.

Corntri s whos, Iconfomls vwreo geared to a high levwl of imports could

not !'ind tPp , xer!hnG, to pay for their imports. As a rsuilt thi> miluc

of int. rrntiontl trndo in 193!4 was only about one-half as great as it

had b,,n in 1929.
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All this added up to the world-wide &,pression of the 30's

vi-tich is still frssh in our memories. At that tine I was here in

Chicago and well do I remember our situation, for I vas then City

Comptroller. The banks were closed. Tax collection was held up by

a reappraisal of real estate. And when ve began again to collect

txc$ the depression was u[:on us and property holders w-re unabl(

to pay taxes. iPeople wf re out of tiork. Each blamed thf othcr for

the difficulties. Dack of the domestic d ,prossion wais a world

aconor1ic itiatior.

To kecp things moving ever on a low level, countries began

to make agrreements vwth others on the basis of "i'll buy more fror:.

you if you will buy more from me". Trade was forced into bUlat ral

channels. Countrice no lon;er bought in thr most advantageous mar-

ket. They bought wherever th y could ma (I a deal through the rlazK

o{ rgulations and r )strictions which hamper, d international (xchangs.

Th(rc is no nkd to describ hore th/ d, vics--somo of them ingenious

and all of thm irtricat -- wich r iventd in this dr dly gam. of

.conomic war. %iknow no that it was almost as d structiv, to na-

tional and intmrnational w ll-bhing as had b,:n the actual hostilities

of th, ?rst J/orld !?ar. And it laid thi basis for th. S oond ]Jorld t;ar.

I have ta,! n this rmuch time to rictll to you ti. handicaps

i oich confrontoed int rnntional trade aft r th last war b cause sonic

}opl.0 app ',r to ve forgott n t!ter, or at least their memory has

diined. But those ;ho were alert to the da:icrs of a repetition of

thes, oonditions after this war have devoted time andl energy to seek-

inj a way to evoid such a. rccurrrece if -ossible. Interested individuals
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ban r`yste:a tic stv;dv nore te bh thrr yenr aro. iftor clva tonfor-

cnos rd dicins preliniarigh tentti'r yiro- s-aIr for an

inrt rmatS al monortary institution were Prrranted to the public in

A;rMil l1,. A draft for an Int.rruational Stabilization Ahnd vms pub-

]is i d by th'' United States Treastuiry and a drift for an International

ClrtrinCg Union was puFlished by GrC at Britain. Both proposals wEre

put foarwrd to rncouirge all ir.ter st( d patti s to contributc to

thi solution of the xtrsmoly complex problems involvtd. Both pro-

!os ls wtr vd1 studitd, comparrr , d batbd, ind discuwsd, orm0lly

and in writing, by individuals, nd in small anrd l]rgc groups, hcre

and abroad. As a rsult of the iidac aria of agrcri. rt that was found

to -xist, s Joint Stat mtnt of Pxplrts wt published in april 19]i.

itrthcr discussion culminmt&d first in a prliminary mu ting of r pr,-

stntotivos of many natiorns in Atlcntic City in Jun .id finally in th"o

July Confe-r.nc :at 9r -tton Woods. Th,~ :3rttorn oods N~rt oritis, -spo-

cia~lly th, .nd proposLl, irs [isr d to ai ] ri i acr;sonMabl

stabilit' [it tlh; int rurtiorl motary shr in or> r to :akh posdibli

a r, vivel nd x}>ansioni of w;orild tri' di orn rmultilat real basis. Th y

ar a step--and a long st~p--irn the r. .t direction,

Adtittedly the Brettorn Woods Agreerents are not a panacea

for all the ill of lthe . orld. Ulnies: the major industrial countries,

spacially the united Startec, succed in maintaining reasonable ata-

bility of employment at high livels there will bc vrry little chance

of avoidling the rlnasur., s of economic warfare employed in the 3O's. In

eff',ct, thrs{ wcri. mcasurtis to "¾xport unrmploymrnt". By importing as

littl as Postibl' and cxporting as much as 9oecibl>, echi country
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hopcd to kezr it:r own pcoplo working. The r in reason to b~;lilv; that

thi major countries now arc detormivtd by donlstic m(asures to prvwnt

wid fluctuations in rnployrent. Fconamic stability and full cmploy-

ment in th' United Stvtts arc certainly an accepted aim and puirpose.

Put th'VI, should be rcenforo,7d by a healthy condition of international

trade. The accipt&nc of the Bretton Woods AgreMi nts will contribute

in a substantial masur. to the ability of countries to maintain employ-

rent at high levels without resorting to attempts to "export unemploy-

ment" to other countries.

if we are to have a healthy world trade, we need reasonable

stability in foreir[ exchnngc rates, and adequati, credit distributed

vhcr it will do the nost g1ood inrcbuilding and dev, loping national

economics. The Dr- tton Woods Art,- , -nts ar( tPclmical documsnts, th,

product of the expc rts of LL natiois, but tiey can b< summed up simply.

They spll out coop ration in the monctary and creditfitlds, and give

d tailed w&ys in which this COcO ration can bc achicved. Tha AEr -

mrnts provide for thb Establishment of two intfrnl.tional institutions;

an International ?lontaxry und, and an Int rnational Bank for Rocon-

struct on and Duv lopm nt,

Th Bank proposal is rclativrly simpl. No serious differ-

/no<s of opinion arose in tJi n, gotiation of the Bank agrccmrent, which

hs rclwv d widcspread support and approval. T!h Bank follows a wlt-l

known p ttcrn. Its job is to inivstigFat proj cts for the rrconstruc-

tion of war-torn arans, an for tih d,;v: lopmvnt of backnvard lTnds for

which long-tr rm intmrnltionral loans arc n<:dd. ;;hfn it is satisfie d
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that a projtct is arodurtive and tlhat the borrowing country has a

rEasonabl,. prospct of repayiez t]ir' loan, thT Bank will sa to it that

the loan is forthoomiin I on r(asonaibl, t. rrs. this does not imunly tI:

limination of' pr4vate inv, stmncnt but it is unlikely that cnough pri-

vat- capital will b 1 nt to countri's in nfld of rconstructio on or

dv, wlopmrnt withomt some cncoura:rnnt, sp cially i3nldi'.t, ly afte r

th, war who conditions will bN uncertain. Th, Bank will opt rat, for

the nmost part ',ith' r by giar'nto( ing loans mad; by priv t- invw stors

or by madinf loans u. itih nds ilorrcwd fi'om private inv Stors.

Th, U, fnefits of tlU.E nt p i Dnfil BP.nI: will b, rary. It will

hlp rp vmb rs to ohiX v- sta l colomii, It will distribut( t}w risks

of int' rni1ti onal Iuding.t Althou:lh we im v tirnuisb nost of thb loans

i ich th'~ Biuak u. "an>i $, iis cont ry ':, r irtt t ri ist

involv d "ill only t5 billion as ai cor qru no> of its subscription

to th: Bank. If' interntionu ol loans aro mrd( throu ijh thi t Hnk, thi

d,!iff 'r o" imp, rialisiic lsndJin{ 'ill b avoidd. int> rnttiont 1 sup r-

vision of' for in lo, ns iill mak it di ficvlt fo £o in loans to be

us d las an instrum lnt of politicarl poliyr. Thl, onrdit ions which sur-

round the issu,s of drbntlurcs by tih Bamnk insure that they will 1( a

prin, invr st7, nt s curity Vinc tr totll o1 th flink's Iotn$ an!

guarant$es mey not exceud th'. anilourt of' its cOpitl, surplus, tnd re-

s rv s, Only orn-fifth of thy 4¼.1 billion subsEriEb d by mcnb r govwrn-

m'nts cvn b, us d dir ctly for ,akinlo ianss. Tii r;st will ri tn in

th, form of unpid 4snbsoriptions fas r lt find to mnIt !any lossts

thit th' Rdrnk nMy incl:r.



The international >onetavr i'\,ndo Airement JelLs w .it!. -ore

difi cu:lt prvobl'em than does the a3Lni,. \'i er di fernnces of O:riniom hCLi

.o be r~lccciled before the segct uati rns were concluded. "h-nges wdll

havv- tc be >ade in it from exnerience. There is provision fcr cvnLtent

ail thiiere is room thx'ouh interpretation 2cr adjulstrent to ccniitinss zs

th;.y arise. It lims to prevent a ropetition of the chaos vhich followod

the last war and of the destructive mscontary practices of the 30's, both

of which I hacv revirwed. It substtitntes coDorative intcrnlcticrl, do-

elZslns ant irntorntticnt actron for tee sHtat of affrs we had in the

pant 'hesn c'-h c.mba y .... I its CovZ d[ciscins and acted alone :n what

it, thocmht ,;ert its o? iT?-rstz

Pnivr the mi> ¾rc each-.o'b-r ssbIishos tha ;old

,ctt vld,l? , .s oW it rnati nal ar '. 3ut t 1s is not

a r tarn U;, ~ l 1 isni · arl. Alt]h, bh o r vn' ]iur!rtak, s to

"' ith I v"> .1 z f p ar, .h.. 4; lS-

sar.ly n{ ',. I o:;r, ' > l . he earity, if t o.coNras {'vlc"nt tla+ this

val':> is too hil~h {r }c j. { us? <2 eW'-ued co! i eions Jl! the

c>!lntPF's iH-tN-natlonai position). The PFi8, w;ill apnrx~e uni}c h an es

v 'rS '!at < c{L. Untriy W~l1 Be b1e oll i c·:rn2 -iLaDlv--tat

t.) to · l:'eDVK''2I~ s rioX in rirer Lo' occur43 L anv<p·-itiVe tItv.>tL.;e

for its -xncrt,. 'e h mvo l!armel ,t t is cno, othrr litle

lie lot !oly t A by ily Lt wll ?i in the ccrcr l ih

dl ilstrt ic Ior 22.
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-The Agreement also c:liminates special exchnrf. rates for par-

ticulrar typzs of transactions. Germany was th, country which d-veloped

this device rest fully. in te v y·ars bef'or the war thurW r',re all

rorts of roicluarks, rpresrntin; the receipts- from, different ki:nds of

lht:ir.;<$s with Gcrycany. Thi noln-Q7rrtan onefr nculdr not diswos& olf tl'so

fre<ly sinc th~ us( of cach type was limitc, to a particular purpose

ruel! as to pty tovrist expenses in Grnmany. to buy ccrtin typms of

[oods, and so on, and the valuu of each kind in t rms of olh r cur-

r nocis vsrid, greatly. in this wy Cormany arbitrarilv mtd~ it chcapsr

or mor expensiv, to buy particular Gcrrmn goods or to s1i particular

commodities to G, msny, and mnanipulrtid this d vic to obtain a competi-

tiva advbrtag. in interntional tradc.

The rtqi:ir.mrnt that the Fhnd approve n, ccsscry chfrpgs

(aftir tih first 10f) vill also nocn grcatar stabilitv of exchange rates

in th, lo. run. Not only ili1 unnrcasc rv chng-es be limirnt d, but

nm os c;ry changns cun rm ld( in a or dr! wrly b £or, th< situ'tion is

com!ltLly out of hard.

I Ir ri ch production cost wr s and ot:I r Jtr ns) for Inst:rcc,

hippr n to ris munch ho prod! ction costs in s! .> rt;d, F-nToh producers

vil] grarJu,.lly los< 1iS. ir iorn it marko ts--both in E ngln n in ofh(;r

covuntri( s--to !Pritish producers. FrPitch prondcors will lose ov n in

tir dormestic narke t, qs th, ir high cost goods ar b uing incrr:nsinrly

displaced by lomtmr cost goods imported from Britain. if th'. basic malad-

justms.nt in the cost structure is not tho r,?ult of a temporiry condition,

but r flbcts a fundam.nntal ind lasting chan[r', kr¥nch production will

nvcntually docrtase, unmploymrnt will ris' and morn:tury rmcscrv5s rill
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[L drair, d by th, d. Licit in th, Ihalance of ptnnts. The Prench cur-

r r>y will tn.. t o 1l in valt , spneculators will rush to buy foreign

>xch'n>, ,nd, in mn/ny cases, thi rsnultinh mone.t:ry dpreitltion of

th T nrrnch frinc 'i1l bhe grnaftr th<n wh;t va,a r tlly called for to

correct thi initiil cort riaadjustinmrts. If no aippropriute chunpr is

mnd, in th, vili of th, currency rltttivs to thc ourrrncics of oth, r

c~untris bcohr( thiti train of circumhtfnccs is s t in notion, much

0onlfbuion tand distr ss will bo svoidv> ond the necessary adjn tiernt can

hi r.n orinerl oeric.

Euro",aqn currency history bettenm the t'o wars illustrates

this problem in thr clearect possible way. As I said before, in 1925,

England went back on the gold standard at the prewar gold parity, while

continental countries depreciated their currency to a considcrable ex-

tent. The resullting cost disparities between Pngllnd and other corn-

tries risulted in a svyro and protracted economic depressio n in Grcat

britain until the dcvaluation of the pound in i731. As the pound de-

clined turth.r and furthr in the following y iirs, production costs in

Europe incroasud in t(rms of sttrling and, in turn, bcnam¢ complhttely

out of line with British costs. Th, attempts of the gold block coun-

tri( s to maintain the parity of their curr ncies in th, fee< of such

h a,' int'rnational co:t disparities 1(d to int nso depri$sioni and

unnmploynm'nt and proved futilo in tht eni. Fh lziirr was thi first coun-

try to how to th, inevitable,. H r relatively pronpt decision nprrlittcd

hi r to limit the dvaluation of th¾ Bel-iran frano to only 2Li par cent.

France meknwhile rest ;ted to the last, ith th:e result that the devalua-

tion, when it came, depreciated the French framc by about 60 per cent

as compred vwith the Belgian 23 per cent.



0
- 13-

Under the Agrewment slso. all members promniseto eliminate

restrictions on foreign eychanpc transactions as soon as possible.

Of course, during the war, each country must keep strict supervision

over its internntionnl transactions. I ar not speaking of war-time

controls but of the sort of regulations in effcct before the war.

Many countries at that time had less foreign oxchange than they needed.

Thrt meant that importers in those countrics were rationeTd us to the

amount of foreigrn cychangc they could use, and exporters were reluired

to turn ovtr th ir rncinpts to sonme goven rta] agency vi hicbh par-

C11td them out. THis arrenlgqr nt, as hat> seen, intPrfirrd with

nurm&m trade, which ws shiliftd into particular clinrcis, and of!rn

led to tihe domination of the con~my of or r'otntry by another for

poliitical r!ds.

Th( Oaas of Germany and Hvngary ilyustr~tts what harppncd.

In prr parqvtion for war, G:rrmny was rrnxios to acquitr large stocks

o:' foods, and was willing to pny i.,11 for them in German marks. Tnhe

Hungrarirn ov:rrnm .nt h'ad subsidiz(d farm output in order to avoid the

bankruptcy of its farmrs hc ricglltunrl nricd in world mark ts

droppodr &nr th. pricy of !Hunrgariar wheat aend m at ieti. much higher

than G rmnnan woeld hn~vc had to pray ls ¥:]1rl. But Gern ny could not buy

clsi whre bcause it did nft have tih eodel s or t porunds or tidt

pesos to do to. An agre roiLt Catjf signcd bet een iHuvgnary and crnmar'

whry7 1rv:! artd to takle UumnjCrian go>os at ti higth }[ungariran

pric3 , and soll to imiary g, rant goods--also 2t h gh price's. The

trainsncti ens vwrr' bo lanctid against on, anoth r in a "clriti n acecount".



Iach country tried to prevent an unsatisfied debt from piling up in

thr clearing account. Under this arrangement both Hungary and

Germany were paying more thqn they should have for the goods which

iaeh im!ported from the other. Hungary lost its other markets because

of its hi!uh prices and h al to concentrate on the German rvrkct.

Gcrmany bei;,n to dictate trade terrms t- lulg!rr, to tell

it what s%,rt of goods it must produce if Ger:;ny ' ern J t< takt~ tl, i.

then Gor~tny went to war, the Hungarii;an conomy was firm>y tied to

that of Gtrmany and thus Hungary inivitably bccamc a partner of th,

Axis,

Thiv is thi sort of thing vw do not want to havw happ n

nagzin. Under th, lMnd Akgremoerit, members undcrtak< to b~bsndon such

bil!ttoral clearing arrangcrnints cnd discriminatory curryrcy practices

ts givr <xpertcrs spcial pr:diumrs if they ship goods to countries the

currvrci's of which are particularly desired. This oon:itmr nt appli.:s

to the abandonment of r strictions on foreign exchonge tr'nsnctions

on currtnt account, that is, thos' <rising out of silpments of Foods,

tourists' exo.plditrJ,, iirigrmnt r mitt:!nocs, rind tht rndfcVring of

services. ilebihrs nrt prulittid to control ci:,pittl truvnsucticns such

'os Mon y sr:nt for diposit in foreign barks or for uFL in toc. r.t

oi rltion s, RHal invt &bmcnt cun b- ncourl ei and thu spi cvl .tiwu

mowm ;mnt of funds limit, d; this will co;tribut substrtntirlly to

imti tntional monortvry stibility.

It is not (xpict d, of cour:t, thtt th< whole body of r~gu-

iAtions ov r forign ixchings transotiorns shill b don% awvry with at

once. Only confusion would rusult. Dit patient is v ry sick, rd
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Another automatic control is the obligation of all menmber

countries to repurchase their own currencies from. the Fund with gold

or foreign exchange. This obligation is so framed a' to require

countries adequately supplied with gold and foreign exchnei¢: reserves

to draw on them at the sanle rate that they draw on thle ?und. And it

also requires (with qualifications) countries which are gaining gold

and foreign exchange to use half of the amounts gained to reduce

their drafts on thc Fund.

The discretionary controls are even more important than the

automatic controls. The Fund can postpon the beginning of its ox-

chartng operations until it is satisficd that most members are in

sufficiently stabl: condition to warrant use of the Funmd's rosourors.

iurthoriuorc, onci, it has oor;enioed general uxchanri op rations it can

postnon; tr'nsacti ns with any irndivid'ual country ¥:hich is riot in a

p-,sition to mdkcu appropriatc us, of the Fund's ast;istancc.

Once the Flnd has begun operations with Itny member, however,

that member can proceed with thi assurance that it can come to the

Fund ~nd r ooiv> help in riting ?a)avmnts duo for foreign goods and

services without d, lay. This featurc of the Fuind proposal li s at

thy v ry corc of th, whol, agrw 'nnt. It assures th< availability of

,xohoinge. Since temhers can confidently expect assistance from the Fund,

they will be able to undertakn to maintain stable excharre rates and to

eliminate restrictions on foreign exohanrge transactions. In naniy cases

the fact that assistanc, is forthcoming without delay will prevent

temporary disturbances from having serious repercussions on the inter-

national position of oth4r countries. If a drop in any single country's



- 16 -

It has been nrgued in some quarters that foreign countries

will abuse their privilege of drawing on the Fund and that the Fund's

resources will be wasted. Thie position taken by the critics is that

in order to insure that members take advantage of the timr during

which thry arx drawing on the, Fund to correct the unbalance in their

1ntrernational position, aid should be givcn only aftrr special inves-

tication and agreement as to the conditions under which the funds

are to be used. This view misinterprets the very essence and purpose

of the Fund.

A whole series of automatic and discretionary controls is

specifically desicned to prevent undue use of the Fund by any mrmber

country and to ensure wist use of the Ftnd's resources.

Take, for example, the important autoratic controls. Definite

limits are established on the amount of foreign cxchanrc a member may

obtain from the Fund in any single ytar or as a maximum over a period

of years unless spcial prrmission is given to exc!cd these limits.

Secondly, mmb(r countries must pay a small service charge on all

for>ign exchange, purchased from the Fund. In addition, an annual

charge is levied on a mlmaber country using the Fund. This charge: irn-

cr(ases, the largert the use of the Fond's resources, and thu lo'nr;r the

p(riod ovwr which the resources art used by a mrmb' r country. Thus,

constant prssurr is put on a mermcr country to reduce its drawing on

th Fund,
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recovery, at best, con b" only gradual. On the othxr hanri, unless

a concertesd ffort i, made as oon as nossiblc to eliminate such

practices, there is crave dangcr thlt many countries will fall back

on them to balance their international transactions after this war.

They must have in altcrrntive which will make such action unneccssary.

iHowevr arnrstly the membecr countries may desire to livt

up to thtir agr¢(ments as far as exchange rates and exchange rastric-

tions art eorlcrrsd, it will not bre asy for them to do so. To help

tih m, a uind of rjlmost $9 billion is to be established, made up of

gold atnd th, curr ncics of all the countries which arc mrimb r s. This

Fnd wilI h; used to assist mrnbor countri s faced with tP mpoivry

btlanc of payramft dificf!ltis such as .ight followa bad cron or a

loss of a markA t for a short period. S!iold tih. dfiioit rovcy to bo

mncr. thorn trmpeorury, the Fund will continu. to giv the mnimb r assist-

arc, only if it takrs adequvtii steps to corrrect thr situition.

I hLyv, sketched briefly th mnchanism of th. Fund, ard indi-

crt d thb aims which it is hoped it will achiiv-. Doubtl;ss, you h!vw

all hyard end road som> criticism of this plan, &nd I shoull liik to

m nti on tho main point Lround which this criticism centers. Duerin;

th last twclv', or thirtncn days I have becn attending and closely follow-

ing the hearings on the Britton Woods proposals in the Banking and

Currency Committe. of our iouse of Representatives and feel that the

qucst for informrtion concentrates mainly on this point.
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exports leads to defensive deflationary measures and restrictions on

imports, that country's exchange difficulties will spread to other

countries End a vicious circle of r strictions on tradc and det.itn

will ensuo.

Should the difficulties of a ncmbir country prove to be nore

than temporary, the Tlid has a very important discretionary po'er to

ensure that the country does tcks advantage of tie time during which

it is drawing on the Fund to put its house in order and correct its

position. The Fund can stop a member from drawing or the Fund if it

is not using its resources in accordance with the purposes of the

Fund. Tihe purposes as stated in the Agreement make it quit> clear

that the iund is to be used to help countries mc t tvmporary dificits

qnd to Sive them time to correct more deep-seated maladjustments.

It is evident to me that the p riod during vhich thr. iund

and the Bank are needed most is the in> diate postwar period before

individual cbuntries begin to imposi n<; and additional restriotions

on foreign exchange and foreign trade. Prompt <stcbiishmnhnt of the

Fund and the Bank would also iw membir countries confidenc( which

tim>y must have to plece thIir iconomic houses in order with tinl crAs

possibl, delay.

It thcrefors sems to mn that i;ith the knowledge we have

of tihe problemis of the 1920's and the 193C's we have agreed at Bretton

,oods with competent rcpresentatives of oth;r countriks onr. sound economic

principles to help solve these probloms and the solution of these prob-

lems is in our interest. Therefor, the Int> rnational Monrtary iind and

th Int rnational Bank for Reconstruction and DTevlopment should, after

due and proper consideration, be approved by o%4r Congress.


