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FEDERAL RESERVE
and the

BRETTON WOODS PROPOSALS

To influence the supply of credit in relation to our economic

needs is a major function of our Federal Reserve System.

The Bretton roods Agreements which are now being considered

by the Congress are concerned with the international flow of money.

This flow plays directly into the Azerican money market. The Agree-

ments are, therefore, of great importance to the Federal Reserve System

which is concerned with our domestic monetary credit problems. The Re-

serve System, especially through the Board of Governors, has participated

in the development of the Brrtton Woods proposals practically from the be-

ginning. Interestingly enough, the history of the agrecsments thus far

is not unlike the history of the Federal Reserve itself.

First of all, both the Bretton "'oods Agreements and the Fed-

eral Reserve Act arose out of inadequacies of existing institutions to

meet pressing monetary and credit problems. The Federal Reserve System

grew out of experience with periodic crises and money panics because

there was something lacking in our banking system. There was no central

banking authority. The System's one aim and purpose is to serve in the

public interest. The Bretton W'oods proposals grew out of experience be-

tween the First and Second World Wars anh it became evident that lasting

prosperity cannot bE maintained if each nation seeks its own immediate

self-interest.

The banks in our country b'orer the Federal Reserve Act was

enacted wore pretty much dependent on their own ability to survive a

panic--especially as th¢t panic hit the money centers wthre rcservcs
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from all over the country accumulated through correspondent bank re-

lationships. In a crisis it was each bank for itself. Each, there-

fore, began to withdraw its funds from the other in the general scare,

and, further than that. banks would even begin to call loans for pay-

ment--adopt a liquidation policy--at the very time when a policy of

confidenoe was needed to weather the economic storm. The Federal Re-

serve gave such confidence by making credit available to the banks

and this power, after the experience of 1929 to 1932, was expanded

by the Banking Act of 135. The Federal Reserve Act is not perfect

even now--after many years of experience and many amendments--but that

the System is helpful to our economy, no informed person will deny.

Both the Federal Reserve and the Brettcn loods Agreements

marked the culmination of years of preparation. Intensive inquiry

followed the panic of 1907. Important millstones on the long road

wcre the Pujo Investigation, the work of the National Monotary Com-

mission, and extensive hearings before the Senate and the House comn-

mittes on banking and currency--tih latter newly organized for the

purpose. In addition, there wore countless conversations, discussions,

conferences, books, pamphlets, and articles. Out of all these emerged

the original Federal Reserve Act.

Similarly, the idea of the Bretton r'oods Agreements is more

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

permit private circulation of a very rough draft of the Fund proposal

about three years ago. In April of 191h5, a proposal for an Inter-

national Stabilization Fund was published by the United States Treasury
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and a proposal ifor an International'Clearing Union Ivas published by the

British. Both documents were offered tc the public with the hope that

all interested parties would contribute tb the ol'ition of the problems

with which the proposals were coocerned. Criticismc and suggestions

were reflccted in a revised draft of the Fund published in August 1943.

Noven.er of that year saw the first published version of the plan for an

inbcmrati onal bank. Conferences., including mny with foreign experts

and repirsentativces, ere hcld. As a rcsrIt- of the wide area of agree-

mfnt that was found to txist, a Joint Statcmexnt of Lxpsrts of many na-

tions wls isuoed in April 194. iscussions culmTinated in a preluminary

meeting in Atlantic City Ind Finally in tre tircc-wcek confcrence of

representatives of 44 nations at Brettan Voods in July 1944.

The Federal Re:serve System has been intimately associated

with the Bretton Woods proposals virtually fron: the birwnxing. Experts

of the Board's staff have conferred with experts from the Treasury and

other Goverunental departments and have nlso participated in discussions

with foreign representatives. Technicians of a number of Reserve Banks

joined them in the meetIngs at, Atlontic City.,nd Bretton Woods. The

Chairmni of our' hoard wa> a ielegntc to the Bretton Woods Conference.

ThL BrLrtton Iiods proposls rep'atod the history of the Federal

Reserve also in this tat ithough ther boeen all but universal

agreeienct ,n obnectiv¥t, t~erc ha, not heeir, uiversal agr;eement on a

meth:d of a»hievin{r the ou1jctiv4sZ Oppon ntv of the hostrvr Act in

19)13 rd that vie shouli ;.ttablish a g central banking i!nstitu-

tion, They ;do osserteo ht-t ¢ontrol a ould ibe by bankers, as ex-

pcri·need iutnder!% rt;err than hibF tiLhe pubic, hich ilcludeJ borrowers
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as well (industry, commerce, and agriculture). It was also argued that

the proposed system was too complex to be understood or to be operated

efficiently. S.imilar arguments over control and procedure have been

leveled against the Bretton ViWoods Agreements. It is argued that the

Fund is complex and that it will be controlled by borrowers (debtor

countries) who will dissipate its resources.

It has also been argued that the directives of the Fund

Agreement are too broad and vague to be of much significance. For

instance, the term, "fundamental disequilibrium" is not precisely

defined in the Agreemaent. But we have learned from our Federal Re-

serve experience that it is a mistake to make the basic terms of the

law too detailed and restrictive. The history of the Federal Reserve

Act has reflected the necessity of broadening its terms. It is only

under general directives that effective operations and procedures can

be evolved to deal with changing conditions. The place for precise

definition is in administrative regulations and rulings, not in the

basic law.

We should viewv the Bretton Woods proposals not as a perfect

document but as an honest, intelligent, cooperative effort to deal

with certain developments that may arise. Vie should remember Also

that even our Constitution retquircd subsequent amendmecnts as a result

of expericncc. The same has bean true of the Fedoral Rcservc Act.

It will be true of the Brctton W;oods Agre&munts. These agreements

should be viewed in the spirit expressed by Woodrow iWilson in his

first inaugural addresst

'"e shall deal with our economic system as it is and
as it may be modified, not as it might be if we had
a clean sheet of paper to writ, upon; and step by step
we shall make it what it should be."
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The Bretton Woods Agrecments are an attempt at international

collaboration designed to help achieve monetary stability zand extension

of productive credit. They provide two international institution> to ac-

complish these objectives: an International Monetary Fund to promote

currency stability and multilateral payments and an International Bank

for Rieconstruction and Development to facilitate productive international

losns.

Since the Bank proposal represents no groat deviation from tra-

ditional lending principles and practices, it is considered comparatively

simple and has roceivod widespread support and approval. The Bank would

make or guarantee at reasonable rates specific loans for productive pur-

poses which the private mroket would be unwilling to make without a guar-

antee. Since the benefits of such loans for reconstruction and development

would be world-wide, the Bank would distribute any losses amorng its members

in proportion to their stock ounorship.

The International Monetary Fund would break new ground and this

is the very reason why it is considered complicated. A good bit of the

complexity arises from the desire to prevent abuse of this institution

which would operate in a new field. The basic principles of the Pund are

not difficult to understand. The Fund establishes "rules of the game"

which are designed to promote interchangeability among member currencies

at stable rates so that the international flow of goods may be kept at a

hith level. These rules are dosigned to achieve stability such as once

was provided by the gold standard and yet avoid the rigidities that led
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to periodic collapse of that standard. Each member would undertake to

maintain the parity of Itg currency so long as underlying conditions made

it possible but when a funduamental disequilibritun developed it would be

prmitted to make an appropriate change. The hi-nd Agreement recognizes

that the undertaking of members to abide by the "rules of the game'" would

be difficult unless some means were provided to enable them to mcet tem-

porary adverse balances in their accounts with other countries. To meet

this need, each member would contribute to the Fund an amount of gold and

domestic currency equal to its quota and would receive in return the

right of access to the Fund for limited amounts of foreign exchange--under

adequate safeguards for the Fund. Although fear has been expresned in

some quarters that the resources of the Fund would be dissipated, adequate

controls, both automatic and discretionary, are included in the Agreement

to prevent unwise use of the Fund's resources.

The Federal Reserve is necessarily interested in both the tech-

nical and the policy aspects of the Bretton Woods Agreements. The technical

aspects, though important, need be mentioned only briefly. Both the Fund

and the Bank, whose head offices would be in this country, would receive

and make payments. They would possess valuable assets such as gold and

securities that must be kept safe. It is difficult to imagine all such

household details connected with the fiscal agency and depositary func-

tions of the Fund and the Bank but they are many and varied and require the

special and technical skill of trained cnd experienced executives. In the

United States they would be handled by the Federal R!serve Banks under

the supervision and direction of oui Board of rovernors.
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But the Federal Reserve has a much more fundamental interest

in the operation of the proposed institutions. Broadly stated, the

goal of the Federal Reserve is to help maintain through monetary and

credit action a high level of production and employment. 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 goal.

The disruptive practices that attended the reduction of world

trade by about one-half between 1929 and 1934 and the periodic flights

of "hot money" in the period between the vwars contributed greatly to

our difficulties and aggravated the monetary and credit problems of

the Federal Reserve System. Through achieving a better international

balance, the Fund will help prevent a recurrence of the great gold in-

flows of the 1930's with their attendant problems for the Federal Re-

serve Systemn.

Precisely how the Fund's operations will affect our monetary

reserves depends on several factors. One of these is the form of initial

subscription.

The effect of the initial subscriptions depends on the source

of the funds. The enabling legislation proposes theat the United States

paymentt be made from our Stabilization Fund and through the issuance of

Treasury securities. The Fund Agr r)nnt permits members lo deposit

non-interest-boering demand notes in lieu of domestic currency not

needed in current operations. The payment of subscription in cithcr of

these ways vwould not affect our money market, since funds would b,

ntithor withdrawn from nor placed in the market,
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If other members use the hunds they own here to pay for a

subscription in gold they might affect our market. There would be no

effect, of course, if they simply utilized gold held here under ear-

mark. Use of any deposits they might have at the Federal Reserve

Banks would result in a reduction in the gold reserves of the Reserve

Banks but would have no direct effeqt on our money market. To the

extent that they would draw funds from our money mrrket--eithcr di-

rectly through drafts on deposits at commrnercial banks, or indirectly,

as through sales of United States Govermmcnot securities they own--

thedr gold subscriptions would have the same effect as an export of

gold through comnercial channels.

These might call for Federal Reserve action in the open

market or such otrbr action as might be considered desirable by Re-

servc authorities in order to prevent disturbance of the money market.

More interesting are the possible effcts of the operation

of the Fund 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 therm are numerous automatic and discretionary

controls in the Fund to achieve this result. But there would certainly

be substantial use of the Fund's dollars from time to time.

'Ten other mnombtrs in th ir current transactions ?ay the

United States with dollars acquired from the Fund, the effect is to

increase our money supply. The Fund may have acquired the dollars

from our initial currency subscription or sales of gold to un, or,

to mention a somoverat remote possibility, by borrowing. To borrow

in this country, the Fund will need our country's consent.
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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 extent that it

was; provided by the Treasury borrowing from the market, no net effect

would be produced when the Fund would, through its members, return the

money to the market. Similarly, provision of dollars through the Fund's

borrowing in our market would have no net effect. Acquisition of dollars

through sa]es of gold would have 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 mid would

in general leave the money supply and meiter bank reserves unaffected.

They vould, however, influence the capital market and the course of the

business cycle. To use American resources the Bank ¥nuld need to have

the consent of this country; wnd before consent was granted, presumably

full consideration would be given by the ronctary authoritic> to the

effect of the proposed borrowing on the credit situation in the United

States.

This analysis should make clear the great interest of the

Federal Reserve in the plans, policies. aird operations of the proposed

institutions. While it is anticipated that no scrious difficulties will

develop, obviously the Reserve authorities must be prepared to discharge

their responsibilities under all circumstances. Thty must not only be

fully ano, constantly informed by the United States Governors and -ixecu-

tive Directors in these two institutions, but tney must present to them

their studied views in sufficient time.
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tom our Board's point of view, the establishment of the

Find and the Bank is highly desirable because they would contribute

to world recovery and to th, maintenance of conomic stability at a

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


