


HE United Nations Monetary and
Financial Conference, held at Bret-
ton Woods, N. hE., for three weeks in

July, was attended by the represcenratives
of 44 nations. The onference met on
the invitation of the United States and
was the outgro, th of a series of informal
bilateral discussions, beginning almost
IS months before the conference met, be
tween technicians of 3(0 different coun-
tries. The technical experts of a dozen
or more of the larger and more impor-
tant countries, including the United
States, the United Kingdom and Russia,
met at Atlantic City prior to the formal
conafrence and discussed the malters to
be considered by it. Nothing was settled
at Atlantic City, hut discussions there
gave the principal . countries concerned
an understanding of each other's view-
points and greatly fatilitated the later
work at Bretton Woods.

The conference produced two agree-
ments for submission the various gov-
ernments represented, one providing for
the formation of an international mone-
tary funnd and the other for an intern
tional bank for reconstruction and de-
velopment. Each of the two organizations
as proposed is distinct and separate from
the other, and each has a different pur
pose although the two organizations sup-
piement each other. The interna ional
monetary found is designed to assist the

a rious co. . ries of the world in settling
baalaces due oil current acconts, to pro-
mole xc1hange sthilitya, id thus to facil-
itate the extension of ia hlaineed growlih
of utrnmarkhaI trade. The bank for
retonst rtton and d..ev .opnen.t is de-
signed to encourage the exportation of
capitl for productive purposes from
countries like the U. S. which are in
,posion to export capital to coilutries
which need su.ch capital either because
they have been devastated by the ar
or because they are economically unle-

-eloped. Both instirutions representa
cooperativ interination I effort to solve
problems for the oinlnon benefit nf all
the nations of the world. Te manage-
ment of both institutions is I represent
and to be elected by all the counries sub
scribing to them.

No participant in the conference or in
the preliminary meeting of the experts
could fail to be impressed by the real
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desire ot all the United and Allied Na-
tions to work together for the common
good and in doing so to modify and
comprmise strongly held views and
opinions. This is true of all the nations
represented and not least of the two
strongest nations after the United States,
Russia and the United Kingdom. Both
agreements as finally drafted necessardly
represent compromises, as all interna-
tional agreements must if the world is
not to dominated by a single power. The
nailer pow .ers in many cases were rep-
resented by delegates of great ability and
technical knowledge, and they made im-
portant contributions to the conference.
Their points of view and special interests
were always carefully considered and

every effort was made by the conference
to recognize them when it was possible
t, do so.

Currency Must Be Stable

Most of you. I am sure, recognize the
fact that a co.n.tr cnnot create or main
ain any considerable degree of internal

economic activity without a currency in
which its citizens have suficient confi
dece Io make them willing to take it
in trade with each other and to make
contracts running for at least short pe
riods in terms of that curren I i an
sure you also recognize that if trade is
to he conduictd b ewen in(divi fal o
variou, co.tir . ies and not through ithe
miediuni of a sa te. or state-controlled
companies. that he currencies of various
cortntries must have at least relative sa.
hiitv in relation to each other.

Few of us, I think, realize how tre-
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mendous the instability of the currencies
of many war-devastated countries and
other countries riot physically devastated,
but whose economies have been disrupted
by the war, will he when peace comes.

At the present time lend lease and
other devices give an artificial appear-
ance of stability to many currencies.
Once peace comes, unless something
drastic is done to bring about currency
stabilization, economic chaos is certain
to result in many countries. Economic
chaos means not only practically no
international trade; it also means ivd
war and political unrest. Witness tihe
recent case of Greece. Economic chaos
in Europe would result in much of the
continent either going communistic and
tying itself up with Russia or trying
some form of centralized state dictator-
ship of the type we are now fighting to
destroy. In our own interest, not only
because a good volume of foreign trade
may mean the difference between reason-
ably full employment and depression at
home but because of the greatly increased
military and naval expenses to which we
will be put if the rest of the world is in
turinmoil, it is imperative that we act to
prevent postwar currency chaos fron,
developing in the countries of the world.

The proposed international monetary
fund is essentially a cooperative arrange-
ment under which each country party to
it agrees to make available to the other
members an aniltint of its currency and
gold equivalent to a given amount of
American dollars, which amount is
called that country's quota. In return,
each country gets the right, subject to
various limitations and conditions, to
borrow money from the fund up to the
amount of its quota for the purpose of
paying for imports and balancing its

iternationnl payments, but with the
proviso that no country shall have the
right to borrow more than 25 per cent
of its quota in any one year. A country
birrowing must pay interest at rates
which increase progressively lath with
dhe length of time that the loan remains
ou'tstandlig, and with the percentage of
Its quota borrowed.

One frequently heard criticism of the
hind is that it is premature and that the
,nIrl is not ready for it. Even with the
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rcct m it.ry setbacks, it is possiblc
that the occu pied iations of Europe may
soon all be liberated aid major htrsilities
in Europe cease. If the nations of Eu-
rope ie to get on their feet and are not
to fall into c1aos, it is necessary that at
the earliest possible date they have cur-
rencies witli some degree of stability and
which can be recognized and used as a
basis for interna tional trade. It is almost
equally necessary that many tiher lon
tries, which were neither Ievastalted nor
occipicd and which are exporters of

foodsruifs and raw materials, but whose
economies have suffered from the war,
should also have national cur.rencis with
some stability if they are I export or
import. While some degree of economic
reconstrution and rebuilding of de
stroyed facilities for production and
trans..prt will have to be done in the
countrlies which were occupied by the

iene befoire aly cosiiderabite exports
can b' expicted, tis reconstriution will
he rioaed to a snail's pace if their peo-
pie lack confidence in their domestic
currencies. Reconstriction andi ciurrency
conlidence go together. To say that one
must precede the other is like saying the
egg must precede the hen. To say that

turrency stahlil'atiln iust bc prceded
by .econo.i reconstruction. balanced
foreign trade, and balanced budgets is to
put off the possibility of all these for at
least a generation.

All the nations represented at Bretton
Woods reaibed that no currency stabil-
zation was possible in the case o, a
country which was engaged in civil war.
or in major hostdities in its ,ome area.
or in which any considerable and un-
usual segment of its population was
starving. On the other hand, the need
of starting up international trade in Eu-
rope, South America. Africa. Australia
and the Middle East is too urgent to
wait iti tile Japanese war is finally
over.

Regulations on Fund

The fund agreement provides that in
no event shall the fund engage in ex-
(hange transactions until after major
hostilities in Europe have ceased and,
further, contains provisions designed to
keep the fund front opening up its re-
sources to a country engaged in civil war
or to a country like China still fighting
in its home area, or to one which has not
passed the starvation stage which may
in some caunttries temporarily follow
this war

It is also argued that the fund is too
large for siabilizatidon purpose andl will
tilerefore encourage countries toI delay
the necessary steps to balance their for
eign payments. However, it should he
realized that the dislocations in trade
caused bv the war ,ill e initably lead
to much larger fluctuations in the expirts
and imports of ma ny cohuntries thain

would normal y exist. :a ad that the
amounts reqitired to offset disequii-
briums in the batlnc of payments in
the first few post war years are greater
than would normally be the tase. If one
keeps these facts in mind, the total
amount of the fund ($8,800,000,000)
and the quotas given the various coun-
tries of the world, incdindmg the United
States with a quota of $2,750.000,000 and
the Uniited Kingdom with a quota of
$1,300,000,000, do not generally appear
to be too large.

Russia, with a complete system of state
trade, does not require credit for stricdy
subiization purposes, and it may be
admitted that Russia will probably use
up her quota in the first few years of the
fund's existence to pay for imported
capital goods necessary for her economic
reconstruction. It must also be realized
that once her economy is reconstructed
Russia, with her large population, with
an unquestionably stable government.
whether one likes it or not, and with

natural resoures s.econd only to those
of the Unired States, will iie in a position
to repay her rrowings from the found
without lifcicully.

Fund to Control Loans

It is dificuit to see how any scheme
for in.ernaional stabilization of cur-
rencies could work with Russia not co
operating.

The most strongly urged criticism of
the fund agreement is that it gives a
country the right, subject to various re-
strictions and conditions, to borrow
from the fund up to the amount of its
quota.

It is argued by many that the fund
should be the sole judge of the credit
worthi ness of countries desiring to use
its resources and should have absolute
discretion in the matter of granting or
refusing credit. The proponents of this
view say that it is impossible to conceive
a ounmd credit organization operating on
any other basis than the normal hbass
between lender and borrower in which
the lender is the sole judge of the credit.
It should be brne in mind that the fund
is dealing with sovereign governments
and their central banks which must
know not only what their resources in
band are, but also what borrowing facili-
ties they can count upon. A large corpo-
ration in this country whose operations
may require it to use borrowed money
almost always insists on its banks giving
it lines of credit, which the corporation
may not use, but which its management
knows are available in case of need.
Many large and very solvent corpora-
tions in recent years have gone further
and are paying annual fees to hanks in
return for getting dcfinite rights to
borrow up to crtain am.ounts over a
term of years. The necessity of central
hanks and treasuries knowing definitely

what reserve credit they can count upon
is much greater than that of a business
corporation.

The fund agreemcnt recognizes this
act, but at the same rime the right to

draw upon the fund is a right subject
to onlditions, excpt as to initial borrow-
rig which cannot exceed 25 per cent of
a cointry's quota. If the funid finds that
a country is using its borrowing power
in a manner contrary to the purposes of
ihe lund, it mnay Init further borrow
mngrs or declare the country rieigible to

iluse the resourcs of the fund. Every
country desiring to borrow from the
fund. ncluding its initial borrowings.

mutst represent that it presently needs to
hbrrow in order to make current pay-
tents which are consistent with the pro-
visions of the agreement. And, the find
may postpone initiald exchange transac-
ouri with a member country if it be-
lieves that country's condition is such
that it cannot use the fund for the par
poses for which it is intended, or except
in a way prejudicial to the fund and
its nemhers.

Since voting rights in the fund and
control of its management are closely
related to the quotas of various coun
tries and since the United States has the
largest quota I think it can reasonably
be assu med that the American view-
point will dominate the management of
the fund. Furthermore, if, as is certain
to be the case, the American dollar is the

currency most in demand after the war
the knowledge on the part of other
countries that the United States can
withdraw if its viewpoint is flouted by
the manage ment should practically in-
sure recognition of our views by the
fund.

Changes in Currency Value

The fund is not intended to set up a
fixed gold standard and tie all the cur-
rences of the world to gold. Few, if any.
ounrries in the world consider such a

tie-tip desirable. Many, probably most
countries, feel today that circumstances
may arise which would make a change
in the gold value of their currency im-
perative. But the fund does make such
changes more difficult, and does ensure
that they will not be undertaken lightly.
In the first place, every country must
consult with the fund before making a
change. In the second place, it must
make up any reduction in the gold value
of its currency held by the fund. After
initial changes aggregating, up and
down. a total of not more than ten
percent. the fund may object to a pro-
posed change, and if the country over
the fund's obiectn changes the par
value of its currency, it loses its right
to borrow from the fund. To be sure, it
is provided that the fund shall concur
in a proposed change if it is satisfied
that it is necessary to correct a funda-
liental disequilibrium, and it shall not



object to a change because of the domes
tic social or poliical policies of a mem-
,r country. It is unlikely, in view of
these provisions. that in the case of any
first class power the frnd would refuse
its onsent to a change in the gold value
of a currency it aiter discussion and
airgunmet that power insisted on its
nec:ssity. But a great power rarely
changes the gold parity of its currency,
in peace tinme t least, unlcss forced to
do so by prior changes in the parity of
the currciIciCs of other conuntries whicli
upset tile relative value of its currency
in internationl transactiolls.

T'Ihe fund would make gold the index
of the value of a curre.ny and woul
maintain the use of gold for tbe settle-
meat iof international balances, . B so
doing it would exercise a strong psycho-
logical influenc on all counres to
aita in t the gold value of their cur-

renci. Various countriles at Bretton
Woods argued that the fund was too
much of a gold standa.rd plan, and most
of the attacks upon it in England are
based upon the fact that it will make
changes in the gold value of sterling
too rlifficult. As a compromise between
rigidity and flexibility the very fact that
the fund is being attacked both because
it ties currencies too rigidly and too
flexibly to gold indicaics that it is prob-
ably as fair a compromise btween two
points of view as could be obtained.

In spite of the fact that the foound pro-
vides for changes in the gold value of a
currency and that many such changes
may be made inder its terms, the fund
should accomplish three very desirable
result: first, end the nuisane of mul-
tiple currencies after the transition peri-
od: second, do away with competitive
exchange depreciati:on and, third, pre-
vent the use of currency manipulation
and depreciation for predatory political
and economic purposes. Germany
showed the danger to the world of al-
lowing currency manipulation for such

Eliminate Exchange Restrictions

The fund is designed primarily to
facilitate international payments on cur-
rent accoun t only, and its credit facilities
are limited to this purpose. It had to be
recognized that the postwar period is
going to be one of great difficulty and
transition and that exchange controls
even for payments on current account
established during the war cannot be
eliminated at once. No one can say how
long the transitional period will last, but
it is certain to be a matter of years. The
ftnd does provide that member countries
shall take all possible measures. as soon
as conditions permit, to facilitate inter
national payments and progressively to
do away with present exchange restric
tions. It must be admitted that the teeth
given the fund to enforce the withdrawal

ot restrictions o current payments now
in effect are weak. Bur, realistically, one
'usta remember that the mainteliance of

tanny of these restrictions for some years
alter peace is necessary to the economic
srvivail of various nations. and that na-
tiomls are sovereign and are naturally
andi properly very jealous It their rights
when a question of thcir economic sur
viva[ is at stake.

Chief Objection to Plan

The objection to the fund which has
the greatest polpular appeal in this colin-
try is the one that except for relatiely

m all contribupons of gold by other
countries lhe United States is allegedly
the only country which will put up
currency that will he really in dem and.
Although the American dollar will be
the currency most in demand, the cur-
rencies of other countries able to export
barge amounts of raw malerials are also
certain to be in demand. Canada, Cuba
and other Latin Ameicn an countries are
certain to he in this category. There will
be a consideraie demand for sterling.
The fund will have a very considerable
unotint of gold contribited by countries
other than the United States. Many
countries have large gold holdings and
dollar balances which they will presum-
ably use before drawing on the fund.
The fund agreement provides that as
the gold holdings or holdings of Ameri-
can dollars of a country increase it must
repay part of its borrowings from the
fund

Bearing these facts in mind and also
the fact that no country has the right to
draw more than 25 percent of its quonta
in any one year, the dollars and gold in
the fund cannot under the most unfavor-
able circumstances become exhausted as
rapidly as the objectors to the plan fear.
If the United States recognizaes the funda-
mental truth that a creditor nation must
ltimnately accept payment for its ex-

ports in goods, using lihe word "goods"
to include services, the fund should be
able to work indefinitely without the
dollar becoming scarce. If the United
States insists on continuing to export
more than it imnports. doliars are bound
ultimately to become scarce and other
countries of the world will have to dis-
criminate against American goods no
matter how much they may desire them.
We can,, postpone that time by accepting
gold or loaning money abroad. But
ultimately we shall get all the gold with
which the rest of the world is willing to
part, and we shall become tired of lan-
ing money for the purpose of enabling
borrowers to pay for goods which we
currently export. as well as interest on
the money they have already borrowed.

It is to be h oped that before the dollars
in the fund ,ave become scarce the
American people will have to come to a
greater maturity in their economic

thinking and will radically change their
present tariff policy.

While it would be highly undesirable
to have the American dollar declared
scarce and exchange rcstricions imposed
against it by other countries, it should
be realized that if nothing is ione the
dollar is bound to become generally
scarce throtughout the world ill short
order andl existing exchange discrimina-
ions against it are certain to increase.

Even though the dollar is declared
scarce and remains so, our contribution
to the fund would not bx lost. It would
be froz.en, to be sure, and we would
lose interest on our connrihution. liut,
barring another general world war, we
could. over a period of years. convert
our claim against the currencies of most
of the nations held by the fund into
goods and thus get most of our money
back. The fund would still continue to
function and the currencies of other
countries would continue to be inter-
changeable at the parities fixed from
time to time by the fund even though
not convertible into dollars. This wouhl
benefit international trade and thus our
own trade. Meanwhile, by our contritu

ion to the fund we would have made
possible currency stabilization in war-
devasted countries and by thus helping
them restore their economics we would
geatly increase the chance of political
stability. without which there is no
chance for peace and general multilateral
trade. And without these there cannot
be continuing world prosperity or pros-
perity in this country.

U. S. Must Aid Nations

All the critics of the international
monetary fund realize that the United
States must in its own interest help the
rest of the world get on its feet after
this war is over either by giftis or by
furnishing credit and taking credit risks.
No proponent of the fund believes that
it is a panacea, or that alone it will be
suilcient to solve the economic problems
of the world. Some considerable degree
of currency stabilization is generally
recognized as one of the indispensable
things which must be provided for a
reonstructed world economy.

No other plan has been suggested
which involves less risk to the American
people than the fund, even assuming that
we still continue indefinitely our pres
at high tariff policy.
The other plan drawn up at Bretton

Woods is that of the international bank
for reconstruction and development. The
argument for such an institution is based
on two premises, both of which I be-
lieve to be sound. The first premise is
that the export of capital by a country
like the United States, which is in a
position to do so, to countries which have
been devastated by the war or are
economically nldeveloped and ann pro-



itably use such capital, is a benefit nor
only to the particular exporting and
importing countries but also to the other
trading nations of the world The secnd
premise is that after the experience of
the 20's and 30's with foreign loans no
considerable amount of money will be
loaned abroad, by Americans at least,
at reasonable rates of interest except
under some adequate governmental
guarantee. At the present time, for cer
tain classes of loans the export import
bank does give such a guarantee.

Since, however, the export of surplus
capital by a country bnefits not only it-
self and the receiving country but also
all the other trading nations of the
world, it is only finir that the risk in-
volved in such lending should be shared
by all such countries and not borne en-
tirely by the exporting country.

The proposed bank developed at BTet-
ton Woods will have a subscribed capi-
tal of $10,00o0,000,000o, of which the
United States' subscription is $3,175,000,
000. The subscriptions of other countries
generally correspond to their quotas in
the international monetary fund. The
bank will be governed by a board of di-
rectors representing the various countries,
and the voting rights of these directors
closely correspond with the subscriptions
to the capital stock of the countries
which elect themn. As in the case of the
fund, this means that the United States,
plus a few countries whose economic
thinking is like ours, will at all times
be in control.

Twenty per cent of sie bank's initial
capital is to be paid in, one-tenth in gold
or United States dollars and the balance
in the curreneies of the various members.
The rest of the capital is to be called in
only if needed to meet lossrs and mast
be paid in gold or American dollars or
in the currency in which the obligation
is to be met.

Designed for Specific Loans

The bank is designed to operate
piemarily by guaranteeing loans for spce
eifie projects such as railroads, harbor
works and steel plants, although it may

make such loans direct either out of its
paid in capital or from the proceeds of
debentures which it may sell. If it hor-
rows money, loans .made ¥wtl the pro-
ceeds of the borrowed money will be
payable in the same currency as that
borrowed by the bank. Of course, in
the case of a loan guaranteed by the
bank. the loan itseIf would be payable

in the currency of the country from
which the money was borrowed.

Every loan made must he for a specific
project which has been investigated by
the bank as to its desirabiliity and which
it is believed will increas the productive
power of the borrowing country. Due
regard is to be given to the ability of the
country to servie the interest and amort
zation charges on tile loan.

Every loan must be guaranteed either
by the national government of the coun-
try in which the prolert is located or by
that country's central bank or some com-
parable institution. The bank will only
make or guarantee loans for that portion
of the cost of a project represented by
imported material which has to be paid
for in foreign exchange. The local ex-
penditures on any project which can be
met with the country's own currency
must he raised by that country indepen-
dendfy of the bank. For instance. if the
bank made or guaranteed a Ilan to
Brazil for the purpose of building a
railroad, Brazit could borrow from
the bank or under the bank's guarantee
the money to pay for steel rails, loco-
motives, rolling stock. signal apparatus,
etc., which would have m be ie ported.
It would have to raise the money in-
dependenly of hie bank to pay the con-
strucrion labor and to pay for the local
materials used.

No loan can be raised by the baik or
under its guarantee without the consent
of the country in which the loan is
raised or in whose currencv it is payhle.
While this provision was inserted pti
manily for the purpose of enabling each
country to protect its own money mar-
kets, it has the incidental effect of giving
to dile United States--the one country in
which most of the loans made or
guaranteed by the bank will have to be
raised a continuing veto power on the
bank's operations.

The various provisions regarding the
making of loans shoukl prevent the im
provident foreign lending which occurred
in the 20's. A large portion of those
loans was used to defray expenditures
for which the money could and should
have been raised locally and for pur-
poses such as the construction of opera
houses in Latin-America, planetariums
in Germany, etc. Most of those loans
were made without any consideration of
the country's ability to providic the for-
eign exchange required to service them.

The amount of loans which the bank
can make or guarantee is restricted to its

unimpaired capital. If one assumes that
one half of all the money loaned o.
guaranteed by the bank was completely
lost, an experience much worse than any-
thing that has happened in the past in
connection with foreign loans, and that
only one-half of the various Cotntries'
subscriptions to the bank's capital are
good, the holders of the bank's deben-
tures or of obligations guaranteed by it
would be assured of payment in full. If
one considers that approximately one-
third of the total capital is to be sub-
scribed by the United States, 13 per cent
by the United Kingdom, 3 per cent by
Canada and almost equally large
amounts by Holland and Blgium, it is
most unlikely that over 50 per cent of the
subscription calls would not be met.
There is no practical possibility of coun-
tries like England and Canada them-
selves borrowing from the bank, as they
could not be considered as either de
vastated or economically backward.

In conclusion, I can only state that no
one thinks that either the fired or the
bank, or both together, will be sufficint
in itself to cure the evils of the
world at the conclusion of the present
war. They should, however, help tremen-
dously toward restoring something like
bearable economic conditions and rea-
sonable stability throughout the world
and in developing multilateral world
trade. I am one of those who believes
that the United States cannot in its own
interest and with safety to itself remain
isolated and apart from the rest of the
world. if another world war should
octur, we would not merely have an-
other Pearl Harbor. Our industrial
ceners., such as Chicago and Pittsburgh,
anti vital communicaion and transporta-
tion facilities such as the So, Locks
would be largely destroyed before we
would know what had happened. Apart
from tile question of military security,
no considerable section of the world--
not even the United States-can enjoy
domestic prosperity if acute depression
reigns throughout other large sections of
the world. The two plans are not per-
fct. They both involve some element of
risk of the money we put into them.
But they represent not weeks hut months
and years of study and earnest effort,
of collaboration and compromise made
by different national interests to bring
about the result which all the united
and allied nations desire. I hope and 1
believe that the Congress of the United
States will approve them.

(Coyight 1945 by COMM£RC1 Magaine. i II. L. S0li St.. Cieago, I.)



Finandial Cnnfernci, held at Beet-T IlE United Nations Monetary andnI .. I ~ fer...... held at Bilt-
ton Woods, N. if., for three weeks in

July, was auntided by Lil represeitatives
of 44 nations. Tbe conference met on
the invitation of the tninted States and
was the outgrowth of a series of informal
bilateral discussions, hbeginning almost
18 months before the conference met, be
tweenr tchrnicias of 30 different coun
tries. The technical experts of a dozen
or more of the larger and more impor
tmnt comtrirs, including the United
Slates, the United Kingdom and Russia,
met at Atlantic City prior to the formal
conference a ndd discussed tihe matters to
be consideed by it. Nothing was settled
at Atlantic City, hut discussions tere
gave the principal countries concerned
an nd Iers.rtading of eac. other's view-
points and greatly faciliated the later
work at Bretton Woods.

Tbe con ere.nce produced two agree
mennts for sbinissioln to tbe various gov-
ern ents represeIted, d one providing for
the formation o n ninternational mone
tary fin d and the other for an inrLa .-
tional bank for reonstruction and de-
,velopm nt. Each of ie two org anizations
as proposed is di srtinct and separate from
tile other, ...d each has a different pIt-
polse a ltogh thoe two organizations sup-
plniemet each. other. T[he inierna tional
monrary fund in designed to assist the
various co.mtris of the world in seding
aairnces dule on current aciolltis, to pro-
note iexchange stal ty, ad tbus to facil-

ian the exteiisiOTI of a balanted growth
of iternaii...al trade. The bank for
reconrsi rulmon and develpme nit is de-
signed to e...ou'rage the exportation of
capital or prodcnrve purposes from
countries like the L. S which are in
) ion to export capital to countries

wich need such capital either because
they have been i vastated hy the war
or because they are economically unde-
'eloped. Bothi itutions represent a
ooperatlye internation.l effort to solve

problems for he conm on benefit of all
the nations of the world. Tbe manage
mcnt of hmTh instintuions is to represent
and to he elected by all te countries sub
scribing to thilem.

No participant in the conferce or in
the prelininary meeting of the experts
could faill to he impressed by the real
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desire It all the United and Allied Na-
tionst to work together for the common
good and in doing so to modify and
compr.omise strongly held views and
opinions. Tlis is true of all the nations
represented and nor least of the two
strongest nations after the United States,
RussiLa id the United Kingdom. Both
agreements as finally drafted .ecessariy
represent compromises, as all interna
tonal agreements must if the world is
not to dominated by a single power. 'Ihe
smaller powers in many cases were rep-
resented by delegates of great ability and
technical knowledge, aid they made im
portaniii contribittions to the conference.
'heir points of view and special interests
were always carefully considered and
every effort was made by the conference
to recognize them when it was possible
to do so.

Currency Must Be Stable

Most of yon, I alm sure, .. ignie the
fact tlat a Iountry cannot create or nilill
min any consid d.ch i degree of iltern;al

ecoIomnic activmy stlbor ah currency in
which its etizens have sufficient confi
euice to make heim willing to take it
in tradIIe wih each other li] tdo make
contracts rounoug for at least lThol p-
rLiods in ters Itof that ... re.tyv. I
sure you also recognize that if trade is
to he colnductd be.twcen idiiludals oi
various coutries anid not through he
mcdiilim of a sare, or atale ontrolle d
companies, that the currencies of va rious
countries ui st hive at least relative sea
hilit; in relation to eacch other.

Few of us. I think, realize how tre
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mcndons the intability of the currencies
of many wardevastated countries and
other . our . ies not physically devastated,
bilt w'hose e .oo .ines have been disrupted
by tle war, will he when peace comes.

At the prscint time lendd-.se and
other devices give an artificial appear-
aice of stability to many currencies.
Once peace Omes less something
drastic is done to bring about currency
stabilization, economic chaos is certain
to resIlt in many countries. Economic
chaos means not only practically no
international trade; it also means civil

r and political nrest. Wirness the
recent case of Greece. Economic chaos
in Europe would rest in much of the
contiment eitler going communistic and
lying itself up with Russia or trying
some form of cntwrlized state dictator-
ship of t tye Iy we are now fighting to
destroy In r own inlerest, not only
bec .rse a good volume of foreign trade

incall mnl tihe diffe..ern e between reason-
ably fudl employment and depression at
honme but bcasge of the greatly increased

tilnvrv and naval expenses to wlIch we
wili be put if the rest of the world is in
turmoil it is imperative 'hat we act to
p'ren I p stwar currency cIIaos from
ifevoinig in the countries of the world.

Ihe proposed international m.onetary
hirid is .essen. aly a cooperativ e arrange.
mlent uinicr wlicb each country party to
it agrees to niake availlhie to the other
membhers an amount of its currency and

gold equivalent to a given .amount of
American dollars, which amount is
called t country's qurita. In returmn,
each country gets the right, subiject to
various imitations and conditions, to
borroIt. nonev from tie fund up to the
amount of its quota for the purpose of
paying for imports anti balancing its
internalional payments, hut with the
proviso that no country shall have the
right to borrow more than S25 per cent
of its quota in any one year. A country
Ihorrowing must pay interest t rates
,hidb increase progressively both with
the length of rime that the loan rem.ains
outstandiing, and with the percentrage of
its quota borrowed.

One frequently heard criticism of the
fInd is that it is premature and that the
,,oril is not ready for it. Even with the
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recent military setbacks, it is possble
that the occupied nations of Europe may
soon all be liberated and major hostilities
in Europe cease. If tile nations of Eu-
rope are to get on their feet and are not
to fall iito cbos, it is necessary that at
the earliest possible date they have cur-
rencies with some degree of stability and
which can he recognized and used as a
basis for internrational trade. It is almost
equally necessary that many other coun-
tries, whhic were neither devastated nor
occupied and which are exporters of
foodstuffs and raw materils, but whose
economies have suffered from the war,
should also have na.tonal currencies with
some stability if they are to export or
import. Whilc some dcgre of economic
reonstrurtion and rebuilding of de-
stroyed facilities for production and
transport will have to be done in the
countries which were occupied by the
enemy bekre anY considerable exports
can be expected, this reconstruction will
be slowed to a snail's pace if their peo-
pie lack confidence in their domestic
currenclies. Reconstruction and currency
confidnce, go together. To say that one
must precede the other is like saying the
egg must precede the hen. To say that
cuIrenl stabiliaio in must Ie preceded
by coano mic reconstruction, balanced
foreign trade, and balanced budgets is to
put off the possibility of all these for at
least a generation.

All the nations represented at Bretton
Woods realizcd that no currency stabili-
zation was posible in the cae of a
country which was engaged in civil war,
or in major hostilities in its home area,
or in which any coniderable and un-
usual segment of its population was
starving. On the other hand, the need
of starting up international trade in Eu-
rope, South America, Africa, Australia
and the Middle East is too urgent to
wait until the Jlapanese war is finally
over.

Regulations on Fund

The fund agreement provides that in
no event shall the find engage in ex-
change transactions until after major
hostilities in Europe have ceased and,
further, contains provisions designed to
keep the fund from opening up its re-
sources to a country engaged in civil war
or to a country like China still fighting
in its home area, or to one which has not
passed the starvation stage which may
In some countries temporarily follow
this war.

It is also argued that the find is too
large for stabilization purposes and will
therefore encounge countries to delay
the necessary steps to balance their for-
eign payments. However, it should he
realized that the dislocations in trade
caused by the war will inevitably lead
to much larger fluctuations in the exports
and imports of many countries than

would normally exist, and that the
amounts required to offset disequili
briums in the balance of payments in
the first few postwar years are greater
thain would normally be tiLe case. If one
keeps these facts in mind, the total
amount of the fond ($8,800,000,000)
and the quotas given the various coun-
tries of the world, incliding tile United
Stares with a quota of $2,750,000,000 and
the United Kingdom with a quota of
$1,300,000,t00. do not generally appear
to be too large

Russia, with a complete system of state
trade, does not require credit for strictly
stabilization purposes, and it pray be
admi.ted that Russia will probably use
up her quota in the first few years of the
fund's existence to pay for imported
capital goods nce.ssary for her economic
reconstruction. It must also he realized
that once her economy is reconstructed
Russia, with her large population, witit
an unquestionably stable government,
whether one likes it or not, and with
natural resources second only to those
of ilte Unied States, will be in a position
to repay her borrowings from the fund
without difficulty.

Fund to Control Loans

It is difficult to see how any scheme
for international stabilization of cur-
rencies could work with Russia not co-
operating.

The most strongly urged criticism of
the fund agreement is that it gives a
country the right, subject to various re
strictions and conditions, to borrow
from the fund up to the amount of its
quota.

It is argued by many that the fund
should be the sole judge of the credit
worthiness of countries desiring to use
its resources and should hore absolute
discretion in the matter of granting or
refusing credit. The proponents of this
view say that it is impossible to conceive
a sound credit organization operating on
any other basis than tire normal basis
between lender and borrower in which
the lender is the sole judge of the credit.
It should be borne in mind that tihe fund
is dealing with sovereign governments
and their central banks which must
know not only what their resources in
hand are. but also what borrowing facili-
ties they can count upon. A large corpo-
ration in this country whose operations
may require it to use borrowed money
almost always insists on its banks giving
it lines of credit, which the corporation
may not use, but which its management
knows are available in case of need.
Many large and very solvent corpora-
tions in recent years have gone further
and are paying annual fees to banks in
return for getting definite rights to
borrow up to certain amounts over a
term of years. The necessity of central
banks and treasuries knowing definitely

what reserve credit they can count upon
is much greater than that of a business
corpora.t ion.

The fund agreement recognizes this
fact, but at the same time the right to
draw upon the lund is a right subject
to conditions, except as to initial borrow-
ing which cannot exceed 25 per cent of
a country's quota. If the fund finds that
a counry is using its borrowing power
in a manner contrary to the purposes of
tie fund, it may limit further borrow-
ings or declare the country ineligible to
use the resources of the fund. Every
country desiring to borrow from the
fund, including its initial borrowings,
must represent that it presently needs to
h.orrow in order to make current pay

ments which are consistent with the pro-
visions of the agreement. And, the fund
may postpone initial exchange transac-
tions with a member country if it be-
lieves that country's condition is such
that it cannot use thire fund for the pur-
poses for which it is intended, or except
in a way prejudicail to Lie fund and
its members.

Since voting rights in the fund and
control of its management are closely
related to the quotas of various coun
tries and since the United States has the
largest quota I think it can reasonably

e assu..med that the American view-
point will dominate the management of
the fund. Furthermore, if, as is certain
to be the case, the American dollar is the
currency most in demand after the war
the knowledge on the part of other
countries that the United States can
withdraw if its viewpoint is flnuted by
the managemcnt should practically in-
sure recognition of our views by the
fund.

Changes in Currency Value

The fund is not intended to set up a
fixed gold standard and tie all the cur-
rencies of the world to gold. Few, if any,
countries in the wor.d consider such a
tie-up desirable. Many, probably most
countries, feel today that circumstances
may arise which would make a change
in the gold value of their currency im-
perative. But the fond does make such
changes more diffcult, and does ensure
that they will not be undertaken lightly.
In the first place, every country must
consult with the fund before making a
change. In the second place, it must
make up any reduction in the gold value
of its currency held by the fund. After
initial changes aggregating, up and
down, a total of not more than ten
percent, the find may object to a pro-
posed change, and if the country over
the fund's objection changes the par
value of its currency, it loses its right
to borrow from the fuhind. To be sure, it
is provided that the fund shall concur
in a proposed change if it is satisfied
that it is necessary to correct a funda-
mental disequilibrium, and it shall not



object to a change because of the dome-
tic social or political policies of a mem-
ber country. It is unlikely, in view of
these provisions that in tile case of any
first class power the fund would refuse
it coisent to a change in the gold valou
of a currency if alter discussion and
argument that power insisted on its
necessity. But a great power rarely
banges the gold parity of its currency,

in peace time at least, unless forced to
do so by prior changes in the parity of
the currencies of other countries which
tipset the relative value of its currency
in international transactions.

The fund would make gold the index
of the alue of a currency and would
maintain the use of gold for the settle-
ment of international balances. By so
doing it would exrcise a strong psycho-
logical influence on all countries to
maintain the gold value of their cur-
rencies. Various countries at Bretton
Woods argued that the fund was too
much of a gold standard plan, and most
of the attacks upon it in England are
based upon the fact that it will make
changes in the gold value of sterling
too digcfit. As a compromise between
rigidity and flexibility the very fact that
the fund is being attacked both because
it tis currencies too rigidly and too
fiexibly to gold indicates that it is prob-
ably as fair a compromise between two
points of view as could be obtained.

In spie of the fact that the firnd pro
sides for changes in the gold value of a
currency and that many such changes
may be made inder its terms, the fund
should accomplish three very desirable
resuhl: first, end the nuisance of mul
tiple currencis after the transition pen-
od; second, do away with competitive
exchange depreciation; and, third, pre
vent the use of currency manipulation
and depreciation for predatory political
and econoramic purposes. Germany
showed the danger to the world of al-
lowing currency manipulation for such
purposes,

Eliminate Exchange Restriction

The fund is designed primarily to
facilitate international payments on cur-
rent account only, and its credit facilities
are limited to this purpose. It had to be
recognized that the postwar period is
going to be one of great difficulty and
transition and that exchange controls
even for payments on current account
established during the war cannot be
eliminated at once. No one can say how
long the transitional period will last, but
it is certain to be a matter of years. The
fund does provide that member countries
shall take all possible measures, as soon
as conditions permit, to facilitate inter-
national payments and progressively to
do away with present exchange restric
dons. It must be admitted that the teeth
given the fund to enforce the withdrawal

of restrictions on current payments now
in effect are weak. But, realistially, one
must remember that the maintenance of
many of these restrictions for some years
alter peace is n.ecssary to the economic
survival of various nanons, and that na-
tions are sovereign and are naturally
and properly very jealous of their rights
when a question of their economic sur-
vival is at stake.

Chief Objecftion to Plan

The objection to the fund which has
the greatest popular appeal in this coun-
try is the one that except for relatively
small contributions of gold by other
countries the United States is allegedly
the only country which will put up
currency that will he really in demand.
Although the American dollar will be
the currency most in demand, the cur-
rencies of other countries able to export
large amounts of raw materials are also
certain to be in demand. Canada, Cuba
and other Latin American countries are
certain to be in this category. There will
be a considerable demand for sterling.
The fund will have a very considerable
amount of gold contributed by countries
other than the United States. Many
countries have large gold holdings and
dollar balances which they will presum-
ably use before drawing on the fund.
The fund agreement provides that as
the gold holdings or holdings of Ameri-
can dollars of a country increase it must
repay part of its borrowings from the
fund.

Bearing these facts in mind and also
the fact that no country has the right to

rhaw more than 25 prce.nt of its quota
in any one year, the dollars and gold in
the fund cannot under the most unfavor-
able circumstances become exhausted as
rapidly as the objectors to the plan fear.
If the United States recognizes the finda-

nMenal truth that a creditor nation must
uhi .. ately accept payment for its ex-
torts in goods, using the word "goods"

to include services, the fund should be
able to work indefinitely without the
dollar becoming scarce. If the United
States insists on continuing to export
nmre than it imports, dollars are hound
ultimately to become scarce and other
countries of the world will have to dis-
criminate against American goods no
matter how much they may desire them.
We can postpone that time by accepting
gold or loaning money broad. But
ultimately we shall get all the gold with
which the rest of the world is willing to
part, and we shall become tired of loan
ing money for the purpose of enabling
borrowers to pay for goods which we
currently export, as well as interest on
the money they have already borrowed.

It is to be hoped that before the dollars
in the fund have become scarce the
American people will have to come to a
greater maturity in their economic

thinking and will radically change their
present tariff policy.

While it would be highly undesirable
to have the American dollar declared
scarce and exchange restrictions imposed
against it by other countries, it should
be realized that if nothing is done the
dollar is bound to become generally
scarce throughout the world in short
order and existing exchange discrimina-
tions against it are certain to increase.

Even though the dollar is declared
scarce and remains so, our contribution
to the fund would not be lost. It would
be frozen, to be sure, and we would
lose interest on our contribution. But,
barring another general world war, we
could, over a period of years, convert
our claim against the currencies of most
of the nations held by the fund into
goods and thus get most of our money
back. The fund would still continue to
function and the currencies of other
countries would continue to be inter-
changeable at the parities fixed from
time to time by the fund even though
not convertible into dollars. This would
benefit international trade and thus our
own trade. Meanwhile, by our contribu-
tion to the fund we would have made
possible currency stabilization in war-
devasted countries and by thus helping
them restore their economics we would
greatly increasr the chance of political
stability, without which there is no
chance for peace and general multilateral
trade. And without ee there cannot
be continuing wldd prosperity or pros-
peity in this country.

U. 5. Must Aid Nations

All the critics of the international
monetary fund realize that the United
States must in its own interest help the
rest of the world get on its feet after
this war is over either by gifts or by
furnishing credit and taking credit risks.
No proponent of the hind believes that
it is a panacea, or that alone it will be
sufficint to solve the economic problems
of the world. Some considerable degree
of currency stahilization is generally
recognized as one of the indispensable
things which must be provided fora
crionstructed world economy.

No other plan has been suggested
which involv ess risk to the American
people than the fund, even assuming that
we still continue indefinitely our pres-
ent high tariff policy.

The other plan drawn up at Bretton
Woods is that of the international bank
for reconstruction and development. The
argument for such an institution is based
on two premises, both of which I be-
lieve to be sound. The first premise is
that the export of capital by a country
like the United States, which is in a
position to do so, to countries which have
been devastated by the war or are
economically undeveloped and can pero



fitably use such capital, is a benefit not
only to the particular exporting and
importing eountrie, but also to tie other
trading nations of the world. The second
premise is that after the experience of
the 20's and 30's with foreign loans no
considerable amount of money will be
loaned abroad, by Americans at least,
at reasonable rates of interest except
under some adequate governmental
guarantee. At the present time, for cer-
ain classes of loans the export-import
bank does give such a guarantee.

Since I however, the export of surplus
capital by a country benefits not only it-
self and the receiving country but also
all the other trading nations of the
world, it is only fair that the risk in-
volved in such lending should he shared
by all sich ounmtries and not Lbrne en
tirely by the exporting country.

The proposed bank developed at Bret
ton Woods will have a subscribed capi
ral of $10,000,000,000, of which the
United States' subscripion is $3,75,000,
000. The subscriptiions of other countries
generally correspond to their quotas in
the ninernational monetary hind. The
bank will be governed by a board of di
rectrsr represniting the various countries,
and the voting rights of these directors
closely .orrespond with the subscriptions
to the capital stock of the countries
which elec, them. As in ihe case of the
iinl, this means that the United States,

plus a few conntries whose economic
thinking is like oirs, w ill at all times
he in conrol.

Twenty per cent of the hank's initial
capital is to bo paid in, o.. . nth in gold
or United State dollars and the balance
in the c. n ho. ics of the various rembcrs.
The rest of the ,apit, is to be called in
old if neelcLd to r.e-t Lossc. Inl . llit
xe paid in gold or American dollars or
in the currency in whidch the o bligation
ik to be met.

Designed for Speefic Loans

The hank is designed to operate
ipimrnily by guaranteeing loans or spe

ciic proiet such as railroads, harbor
works and steel plints, although it may
make sucd loans direct either out of its
paid in capitai or from the proeeIs of
debentures which it may sell. If it bor
rows money, loans made with the pro
reel'ds of he borrowed money will be
payable in the saIme currrncy as that

).rrowed by lhe bank. Of colrv. in
the case of a loan . garanteed by the
bank, the loan itself would be payable

in the currency of the country from
which the money was borrowed.

Every loan made must he for a specific
protcct which has ben investigated by
the bank as to its deirability and which
rt is believed will increase the productive
power of the borrowing country. D)ue
regard is to le given to the ability of dhe
country to service lithe interest and amorti-

ation charges on the loan.

Every loan must be guaranteed either
by the national government of the oun-
try in which the project is located or by
that coontry's cntIral hbank or some com-
parable institution. The bank will only
make or guarantee loans for that portion
of the cost of a project represented by
imported material which has to be paid
for in foreign exchange. The local ex-
penditires on any project which can he
met with the colintry'S own currency
must be raised by that country indepen
dendtly of the bank. For instance, if the
hank made or guaranteed a loan to
Brail for the purpose of building a
railroad, Brazil could borrow from
the bank or under the bank's guaramtee
the money to pay for steel rails. loco-
motives, rolling stoek, signal apparatus,
etc., ,hich would have to be imported
ft would have to raise the money in-
dependently of the bank to pay the con-
struction labor and to pay for the xcal
materials used.

No loan can be raised by the bank or
under its guaran lee wit..utI the consent
of the co.niry in which tie loan is
raised or in hose c I rrenyv t i is paxable.
While this pr oiio n was iinsertid pri-
maily for the purpose of enabling each
country o protect iti own molney mar-
kets, it has the incidental effect of giving
tn the United, States htile one country in
,hich most of the loans madi or

guaranteed by the bank will have to be
raised--a continuing veto power on the
hank's operations.

The vrious provisions regarding the
aki ag of loans shmoud prelien the iin

pro' ident foreign lenIding which occu re d
in ht 20's. A large portion of those
loans was used to defray expendi'tires
for whih the monev could and should
have been raised local ly and for pur-
ioses s.uch as the construction of opera
hoUSeS ini Latin Ameri ca, planetrilors
ii Gema-ny, etc. Most of those loansiii

were m.ade without any consideration of
Ihr cotn r y's ability to provide the for-
eugn exchange required to service tbem.

'The amouilnt of loans which the hank
carl make or guarantee is restricted to its

unimpai red capital. If one assumes that
one half of all the money loaned ot
guaranteed by the bank was completely
iost, an experience much worse than any-
thing that has happened in the past in
connection with foreign loans, and that
only one-half of the various countries'
subscriptions to the bank', capital are
good, the holders of tile bank's deben-
tures or of obligations guaranteed by it

.ould be assured of payment in full. If
one considers that approximately one
third of the total capital is to be sub-
scrie.d by the United States, 13 per cent
by the United Kingdom, 3 per cent by
Canada and almost equally large
amounts by Hollanml and Belgium, it is
most unlikely that over 50 per cent of the
subscription calls woul not be met.
There is no practical possibility of coun-
tries like England amd Canada them-
selves borrowing from the bank, as they
could not be considered as either de
astated or economically backward.

In conclusion. I can only state that no
one thinks that eithethe he fund or the
bank, or both together, will he suffiiellnt
in iself to cure the evils of dte
world at the conclusion of the present
war They should. however, help renmen-
dou..y toward restoring something like
bearable economic conditions and rea-
sonable stability throughout the world
arnd in developing multilateral world
trade. I am one of lhose who believes
that ihe Cnited States cannot in its own
inerest and with safety to itself remain
isolatl and apart from the rest of tile
world. If another world war should
occur, we would not merely have an-
other Pearl Ilarbor. Our i nllinstrial
n,,t,,rsuIc, s Chicago and Pittsburgh,

and vital orniiunication and transporta
don fati ie such as the Soo Locks
would he largely destroyed before we
willId know what had happened. Apart
from the question of military security,
no onisidlerable section of the world-
not even the United States -m enjoy
dlo.nesti prosperity if acute depression
reigns throighour other large sections of
the wold. The two polas are not picr-
fcct They both invove some element of
risk of the Imoney we put into them.
But they represent not weeks biht months
and years of study anid earnest effort,
of ollaboration and compromise maide
by differet, national interests to bring
about the resit which all the united
and allied nations desire. I hope and 1
beliee tIhat the Congress of the United
States will approve them.
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HE United Nations Monetary and
Fii,ancil Conference, held at Brot-

Ton \W ods, N. il., for three weeks in
July, was attended by the recprcsentati ve
of 44 natirons. The cif.erc.re rmet on
the intatiotn of the United States and
was the oulgrowth of a series of informal
bilateral discussions, beginning almost
IS months before the conference met, be
twei tcchn ciian s of 30 different coun-
trice. Tbe technical experts of a dozen
or more of the larger and more impor-
Un coiunlries, including the United
Stares, the United Kingdom and Russia,
met a, Atlantic City prior to the formal
conferen e and discussed the matters to
be considered by it. Nothing was settled
at Atlantic City, bot discussions there
gave the principal Icountries concerned
a;in i . cr5. al di g of each other's vicw-
points and greatly faciltated the later
work at Brett'.n Woods.

The confrtence prolicd two agree
Ieats for sbI.iss..io to et various gov-
.ernncents re, r.sen ted, one providing for
the formation of an international mone-
tary f. iid aI id the other for an intema-
tuional bank for reconstruction and de-
velopment Each ofh the wo organizatiors
as propinsd is disti..inclt and rata e from
the other. and each Ihas differnt pur-
pose although the two orgnizatilons sup
piem.eit ac h other. The international
monetarI y fthn is designed to assist the
vautioinS ¥oHmiries of Ithe world in seitling
bL;atles dlne on currenm aiLtoLit,. to prm-
nmote rxienge stabilsty. aniid t.us io facil
late tile extension if a ,.l.l...e I grovth
f ine rnatioital trade. 'The baIk for

rieonstrtiuclon anti( decliprinat- is de-
sigelid io e ncourage th exptrtlation of
capital for producive puriposes from
countries like the U. S. wh ric are
posit in to export capital to Counit rics
whiich need st.cil apital either hecuse
they i.ave been dmrastoeud by the war

Ior .ecaue they .are economically unde
velope(, hBoth iiinst ituons represent a
coperant te internalional eftit to solve
problems for the common benefit of all
the n:tions of the wori. The manage
merit of bothil i tntfinsm is to reprsen
andi to be elected by all the countries sub
sciibing to them.

No participant in the confernce or in
the prelini n.rv m eeting of the experts
could fail to be impressed by the real

By EDWARD E. BROWN
Boa...d Chman, First National Bank

of Chicago

des re of all tie United and Allied Nao
tin.s to work together for the common
good and in doing so to modify and
coipromise strongly held views and
opinions. This is true of all the nations
represented and nor least of the two
strongest nations after tie United States,
Russia and the United Kingdom. Both
agreaements as finally drafted nccessarily
represent con proniuses, as all interni-
tionan agreements must if the world is
not to dominated by a single power. Thie
smaller powers in aniny cases .were rep
resented by delegates of great abilty and
technical knowledge, and they made i.-
portan conriibutions to the conference
Tlieir points of view and sp ciaI interests
erC alw.ays a lly cruy considered and
every effort was tade by the conference
to recognize them when it was possibhi
It in so.

Currency Must Be Stable

Most of VoU, I ii,, sure, re.gni'e thie
tact that a otintry ca;nnot create or inili

rain any onid.e.rable degree of i{irwmai
econmic activity ti..hour a cuirrefncv ill
which its citizens have snffiiejt confi-
decii to make them wiinlg to take it
in Irade widh each other and to make
contracts run i og for at leas short pe
rinds in ternis t o, t that Iuren .. I
sure you also rccogn ie that if trade is
to be conducted between intdividials of

ariLous countries anid not througgh the
mcdfini of a smrte, or state controlled
comnpanies, that thle currenlcies of va r olls
coun tries niust have at least re tt ve sta
hIitv in relation to each other.

Few of ns, i think. realize how tee

SPEECH
OF THE
MONTH

(Condensed)

Made befoe, the Chkego Ansoctlon of
Commerce, Januiry 17, 1945.

imndi dos the in srhability of the u rre.n ies
of many war-levasratcd countries and
other countries not physicall y devastated,
bit wihose e coniomnies ha.e been disrupted
by the war. w ili be heno peace comes.

At the present time lend kase and
otlher ievices give an artificial appear-
aice of stability to many currencis.
Once pec c.omes, unless something
drastic is done to bring about currency
stabilization, economic chaos is certain
to result in many countries. Economic
chaos means, nor only practically no
international trade; it also means civil
war and political uni rest. Witness the
recent case of Greecc. Economic chaos
in Erope would reu It in much of the
t'onilenet cither goinig communistic and
tyiniig itsrif ipl ith Russia or trying
somite f.rm of eni trlized state dictator-
ship of tihe type we are iow fighting to
destroy. in or own inicrest, not only
bec asIe a good volume of foreign trade
iliyI meant the diferenic between reason-
aobly ifll mployme nt and i depression at
hlome but lx;txuse of the greatly increased
miltar y and na.vl I x .pens s to wvhich we

iill lie put if the rest of the world is in
turmmil, it is inmpraive that we act to
pr;cui t postwar currncy chaos from
dt veirIphg in 'tle countries of the wor]d.

The j rposedi intemrantotia mnonetary
f...d is 1ssentia ly a oope raiti ve arrange-
lilli unlder wi dh i cd e ountry party to
it agrees to make a ailable to the other
nicHu ) sin a. .. oul. of its currencv and
gold equivalcn t to a given amonit of
Americain dollars, whici amount is
called thiat untry's quota. In return,
eac couIIItry gets the right, Isubjct to
vario s iimitations and oniiditions, to
horIro. money froIml tile fund up to the
amnount of its quota for the purpose of
paying for i . pets an d balancing its
international payments, ilut with the
proviso tht ..o country i all have the
rigiht to borrow more .than 25 per cent
of its quota in a nyv one year. A country
borrowing must pay interest It rates

Ii lih i..rease progressively both with
the lengmh of rime that the loan remains
Ioutotandi g, h ii..I with the percentage of
mIs quIta b,..rro.ed.

On freIquently heard criticism of the
tunid is that it is premature and Ihat the
Iod is not reIady for it. Even with the
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recnt mnilitary setbaks,. it is possible
that tbe occupied nations of Europe may
soon all be iberated and major hostilities
in Europe cease. If the nations of Eu
rope are to get on their feet and are not
o fall into chaos, it is necessary that at
tile earliest possible date they have cur-

rencies wih some degree of stabdityv and
which can bc reognize and used as a
basis for international trade. It is almost
equally necessary that Irn ay other coun-
tries,, whih were neither devastatrd nor
ccupiedl and whlicb are exporters of

foodstuffs and raw materials, bin whose
economies have suffered from the war,
,shoul.d atso have national currencies with
some stability if they are to export or
import. While some dcgree of eonomic
reconstruction and rebuilding of de-
stroyed facilities for production and
transport will have to be done in the
conmtries which were occupied by the
encmy before any co.sIichrable exports
an he eticied, this reconstruction will

be slowed to a snail's pace if their peo-
ple lack confidence in their domestic
urrencies. Reconstruction and currency

confidence go together. To say that one
.must precede the other is like saying the
egg mnst precede the hen. To say that
url-en.cy stahiliaion lU.iSt Ir pIreced.
by economiic reconstruiono, balanced
foreign trade, and balanced budgets is to
put off the possibility of all these for at
least a generation.

All the nations represented at Bretton
W'oods realizci . a no currency stabili-
zation was possible ini the case of a
conntrv whicMI ws engaged] in civ war,
oc in mnior hostilities in its home area,
or in which any considerable and un
usual segment of its population was
starving. On tile other hand,. the need
of starting up international trade in Eu-
rope, South America Africa, Australia
and the Middle East is too urgent to
wait until the apn.ese. war is finally
over.

Regulations on Fund

The fund agreement provides that in
no event shall the fund engage in cx-
chiange transactions until ater maior
hostilities in Europe have ceased and,
further, contains provisions iesigned to
keep the hind from opening up its re-
sources to a country engaged in civil war
or to a country like China still fighting
in its home area, or to one which has not
passed the starvation stage which may
in some cointriics temprarily follow
this war.

It is also argued that the fund is too
large for stabilization purposes and will
therefore encourage countries to delay
the necessary steps to balance their for-
eign payments. However, it should be
reafled that the dislocations in trade
caused by the war will inevitably lead
to much larger flurictuationis in the exports
and imports of many countris than

would normally exist, and that the
amounts required to offset disequli-
briuns in the balance of payments in
the first few post-war years are greater
than would normally be the case. If one
keeps these facts in mind, the total
amoun. t of the fund ($8,800,000,000)
and the quotas given tile various coun
ties of the world, including the United
States with a quota of $2,750,000,000 and
the United Kingdom w.ith a quota of
$1,300,000,)O, do not fgenerally appear
to be too large.

R ussia, Vith a complete system of state
trade, does not reqlire credit for strictly
stabiliation pu.rposes, and it may he
admitted that Russia will probably use
up her quota in the B rst few years of the
fund's existrnce to pay for imported
capital goods necessary for her economic
reconstructmn. It iiust also be realized
that once her economy is reconstructed
Russia, with her large population, win,
an unquesfionably stable government.
whether one likes it or not, and with
naotial resoi.rcs second only to those
of the Uni td States, will be in a position
to repay her borrowings from the fund
witho iidLcuhry.

Fund to Control Loans

It is diffiuIt to see how any scheme
for inlernationa stabilization of cur
rencies ,ould work with Russia not co
operating.

The most strongly urged criticism of
the fund agreement is that it gives a
country the right, subject to various re
strictions and conditions, to borrow
from the fund up to the amount of its
lu ota.

It is argued by many that the hfind
should be the sole udge of the credit
worthiness of countries desiring to use
its resources and should have abhsolte
discretion in tile matter of granting or
refusing credit. The proponents of this
view say that it is impossible to conceive
a sound credit organization operating on
any other basis than the normal basis
between lender and borrower in which
the lender is the sole lidge of the credit.
It should be borne in mind that the hind
is dealing with sovereign governments
and their central banks which must
know not only what their resources in
band are, but also what brrowing facili-
ties they can count upon. A large corpo-
ration in this country whose operations
may require it Into use borrowed money
almost always insists on its banks giving
it lines of credit, which the corporation
may not use, bot which its management
know are available in case of need.
Many large and very solvent corpora-
ions in recent years have gone further

and are paying annual fees to banks in
return for getting definite rights to
borrow up to certain amounts over a
term of years. The necessity of central
banks and treasuries knowing definitely

what reserve credit they can count upon
is much greater than that of a business
cot loration

The fund agreement recognizes this
facr, but at the same time the right to
draw upon the fund is a right subject
to condiions, except as to initial borrow-
ing which cannot exceed 25 per cent of
a country's quota. If the funid finds that
a lcountry is ising its borrowing power
in a manner colrary to tile p urposes of
the finid, it may limit further borrow-
ings or declare the country in .igible to
use the resources of the fund. Every
country desiring to borrow from the
fund, including its initial borrowings,
must represent that it presently needs to
borrow in order to make current pay-
ments wiicnd ;are consistent with the pro-
vIisnsl of the agreement And, the fund
may postpone initial exchange transac-
tions with a member country if it be-
lieves that country's condition is such
that it cannot use the fund for the pur-
poses for which it is intended, or except
in a way prejudic:al to the fund and
its mnclers.

Since voting rights in the fund and
control of its management are closely
related to the quotas of various coun-
tries and since the United States ohas the
largest quota I think it can reasonably
hb a.ssum ed that the America view-
point will dominate the management of
the fund. Furthermore, if, as is certain
to be the case, the American dollar is the
currency most in demand after the war
ihe knowledge on the part of other

countries that the United States can
withdraw if its viewpoint is flouted by
the management should practically in-
sure recognition of our views by the
fund.

Changes in Currency Value

The fund is not intenlded to set up a
fixed gold standard and tie all the cur-
rcncies of the world to gold. Few, if any,
counrries in the word consider such a
tie-up desirable. Many, probably most
countries, feel today that circumstances
may arise which would make a change
in the gold value of their currency im-
perative. But the fund Idos make such
changes more difficult, and does ensure
that they will not be undertaken lightly.
In the first place, every country must
consut with the fund before making a
change. In the second place, it must
make up any reduction in the gold value
of its currency held by the fund. After
initial changes aggregating, up and
down, a total of not more than ten
perent, the fund may object to a pro-
posed change, and if the country over
the fund's objection changes the par
value of its currency, it loses its right
to borrow from the fund. To be sure, it
is provided that the fund shall concur
in a proposed change if it is satisfied
that it is .necessary to correct a funda-
mental disequilibrium, and it shall not



object to a change because of the domes-
tic social or political policies of a menm-
ber country. it is unlikely, in view of
these provisions, that in the case of any
irst class power the fund would refuse
its consent to a change in the gold value
o a currencn if alter discussion and
arguime-t that power insisted on its
necessity. But a great power rarely
changes the gold parity of its currency,
in p eae time at least, unless forced to
dlo so by prior changes in the parity of
the currencies of other countries which
upset the relative value of its currency
ill internati onal lransactions.

bhe fund would make gold the index
of the value of a currency and would
maintain the use of gold for the setle-
ment of iltcrnhational balances. By so

oifng it would exrcise a strong psycho-
logical influence on all counres to
maintamin the gold value of their cur-
rncies. Various countries at Brtton
Woods argued that the fund was too
much of a gold standard plan, and most
of the attacks upon it in England are
based upon the fact that it will make
changes in the gold value of sterling
ioo difficult. As a compromise between
rigidity and flexibility the very fact that
the fund is tbing attacked both bcause
it ties currencies too rigidly and too
flexiby to gold indicates that it is prob-
ably as fair a compromise between two
points of view as could be obtained.

In spite of the fact that the fund pro-
vides for chamges in the gold value of a
currency and that many such changes
may be iade un. Icr its terms, the fund
shoold aomplish three very desirable
resuts I,: first, end the nuisance of mul-
tiple currencies after the transition peri-
od; second, do away with competitive
exchange depreciation; and, third, pre
vent the use of currency manipulation
ani depreciation for predatory political
and economi c purposes. Germany
showied the danger to the world of al-
lowing currency manip.lation for such
purposes.

Elrminate Exchange Restrikions

The fund is designed primarily to
facilitate international payments on cur-
rent account only, and its credit facilities
are limited to this purpose. It had to be
recognized that the posiwar period is
going to be one of great difficulty and
transition and that exchange controls
even for payments on current account
established during the war cannot he
eliminated at once. No one can say how
long the transitional period will last, hut
it is certain to be a matter of years. The
fund does provide that member countries
shall take all possible measures, as soon
as conditions permit, to facilitate inter-
national payments and progressively to
do away with present xchange restric-
ions. It must be admitted that the teeth

given the fund to enforce the withdrawal

of restrictions oil current payments now
in effect are weak. But, realistically, one
linuSt remember that the maintenance of
many of these restrictions for som. e years
after peace is necessary to the economic
survival of various nations, and that na
tiens are sovereign and are naturally
and properly very jealous of their rights
when a question of their economic smr
rival is at stake.

Chief Objection to Plan

The objection to the fund which has
the greatest popular appeal in this coun-
try is the one that except for relatively
smali contribudions of gold by ot.er
countries the United States is allegedly
the only country which will put up
currency that will be really in demand.
Although the American dollar will be
the currency most in demand, the cur-
rencies of other countries able to export
large amnounts of raw materials are also
certain to be in demand. Canada, Cuba
and other Latin American countries are
certain to be in this category. There will

be a considerable demand for sterling.
The fund will have a very considerable
anmount of gold contributed by countries
other than the United States. Many
countries have large gold holdings and
dolltr bial .nces which they will presum-
ably use before drawing on the fund.
The fund agreement provides that as
the gold holdings or holdings of Ameri-
can dollars of a country increase it must
repay part of its borrowings from the
fund.

Bearing these facts in imind and aiso
the fact that no country has the right to
draw more than 25 percent of its quota
in any one year, the dollars and gold in
the fund cannot under the most unfavor
able circumstance s becomle exhausted as
rapidly as the objectors to the planm fear.
If the United States recognizes the funda-
mentl truth that a creditor nation must

imately accept payment for its ex-
ports in goods, using the word "goods'
to include services, the fund should be
able to work indefinitely without the
dollar becoming scarce. If the United
States insists on contintiig to export
more than it imports, dollars are bound
iultimately to become scarce and other
countries of the world will have to dis-
criminate against American goods no
matter how much they may desire them.
We can postpone that time by accepting
gold or loaning money abroad. But
ultimately we shall get all the gold with
which the rest of the world is willing to
part, and we shall become tired of loan-
ing money for the purpose of enabling
bimrrowers to pay for goods which we
currently export, as well as interest on
the money they have already borrowed.

It is to be hoped that before the (ollrs
in the fund have become scarce the
American people will have to come to a
greater maturity in their economic

thinking and will radically change their
present tarin policy.

While it would be highly undesirable
to have the American dollar declared
scarce and exchange restricions imposed
against it by other countries, it should
bi realized that if nothing is done the
dollar is bound to become generally
scarce throughout the world in short
order and existing exchange discrimina-
inons against it are certain to increase.

Even though the dollar is dedlared
scarce and remains so, our contribution
to the itundl woul not be lost. It would
be frozen, to be sure, and we would
lose interest on our contribution. But,
barring another general world war, we
could, over a period of years, convert
our claim against the currencies of most
of the nations held by the fund into
goods and thus get most of our money
back. The fund would still continue to
function and the currencies of other
countries would continue to he inrter-
chlangeable at the parities fixed from
time to time by the fund even though
not convertible into dollars. This would
benefit international trade and thus our
own trade. Meanwhile, by our contribu-
tion to the fund we would have made
possible currency stabilization in war-
devasted countries and by thus helping
tlhem restore their economics we would
greatly increase the chance of political
stability, without which there is no
chance for peace and general multilateral
trade And without these there cannot
be continuing world prosperity or pros-
perity in this country.

U. S. Must Aid Nations

All the critics of the international
nmonetary fund reaize that the United
States must in its own interest help the
rcst of the world get on its feet after
this war is over either by gifts or by
furnishing credit and taking credit risks.
No proponent of the fund believes that
it is a panacea, or that alone it will be
suffcient to solve the economic problems
of the world. Some considerable degree
of currency stahililzation is generally
recognized as one of the indispensable
things which must he provided for a
re onstruncted world economy.

No other plan has been suggested
which involves less risk to the American
people than the fund, even assuming that
we still continue indefinitely our pres-
ent high tariff policy.

The other plan drawn up at Bretton
Woods is that of the international bank
for reconstruction and development. The
argument for such an institution is based
on two premises, both of which I be-
lieve to be sound. The first premise is
that the export of capital by a country
like the United States, which is in a
position to do so, to countries which have
been devastated by the war or are
economically undeveloped and can pro-



fitably use such capital, is a benefit not
only to the particular xporuting and
importing countries but also to the other
trading nations of the world. The second
premise is that after the experience of
the 20's and 30's with foreign loans no
considerable amount of money will be
loaned abroad, by Americans at least,
at reasonable rates of interest except
under some adequate governmental
guarantee. At the present time, for cer
tain classes of loans the exportimport
bank does give such a guarantee.

Since, however, the export of surplus
capital by a country beneiiu not only it-
self and the receiving country but also
all the other trading nations of the
world, it is only fair that the risk in-
volved in such lending should be shared
by all staci countries and not borne en-
tirely by the exporting country.

b'he proposed bank developed at Bret-
ton Woods will have a subscribed capi-
tal of $io0,00,000,000, of which the
United Stares' subscription is $3,175,000,-
000. The subscriptions of other countries
generally correspond to their quotas in
the international monetary fund. The
batik will be governed by a board of di-
rectors representing thie various ountries,
and the voting rights of these directors
closely correspond with thie subscriptions
to the capital stock of the countries
which elect thiem. As in the case of the
fund, this means that the United States,
plus a few countries whose economic
thinking is like ours, will at al times
be in control.

Twenit per cent of the bank's initial
capial i toIn be aid in, onle tenth in gold
or IUnited States dollars ani the balance
in hie ti.rierici s of the various members.
The rest of the capita is to be called in
only if needed to nice losses and must
be paid in gold or Aenirican dollars or
in tie cu rrencv in whitb the obligation
it to Ise met.

Designed for Specific Loans

The bankii i designed to operate
primarily by guaranleeing loans for spe
ciic proijcits such as railroads. harbor
xorks and steel plants, alhough it .may
make such loans direct either out of its
pail-in capita or from the proceds. of
debrntuires which it may sell. If it bor-
rows money, loans made with the pro
celt of tile borrowed pni.ey will be
payable in the same currency as that
borrowed by the bank. Of course, in
the casie oF a loan guaranteed by the
bank. the loan itself would be payable

in the currency of the country from
wbich the money was borrowed.

Every loan made must be for a spcific
project which has bmen investigated by
the bank as to its desirability and which
it is believed will increase the productive
power,, of the b,,,,orrowing country. Due

regard is to be given to the ability of the
colntry to service the interest and anorti-
zatlion charges on the loan

Every loan must be gmuaranteed either
by the national government of the coun-
try in which the project is located or by
that country's central bank or sone con
parable institution. The bank will only
make or guarantee loans for that portion
of the cost of a project represented by
imported material which has to be paid
for in foreign exchange. The local ex-
penditures on any project which can be
met with thile country's own currency
mist be raised by that country indepen
ldendy oi the bank. For instance, if the
bank made or guaranteed a loan to
Brazil for the purpose of building a
railroad, Brazil couldl bohrrow from
the bank or under the banok's guarantee
the money to pay for steel rails, loco-
motives, rolling stock, signal apparatus,
etc.. which would have to be im ported.
Ir would have to raise the money in-
dependently of the bank to pay the con
struction labor anid to pay for the local
materials used.

No loan caL he raised by the hank or
under its guaran tee without the consent
of the country in which tie loan is
raiscd or in w.iose ti remiy it is payable
While this proxision was inserte'd pr
manrly for the purpose of enabling each
country to protect its oln nloney mar
ketn. it has the incidenlal effet- of giving
to the Undied States he one comntry in
which most of the loans mad.e or
guaranl.eed by the bank will hae to be
rai sd--a continuing veto power on the
biank's operations.

The variouis provisins regariing the
ea>' kmg of loan sho Ild prevent tei in
providient foreign eniing whidci occii rred
in tie 20's. A large pmion of those
loans was used to defray cxpemndithries
fot wicdh the money ouhld and shold
have been raied loc ally and for ptr-
poses sucl is the cnstruct ion of opera
houses in LatinAmerica, planetariums
in Ge.rnany, etc. Most of thoise loans
,,re made without any consideration of
tlie country's ability to provide the for-
eign exchange required tn ervice them.

I'he aolii..nt of loans whicih the bank
can make or gua raitee is restricted to its

unimpaired capital. If one assumes that
one-half of all the money loaned o
guaranteed by the hank was completely
lost, an experience nmuch worse than any-
thing that bas happened in the past in
connection with foreign loans, and that
only one-half of the various countries'
subscriptions to the bank's capital are
good, the holders of the bank's deben-
tures or of obligations guaranteed by it
would be assured of payment in fhll, If
one considers that approximately one-
third of the total capital is to be sub.
scribed by the United States, 13 per cent
by the United Kingdom, 3 per cent by
Canada and alost equally large
aImounts by Holland and Belgium, it is
most unlikely that over 50 per cent of the
subscription calls would not be met.
There is no practical possibility of coun-
tries dlike ngland and Canada them-
selves borrowing from the bank, as they
could not be considered as either de-
vastated or economically backward.

In conclusion, I can only state that no
one thinks that either the fund or the
bank, or both together, will be sufficint
in itself to cure the evils of the
world at the conclusion of the present
war. They should, however, help t-me n-
doudy toward restoring something like
bearable econumic conditions and rea
sonable stability throughout the world
and in developing mutilateral world
trade. I am one of those who believes
thrat tic United States cannot in its own
inlcrest and with safety to itself remain
isolaed and apart from the rest of tie
world. If another worldi war should
ocur, we would nor merely have anl
other Pearl I ilarbor. On industri li

centers, suc. as Chiisgo and Pittsburgh,
anid viral coin inNnicar ion and transpnrtai
bon ifaaliiies srch as the Soxn Locks
wonuld I largely destroyed before we
wouhld k now w bat ad happened. Apart
from the question of military security,
no considerable section of the worl
not eeni tile [ nited States -can en.oy

lnestc i p.rosperity if acute deprcssin
reigns throghlout other large sections of
the worl. The two plan. are nol p[i
fect. They both involve so..e elemenet of
risk uf the money we pnt into them.
But tIhe represen at not weeks ]t month,
arid yeair of sudy aind earnest effort,
o collaboration and compromise made
by different natioial interests to bring
about the result which all the united
and allied nations desire. I hope anid I
belie.ve hat he Congress of the United
Stte it will approve them.
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