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The atreDgth of the poaition of thou 1lbo call for the 

( temporar7 tranafer to an international bodT of certain 

aonreign econoaio powera reata in the con notion that the 

long-run intereata of .oat oountriea are beat aerTe4 when 

no countr7 aeeka to gain at the expenae of another. It ia 

true that r ich an4 powerful countriea can for long perio4a 

aatel7 an4 eaail7 ignore the intereata of poorer or weaker 

neighbora or co~~petitora, but b7 4oi.ng ao the7 will U!peril 

the futur e an4 reduce the potent ialit7 of their os lenl of 

proaperit7. The leaaon that muat be learned ia that proaperoua 

neighbora are the beat neighbors ; that a higher atan4ard of 

living in one countr7 begets higher atan4ardlin others, and 

( that a high leTal of trade and buaineaa ia mo~t eaail7 attained 

when gener oual7 and widel7 aharad. 

It ia wi th these tho11ghh in mind that the following Hat 

of conditione for aligibilit7 abould be exaainad. 

JJ1:f 118111ber of the United or .laaooiated llationa ia eligible 

for ..-berahip in the Fund proTide4 it agreea: 

To abandon, not later than one zear after joining the Fund, 

all reatriotiona and controls oTer foreign exchange trana­

aoti ona with mellber countries, except with the appronl of 

the Fund. 

It h t.portut that participat i ng countries be .otl-

Tated b7 co.-on objectiTea i n conoeiTing their forei gn 

exclange policies an4 desirous of a4optiDg buical lJ 

harmonioua procedures in implell.entiDg auc.h pollciea. So• 

allowance will, of course, haTe to be aade for reasonable 
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dlfferenoea becauae of diaaildlaritiea in the eco~•• 

of ftl'ioua oountriu, and early in the Flm4'a exiatenoe 

there would need to be toleration of lack of UDitoraity in 

policy. In general, honnr, an4 u baaic mt' long-run 

prerequlaitea to participation, lt would aeea neceeeary 

for each maber country to IUbacribe to the general poli­

ciea of peraittiag foreign exchange trading in an open, 

free and lagal •rket, and to abandon, aa rapidly aa con­

dition• perait, all reetrictiona or control.a by whlch 

varioua claaaea of foreign exchange tranaactiona haTe been 

prohibited or interfered with, other tban froa conaUIII&tion 

in auoh a free IIW'ket. 

Thia requir81lent calla for careful exuination. There 

baa been too eaay an acceptance of the Tiew that an en­

lightened trade and aonetary policy re111iru oomplete 

abandou.ent of control• oyer international economic trana­

actiona. There ia a tandency to regard foreign exch&Dge 

controla, or any interference with the free .aTeMnt of 

funda and of goode aa, ipao facto, bad. Thia Tiew ia 

unfortunate. It la both unrealhtic and unsound. It ig­

norea the fact that there ara lituationa in which uny 

countriea frequently find th~elvea, and which all ooun­

trhe a'ooaaionallT uet, that ub inni table the adoption 

of oontrola of one character or another. There are tl .. a 

when it ia in the but econoaio lnttruta of a country to 

iapou rutrictiona on .ay-nta of capital, and on .an­

There are perioda in a country'• hi.atory 
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Jl-5~ 
llhen f&ilure to t..poae exchange controla, or illport or 

export oontrola, have led to .. rioua econoaic a.nd political 

dhrupt1on. 

It probabl7 would be fatal to the Fund, I bellen, 1t 

the conditione of participation in 1t were baaed upon the 

aaawaption that no ~eatriot1ona upo;J. exchange, o~upon 

trade were peraisaible. 

It would be equal}¥ unfortunate, howenr, it 1t were 

to be asauaed that reatrictiona on foreign exc~e trana­

actlona, on the international IIOTIMnt of good.a, and the 

uae of aultiple currenc7 devices were desirable ln.struaants 

to eaplo7 under all cirouaetancn for utegua.rdlng or con­

tro lling international economic relationahipa. It ia ea17 

to exaggerate the need for auch instruments and the benefit• 

derived from the uae thereof, aa it ia to exaggerate their 

adnru erteota. 

The theoretical baaea for the belief still ao wldel7 

held, that interference w1 th trade and with capital and 

gold IIOv ... nta, etc., a.re harlaful, are hangonra fro• a 

Bi.Detllnth Centur7 econoaio crud, which held that inter­

national econolllic adjuataanta, it left alone, would work 

tbeJUel vee out toward an "equllibriwa" with a ainlmm of 

hara to world trade and proaperity. 

It h doubtful whether that belief was enr eound. 

Certalnl7 few coapetent atudenta of international economic 

affair a would hold that it applied to prnant condl tiona or 

to coDdition.a liltel7 to prevail during the post-war period. 

.2.33 
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The foreGea of adjuataent aet into 110tion b7 ClhanglDg trade 

balancn, fiowa of gold or of purchaa1Dg power, cb&Dgea in 

price levela and all the phenoll&ll& that the expert in the 

subject recogni&ea aa inatruaentalitiea in tha eo-called 

mechanism of adjuatm.ent of international balanGee of paT­

ment, rarel7, if ever, work out quickl7 enough c~ effeGtivelT 

enough to be depended upon to achieve good ruulte. In 

f&Gt, i t ia doubtful if the7 ever were depended upon, un­

aided, to bring about the deaired "equilibriua. • In IIOdern 

timee, particularl7, there baa &lwa71 been aoll8whare in the 

picture soae 118&&ur e of Gontrol over, 1011111 IIB&aure of inter­

ference with the movaaent of funda and gooda in order to 

bring about certain desired enda, 

The task before ua ia not to prohibit inatrumenta of 

control but to develop thou lllll&a\U'U of control, those 

policiu of adlliniatering auch control, u will be the 1101t 

effective in obtaining the objective• of world-wide aua­

tained proaperit,. To cut aaida certain effective inetru­

mentalitiea of control becauae they aay be and have been 

abu11d, 1e juat aa fooliah aa it would be to req aolel7 on 

the aelf-interest motive of individuals as a meana of solv­

ing our economic proble111. 

The requirement suggeated above that there be accepted 

the general policy of foreign exchange trading in open, 

free and legal aarkets, and the abando!lMnt u rapidly aa 

conditions permit of restrictions on exchange controla, 
r-----

Regraded Unclassified



should be t&km to .. an th.at there ahall be acceptance of 

the prinoiple th&t controla and rt~triotiona llill be ..-

ploTed onl1 when the1 are oltarl1 jUitifhd b7 the econoaio 

circwutancea, and onl1 to the extent neouaar1 to oarr1 

out a purpose contributing to general proaper1t1. the chief 

diffioultT in the application of the principle will be 

agreement aa to what ia in the intereata of general proaperit1. 

The danger of conflicting policies liea not on11 in the 

difficult,r of diatinguiahing between real and apecioua adY&n­

tage, i .e. between the &dT&nt&gea of a apeoial group &a 

against the advantages of the whole--but much .are in the 

difficult,r of reconciling short-run interests with long-run 

interests. One of the purposes of this fund is to provide 

for a more reasonable basis for euoh distinct ion, and to 

supply the means through which it will be possible to pursue 

long- run and broader interests, without too great a sacrifice 

of the narrower and short-run interests. 

The second requirement or con.dition for participation should 

be the acceptance of the principle that no participating 

country will alter ita exchange rate on currencies of other 

countries without the consent of t he Fund. 

This condition is very important. Ita obvious purpose 

is to eliminate the possibility of competitive depreciation 

of currencies. It recognizes that there are occasions when 

i t ma.y be economically wise for a country to increase or 

decrease the value of ita currency in terms of other cur­

rencies. When a country's balance of payments is in 
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disequilibrium for causes that do not appear to be 

tempor&rf, end if tb&t disequilibrium uncorrected 

will deplete a eountr1'• foreign exchange reserve, 

then altering the value of that ourrenc7 in terma 

/1 

of other currencies is one of the wa7s in which the 

disequilibrium could be corrected. Other ways of 

correcting disequilibrium in the balance of payments 

are the imposition of restrictions on imports and 

subaldf of exports, either direct17 through import 

and export controls, or through use of exchange 

controls or multiple currencies. Which method or 

methods are best suited to accomplish the objecti!e 

depends on the cause of the disequilibrium, tbs 

circumstances, the -country, and the time. The circum­

st&nces under which it may be wise to alter an excnange 

rate i n order to correct maladjustments of the balance 

of p~enta have long been a matter of controversy among 

monetarr theorists. But there is general agreement 

the.t an alteration in t he value of a currency in terms 

of gold (or in terms of important currencies) is a very 

serious business and one not to be undertaken lightly. 

The change in the value of a currency in te rms of gold 

or of other currencies means that a change has been 

imposed by that act on the ot her currencies . When, for 

example, the dollar changes in terms of sterling, 

obviously sterling changes in terms of the dollar. Because 
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all countries are to a lesser or greater degree affected 

by the action of an,y one country with respect t o the 

value of its currency, it ia only reasonable to demand 

that such action should not be undertaken without some 

car~ful weighing of the consequences of the action on 

other countries. 

The purpose of requiring approval by the Fund as a 

condition of alteration of currency ia to assure joint 

consideration of the merits of the proposed action and 

thereby avoid unilateral action taken to obtain presumed 

competitive short-run advantage• irrespective of the 

consequences of the impact of the step on other countries 

or even on the same country. The mere fact that member­

ship would be forfeited if a country acted contrary to 

the wishes of the majority in so important a matter would 

make countries hesitate to undertake lightly a chenge in 

their currency. The very discussion of the probleD by 

competent representatives of var ious countries will in 

itself be a potent influence to avoid unnecessary changes. 

It will, moreover, be an assurance that when a change is 

made it will not be a signal for numerous other countries 

to follow in their own real or presumed interest. 

There will be difficulties surrounding the operation 

of this condition, the moat important of which would be 

the necessity for secrecy when a country is contemplating 
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a 1tep 1uch u altering thl nlue of its currency in 

tel'lllll of other currencies. It a countey bellnes that 

it should depreciate ita currency reletive to others , 

it Gould hardly throw thl. t JU.tter open for public dis­

Guaaion. Br ao doing i t would 1tlmulate speculative 

activities in the exchange market which might have the 

effeGt of precipitating the very action being considered. 

Some procedure would have to be devised to make possible 

deliberations without publicity. It might be that an 

Executive Co..lttee could undertake to pa1s on such cases, 

or it might be possible to arrange that during such dla­

cuaaiona no countr y will accept or permit movement& of 

Gapital to and f rom a country considering the step. 

Some objection to this requirement will doubtless be 

raised on the ground that such a provision means t hat 

other countries pass judgment on what is a domestic 

monetary matter. The necessity for obtaining approval 

of other countries on such a matter will be regarded in 

soma quarters as a serious infringement of sovereignty. 

There is some measure of truth in this but hardly enough 

to constitute a deGiaive reason for not participating in 

the Fund. Al teration of a currency affects other countries 

as well as the country making the change. It is, therefore, 

only reasonable to demand that the other countries have some 

aay in the decision. Furthermore all members would be 

1urrendering their "right•• to an equal extent. Unles• 
. . 

nation. are willing to sacrifice aome of their power to 
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take unilateral action in •ttera of international econollic 

relationa, there ia nr7 little hope of an, aignilicant 

international cooperation--let alone collaboration. To 

noid giYing richer nationa greater authorit7 on euch •t­

tere, b7 Tirtue of their larger nuaber of Totes, it •T be 

-.~esirable to giTe each participant onl7 one TOt e when 

questione of altering currencr ratu are being TOted upon. 

is a laat resort, a countr., alwara has the choice of with­

drawing froa the Fund so that it can alwara preeern ita 

sovereigntr in monet&J'1 uttere if it feels it ia baing 

prevented by the Fund from taking action de .. ed important 

to ita own interest. 

The principle worked onl7 tolerabl7 well in the Tri· 

partite Accord during 1935, 1936 and 1937, but better 

aaohinerr for more adequate diacuasion and greater willing­

neae to recognize the legitimAte intereata of other countries, 

neede to be deTeloped to achieve best resulta. In eTaluating 

the need for collaboration on queationa of foreign exchange 

ratee, it ia well to r...-ber that unilateral action can 

easil7 be neutralised by sillilar action on the part of 

other countries. When a competitive advantage is sought it 

is essential if it is to be successful that other countriea 

do not take similar action. Otherwise the advantage hoped 

for ia lost. Where the chief objective sought ia not a 

competitive trade advantage in the international arket but 

110difioation of the do•stio price atructure or 110ne7 •rket, 

the favo;able effects cannot be wholl7 negated b7 action of 
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other countri es. Since, boweYer, the chief reason for 

eatabliabiDg the requir ... nt ia to aYOid co.pet i t i Ye depre­

ciation of currencies, the fact that unilateral action can 

be eaail7 neutralised conatitutes an t.por tant argu.ent tor 

securing approval of the Fund before taking such action. 

Each country agreea (a) not to accept or permit deposita 

or inveatllenta fro• any -ber country except with the 

permisaion of tba t country, and (b) to lll&ke nailable to 

the gonrmunt of any ae.ber countrz at ita r equest &11 

propertf in fora of deposita, inYeataenta, aeeuritiea, 

safety depoalt vault contents, of the nationals of lllllher 

countries , under such teru and conditions aa will not 

impose an unreasonable burden on the eountrz of whom the 

request is aade, 

This ia a. far-reaching a.nd iDportant requirement. Ita 

acceptance would go a nr1 long wa1 toward solTi.ng one of 

the' Ter1 troublesome probleaa i.n international eoonolllic 

relatione, &nd would rllllove one of the a>st potent dis­

turbing f&ctors of monetar7 stabili~. Flights of capit&l, 

motiYa.ted either b7 proepect of speeulatiYe exchange at 

one time or &nother, exerciaea control over the inflow and 

outflow of investmenta, but without the cooperation of 

other countries such control ia difficult, expenaiYe, and 

subject to consider able evaeion. 

It would aeelll to be an i!llporta.nt step in the direction 

of world atabilit, if a IIUIIlber gonrnment could obt&in the 
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full cooperation of other aaber gonrlliUnta in the control 

of capital flowa. For exa.ple, after the war a nuaber of 

countrin could requut the United Stat .. not to pel'111t 

increaaea in the deposita or holding• of their national•, 

or to do eo onl7 with a licenee granted b7 thl governm.nt 

making the request. Or, aoae countriee greatl7 in need of 

capital might request tha United Statu t o auppleaent their 

etforta to attract capital back to the nati n countr1 b7 

proTiding intor.ation, or L.poeing special regulations or 

even speci al taxes, on certain t7Pes of holdings of the 

nationals of the foreign countries. 

The search for speculatin exche.nge gains or desire to 

evade the impact of new taxes or burdens of social legis­

lation have been one of the chief causes of foreign exchange 

disturbances. Less hectic and leas dramatic yet in the case 

of some countries during some periods capable in the long 

run of even greahr hara is the steady drain of capital 

from a country that needs the capital but is unable for 

ona reason or another to offer sufficient 1110netar7 return 

to keep ita capital at home. The aeaumption tbat capital 

serves a countr1 beat by flowing to countriea which offer 

moat attractive teras ia valid onl7 under circumstance& 

that are not always present. 

i good case could be made for t he theais that a govern­

ment should bave the power to control the influx and exflux 

ot capital, just as it has the authoritT to control the 

inflow and outflow of goods and gold. In fact, virtual lT 
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everT partioipatLac coveraa.Dt baa alreadf praotioed thlae 

control• to ao• uta.t durl.Dg thil war. 'l'hl couequeuo 

of cooperation in thla .. tter ..ong the ..-bor govern.nta 

would gin aaoh conrnunt moh graater 111aaure of oontrol 

in oarr7ing out ita .onatar7 ana tax polloi••· Suoh an 

inoreaaa in the offeotiveneaa of control .. au, however, 

leea freedoa tor ownora of liquid capital. It would oon­

etltute another reetriotlon on the propertr rlghta of the 

5 or 10 percant of peraou in foreign oountriea who have 

enouch waal th or incou t o keep or innat 10M ot it abroad, 

but a reatriotion that preauaablJ would be ueroiled in the 

lntereata of the people--at leaat eo far aa the governaent 

i e competent to judge that intereet. 

The inolueion ot thle provi'eion don not 111an that 

capital tlowa between foreign oountriea would diaappear or 

even greatl7 aubaide; it •au onl7 that the7 would not be 

peraltted to operate againat what the gonr!llllnt deeMd to 

be tha intereate of &D1 ooUDtr,r • 

.l fourth condition aight be that aaoh oountq &greee not 

to enter upon any bilateral clearing arrgeaanta noept 

with non-..-ber oountriea, and than only with tbe oouent 

of the Fund, and t o eatabli ah no geographioalll pref erential 

uohence ratu. 

The juetit ioetion tor aetting up thla requir ... nt for 

participation ia to elialnate dlaorlainetor7 praotioea in 

foreign trede which result in friction, unfair competition, 

retaliation, and sharp trade policies which serve to disrupt 
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good econoalc and political rel&tiou. It UIJI.I that for 

( the sake of tha larger good to be obtained countriee agree 

to give up opportunities for .-king certain adT&ntageoua 

arrangeaenta. It each countr,r ia to operate in accordance 

wi th ita own immediate interaat, irrespective of long-run 

effects and irrespective of the impact of i ta actiona on 

24.3 

other countri es, a repetition of the pre-war chaotic con­

ditions in trade will result and again threaten political 

and economic stability of other nation., The task which 

confronts the high officials of al l nationa is to aake pos­

sible a high level of business activity and of foreign trade 
I 

within the frmework of reasonable and fa.ir foreign trade 

praotices, Just as individuals aubacribe t o a government 

of law to obtain maximum prosperity and effectiveness for 

the whole group, even t hough adherence to that law involvea 

rsstrictlons on individual behavior at numerous points, so 

must nationa give up leaaer advantagea for great er good. 

The concept of sacrificing so• lllmlldia te benefi ta for the 

sake of larger good is t he foundation atone of peace and 

economic collaboration aMOng nations, jus t aa it is the 

keystone of peace and prosperity within a nation. 

The operations of the two agencies discussed in this 

report should help considerably to remove the justification 

for trade practices adopted t o protect or strengthen an 

exchange position. 

There are times when galna could accrue from bilateral 

clearing arrangements without significant adverse effects 

on other countries, but in general t he operation of the 
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Fund ahould han the eftect of •king auch clea.ring a.rrange­

manta much leaa profitable aa among lUmbers of the Fund. 

One of the epecific objectives of t ha Fund i s to make avail­

able for eaoh -..bar a auppl1 of f oreign exchange adequate 

to enable it to operate more freel7 and wl th a higher level 

of trade than would otherwlae be the ·1i~e. Nevertheleaa, 

in the interest of flexibilit,y, and to take ca.re of those 

situations in which circumstances m&TW&rrant a bilateral 

clea.ring arrangement, it should be poaaible for a countr, to 

enter upon auch an a.rrangement proTided it can obtain the 

Fund' s approval. Discussion b7 the Fund of such proposals 

do not requi.re the secrecy or the epeed involved in con­

s ideration of alterations of exchange rate, and discussions 

of the advantages and disadvantages of the particular proposal 

should prove beneficial. An objective decision on the econ­

omic wisdom of such proposal i s more l ikely to emerge from the 

discussion by the appropriate committee of the Fund than from 

the consideration by one or two countries alone where vested 

or political i.nterests are likel7 to domi.nate t he decision. 

i fifth requisite for membership might be subscription to 

the principle t hat no monetary or banking or price measure 

or po~icy would be adopte~the effect of which,in the opinion 

of a maioritz of the IUllber votes,would be to bring about 

sooner or later a serious dlaeguilibrium in the balance of 

pal!l!nh, if four-fifths of the umber votes of the Fund 

submit ted to the country in 91estion t heir disapproval of the 

adopt ion of t he measure. 
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Tbia proTiaion would pron to be 110re troubleaolM than 

ID'f of the othera aDd J8t it would .. ,. 1» be t.port&nt to 

the aucce1aful !unctioninc of the Stabilisation ~ 

Serioua inflation or deflation in aDT one countrJ would 

a!!eot not onl7 exchange ratea and trade, but prioe level• 

i.n other oountriu aa well. It ia imponible !or ID'f coun­

try to take action of thtt character which doea not have 

important ethete on other countriee with whom it c011petn 

or with whoa it carriea on trade. The deoiaion as to whither 

a particular aaaaure or polic7 oont~~~pla ted would bring about 

a serious diaequilibriUIIl in the balance of payaenta would be 

a difficult one on which to get agreeunt. To eatillate nen 

very roughly the quantitative ef!eota o! any given lll8aaure 

on a country'• balanoe of payments is a verJ difficult taak 

at beat. After au!!icient agre&llllnt waa reached on that 

point it would be even .ore difficult in a&DJ caae1 1» get 

ID'f lle&aure of agreeJUDt u to whether tha adoption of the 

measure in quation was econoaicall7 wiae or not. 

There are tilll8a when douatic oonaequancea are aought 

which are 1110re illlportant to a country than the adverse e!­

i'ech that lllight follow in 10111 directions from the acco•­

panying disequilibrium in the balanca o! paJID.&nta. Thare 

are other inatanoea i n which diaequilibriUIIl provides a necea­

aary corrective, and !requentlJ a countr1 is confronted with 

onl7 poor ohoicn and disequilibrium 1a the least undt~irable 

ot them. 
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To aasu.e that it would eTer pro•• •••1 to get foar-fl!thl 

ot the ... ber .otea to take eo draatic atap aa to diaapproTe 

a meaaure propoaed b7 a aoTereign goTern.ent deemed b7 it 

to be in it• own interest, ia to ignore the known complex­

ities of the monetar1 problema, and the political realities 

of international relationehlpa. 

Notwithstanding the difficulties involTed in exercise 

of a nto power b7 the Fund of monetar7 measures, there 

will be lnatancea in which the can 1a clear enough and the 

conaequencea t.portant enough to juatif7 the exercise of 

that power, It is aaauaed that the Fund 110uld not concern 

itself with minor meaauree. To help avoid the error of 

attempting to evaluate measures which are not important, 

the requirement provides that a majorit7 of the members 

would haTe to be of the opinion that the results of an, 

given measure are likel7 to be serious. It then requirea 

four-fifths of the asmber .otea to authorize official dla­

approTal, It u7 well be that deapi te this degree of pro­

tection again.at arbitrar7 action or needlua interference 

moat countries would object to subjecting what the7 bell••• 

to ba purel7 domestic a!faira to international supervision, 

If comproaiae with this Ti ew ia found feasible, it is hoped 

that it takee the form of requiring a larger major1t7--

sa1 90 percent instead of 80 percent of the member votes, 

or, as a last resort, riqulring that the disappro.al of 

the Fund call forth the proaiae of the offending countrr 
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to reexaalne her poal tion ln the light of the Fund 'a 

report. 

In an:r case, the cliacunion which would take place b;y 

an international committee of the character envisaged--men 

expert in t heir fielda, international in their outlook, and 

scienti~ic in their approach-- could not help but prove ver;r 

salutar;r. The educational process to which officials, ad­

ministrative and legislative, in each countr;r would be sub­

jected in defanding specific policies or measures before such 

a colllllll ttee would in itaeU go a long wa;r toward improTing 

the quali t;r of monetar;y, credit and banking polic;r. It 

probabl;r would be necessar;r for the committee, certainl;r 

during the earl;r ;rears, to be ver;r tolerant of policies 

pursued b;r participat ing countries. Graduall;y, however, 

there should develop a greater reluctance on the part of 

member countries to take measures which do not meet the 

appron.l of the majori t;r of the members of the Fund. The 

success of the Fund in this field 110uld depand in large 

measure upon the wisdom with which matters of this kind are 

ex&llined and the degree of sympathetic understancling the;r 

are capable of displa;ying 

The member countries agree (a ) to ambark within a year 

after joining upon a program of gradual reduction of 

existing trade barriers--import duties, import quotas, 

administrative devices--and (b) further agree not to adopt 

any increase in tariff schedules, or other devices having 
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aa their purposes higher obstacles t o !!porta, without 

girlng reasonable opportunity for the Fund to study the 

ef!eota of the contel!!Plated change on exchange rates and 

to register ita opinion. In rendering an opinion the 

~d will make recommendations to which member governments 

agree t o give serious consideration. 

It might contribute notablJ to conditions tending to 

promote exchange stability if participati.ng countries, 

particularlJ those with ~rge reserves of foreign exchange, 

were to agree to a gradual reduction of duties on !.porta. 

It might be possible to devise an acceptable formula for 

general and gradual tariff reduction to a level more in 

harmon1 than were tariff policies of the twentieth centurJ 

with the objectives of reducing t he causes for international 

friction and increasing t he standard of living the world over. 

Those high tariff policies in the main reflect adherence to 

the traditional, crude, mercantilist fallacies. So widelJ 

held are those fallacies, so peraiatentl1 clung to bJ per­

sona who should know better, so potent are theJ in shaping 

many aspects of domestic and foreign policJ, and so unfor­

tunate in their effects on world peace and prosperity, that 

one is tempted to list "mercantilism" or its more express! ve 

heir "protectionism" as ·~orld Enemy No . 1. " 

Yet, though there is no doubt as to the evils of crude 

protectionist policies, caution !llllat be exe.rciaed i.n at­

tempting to translate a polio1 of lower tariff schedules 

Regraded Unclassified



into an actu&l program. There h danger of reta.rdlng 

progreu b7 adTOcatillg a trade polio7 whieh ignor11 the 

sound baail for the exiahnce of &OM i.llport dutiea. · 

There ia too eas7 an assu.ption that aa .uch reduction aa 

possible in all duties is desirable; that any movement 

toward free trade ia, ipso facto, a good thing for the 

wor14. 

In their reaction against the crude protectionist 

fallacies that a country with high atanda.rds of liTillg 

must adhere to a policy of high tariff schedules if it ia 

to prevent widespread unemployment or deterioration of ita 

high standard of living, the7 are inclined to throw the 

baby out with the bath and aaaUIIle th& t all duties are bad; 

that free trade, or rather tariff for revenue onl7, ia the 

ideal toward which all enlightened nations should move aa 

rapidly aa possible. 

The belief that reduction in all import duties increases 
\. 

trade and Jlelds a higher standard of living for all coun­

tries under all circUJUtancea and in all stages of their 

economic evolution as sUllies tba t countries a.re uauall7 

utilizing virtuall7 all their capital and labor; that a 

countr7 chiefl7 agricultural in ita economy has aa m&DJ 

economic, political and social advantages aa a countr, 

whose economy ia chiefl7 industrial, or a countr7 which 

baa a balanced economy; that there are no gains to be 

achieved b7 great diveraification of output. These aaau.p­

t i ons, essential to the belief that "Free Trade• polic7 
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ia ided, are not nlid. The7 are unred and un.aound. 

"Free Trade" polloy groaalJ under .. tlatea the extent to 

which a countrJ can TirtuallJ li.Ct ltul! b7 ita boota"trapa 

in one generation f r oa a lower to a higher standard of 

living, from a backward agricultural to an advanced indua-

~inlized countr7 proTided alwaJI it ia willing to pay the 

price. The view further overlooks the ver7 important fact 

that political relationahipa among countries beiDg what 

they are, Tital con.aiderationa exlat in the shaping of the 

economic structure of a countr7 other than that of produc­

ing goods with the least labor. 

The subject of the beat t arif f polic7 for a given 

country at a given period in ita history ia a most inter­

eating one, but just ice could not be done to it in the apace 

that could reaaonablf be allocated to it here. 1 great deal 

baa been written on the subject and the interested reader 

in hia search for sound pollc7 will find that tha complexit7 

of the problea ia apt to increase with the profundlt7 of 

his readiDg. Yet one conclusion ia certain to emerge f ro• 

his study of the subject, ntJUlJ, that 110st lllport duties 

are too high, that many duties r emain t oo long, that few 

are lmpoaed for sound reasons, and virtuall7 none of them 

are re-evaluated often enough b7 the law-making bodies in 

the light of changing needs and conditions. 

The value of requiring participating gonriU~~~nta to 

agree to a generd polic7 of lower tariffs lies solelf ln 
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the recognition that moat dutiea in the tariff 1chedule1 

of every country, at thei r pre1ent l evel , are inexcuaable 

en &n1 econoaic, political or 1ocial ground•. Their exiat­

ence aerely reflecta uncritical adheaion to protectionist 

policiea or the successful preaaure of 1ome powerful ve1ted 

i nterest, or both, It ia to pl&ce on the defens~atruc- I 

tiona t o t rade, whether in the form of unreaaonebl7 high 

duties or in &n7 other form th&t aubacr~ion to a commit­

ment of lower tariff policiea might be juati.fied, 

Yet, it cannot be overlooked th&t the sh&plng of tariff 

policy h&s been for too long the prerogative of l awmaking 

bodisa, and the battleground of legislative maneuvering to 

expect the Cqngresses and Parliaments to subordinate their 

authority on such mattera to an international bodf. If 

the .augar, wool, wheat growers of the United States, and 

the ahoe and textile, pottery, and eteel manufacturers--

to name onl7 a few of the induetritl ineiatlng on hlg)l 

protective duties--were to see in &n1 suggested agenc1 a 

definite threat to .bat they regard as necessarr protection 

to their industry, they would combine and probably rally 

enough support to their crusade to ruin the prospects of 

acceptance by Congress of any proposal no matter how at­

tractive the scheme may be to economists, atateaun, foreign 

trade associations, college profesaors and bankers. 

It would aeem to be a far wiser polic7 not to attempt too 

much and thereby jeopardize &n7 but an innocuoue progra~~.. 
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On this haue, aa on no other, prudence dicta tea COJIP.rollliae. 

The moat one can hope to get is adherence to a pr inciple 

without eurrende.r ot alllr' authorltJ. Hence the requir-nt 
• 

calla onlJ tor public adherence to the stated principle, 

and permisaion to the Fund to' aublllit a report giving reason. 

tor ita diaappronl ot an added barrier to trade it the 

Fund deema it ~ul. If &JIIr' international agencJ or 

organization wringa more than that out ot the Aaerican and 

other publica, a mlracle in economlc moralit7 will han been 

wrought bJ this war. 

Another possible condition of participation that merit• 

attention ia the agreement thet no Governaant or Central 

Bank shall de.fault on ita external obligations, or anz 

part thereof, without conaent of the Fund. 

This requirament has considerable possibilltiea tor 

good. If the flow of private capital from capital-rich to 

capital-poor countries h to be ati.mula ted and the flow ot 

specialized capital among countries is to be fostered, 

somethiqg drastic must be done tc reestablish confidence 

of private investor• in the integrit, of foreign borrowars. 

Defaults bJ governments and states have been in the past 

too ea11 a W&J out ot foreign exchange and budgetarJ di.tti­

dultlea. The defaulting countr7 trequent l7 experiancea an 

immediate gain but unfortunately the long-run losaea have 

far 110re than outweighed the gains. If the Fund and the 

Bank could be a potent force for preventing defaulta (aa 
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well aa keepinc intereat ratea reasonably low), a long 

step forwud will hue been •de toftl'd the increased pro­

du~tiTeneaa of all countriea. 

I t oan ht.l'd17 be expected that objeotiTe deciaione on 

defaulta oan be made b7the defaulting countr7 or bJ the 

country gaining moat b7 continued aervioing of a debt. 

To make what takes on the ohuaohr of compulaorJ arbitra­

tion in debt adjuataent an acceptable and workable instru­

ment, the proposed judgment must be that of a large group 

of natione, the majorit7 of whom are not directlJ and 

immediatel7 affected by the decision, Coneideration of 

the pros and cons of a contemplated default b7 the Fund 

would seem to promise t hat kind of objectivitJ, and there­

fore not be a require~~~ent that would a tend in the W8J' of 

acceptance b7 &nJ goTernment. 

Not to aubsidize--direotb1 or indirect1z--the exportation 

of an,y co11110di ty or service to aunaber countries without 

conunt of the Fund. 

One of the unfair trade practioea frequentl1 reaorted 

to in t he paat haa been export subsidies. Moat countries 

have been guilt7 of aubsidising acme exports either b7 

direct or indirect methods, It is easJ for the practice 

to grow aa there are in ever1 countr7 powerful interests 

who because of a monppoly position or political influence, 

at the expense of the public, are able to keep up the 

price of a product at home b7 practicing subsidized dumping 

Regraded Unclassified



on foreign ..rketa, Thia deTice in eeaence ie no differ­

ent froa the use of aultlple currencies or epeoi~l ole~ing 

arrangeaente except t~t the g~n in the latter case 11 

shared b7 110r 1 peraone, The7 all ailll to undersell a foreign 

competitor not b7 offering the same goode at~ lower price, 

or better ·gooda ~t the same price, but b7 undercutting a 

foreign competitor at the expense of the taxp17er of the 

exporting countrr. 

It is just such practices that giTe rise to riT&lriee 

which constitute fertile sai for international friction, 

If aubaidiea to exports are condoned there is no. l ogical 
• 

justific~tion for objecting to any kind of trade device 

designed to increase export• or decrease imports. The result 

would be a repetition of the ruthless fight for foreign 

markete ~t characterized international trade in the 

'thirties. 

It might be possible to obtain acquiescence among the 

umber countries not to resort to the more obvioua fo1'1118 of 

subsidies without consent of the Fund, Since the Fund -.,uld 

be a sort of court of appeal, the poseibilit7 of aubsidiz­

ing the export of a commodi tr or service exists. Yet pre­

aumabl7 it would be inToked onl7 under special circumstances. 

The fact t~t approval of the Fund were necessarrwould be 

helpful to gonrlllll8nts in their a truggle agalna t nsted 

groupe seeking special adnntagea, Though it will be found 

Terr difficult to get a aatiafactor7 working definition of 
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an indirect aubaid7, it ahould be at leaat posaible to de­

fine the tera ao u to applJ to the 110re obrloua derlou. 

The F1m4 would probablJ b&n to pel'llit subsidies to 

shipping aad air tranl. llllllat neey countey subaidiaea 

theae two for ailit&r7 reasona, !or eoonoaio reasons, and 

reaaona of national preatige. It ia i rrelevant that muoh ·--
of the dafenu for ah1pbu1lding and ahipping baaed on econ-

omic and patriotic grounda is apecious, Theae subsidies are 

eo deepl7 imbedded in custoa and policy that it ia useleaa 

to atteapt to 110dify thea through an agency such aa we are 

dlacuning. 

Subaidiea to tourists, to atudent voragea, etc., are 

of a different character. It m&f well be in the intereata 

of all countriea, and certainl7 ia in the inter ests of some 

countriea, to attract tourists b7 aubaidiea of one fona 

or another. This aubeidising of expor ts of aerrlces ee..a 

to arouae little objection in the importing countr1 (i.e. 

in the countries whose nationals do the touring) end can 

at leaat be defended on aocial and cultural grounda. 

Since Uni ted States is probabl7 the moa t generous producer 

o! profitable touriata, there is an added justification 

for attracting Amaricana abroad b7 aubaidiea if necessary, 

n&melf it will help the United States to develop a much 

desired "unfavorable" balance o! payments through the moat 

desirable available channela. 

ill conaidered i t were probabl7 better to exclude •aer­

vicea" altogether from the prohibit ion o! aubaidies, and 

r-- --
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.. .,. the r..a •• tnaa. It woul4, •reoYII', .U:o 11: 

leu 11Dllbll' *' a. ro91lr-t 1111'1114 tlJIIl aoMptaue \1 

euqb utlou. 

It_, l10 pHpll'lJ' pltloDOd 11bothll' u ICIIlOJ' of thla 

oharaotor 11 tho appropriate iutra~llt tor o'btalnlJig fair 

trade praotlooa in torolp tra4o. It ai&ht 'bo that •-

other &111101 lib a loacu• of utlou 1bo'llld be tiM Ylhlolo, 

or poul'blJ dap111d111oo aho'lll.d 'bo Oil a progra of ~tllatll'al 

tnatha. Jlne1'11', it doll •- that it aboul4 'bo h11 

diffio'lllt to Obtain acr-t Oil IUoh attora wha tile 

nhiola h u aglllOJ, .Uerahip in whioh hea o'brlou oooiiOido 

adY&Dtac••· IDrooYar, a oountr1 oo'lll.d feel it oould &lW&f8 

withdraw troa tho Fund if it a .... ita illteroata algnltioutlJ 

haraed 'b1 failure to o'btaill appro1'&l of th1 Fund for a ooll­

tapla tod aotion. 

Reatriotlou on ... 'borahlp 

llo r11trlotiou u to -'b•nhip •hould 'be illpo11d on 

grollll4.a of tho partlo'lllar eoonoaio 1truotun adopted 'bf a:q 

OOIIDUf• 
fhero are oortaill to be •- penolll or gonruaenh, 

who eithar out of foar, or prejudice, or dislike would wlah 

to exolude Rulli& froa partioipatlon i.n an illtorutloul 

undertaking of the oharaotor de1ori'bed ill the pnrlou• pag11. 

Yet to exolude Ru•ala would 'bo an egregioua error. Rua•ia, 

de1pite her aoolall•t eoonoa, oould 'both oontributo and 

profit b1 participation. To de111 her the prirllegea of join­

ing ill thla cooperatln effort to iDlpron world econolllic 
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relatlou woall H t. • .,.., tU tftcb vroio1 ot tllllut 

g111eratloll, a4 latro4aoo & YVJ 411oorl.aat aoto 1a tu 
new era a1ll1ou ne.,..Ure uo llop1Jic tor. It tlul Ru11iaa 

Gonl'llMilt h w1111Dg to parthipate, lulr oouuel 1a tlul 

preliainarr a.cotiationa ahoul4 be •• eagerl7 aought •• 

that of uq otMr ooUiltrJ, lll4 her -.berahip ill both FUil4 

and BaDk oquallJ u welooM. 

1 ioel&lht eooumr,r like a oapit&llatio eoolla.;, ......-• 

i ll illternatloll&l trade lll4 fill&lloi&l trauaotiou which Cl&ll 

be tither bollefiolal or bar.ful to other ooUiltriea. Ill 

faot, beoauae the oonduot of foreign trade and illterutioll&l 

filllllol&l trauaotiolll are exoluaiYelT the oreature of the 

gonrllllolllt ill a aooi&lht eoo110-r, there ia all the 110re 

ra&aOil to att.-pt to get tha to join 1a a oooperatlft 

atte.,t to latrolluoe atabillt, ill illterutioll&l eooll0a1o 

relatiollahipa lll4 a higher le•el of trade. It tor 110 other 

reaaon than that there are llO lla1ta to which a powerful 

aooi&liat eoollo_, could go if it aought to disrupt trade. 

It would be extr ... lJ ehortaighted not to weloo .. Ruaaia 

to participate. 
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IV. CO!!!>O:.Ii tion of the Fund 

The Fund ahall Gonaht of gold, -ber Gountry c:urrenc:iu, &Dd 

maaber governaent eec:uritiea, in auch aaounta aa ahall be indi­

cated by a for.ula eet forth i n the Agree .. nta. The tot&l aub­

scription to the Fund ahall be the equivalent of at least ' 

$5 l!illion. 

The tuk which the Fund would be expected to perform would 

involve transaotions of large magnitude; it therefore should 

have large reaourc:es available. Moreover, the greater ita 

resources the more potent could t he Fund be in preventing 

monetary disruption and in reduGing the frequency and duration 

of perioda of disequilibrium. Conaidering the likelihood that 

the number of parti cipating governments might be at least a 

score, a total subscript ion of the equivalent of several billion 

dollars would seem to be both possible and desirable. 

To avoid tTing up funds that would not be needed for soma 

t ime, if ever, the participants could be required to subscribe 

only 25 percent of their participation in cash. An additional 

25 percent could be subscr ibed l.n obligations of the partici.­

pating government. These obligations would yield revenue to 

the Fund, and would also supply a source of additional funds to 

be tappdd if and when needed. They would also provide the Fund 

wit h the means of conducting open-market operations in any given 

country when deiired. To reduce the coat to participating 

countr ies, it might be found preferable to make the securiti ea a 

renewablo three to f i ve-year note, rather than a long- tera bond, 

thus r educing the interest rate and increasing their marketabilitJ. ---.., 
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The re~~aining 50 percent of the subscription should be paid 

in such installaants and in such form as shall be determined 

from t!JU to tiM b;r tha Fund. 

The Fun~ would need local currencies and gold to carr;r on 

its operations . The provision that half the initial pa;rment of 

25 percent be in gol d and halt in local currencies takes care 

of that, and &lao makes participation easier for those countriea 

having little gold. For a few of the countrie1--e. g. the United 

States--gold and local currencie1 are a;rnono.ous for purpo1e1 

of international trannctiont. One of the objectiTu of the 

Fund ie to increase the number of countriee about which that 

could be aaid. 

In view of t he fact that the gains from participation in 

the Fund would not take the form of a di1tribution of substan­

tial profits, the 1um each member country should subscribe can 

hardl;r be left to the decision of each countrJ. It is hoped that 

the Fund would ahow an annual profit but the purpose of the 

Fund is not to ll&ke profi ta but to help achieve much 110re important 

ob jective• that are not susceptible of measurement in teras of 

mone1 profits. The Fund would be a cooperative enterprise oper­

ated for the benefit of all the participating nation~ , and each 

participant should subscribe at least ita reasonable share of 

the total capital necesaarJ, t hough it could subscribe more if 

it wi shed to do 10 . The share of the t otal each countr1 sub­

scribes should be determined b;r some agreed upon formula which 

would~ive due weight to various perti nent consideration~ . 

Regraded Unclassified



260 , 
ll-79 

'Ther.• follon an illutrat1Te fol'llllla that at~tl to 

measure the al..nlmm IJIDUllt of f1UI4a each partloiput ahoul4 -H 

required to nbeoribe. The it.. ll1ted are tbo .. 11h1oh ••• 

mos t pertinent, and the wighta uor1'be4 to each att-.t rovch17 

to reflect the t.portanoe of that itea to the benefit• tblt 

might be expected to ruult fro• partlolpatlon aliA tbe abllit, 

to contribute to the Full4'• capital. 

l. Gold holding•·· · ·· · · · · · 100 pointe for eTerr billion dollar• 

2. Gold production. ••• ••• • 50 • • • • • . . 
s. National 1noaae •• ••• • •• 2 • • • • • . 
4. Foreign trade •.•••• • •• • 25 • • • • • 

. 
5. Population •• ••• •• • ••• • . 10 • • • hundred aillion 

6. Foreign inTeata.nta •••• 25 • • • billion dollar• 
. . . 

7. Foreicn debta •••• •••••• 10 • • • • • 
Applrinc the aboTe weight• to the altuation 1n ao .. selected 

countriea, the following approxiaate ecorea would rerUlt: 

United Statea . . . . . 1,200 U.S.S.R. ........ ......... .00 

Unl ted IiJI&doa •••• 300 China .... ... ..... ........ 200 

Canada • • • • • • • • • • • • 100 Jllxioo ... ................ 25 

Netherlall4a ....... 200 Brasil ·· · ····· · · ·· ·· ·~··· 
25 . 

NOI'WI7 • • • • • • • • • • • • 30 Coloallil • • ••• • ••••••••••• 20 

ConTerte4 into dollars, the contributiou would be ao•thllc 

like the foll owing! 

T1BLI 

(In ailliou of U. S. dollan) 

(Though the contributiou or innat.enta would be 1n the 

fora of gold or local currenc7, the7 are conTerted, for conTenlence, 

into u. s. dollar unit s in the table below) 
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t)nitd stahl • •• •••• 2,000 Arcctl.u •••••• •••• • 50 

E:nglana •••• •••••• • ••• 600 :.xioo •• ••••• •• ••••• 50 

U.S.S .R. • •• • ••• ••• •• .00 Brasil •••••••••• •••• 60 

canada •••••••••• • ••• 50 Colollbia • •••••• • ••• 25 

Nether land a • • • • • • • • • 100 Cuba • • • • • • • • • • • • • • • 25 
..;:: 

The purpoae of the t able h •relf to eugge,t a pattern of 

quotas for diecuaaion, and not to l'f down &n1 preciae pattern 

or formula. in atteapt wae aade to preeent a pattern of qQotaa, 

the general character of which probablf could be defended on 

logical ground•, but it ie certain that a aore appropriate 

formula could be worked out if eeYeral mind• focused on the 

problem. 

If onl7 60 percent of the participation were called for , 

and onl7 half of that in caah, the t.lllounh indica.ted in the 

above table• would not be onerous. The United Statee would be 

called upon to aubsctibe $500 aillion in cash and Cuba onlf 

$12-1/2 ailllon. That would be the aini&a. Thef could, of 

cour11, eubecrlbe aore it the7 whhed. Experience 110uld aholl 

whetb.r tlw total wae 1111ch 110re than wu needed, or 11110h leu. 

If more were needed the aecurltlea would be conYerted into 

cash and the re•ining half called in, On the other hand, it 

after lona experience it 11 found that even the initial paf­

~nts were greatlf in exoeaa of needa, it 110uld be an eaa7 

matter to return the exceea, Since the Fund should be a.ple 

to tab care of perloda of epeclal atr11a, -.nJ fl&rl 110uld 

han to pan, howenr, befou enough experience ia acqQired to 

2el 
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determine the moat appropriate lise of the Fund. It would 

certainly be better in the beginning to err on the dae of hu~ 

lng t oo much rather than not enough. The effective atrength of 

the Fund and ita a bill tr to ina till confidence in tha currency 

stability of it. participants will be enhanced with the ea11 

with which the Fund can be expected to uet all legitill&h 

claiaa on ita reaourcea. A aua of 1everal billiona of dollar• 

doea not, therefore, aee11 inappropriate to the taak. 

Inaamuoh as some of the assiatance the Fund can give to 

member countriea is directly proportional to the sum of parti­

cipation of that country, there will be a strong incentive for 

some countries to make their participation larger than the ached­

uled amount. 

The Bank for Reconstruction and Dnelopaent of the United 

and Aaaociated Nations could be called upon to participate to 

the extent of posaibly $100 million. 
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ll1tre -trol ot the hD4 UaU lie ftaW b a •ttv of 

paruount lllportaaee iD tile for.l&Un of a worb\le plan. 

263 

The magnl tude of the hM, the blr>oaa aoope of ita llbl.J' pnva, 

the recp il'eMDta tor oontimaei allc1111llt7 of pvtiolpaata, to­

gether JUke the quation et aitua of oatrol illportaat. 

The I!!.D.I:&eMDt of the FaD.4 ahoulJ. lie nat.a in a Board of 

Direotora oonalatiDc of tbe repreaentatiTea appointed ){ t he 

-b•r &OYII'IIMD.b , eaoh I!!!Tir-.D.t to appoint one repreaentatin. 

It would be eu7 to reaoh agre-nt that the .,.t oonTID.ient 

and allllplut dnloe wonla be to nat control of the Flmd in a 

board of dlrectora, to oonalat of repreaentati••• appointed b,r 

member goyernaenta, each goTernaent appointing one representa­

tive. l t probabl7 would be desirable to haTe each go•ernaent 

appoint an alternate aa well. In new of the teohnloal nature 

of m&Df of the probl ... , the goTernaenta .dght wlah t o select 

aa alternat11 .... who would be .,,. qualltled than are Ubl7 

to be the repreaatatina to tab up the kln4 of prolll_. that 

would -t freqaenU, - before thl Fund. 'l'hl npr11entatlna 

woul4 prollabl.J' be aelecte4 fii'Oil .,re r11ponaible poata than the 

alternat11, and would llkel.J' be oonoerned with thl larger ..a 
ltu teohnloal hau11 involnd in deohiona. 

The Boar4 aball eleot a ohalr.an ..a a aall oparatiDg oo.-lttee. 

11th a lloq ao UP!Ilq aa it would llbq be w1 th reprll­

entathll fra. I&Oh gonrnaent, aade4 t o the ft.ot that aiiJ Of 

auoh repreaentatina oould dnote onl.J' brief perloda a-., fii'Oil 

thllr ho• gon raenta, it ia rlrtual lJ 1111ntlal thlt the aa,­
to daf-operatlona of the Fund be handled b7 a small operating 
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co.Utt•• of repre11nt&tlna. Such a co..J.tt11 would be able 

to dnote fUll tiM to the tuk of --clac the hl4, 1114 

would, of covae, han tD 111 &Uqateq oo.paaaW. !be 

election of tbla .,eratlac o...tttee b7 t .. arallt partlel-

pantl woul4 illave the ulectlon of a c011pet•t 11'01111 1.114 the 

brief period of their tellUl'l of office bafore reelectionwoul4 

aaeure abo a reapoul 'hill II to the whh11 of the 'bou4. 

Delegation of alltborlt, by the whole board to the oo.ttt11 on 

11&117 attera oould be nte~ acle, len!JI& larger pol1c7 dnhiou 

to be referred to the eti.re board. It 1a to be _upectecl that 

the operatlng oo..J.ttee would haYe the aaeietanoe of a oo.petet 

teohlli11al etatf. 

If a Fund ••r• to be .. tablbhed wi tb &JI1tbing like the 

po•r• allcl r .. our11e1 outlilled in tbb report, it would need the 

aerYiGII of a large ataff of the beat expert• aY&ilable. 

Nothing would injure the chang•• of affeGtiYI and aucceaaful 

operation and of waking a .. jor contribution to the aolution 

of eoae of our .oat troubleao.e illternational eoonoaic probl ... 

than •cllocrltJ ill clirectol'l ana hohnhal etatf. i board the 

aize of the ou rec...-ndecl here can, of oouree, aeat.dlate 

without aerloua aa.&ge aowa ttuffecl tblrtt, ao• narrow-ainclecl 

nationalhta, mel a few ballkera with oountill& boun icleall. 

But the board will han to illolucle .on than a tprlllklillg of 

eoonoaio tt&hiMII, forward lookillg, of broad rlalon, oo .. re­

henain uperienoe world outlook and hnaoit, of aocial purpo11 • • 
Thl teohnloal atatf will ban to be beaded 11p b7 experianoecl 

ana~ah with a thorough knowledge of 110netary theorr and 
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international economca, with intellectual 1ntegr1 tJ and aggru-
~~ 

siveneaa, and alao include a generous .p»takitug of eager, able, 

young men who han b"n at or naar the top in their scholastic 

aohiev~enta and te~hnical writings. The United and iasociated 

Nations oan produce plent7 of suoh men. 

In all 10ting bz the board, each repreaentative should have 001 

bundrad vatu, plus one wte for nerz million dollars of 'old 

(computed at $35 an ounce) turned over to the Fund, plua one 

vote tor the equivalent of everz $2 aillion of local currancz 

originally turned over to the Fund. 

There would be little difficult,r in reaching agre~nt 

that some such set-up as the board working through a committee 

as outlined above would provide a satis!actor1 working arrange­

ment, but the real problam is how to distribute the voting 

power . U eaoh melllber of the board were to be given an equal 

vote, then a small countr7 that invested one million dollars 

would have aa 1111ch power in malc.ing deciaiona aa a countrz that 

has subscribed a hundred or a thousand times that amount. With 

the .pouihili t1 that the number of amell countries participating 

will be muoh greater than the large countries, a one-vote-one­

member arrangement is palpabl7 unwise. On the other hand, to 

accord voting power strict11 proportionate to the value of the 

subscription would give the one or two powers control over ths 

Fund. To do that would destro1 the trul1 international char­

acter of the Fund, and seriousl7 jeopardiza its success. Indeed, 

it is va.r1 doubtful if maey countries would be willing to 
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particip~t• in an international org&nl&&tion with wide powera 

i f one or two countries were to be ~ble to control ita polioiea. 

It 1a clnr tMt the voting power muet be eo arr&Dged u 

to steer between these two evile. Thla might be ~ccompliabed 

by working out ao» comprolliu between the two baee" o!"toting 

power· referred to ~bon. By giTing each 11t11ber 100 votes plua 

one vote for every million doll~ra of gold invested in the Fund, 

plus one vote for every $2 million of loc~ currency, a s~tis­

faotory distribut ion of control might be epproxillated. Thua, 

if t he United States subscribes $1 billion--Mlf in gold--it 

would have 100 plus 500 plus 250 votea, or a total of 850 votes, 

whereas a country contributing $10 million, half in gold, would 

have 100 plua 5 pl us 1 votes, or a total of 106. With such an 

arrang&~~tnt ten small countries could outvote the United States. 

If aey count~ felt the arr&ng&~~tnt agreed upon did not gin it 

an adequ~te share of control, it could increase its contribution. 

.t. country should have the privilege of repl~cing , wholly or 

in part, ih aeouritiea, or currency with gold. The nwaber of 

votes ita representatives can cast would alter accordinglz• 

This provision would aupplf some flexibilit1 in the 

assets ~ country turns over to the Fund, and also provides a 

means wberebf a country could increase ita voti~ power. How 

important the provision might prove to b e 1a uncertain, but 

in th.e beginning at least it would ~ppear deairalil to introduce 

flexibility wherever possible . 
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i l l deciaions, except where specitical1y provided otherwise, 

should be decided by a ai!ple aajoritz of the votes cast. 

To give adequate prot~ction to each country, most of the 

important decisions could be made to require more than a st.ple 

majority of the votes. 

The President of the Bank should be a Ullber of the Board, and 

would han 100 votes. 

Because of the interdependence of the two institutions--

the Fund and the Bank-- close liaison and opportunities to har­

monize policies would be helpful. Both agencies would have 

broad objectives, both would be international in their outlook, 

and both would be motivat ed by the deeire to promote worldwide 

peace, prosperity, and stability. Each would be undertaking 

responaibilitiea that call for analyse• and judgments of econ­

omic situations and trends. The operations of each would affect 

the other, and the decisions of each should be partly baaed on 

the knowledge, plan and jud~nt of the other. There, therefore, 

is much to be gained by close liaison between them. That ie 

why the head of each should be a director of the other. 

To avoid cumulating voting power, however, the Bank ehould 

no t be able to cast votes in excess of the minimum, lrrespective 

ot the extent of ita monetary participation. 
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Part III Ill-/ 

IopPpoM 

'ftlO ol>Jootlno or ... IIG* U'OI 'fo pro.lob oepltal r01' t1w 

oooDCido ...... -..u. or tho VD1to4 IatiOUJ raoU1tato a 

riiP14' Ul4 -th truaa1t10D rr~ a W&l"-ti.M oOOilc.J to a 

poao.-tliiO oo~ 1Jl t1w VD1to4 IatiODOJ nppl7 abort-tera 

oepital ror ttw r1Auo1Dg or tr..s. •ona tho tlD1to4 Iat10DO-­

·~r• ncm oap1tal 1o DOt aYaUolllo at reuODalllo ratoa rr• 

pr1Yato IICIU'HOJ Ul4 b.olp otr~ tho -•t&rT aDd oN41t 

oaouotvoo or talo VD1to4 Ul4 Aoooo1ato4 Iatiou 1>7 ro41otr11>­

ut1q ttw worl4 col4 npplJ. 

~o ol1.a1Jlato ttw 40DCor or world-wi.S. ortoeo that aro 

r1Dono1al 1Jl or1&1Jl, and ro4uoo tho 11ltol1hoo4, 1ntou1t7 

Ul4 dll.rat10A or worl~wi..S. ooOAoaio 4opruo1oDO; raiae ttw 

pro4uot1Y1t,' Ul4 hoDoo tho ot&ll4ar4 or 11Yi.Da or t.be people• 

or tho UD1to4 I&ti.ODO. 

!o pr-to a sroater .S.poeo 11ft ooOiloaio oooperat10D aD4 

oolloboratiOD 080D& tbO UD1to4 Iat10DOJ aako oaoior tho oolu­

t10D or ~ or tho oOOiloaiO and pol1t1oal probl- that will 

oOilhODt thol 0 poaoo ..rorcoo•. 

'ro enb•noo the opport;cmitJ' U1rougbout tho world tor a 

hoaltalJ doYol~t or ~oratio 1Jlot1tut1ono; holp aanro 

a d11tr1'bl&t10D at ra1r pr1ooo ot 1Jiportont ooeroo raw -ter1-

aloJ an4 pr-ta .to!IU1t,' 1n priooo or S.aportont o.....Ut1oo. 

1'1Dall.7, tho a-Ilk WOilld proYi.S. tor tbo t1n&Do1n& AD4 

41otr1Wt10D or roodaturro, olotaliDC and otalar ooactial 

o IU.tioo tal&t w1.11 bo noo4o4 1n lerco 'l'l~Ult1t1oo tor tho 

ro11or or popv.latloca doYaatato4 1>7 war ooa41t1ou. 
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A peru .. l. ot ttle outl.iAed obJeot1ne wlll. renel. that 

the)' oonat1t1lte quite m abU1oue l1et. '!he1 1.nolu4e ea.e 

aigllt)' ~ortmt purpo .. a. l'et, &hen ttle reaouroea &D4 

power• auageated belcnr, and -aced 1.n a ep1r1t appropriate 

to the illportmoe ot the taall:, there 1a eYer,. reaaon to 

expect that aubatmt1el. prosreaa oan be aade toward each ot 

the soala liated. 

'l!le obJeotiY .. ot the BeDit, it will be noted, are aiailar 

1D aoae reapeoh to tboae ot the Plmd, but a oaretul n•'"'­
t10D wlll. reYeel. that 1Jl their aoet U.,ortant aepeota th8)' are 

41ttarect. The P'lm4 ia deeisa-d ohiatl)' to preYant the 41a­

rupt1on ot foreign axchange and to atrensthm aonet&r)' and 

ore41 t e)'et•• and help 1n the r .. toration ot foreign trade, 

whereaa the Bank ia deaignad ohiatl)' to auppl)' the huge Yolu.e 

ot capital to the United lationa &Dd Aaaooiated lationa that 

will be needed tor reo011atruot1on, tor rel1et, and tor eoonoaio 

reooYer.,.. 

'!he and ot the war wi.ll t1n4 ua ocm.tronted with an un­

preoedanted d~ tor capital. 'l'he actual. ph)'aioel. deatruo­

t1on oceed b)' ttle war 1.n Burope, .U1a Ul4 Africa • Ul. be 

etupendoua. Paotoriea and p'l&b11o worlce will han to be rebuilt; 

hundrede ot thoueanda ot ~· and taraa will haYe to be re­

habilitated; p'l&blio ut11itiea, tranaportation •1et ... , which 

han been daatrqred or deteriorated, will ha'fO to be raoon­

atl'll.oted aJ14 ~roYed. 111.111ona ott araera will need to be 

euppl1ed with aeed, tert111aer, 11Y .. tOOic and n- equis-ent. 

llonet&r)' aJ14 b•nJr'"l reaa"ne will be depl.eted. P1nal.l.)', 110et 

ot the 1.nduetr)' 1Ja Burope no• seared to auppl)' war d•anda wi.ll 
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need to be tranetor.e<l t o pz'Oiluoe peaoe-tt.. sooda, .Ul thia 

will require billlona of dollara , It a aubatati&l portiOD 

ot the oapit&l needed for thia tr-doua tau ot reoonatruc­

tion oan be auppl1e4, we oan help prnent aooi&l 41a1ntesra­

t1on and pol1t1clll dieturbanoea 1n the defeated oauntriea, &Dd 

&leo haTe Ill excellent ohanoe of preYenting the deYel~t 

ot a poet-war depreaaion. 

To wpplJ thie oapit&l at ratea ot 1ntareat low enough 

and period of rep~ent long enough to sin the borrowing 

oountrJ reuonable hope ot being able to rep&7 the loan, i a 

the prt.e tuk and Juetlticatlon for a Bank ot the character 

enYiaaged 1n tb.ia report. 

'2 7/ 

It mut be recogJlised that prh•a te oapitlll will not perlora 

th11 tunotion. It baa eurtered too 11&117 loeaee. It hal been 

too aeYerelJ diaoouraged b7 depreciatinS ourrenoiea, exchange 

control• and detaulting goYeraaenta, to juetif7 the hope that 

1nnatora will lend large ewu to a torelgn oount17, u.cept 

pouiblJ at ratea ot 1nter11t 'llb1oh would lUke auoh loana 

extr-el7 d&ngeroua becauae of the burdec thlf would put. upon 

the borrowing oountrJ. OD.l7 a non-profit inltitution with 

enor110ua reaourcea can attord to undertake tbe tau ot .npplJ-

1nS adequate -aunt• ot capitlll on the sisant1c ao&le that 

will be neceu&rJ etter the war. OD.l7 an international goYern­

&ent&l ·orsaniaation oan ll&ke auoh loana under thl kind ot oon­

d 1t1ona Wbioh would help promote and auetain proaperitJ rather 

than lOW the aeeda for hture trouble • 

Onoe the ooabinld oper atlona of the PuD4 and the Bank nne 

to reatore oontideoce 1n the oontlDUed at&bilitJ ot excb&ngea, 

and treedoa troa reatr1oti ona on withdrawal ot protita, prhate 
r----
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oapital will probabl7 now ill large •ol-• to areaa badl7 ill 

need ot oapital.. At the begsnnsna theee toreip ill'l' .. taeDte 

will take aore ~117 the tor. ot br&DGb plmte, complete 

ownereb.ip ot aiD .. , taotori" Uld plmtatione. With the 

reatoration ot oont1deDoe thq will take on aor• &l1d aore tb.e 

tor. ot loan• to ao•eruaente, to aunioipalitiee &Dd t1Dal.17 

to toreigD oorporatione. It 1• to trM tb.e tr-D4oua aoc~a­

tiona.--paat and tuture--ot printa oapital to ... It profitable 

emplo,..ent ill countr1" that eadl7 lack capital that -ell. ot 

tb.e acthit7 ot the Bank ehould be direoted. To do ao tb.e 

Bank muet pioneer with loan• pri•ate oap1tal ia aa 7et juetl7 

too war7 to undertake, 'llhile at the aeae time botb. Pund and 

Bank "'It to de'l'elop tho" oondi t1on1 ill wbioh trade and pro­

duo the O~~Pital ao••enta oan be axpeoted to proaper. 
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To hel.p Oari'J out thoao obJooUna, tho Balik aha.U. han 

tho power tot 

2.13 

!!&ke ahort-tol'll ad Jrrg-HI'Il loma to my part1o1pattng gonn­

aeot and to ey po11t1oal nll41rta1on or bua!Maa 011torpl'!n 

thoro1D, prort41y tbt aorrtotng or tho lom 1a t'ullz guarmto!!l 

by tho nat10Dal goYora.at, 

To a aauro tho aoat ortoot1Yo uao or tho Bank'• reaourooa 

it would probabl7 be deairable to pora1t the axtODaion ot long­

term t1nano1al aid to OD7 goYo~t onl7 attar oorta1D ollll­

cU tiona are JU4e, 1!boao Cllllcll tiona lligbt be u tollowa: 

(a) Pirat, it would han to be roaaonably oorta1D that 1'1mda 

oazmot be borrowed by the goY-ent 1D !l!leatioo tree 

pri'l'ato 1D't'eatora except at high ratoa ot 1ntareat, 

Tho Bank ahould oarotullJ aYoid c ompoting with print• 

1D't'eatora when priYato 1D•eatora are willing to 1nYoat 

or lmd at roaaonabl7 low ratoa ot 1Dter .. t. It • ill 

doubtloaa bo poaaible tor a nuabor ot tho goYeruaenta to 

borrow troa toroign 1DYeatora at low ratoa ot 1ntoroat, 

but tor IIIADJ ot tho countr1u ouch borrowing will be 

illpoaai'blo until contidenee 1a reeetablhhed 1D the atab1lit7 

ot the currencJ and 1n the aooial and eoonoaio atab1lit7 

ot tbe borrowing c~triea, 

(b ) ~ond oon41Uon llig!>t well be that the loana can be 

ll&de only attar a caratul atuctr and written report haa 

boon -do by a ccepetODt coaa1ttee on the aerita or tho 

proJect and tho loan. Thia o01l41 tiOil would prennt 

haatilJ conooiYed action and aloe proYido a record tor 

the 'baaie ot anJ aotillll tU:on 'bJ the Bank. I t ia a 
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prooedura 'llbJ.oh woa.ld 'be followed 1D 110at caaaa 'b7 the 

BaDk &~Qhow, but 'becnaa ot the DOD-pl'ot1t natal'• ot 

the 01'Smiaat10D ad tha tact that it 1a a Coopel'at1Ye 

UD4artak1Ds, aueh atu4J.aa &D4 rapOl'ta 1.1'& eapaciall7 

s...portut. 

(o) A third OOD41t10D !J.ght 'be that tlD&DOial aid ahoul.d 'be 

torthc0"1 DS ODlz 'Ibm Ula o~ttee•a report detiDJ.talz 

indicate& that tha lou would ••n• directly or 1D411'aotlz 

to pel'IUDantlz ralae the atu4&1'4 ot ll•'ns ot the 'bor-

row l!!f! c01mtq. 'l'h1a pro•idcm would a e .. to 'be 4aa1ra'bla 

1D Ol'der to a•o1d loma that would t1Danoe ....-mta 01' 

loua that would pera1t carelau 'budset&rJ pract1oea, or 

loua to -et a deficit created b7 unwtae t1acal policz. 

Unleu a lou ia productive in a broad md dgn1.t'ioant 

aenae, it would seem better that the borrowing oountrz 

ahoul.d not be able to .alee the loan. Por it to do ao 

would 1D auob oaaa onl'7 1Dcreue 1ta 41.tt1oult1ea later 

on, ud aleo det'eat the purpoua tor which the Balik would 

ha•• been aata'bliahed. 

AD exception to the abo•• could, ot courae, be -ergancz 

ral1at loana. :r-ed1atel'l attar the war there unq> eaticma'bl7 

'ID uld be need tor pro•iaion ot toed G d cJ.othing md eer't'ioaa 

Which are datiDJ.t&l'l ot relief character. Such tinmoial 

aid would be •itall'l nec .. aar'l 1D 111.117 oountriea to pre•ent 

aocial deterioration and political 41aruption ae well aa 

on purelT b--.n.itarilll ground&. llhere au.oh t1Dancial aeaiatmou 

ia si•m 1D Ula tora ot a loan and hence financed b7 tba Bank 

it would ae .. Juat that the rata or 1Dtereat charged abould 
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•!U'l 1a 

!!!11'1)0& .. ~ npapet ot • t14 1o•• UBleae - II'IUIIa 

reqoaa-t 1a 1111!oaec1 tbe rdu of taw belllt wUl be 

·~too tl'~U7 tor p'IU'po .. • ot ba111D& out detaultec1 

bondholder a • I OJ' would a r etulld1q loD ae• to tall 1n 

tbe cataa01'7 ot pro<!uct1•n lo••· What the BUlk ia 

1n.tar .. tad 1D 1a 1D e.xpUI41q pro4uo t1on, not 1n ueurilll& 

put innatOJ'e ot the .. ou1'1t7 of their innetaan.ta. 

Ion.athele .. , there will be eaaea 1n which a Hfuii41D& 

loan at a low rata of inter .. t lli.sbt be ot con.aideraltle 

help 1n relUYiD& preuve on. tbe c OQ.Dtl'7'• bud&et. o­

aideration. lliaht be &inn to tbe po .. 1b111t,. ot petWittiD& 

loan.e tor that purpoee under auoh olr ouaatmoea prOY1dilll& 

tour-t1tthe Yota of the board ot dlrectora 1e obtained. 

BoweYer, once thia pou1b111 t,. ex lata 1 t would open the 

door t or alu1c1D& awa7 a lara• put ot the Bank '• au eta 

1n loan• 'lbioh would oontl'i'bute Onl7 ra.:>tel7 1.t at all 

to the obJeotiYae of the Bank . 

P1Dall7, loan.e mould be aa4e on.lz at low rate a ot 

interut with the aohedule ot rep!J!Mnh Yaz:x!ns with the 

project. !be con.41tion.e of the loan oqbt neYv to be 

auoh aa to ilopo .. a b111'4en on tbe bonowina a oYeJ'liiPnt 

e1 tber on i te 'bu4&et OJ' on. ita balance or papen.ta a1 tua­

tion., 'lbioh create• e conomic d1rrioultiea t or that ooun.t1'7• 

Tba lower the rate or intereet the l eaa ditt1cult7 will 

the 0 oun.tJ'7 baYe in repa71n.& the loan and the le .. riek 

will there be in aaklD& euoh loan•. Low intnea t rat .. 

will baYe tba etteot ot eno011l'a&1D& coun.triee to bonow 

t or produotiYe purpo••• .n.d aake it poaa1ble at the .... 
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U•• tor th8• o•v a oaarae ot 7eera to ball.d 11p their 

crec11t md thu --... pr1uta lJIY .. t.eot. 'ft1e poeateat 

( contrlbutloa that thla Balik owld llake toward world 

recon'r7 1a that 1t could &o a lCIDI wa7 towerd a~then­

in8 .-onetar7 •7•ta.a ot certa1D countr1 .. aJI4 increue the 
' 

product1Y1t7 ot tboee coUDtr1ea, and t:bereb7 att.Rlate the 

tlow ot c~1tal rroa pr1Yate aourc .. to thoae countr1••· 

AD .Aaer1can corporation, tor exa~~ple, will -cb 110ra 

ree4117 UDdertake to t1Dance tbe coDatructioD aD4 opera• 

tiOD ot a plmt in a tore1p count'r7 1t 1t teela that there 

are DO undue ~· 011 the balance ot p~t• 1.-poaed on 

the oount'r7 aJI4 1t, t'llrther, 1t •••• concrete eYidence ot 

increuing pmdnctiY1t7 ot that coUDtrJ arhin8 tr- tunca 

borrowed at low ratee ot intereat and tor long teraa. 

The ga1D that the trnited •ationa would hope to obtain 

trom the exteneioD ot long-tel'll ore41ta obYiouel7 do .. not 

r .. t in the inter .. t pa~cta that will be receiYed. 'l'ha 

gain 1a ot a -ob .-ore 1.-portant character. It ie the 

increaeed product1Y1t7, the baiglltened atancard ot HYing 

aJI4 1.-prond well-bein8 ot the tlll1tad •aUona that would 

be ratlected in inoreued traca and bigber leYel ot 

buaineu act1•it7 •••J7Wbare. 'l'ba .. d .. ired goal• can 

be attained .-ore eae1l7 it the intar .. t rat .. charged OD 

lome are kept lower md 1t t'llrther the hl'lla ot pqaent 

are JU4e auob aa do not bear too be&'1'117 OD the borrowin8 

oount'r7, It would be a gra•• error 1t the loana to the 

a-.ber national• were to be ••aluated according to ooaaer­

o1al pr1•ate banldng prino1pl... There are a .-ber ot 

reaaona m7 the •r• all111t7 to pq the biglleat intareat 
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rat. dooo aot nlf'l"t tlae Mat 11l"-U~ uo tv 

oapltal 1lll4el' OCIII41t1- wlllell wlU pNftU dllr1llc tale 

poot-war d .. ..s.. '!bat 4oeo aot, ot __. .. , •- taaat 

loao ou bo ...S. irzooopeetl't'O ot a ouoohl naluUGD 

Z77 , 

ot taloir pro41aot1rt'-7• OD tale OOD'tr&I'J', 1t 1o bopo4 that 

louo will bo booo4 on aoro oorotul oh41oo ot ~lr "1'!' 

ut111"7 thaD baa ••or boon true with aoot pr1Yoto 1moot­

aonta ...S. to toro1gD •-tr1••. Bv.t 1t dooo •a that 

tho otu41oo ot the aer1to ot on 11l't'Oat.at 1a tolt111& proper 

oogD1aonoo ot tho ooonao1o, ooo1&l on4 pol~t1o&l r.att1oo­

t1ono 11lYolYo4 1ll tho port1oulor o1rnaatonooa ot uq 

g1Yon lOODo 

'lhonnor uoo1blo tho 1laDII: ohGQ].d poratoo .louo ao4o tJ pr1Yoto 

1DYoatoro, 11lotood ot aok'"S tale louo 41rootl7, proY14e4: 

(a) 'l'ba rote of 1Dtoroat 1a not 1ll oxooaa of (aq) 4. peroont1 

(b) lot aoro than 8o peroont ot tho pr1Do1pal and 50 poroont 

of tho 1Dtoroat 1o guoratoodJ 

(o) Tho loon 1o not tor 12M purpooo ot ropa,.ont ot a old 

loa. 

In order to ot~oto the tlow ot pr1Yato capital cd &lao 

to aoko tho s.nk'a oop1t&l go •• tor u poaa1bl0, 1t -.ld bo 

doa1roblo 11b01"0Y01' poaa1blo tor tho BaDk to utU1ao the -ti>Od 

ot guoratootng loao aado b7 pr1Yoto 1Dnatora tnotood ot 

1110k1Dg tho loao 41rootl7o Tbia 4ooo not aoa that tho BaDk 

would tlko tho pootor portion ot tale r1ak but 1D return tor 

that 1t oould lUke oorto11l that tho 1om would be aodo under 

oon41t101lo and torao 11b1ob rooo1Yo4 1ta approYal. It would 

••- that noh torao ohould tnoludo a low rote ot 1Dteroot 

praba!ll7 aot to oxooo4 3 or 4 poroont. Ao otatod allo't'O, tho 

lower tho rote ot tnter .. t tllo lo .. 11kol'f will thoro be a 

default. Tho difterenee, t or exampl e, between a 3 percent roto 
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ot 1Dtereat Oil a 25-J'•ar ~ aD4 a 5 peroat rata or 1Dtereat 

on a 15-Jear loa 1a large . A •-tl'J' 'bonow1JI&, aq, t50 ail­

lion tOl' a 15-7aar pal'io4 at 6 pvoaat 1Dtaraat ntll atl'a1sbt 

line &a0l'tiaat10D would haYa to ra1aa t a1ll1oa a J•ar tor 
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ita bu4&at &114 bUI'den ita 'balmoa ot PQUDta witll that uount 

oOIIlpt.l'ed w1 til t a11110D a J'&ar OD 1 ta bqet ao4 'balmoa ot 

pa,aente 1r tile 1om ware at ' peroant and tOl' a 25- Jear par1o4. 

Anotller reaaOD tor a low rata ot 1Dtereat 1a not to enoOIU'age 

pri"fate oapital troa be1Dg reokleu 1D tile k1Dd ot loe.-u it 

'll ahea to UJI4uotue •. W1tb tbe rate ot 1nteraat high md ntll 

the gon~ant llbar1Dg a large part ot tbe r1ak, tbere ..,. be 

a tendeDOJ' tor loana to ba aada tor purpoaea md under o1roua­

atancea wbioh 1D tba long run would ha•• unaatiatactol'J con••-

quencea. 

For .-uch tbe eaaa raaeone 1 t would •••• deairable tor the 

Bank not to guarmtee all tbe loan or aer"fice charge• but to 

Hait ita guarantee to a wn1- aa,. 8o percent ot tile pr1Dc1pal 

and 50 percent ot the 1Dtereat. 'l'bare ehould, ot ccurae, be 

tl.U'bU1tJ 1D tllia arrang-t w1tb broad autllor1tJ latt to 

tbe Bade to a4juat tbe teraa acc<!rdtna to wbC 1 t regarded to 

obtai.D tbe b .. t reaulta. 

'l'he proY1eiOD that tbe loan ahould not be tor the purpoae 

ot repqaant ot an old loan 1a baaed on coaa1derat1one aiailar 

ID thoae 41acuued a tew pag .. 'back. 

llo e.xtaneion ot credit mould ba a.xtellded bz the Bank to anz 

countrz, tbe •at1onal goYernaant ot which 1a 1D wbole or partial 

detault ot a toreip loan, unleu: 

( a ) 'l'ba daralted loan waa aa4e between .Uliea 1D a c011111011 

war. or 
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(b ) The detmlted gon~t hu apoeed to MZift .. l"Yice ot 

the detaultecl debt on a buia woftecl out bJ a 1pecial 

cOIDittH appointed b7 the BUlk tor that purpoae, or 

(c) lfi.neq J)41rcent ot the lUIIber •otee appron the lom. 

It go•erua~ta in default were aade eligible tor loan., 

again t he dmger would e.x1at that the tunde ot the Bank llight 

be uaed t or the benati t ot old bondboldere and creditors rather 

than tor the purpoae ot i .ncreuing the atandard ot l1•1ng or 

produc ti•it7 or tra4e ot the borrowing nati on. On the other 

hand, there are -7 oountr1ea 1n detaul,t md a maber ot thea 

11&7 be the •ArJ one• in need ot financial aid. It would ae•, 

theretora, that the7 ehould not be excluded troa the poaaib1li t7 

ot borrowing provided certain condit i one are present. Por 

ex8111ple , the loan in detault aa7 ha.,. been ade bJ the .Ul1ea 

1n a o01111110n war. Tbia would appl7, tor example, to the Britiah, 

French debta to the united Statea . It would a eea that auch 

loana becauae ot their character and large aagn1tude ahould be 

excludecl trc. the lia1tation. 

& aecond condition, and one that hu great po .. ibllitiea 

tor good and ac.e po .. ibllitiea tor e•U, 1a that a loan adght 

be perllitted to a go•ernaent in detaul t pro'fided that go•ernaent 

haa agreed to renew the ael"Yioa ot the defaulted debt on a baa1a 

worked out bJ a special o 01D1tt ee appointed bJ the Bank tor that 

purpoae. & aplend1d job could be done 1n taoil1tat1ng debt ad­

juataenta . The ca.atttee could approach the problea with a 

2.78 

great deal acre ob jectivitJ than could be true ot a bondholder• ' 

ca-!ttee repr .. ent1ng the creditor• and working with a c~ttH 

repr .. enting the debtor a. It could in ita reoOJaendati011a take 
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a broa4er po!Jlt ot Yin mMl - t:bat 1118bt well lean bottl Ulo 

debtor &114 ore41tor D&t1GD boUor ott ~ would bo t:ba cuo 1t 

a debt a4juat.ollt woro to bo ata!Jlo4 olttlor aa a r .. ult ot 

pol1 tical proaouro ot ono k1A4 or anottluo, or booauao ot an 

induoount ottoroc!. to tho dotaul tina gonrmaent 1n ttle ahapo 

ot a new lou to bo .ado tn· ettoot cml.J it ttlo bonc!.holdora g1•o 

their apprO't'al to the torao ot adjuat.ont, 

Wittl a o~ttoo ot ttle B&Dk ll&klll6 the reo~endatiana tt1o 

l oan could bo forttlooaiDg 1t the dotault1Dg gonl'DIIeDt ooooptoc!. 

the coiDlttoo•a reo-D4&t1on ot tell'IU of a4juat.onta 11'1'e­

apeot1•• ot whether the banc!.holdora did or d14 not. Aa 1t 1a 

now the bonc!.holdora aro 1D a poa1t1on frequentlJ to preYent the 

go•ernaent troa extending &nJ credita on the grounda that theJ 

are not eot1afioc!. w1 th the tel'lla of odjuataen t offered b7 the 

detaultiDS go•ornaent, 

In acao ooaea it lligbt be extremolJ dlffioult to work out 

on odjuataont with the defaulting gonrnaent and 1t al.gbt be 

dea1roblo 1n auob oaaea to atill pel'llit a loon to be aade, pro­

•1de4 alaoat al l ot the 11e.ber •otea IIPPro•e the loan. It al.S):It, 

therefore, be feaaible to peral.t l oona t o tho defaulting go•ern­

men ta proYided 90 percent ot the ae.ber Yotea IIPPl'On tile loan. 

Loana made tor the purpoae of pro•1d1ng 11etalllo reaer••• or 

othei'Wiae atl'o!!lttbanlng IIODet!.l'I ayat-• ot the borrow'"! oountg 

abould bo&l' lower ratoa of intereat and longer terma ot repgaant 

than loana modo tor other purpoaea • 

Thoro will doubtleea be opportun1t1oa to ll&ko loans for the 

purpo .. ot pro•i41DS -tallio roaonoe or otberwtao etrengttlon­

ing ttlo IIODet&l'J •r•toaa ot tho borrowina oountl'J. Tbeao loana 

could ha•o a ••1'7 aalut&l'J affect bottl booauao tt107 would help 
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prCliDOt& -•t&rJ atabU1t7 ud wOIIld ftoourqa tile now ~ 

prUata oap1tal. Leana ~ that oharaotar ahou.ld, 1t ...... be&J' 

a ~peo1.J.l7 low rate ot 1ntv .. t tor tbl"ee raaaona. ID tbe 

t1rat plaoa, woh loua do not 71&ld prot1ta to tile borrowiDS 

oount1"7 ot a ob&raotar 11b1oh &J'& ea.S.l7 .. aaurable. 'l'ha oh&J'ge 

on the budget ot the &&rY1o1ng ot tile loan 1a a burden that 

can be juat1t1ed OD17 on general around&. 'l'ha enoouras••nt 

to llaka loana tor auoh purpoaaa would be greater ware the 

1Dtereat rate 'fer7 low. Seoondl7, 1t would help defeat the 

purpoaa ot tile loan 1t b.1gb 1Dtareet rataa were ohargad, 1naa-

11Ncb aa tile burdft oauaed b7 tile loan would 1n tilat caaa tend 

to Yit1ate ratbtr thu to atrengtilen tile banetita the loan 

might otherw1ee ban. l"inall7, it aight be aaid tilat 1D 1Wl7 

C&l&l tha riak iD'fOl'fed 1n lending aatallic re&&l"'f&8 tor a 

monat&rJ •7•t• under proper circuaetanoee are leu than other 

t)1)&& ot loan e. l"or tbaaa reaeona 1 t would ••• that an 

1Dteraat rate a'fen aa low aa l peroant an loan• ot aetallio 

reaenea tor atrensthening tbe O<Nntr71& IIOn&t&rJ &T&t- aight 

be 1n ordar. 

•ot·• Iaav'ns Power. 

To 1noraaae ita reaourcel , the Bank ia g1'f&D tile autilorit7 

to 1eaue 1 te o- non-1nteraat be&J'ing ourranc7 note e . 'l'b.e nota• 

might be made rede ... ble on d-d 1D gold. 'l'ha aecur1 t7 tor 

theaa notea abould be the obligation• ot the participating 

govarnmanta or thole ot an 1DtergoYernmental corporation ade­

quatal7 aeoured, equal to 100 percent ot the note iaauea, pro­

vided tiler& ia aaintained 1n the Bank a gold reaerYa ot 50 per­

cant ot tbe note 1eaue. 'l'b.e prortlion that the obligat1one ot 

an7 participating gonmaent &hall not conatitv.te 'be.ck1ng tor 

aora than 10 percent ot the note 1eaua, 11 included to gi'fe added 

atrangth to the note 1aaua. 
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'DlroQ&b 1ta pwer ~ DOte 1 .. ue, tale BaDK can nbatatiallJ 

1ncreaae ita oaah reaourcea , !bare OOQld hardlJ be .a4h qDea­

tion aa to the a ... ndneca or the DOtaa 1D YieW or the aeGU1'1 t7 

reqllirad bah1D4 each nota," 'ftle not .. would be aeoured bJ 

100 percent obl13at1on ~ the borronna oount17, plue 50 

percent gold reaerYea, plua all other aneta ~ the BaDK, 

includina obligationa ~ all part1o1pat1118 Oo•ernaenta, The 

not .. ahould be u good u gold and abould .. rn u a np­

pleaent&r7 .. ma ~ international pa,.enta, 

~e reuon tor auggeatina that' the 8aDK ahould be g1Y., 

the autbor1t7 ror the creation ~ a Dew ourranc7 unit 11ea 

ch1efi7 1D the raot tllat auoh author1t7 would han, .. 1D-

41oated abo••, the erreot ~ aubatantiall7 inoreaa1118 tha 

loanable tund• at the Bank'• dhpoaal, 

J. ••w International CUrr.,OJ 

We trequentl7 haar expreuad a 4ea1re or hope tor a 

new international curreno7, but the apeoitio nature or the 

new ourrmo7 1a ~~eYer deaoribed, nor are the g&ina that are 

pre-d to reault troa oruoh a ourreno7 eYer atated 1D 

aeUlJ..n81Ul langUage. ~.,. are either t&keD tor grmtad or 

referred to onl7 in the yagueat ot general1t1ea. So auch 

lliaun4eratm411lg ~ the natur e and ut1lit7 ~ a new inter­

national ourreno7 ae•• to pre•a1l that it i• probabl7 

worth att•ptina to ind1oate the l1111ta ot uaetulneu poa­

•••••d b7 auoh a ourrmo7. The d1a1ntereated reader oan 

oa1 t the next raw pag••• 

'ftlere are aoM pereona who ae- to think that all 

foreign exahana• probl ... would be aolnd 1r onl7 all oo~ 

tr1ea adopted the •-• international unit tor ua• 1D _...,......., 
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1ntemat1oaal. trenaact1cma. A little thouaht will d-atrate 

how abaurd that belief U. !be tact that C&D&d& adopted a 

"dollar" ~~nit oont&inillg 100 c&nta end haYing the •- !! 1!!:!. 

gold content u the Un1te4 Statu dollar, did not prennt 

the adoption ot torei$' exchange control& 1n Canada nor did 

it keep the thl1te4 Statea dollar-Oca41an dollar exobange 

rate troa 110'f1ng, 1117 110re than did Auatral.ia, South Africa 

and Wn Zeal.end, b7 lldopt1ns the a.- un1 t aa Bnglend, 

prn·ent the <relu. at the currenciea ot tboae countriea h'oa 

changillg 1n relat10D to the Britiah a aterling. 'lbere are 

inn-er&ble inetancea ot 41tterent currenc;v unite lteepillg 

the aue <ralue, 1n tel'lU ot each ether, tor llllll7 7eara; m4 

other inatancu ot ailllilar currenc7 unite beg1nn1.ns with 

identical <ral.uea end onl7 to have thou <raluee change greatl7. 

Tbue, the pound aterlillg honred around t4.86 tor twent7 

7eara (189}-1914), and tbe Swi .. franc waa about 20 cents tor 

tort7 7eara; 11bereaa, tbe exchange ratu between the Br1t1m 

a md AUa tralien a and wew Zealand a and the Bg7pt1en a 

ba<re JOOYed greatl7 notw1thatanA1ng the tact that to begin 

w1 th the)' all were the eaae ~~nit, net onl7 1n deaignation-­

po\lnd eterlillg- -but 1n the ·~nae that their <ralue waa 1 to 1. 

Tbe y &lue ot &n7 currenc7 1n tel'lle ot an7 ether countr7 

ia a oonaequence ot a caaplex ot mo1111tar,. and econoaic torcea, 

chmgea in thea• tore•• 1ntluence the <ralue ot one currmc7 

1n te~Sa t:4 othera. 'ftll adoption of a new 1ntemat1Cilal. 

currenc
7 

would not .odif7 tboae torcea one mit • U all 

ot tba weatenl Be.iapbere were to adopt the •dollar• a• 

their own unit ot currenc7, it would not be long before it 
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would be neoanaJ'7 to 41at1Jiguiah b-oa the "U. s. cSouu• • 

the .. uiom cSoUU'• • the •colc.bhn dollar• • a to., baoauea 

the axohana• rataa batwac thoaa ourreno1ea had IIO't'ed away 

troa the l to l ratio. lD taot, •••n now there are a nu.bar 

ot •dollara• 1D uea 1D the foreign exchange ayeteaa ot the 

jiDerioan Republica. 'l'be adoption c1 the ••e unit ot our­

renoy no aora el1a1Datea foreign exohanae problema than 

would the general adoption ot S.peranto aolYe 1Dternational 

political proble .. or no .iore than doee the uee ot a co­

language, e.g. Spanish, el1a1Date international political 

probl•• between all. Span1ah-epeak1ng nat1one. 

284 

Occal1onally, one hears expreued the Yiew that 1t only 

there could be created some unit ot currency that could be 

univereally u.aed in trade-- •a trade dollar• or •export dollar• • 

or anr unit with a new naae--conaiderable advantages in trade 

and other 1Dternat1onal transactions would result. untor­

tunately, thil '1'1- 11 tallaoioue. 'l'be obstacles to trade 

do not lie in the tact that different countriea uae d1tterent 

unite ot ourrenoy. !Daotar a• currency baa anrth1D8 to do 

with obatruot1ng trade, it ia the acarcity ot foreign exohmga 

and the Yariat1ona 1D exohana• rate• -.bl.oh are reapondbla. 

Walther ot the .. two obstacle• to trade will be d1aa1pated 

by tha adoption ot a new international unit ot currency. 

Thera are, it 11 true • pouiblli t1ea ot developing -chinery 

11h1oh will uka toreign exchanae aore plent1tul to countr1ea 

that lack &daquate foreign exohanga, and there 1a &lao 

uohinery mioh aay be developed to reduce the nuctuation 

1D eJtohaD6• ratee. !be propoeal bare -d• tor the Fund aDd 

the Bank 1a deaigned to help a oh1en thoee Yery object1••• 

uong otbera. •either propoeal involYea, ar needs, .or 1a 

dependent upon the adoption ot an 1Dtemat1onal unit ot currency. 

Regraded Unclassified



We alrea4y ba't'e m intemational •cUua <4 exchange, 

n-ely, gold. AD oanoe <4 gold ·999 tine 1a the •- in 

United Stat .. u it 1a in Cbina or South .t.trica or Ioelmd. 

J.111 aporter or illporter or bmklar or innator om liquidate 

a aonet&1'7 debt with gold jut u euily u woul.4 be poaa1-

ble with a new intel'nati onal UDit. Suab dU'ticultiee u 

ex1et in tile u.e <4 sold ae a aecUua d international ex­

change l1e in cUtt1cultiee illlpoaed by war conditione. In 

peace tillle nothiDg oould be eiapler than to eend or recei't'e 

gold, 01' eend or reeei't'e dollar or other exchange con•ert1-

ble into gold. 

80111e mo el8a01' tor a new intern& tional currency to 

replace sold would concede tbia, but cla.ia gold 1a too expen­

ai't'e to be u.ed. Thie 1a quite another matter . It ""'7 be 

poaeible to develop a aatiatactory international mediua ot 

exchange th& t co eta leu to produCe than more gold, but 

cert&1nl7 not a1gn1t1cantly leu than gold alrea~ in mone­

tary atock. It 1e illlportant to raember in thinking about 

thie .aubject tll&t tile IIIOD8t&l'7 gold stock or the country 

baa alread;r been paid tor . It 1a 't'e%7 inezpenaive to uae the 

gold alrea4z in .-onetarz atooka. B't'to tba coat ot allippin& 

troa one coUDtry to mother can be avoided throu8> denlop­

mant ot e~ina· Tile only apenae ot ua1ng gold alre~ 

mined 1a the aaall nlue tna t gold would have tor indue trial 

uaea 1t it had no monet&l'7 't'alu&. 

'l'lw a1tuat1on 1a quite ditterent with reapect to turtller 

add1t1ona to tile gold etock and more c0111plex. Obvioualy 

there te a real coat aa well aa a aonet&1'7 coat in'I'Ol'l'ed in 

w1n1ng aDd ret1.n1ng gold. Ineotar u the sold would not be 

produced had it only o~od.lty value, and inaotar aa tile 
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labor IDd •t.r1al u.ed 1n &old aSnSng would be ueed tor 

aoM other purpoee, 1t 1a true that a441t1ooa to our 1100a­

tary gold • took 1a npeaa1Ye, ~ aolut1on to that, howeYer, 

1a a1aple--naael7, juat l1111t the a441 t1on ot nawl7-a1Dad 

gold to the world 1 a liODII, tary a took, Thia ia not the plaoe 

to diaouaa the 118thodJ auttioe to aa7 it 1a antir&l'f teaa1-

ble ahould it ner be deeaed deairabla, There are aoae 

aduntagea and 41aadnntagea to tbe propoaal, but it 1a 

ent1rel7 poea1ble that the tiae a&'f eoaa men the adYan­

tagea aq outweigh the 41aa4Yantagea, Ill an;r oue, the 

utllit.,. ot a441t1ona to the world'• -etary atock 1e a 

aeparate queation trc:.a that of uae t1 ex1at11115 atooka, 

There ia no adYIDtage 1n auba t i tuting a new ae41ua ot 

1ntemat1onal exchange tor ex1at1ng gold--ooYen 1t 1t oould 

be d ena- -and I aa confident it oould not be done, But it 

III&'J be wartbwbile &1Ying the Bank note-iuuing powera--

baaed on ao- gold reaerYe--aolel'J 1D order to aak• the 

world'• -t&r'f gold atook do aore work, and at tbe •­

t1.M help oorreot the aal.adjuataenta 1n ita 41atr1bution. 

To be aura, the Uillted state a alread'J do .. jua t that 

when tor one r eaaon ar another, b'f one .. thod or another it 

1noreaaea ita auppl'f ot currmo:r and d•and depoaita, The 

oul7 41tteranoe between tGa t the United Stat .. (and rlrtuall7 

enr.,. other oountr'J) alre&d'f doea, and what it 1a propoaed 

the Bank aball do ie that 1n the United Sta t ea note iaauea 

are regulated b'f the law ot the oount r.,., wh ereaa the pro­

poaad note ieauea ot the Bank will be regulated b'f the b'f­

lawa ot the Bank aa drawn up b7 the aeaber Ocrnrs.ent a, 
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~e beliet preYioualy reterred to aa beiAg held 1n 

aomt ~artera that a oo- ait ot ourrccy wlll eolYe 

the world'• tore1SD axaha~~ge problaa, aDd belp p~te 

foreign trade 1D goode and aanic .. , aDd tha 1Dtel'D&ti~ 

flow ot capital do .. not ooncern it .. lt with aithar tbe 

acarcit7 ot gold, Cll' ita aal41atribution, It ee ... to 

take the toN ot ac.eth1Dg -ah le .. 1Dtell1gible, It 

a.ssu.me• that sooner or later a M w 1Dtemationel unit will 

be adopted by a&Qy countries ae a aubatitute tor their own 

currency. 

'lbe belief that countriea will replace their own cur­

rency 1D tavor ot a currency to be u.ed by all, or by a 

group ot nations, 1e baaed on a tund .. ental llliaunderatand-

1ng ot the tactora which detel'III1De the value ot any currency. 

So long u meet countries inaiat on ehaping their own IIOne­

tary pcliciea ao long will it be t.poaaible to replace local 

currenciea with a new international currency. The adoption 

ot a oo.aon curr111cy by aeYeral countriea 1a pcaaible only 

1t they each aurrmder separate acvereignt7 in monetary and 

cre41 t pol1ciea 1n t&Yor ot ac•are1gnt7 exerched by oae 

o'f8r all oC th .. , or by an international orgahation. POl' 

ex .. ple, it waa iapoaaible tor the atatea 1n the ._.rioan 

colonie& to b&Ye a ca.aon currency with a oo- •elue until 

the untted Statea waa torud and the Federal GOYer-nt giY&D 

sole authQl'ity OYer curr.,cy. :l'l'en then acorea ot ditterct 

bank not .. ex1ated, m&IQ" ot th .. with changing Ya uea, be­

cau.e the State rather than the Federal GOYernMnt exerciaed 

eoyereignt7 1n -ttere ot benlc note tene, It waa only 

until the Federal OoYernMnt becaae nprae 1D the -tter ot 

ell note 1a euea tb& t the United Statea was able to keep all 

ita bank notes at par. 
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But, it ~~q bo ukecl, wCIIll4 DOt tbo u .. r4 a uw 1Atar­

nat10D&l unit u a wppl~ to 100&1 01D'~OJ taoUU:ato 

1nternat1cmal tra4& all4 t1Aanoot 'ftiO anower 1o m ~mqaal1-

t1ed ••o•. 

A •trade dollar• or -»caoa• or "'Y1o tor• or "111lat-llaYo-

10u• unit ot eUJ'reDo7 euppleaentlng tne United state• 

dollar, whethor ot tho •- or d1tteront Yalue, would no 

aore help toro1sn trade than would the adopt1oa ot e new 

tlag. 'ftlo onl7 d1tteronoe 1n trade between Mauecbuoetta 

and Tuaa &D4 trade botwe• K&aeaobuaetta &D4 MOJtico--aaida 

troa toritto--ia that 1n tho tirat cau both bu7er and 

seller deal 1n dollare onl7, whoroaa 1n trade between 

Mexico and tl'n1.te4 Stat .. two eUl'renc1 .. are inYolved-- the 

Mexican peeo an4 1JD1 t.-4 Stat .. dollar. !he auppl7 cl e1 thor 

curr111c7 to either countrj would bo no d1tt'erent than 1t 

oould be without 1t, tberet'ora, tbo •tter ot au,ppl7 and 

deaand tor ourr111c7 can bo ianored 1A tbia dlecuu1on. Jn 

importer, o:xpartor, bUlk, ar a tcurle t baa e1Jipl7 to JU.ke 

con•erdone tr• ..,. currcc7 !Ate another 1A b1a tranaao­

t1ona, .. r• 1t poeaiblo to el1m1nata b7 uae ot an inter­

national ourr&D07 unit tho aritbMt1oal labor• 1AYol.Ye4 

1n tho oonYore1cmo, it wOQl.d 1114o.od bo • oommhnt de't'ioe, 

thQU8h b7 DO .. _. a YOJ'7 1Jiportant one. t1ntortunatal7, 

booroYer, tbo uoo ot a now 1ntornat1011al currono7 unit do•• 

not abYiato tho nooo .. 1 t7 ot oaloula t1JI& oon•ore1on Yaluee 

•1 -• than dooa tho uao r4 Fl.d 1n .. ttl.ln& 1ntornat1cmal 

.. 
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IAt ua, t~ uu.ple, oonaidar tba oaae ot a tOIU'iat, 

.u it 1a now, 'llbaD an .&Mrioan tl'aYela to llexioo he oon­

'f8rta hla dollara lllto llexloan peaoa, 'Ibm he entera 

Colombia ha oollYarta h1a dollar• into Coloomian peaoa, and 

'llban he go .. to BJ'aall he oonurta hia dollara lllto a1lre1a, 

etc, Yat, 1t there alliated a DeW intamatlonal unlt ot 

currency ba would ba no batter ottJ bia purohaa .. and aal .. 

would be oona-ted with no leaa lllconnnience. On the 

contr&rJ, be would have to aake acre oalculatlona and aora 

monatarr adJuataenta 1n hie prioe Judgments. For example, 

upon leaving the trnited Stataa be would have to convert 

hie dollara into the new intematlonal un.it and then when 

be came .to llaxico he ' d have to convert the international 

unit into peaoa Juat aa be would bava bad to do bad be 

carried with him dollars inatead ot an intemational cur-

rency , ainoe aoat pricea in &llJ country are e><preued 1n 

ter111a ot the local currency unlt. only thla tiae, 1t be 

wanted to Judge the value ot an artiole tagged, aay 50 peaos, 

be would have to aake two •ntal convaraiona inatead ot 

one because aaost ot hie lite ba baa been dealing in dollar• 

end centa, not in a new international currency. Then when 

be enters Colc:.bb he would have to again calculate con­

vereiona and again aake the necessary mental adJuataenta 

1n evaluating h1a ~ohaaea, It would be poaaible, ot 

courae, to heY& price taga or price acbec!ulea in ebopa 

end hotela trequentad by tour1ata expreaaed in the inter­

national unit, but auoh a practice would ba a nuiaanoe to 

the aeller and would be only a alight oon•enienc• to the 

buyer. 

Ior doea a buyer ot imported good• puroha .. thoae 

goode in one country rather than in another because ot eaae 
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ot ~ aritbaetical calculation. Wbera tbare 1e m 7 ~ti­

cult7 and the .. llar Meta with ~7 Ml.aa r .. iatanca OD 

thia acora, ba cm e&&1l7 o••r- it b7 quotillg hie price 

in the blQ'er 1 • curreac7 eno 1t a bill 1a to be paid 1n 

seller ' • curreoc7. 

Ia there tben no ad•antage to be obtained trom the 

adoption ot a new international unit ot ourreno7 aaida 

!rom the adYantage ot increaaing the bank ' • lending reaourcaa 

described earlier! 

Yea , there 1a one adY~tage, though ot lllinor t.port&Dce. 

It ia in tbe reallll ot econOIDic research. 1. un1Yeraall7 

recognized international -onetar7 unit ot account would 

be belptul in the presentation ot thoae atatiatical aeri .. 

which are pertinent to intematioftal compariaona and ot 

uae in diacuaaiona involving international comparison• ot 

quantitatiYe data aeaaured in mcne7 tenu . For IIIIUl}' pur­

poses and in man7 -dia it would be convenient to set up 

table a the t inYolYed IJWIIID&tion d mone7 Yaluea in more 

~an one ourrcc7. It would &lao pro•• uaetul in atath­

tical data inYolYing coapariaona ot Yarioua mone7 value• 

oYer long period& ot tt.e. It would lUke eaaier cert&i.n 

aigni!icant compariaona 1n caaaa where Yaluea aet 1n terms 

ot a looal currency which had undergone aubatantial change& 

1D purchaaing power relative to other countries • 

.lltogetber, tbe introduction of a new currency unit 

would not be ot eutt1c1ent importance to warrant 1 ta 

introduction at this time, were t he Bank not to be eetab-

liahed with nota ia.uing power. But 1t it 1a to be eatab-

liabed and giYeD the autborit7 to inue notes, 'tlbat uni t 

&hall it bet 

Regraded Unclassified



It would probabl7 be sreterable to adopt an entir~ 

new unit. !'be adopt1011 ttr a uw 1Dtemati0Dal unit ttr 

cUI'l'ency ot aoooUilt woul4 srobabl7 •eet w1 th little 0 ppoa1-

t1on, ~ereaa m atte.pt to uae 1117 OM or the ex1at1Dg 

currenoiea, aueh aa doll&ra, atarl1ng, ar trano tor that 

purpose, would be oppoae4 on the ground• that 1t woul.4 

aoom to give the ooUDtJ'7 poaaeaaing that curreno7 &OM 

aUgbt advantage eitber in 1Dtemational publici~ or 1n 

tra4e. 'lbere are deemed to be aome na t1onal preatige 

nlu .. and poN1bly alight eooncalo g&lna 1D trade and 

financial tranaactiona that accrue to a country baTing a 

currency that ia widel7 u.aed aa an 1Dtemational unit at 

account . Por that reaaon a new UDit belon&1n6 to no 

count1'7 would be more weloOIIle to moat countriee than the 

unit ot an'J eelected country. 

Obvioua17, a now unit ot cw-ronc7 would bave to be 

det1De4. It would bave to be fixed in terms ot something, 

whether by 1Dtemat1onal agraaunt or b'1 general a.cquies­

cenaa, or unilateral action. To aet the value ot the new 

curranc7 unit 1D t erma ot soma exiat1ng currency has the 

d.iaa4nntage of aubjecting the new unit to the variation& 

ot the currccy to which i t 1a tied and alao ra1aea the 

queat1on ot •tavoriti81D•. A unit ot account does not baTe 

to ba aat 1D tel'llll of gold. It could, ot course, be set 

in tel'llla ot ao- oo-odi tr other than gold- -tiD, pla.tinUIIl 

or any • terial . It could even be set 1n t enu ot an 

average baKet ot goode or an aggregate ot goode. But 

exa1nat1on <:1 the varioua poaa1bil1t1ea will reveal that 

the only practical solution 1a to aot the new currency unit 

1n tenaa of a g iven ph'J&ical volume ot gold. 
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... IUial~MeJtt ~ Mlal.U. l' wtiU 

proii81J' M ..U M Mt•M- ,._ .. , u M1JW .-..t..W 

w ~.62 p '• et·· •• ez a., oau ...u-. ... .. 
uit -- 50 •••• - 10 .,.. .. a ••• , .... , " .... . 
uoUD&• ..& •' Ill'"*' ptoe tv 1014 Sa Uw 111&H4 IRaMa. 

pond!,S,•• ' ' ... 1 ?5!1 W W!+!Mfs 
It 1a bope4 .. , u.. ... Sa .altllla 1- wn14 illpeel . 

DO .-ditl- OD a 1- U M tilt parUnlU' •-12'7 Sa 'llh1ala 

taa• ;roeet4a _, 111 .... ,. to dD eo W'Alcl DOt"' Sa u ·eal'il 

with tile IIIJ .. UYtt et U. laM Ul4 ... pr1M1p1N Wld.ela •r 
ue ue ..... ,t.... .a.~ ..,._t alllll4 '" a111e " 

epecl U. "~~•n•e4 r1lll4t 1a 1D7 ~ tbl pU'Uo1patJ.ac --trt.••· 

~ partlet.;aU.C _trt. .. are all ..-ero ot the llak, all4 

••• '&hue a •-torr epUI4I the ;roooMI ot a lou 111 a ·~ 

-V7 the t,._ tr• t;~sat uptll41tve r..Ut.eo to ot:l!• eo 

' trt.••· '!beNt••• _., reetrt.eu- • the oovoe ot •91"''-
tve ollaalcl "lie ...S. 0Dl7 "III.U'e YIPJ •; .. t.al o1,..,..tiao•• 

··- to Juu.tJ' ..... ,t.... 
OM~ t11o1 001141t~ tllat at.pt "lie at•• oout.uraU• 

18 the pi'OY1a10D t;b&' DO 1- llbaU H aaU ·- the t'all4.o 

are to "' ue4 tor .U1ttr7 piii"PI••• or the aoqlllat.tloa ~ 

lnFZaDW. It WR14 jNbablJ' Ill euler to o"IIWla aar-t 
oa tbe prlut.ple tbD aD oa1'1'71a1 1t "'• :D1tt1oal.U•• ~ 

UIOllUOD arlee "1110-lt ilboaP a ... torr M)' Ut "Ill Uilla 

the •pee1t1e t11114a 11biell 1t u "IICII'I'C111111& tor the .. cd•t.tt.OD 

~ 1'11 ... 1 o__. t1a111t 1lla1ala 10ll14 "~~• 'IIM4 tor toba' pw;o••· 

It w1114 tlleretore "Ill YII'J' cl1tt1oalt w laiO'D ...,. fer tD JII'O­

oee4 w1tll till• 11a1tat1GD· It a poteetlal "llorruuu "" 

ax;ea41nc any port1oa ot 1h 'oQoSaot OD tho puru .. • ot _,, 
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aa4e eoU7 01' pa:rU7 u.o.&, U -'1114 l»o, 1a ottHt, uJal 

tund• til~t 1t not. eo .,_, -u 1»e aH4 tor ua. JIU'PO• tor 

wbiall ~· 1~ la ,..._.17 ...-ote4. !lae l._toal relllllt 

ot a atrlot -.uu. ot aub a Mll4ltt.• wCIIII14 1»e tbat ao 

a lou. 01ear17, thia wo'lll4 1Je •UP7illl tho •tt• too tar, 

llla-.11 u U -.14 ... \hat 'riJ'tuU7 llO loY•-' W1ll4 

be &blo to--· Oil ~· otil• ball4, 1t ~· wor14 o..U.tlcllla 

a .. noll •• to jutlf7 tale o.JEpOotaUOil ot oont~4 poaoo, 

the Bonk obn14 b.an ua. priYllos• ot ••tuilll the 1- 1t u 

1• oGDYlaoe4 tbo 1Jonow1lla -V7 la apou1'nl too .U Oil 

a.-=•to. Pl'~ab17, U ~4 be b .. t to pbruo tu 001141-

t101l ill noll wq u to prort4e the Bonk with athor1t7 to 

w1thhol4 lO&DO 1t it •••• tit Oil tile bu1a of a ooaDW7'• 

WU'eaoODabl7 lara• oxpODCUturo Oil ~ta. 

'lhen a 1om or oro41t la utc4o4 to a ~·• oouatz:I tllo 

Bonk &hall 41Y14o tho 1om lllto '- part., 0U part ob.all 

oou10t ot looal ovPIIlOJ &ll4 tile •til!!' ot the lllt-ti-.1 

111lit&, 

!lae 41Y1&101l ~ be buo4 upOil an .. tlato ot the 

port101l ot tho lO&Il tilat 1• to be apat at h- &ll4 talat por­

t1GD wbleb 10 to l»o llpOilt abroa4. 1'!1• reUOil for thia 1&, 

til'at, the Bonk w1U haYO 11lo1114o4 · ill ita a .. ote looal oU'I'­

o1oa. 'l'hla prow1&1on woa14 proY14e a oh-•1 thi'Oqh '1111oh 

tile Bonk oCIIII14 atU1ao ~oaOU'I'enoi•• eU117• 8ooon417, 

thoro 1a ao .. - 11ti7 a oo111ltr7 borrGWilll troa the Belt tor 

a apMU'lo ••tva aot tor ._ pupoao ot atrolllthe
1
"1 tale 

-t&1'7 o7au. mCJ'IIl4 ao.-l&to torolp ua11m1• u tba 

s.-tllato roa'lllt of auall a loaD. A au!latuUal pU't ot aon 
loana wou14 pr~&b17 take the fora of looal oJtPOild.ltmo•• ad. 
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tberetON 100~ O'III'I'UOJ W01114 fill the Me4. U tile Jl8llk . 
doea not ha'le a ldoqllato -t ot n& oal'l'eJ107 1t oou14 

purchaee 1t trc. tile Pan4 Ulere'b7 roplao1D& local o)U'l'IDO)' 

in the Pun4 with intel'll&tiOII.Il 11D1h or ita equ1nlmt in 

gold. c are would ha'le to be uero1ae4 in utiaating tho 

amount ot loo~ Olll'reDD1 .. te'1le utiliaed to .alee certain 

that due allowance wu aade tor the indirect errecte on la­

porte ot increaee4 ~otic expend1ture- -particularlT where 

the loen 1a large rela ti'le to tile economJ or tbe borrow1D& 

countJ'T • 

All eltemati'le aetllod ldgllt be t o ha•e all tbe Benk' e 

traneactione aade in international unite, lea'f1Jl6 tile Pwl4 

294 

to pertona the function ot exchanging those unite tor Yarioue 

local cl11'1'enciee when neceee&J'T. Thie would ha'fe the ad 'fan-

taae ot a1aplit71ns ec;aewhat the aoti'fiti .. or tile Bank, and 

ot delegating all the qgeatiooa ot exchange tranafera to tile 

FUnd. It would, howeYer, have t h e d1ead•antaae or malcin& it 

a little aore d1ttioult in aoae caeea to utUiu local cur­

reoCI)' aaaeta or tbe Bank end tbe Fund. 

The aenice or tbe loiD could be either in tbe i denti-

cal ourreoclea borrowed or in tbe new international unite 

or gold. It it ia to be aade in looal ~rrencUa it atght 

be tm. t the Bank would ha'le to bear the riak or exchange • 

It could a'loid that rilk if it wiahed bT alking the under­

writiD& ot tile exohange riak bT the borrow1D& goyernaent a 

ooncUtion ot tbe loan. llhetber euoh practice would be deair­

able depeode upon tbe particular caee coneidered. 

Th! Bulk would ban to be pnn the autbority to lng, eeU, 

hold IUI4 deal in gold, end in the obUaatione c14 eecuritiee 

ot an
1 

part1cipat'ns SO"e~nt, to act u a clearing houae 

tor tunde, balencea, check a, drattl , and acceptaacea t or the 
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aoo-t ot ,..UetJ&U• p•w ate • tuu ts...,_ .. -.a .. 
aD4 ao..,t, ·--· u.. .. ..., , •• dilpoelta ... &010 .. 

tl'o- t!ao pvtlolpaU.C I!»YI H ..a tbolr thoal .. .e~ .. 
md ooatnl balra. It ••1• aloo ba ... taao a•tbortt~ to 41a­
oount c4 ro41a-t billa &114 aoooptuo01 ua4 ot!IOJ' o\111-

satiou m4 1JIIILI" =to ot oro41t ot puUolpatlJII &o•w ·nu 

and t1aoal aamo1eo- and omtl'al bmka, and t1JIIIll~ to aot u 

aaont OJ' oorroapon4ont tor uq pal't1o1pat1D& pn..-llt a4 

t or t1eoal .. mo1oe, -tl'al baJib IIDd pol1t1oal eub-41rta101la. 

In abol't, tho BaDk h to portora rtrtull~ tho -

eorrtooa ot tbo pal'tlolpatiJis so•ol"'la~te tbat a colltl'al bDk 

porto:r.u tatr talo b.U witbln a ·-~· 'lo wbat vtet tho 

nr1oua oatoaatrioa ot avrtooe -~ bo .... onl7 uperl-o 

would 4•on•trato. POl' .all'J' JO&l'O, tbo aot1rtt1 .. ot tbo 

Pun4 ill eorrtoilla tbo ..abor so•o.._nte, or tboir t1aoal 

aaeta, ll&f bo quito Dillportont. OD tho otbor !lall4, 1t 1: 

poealblo tbat ill t~ tbo Bonk will bo- .oro and .aro 

.. at.l to tho .-bOI' so•-mte. 

It 1a OEpMto4 tbat tbo BaDk woald illtortoro u Uttlo 

u poaalblo wltaa tba aot1rtt1oa ot pr1nto bllllb and would 

portom onl~ thoao avrtooa wbioh tho pl'1 nto bllllka aro 'Gil&blo 

tor oDO HaOOD ar ODOthor to portona ott1o1ontl7 ar wbioh Ol'o 

not port-a at all. AD oxoopt101l to tho abon would bo 

tba opOI'aUono ot tho sonr-to m4 oo•tl'al baDD· 'D&oao 

eboul4 bo portomo4 b'J' tba Bonk 1l'l'OOpoot1•o ot tho •taaod. 

'PM •sis ••• , bo li'I'Oil IUitalOI'ltl to or••1 .. and t•neoo 

• l!t--!lpol ..... tlal. rn aa!•ltl f!••lo at oOZ"ppM»W 
' tor •• pw;o•• ot 1DONusns !b! wr14 pnlt ot eaaaAA 

rp •tor1ala c4 unr'"' .-bol' o-tl'101 ot ua !d.!s!!ato 

o•pplz at roaeonablo pr1coe. 
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!bero ue a -III?INR'II' flit po .. DWUoo w1a1o7a ala' r .... 

un1.,._, Ul4 ,.. • ...., 41•WS.'-t11•--. ... sms fit •• 

aatel'ial -•· n aqo 1lo ... , ...._tala U&t• or t111a 

8aDk 1t w1114 1lo po~~aD1o 'o oatiOUa?a s.•-t~t-.1. -.....~ 

at1ono, .,, __ , .ooawollo4, 'llll1& waal.d oa tba oao 7lall4 

pr~to taw uploUaUca ot u.tval rosovooo 11a 41a1:8at 

arou, aD4 CID taw other hADil, ••- llo tile -aber F'l'-\7 

a ta1r llharo of tbooo rosovooo at raaoonab1o pr1o... It 1a 

too aarl7 to laiGir mat will happen llo _,. ot tbo oolOD1ao 

ot Bvopean D&t10118 new 1A ~ hu4a tllat po••••• DOa4o4 

raw -terlalo. then •01114 4o1171Ua .. bo oCID014oru1a oppool­

t1on to tta. ro01111Pt1CID ot ooatrol ot t.,pcrtant •oaro•• ot 

raw -tR"lala b7 &D7 oao natltCID. It ~ bo t;bat the p1'0b1• 

ot uteralu.tlOD u llo the oonro1pt7 ot part1oular ...... 

1D'I'a4o4 b7 tbe onDJ' would bo oapllt1od lt •o• 1Dotr~mm­

tal1t7 waro da'l'alopod to pro'l'1do tor tbo oxplo1tat10D ODd 

tho dlotrl'tnatlon ot tbo pro&lot •oaa: oooperat1,., 1Dtol'­

gon~tal llDOo. UDder 011.7 ouob arr&D&-Dt 1 t ~ ot111 

bo pooolblo tor pl'i'l'ata oopltal and aanagorlal oel"''ioao llo 

operata ouob roooaro•• w1tl1 tho 1Dt0l'D&t10Dal org&Dlsat1CID 

b7 'l'lrtue ot •~ t1Dr.DOlal partlo1patlon utorw'n'~ nob 

•Jor pollolOo u prloo and nr.t10Da1 quota• of oalo. 

Wore lbo Bank llhl• to ooln tbo probl- ot pl'a'I'ODtiDg 

aonopo17 ot oontrol ot nooo .. &l'7 raw -torlalo, 1t will ban 

-u a 1&1'&• oolltrlbv.t1CID wward •-•ua - of tho •1-\7 

ot trlot1oa --a D&t10AO• 8uab OD orgOD1aat10D DOa4 JiOt llo 

oraato4 117 tile a.k, lt oaal.4 bo a quito 1Ddop0114at 1Jitar­

Jiat10Dal 'lllllll ... t•lr1n&• Yot 'bola& OD 1Jit-t1oaal P•­

-tal lll&t1tat1CID oporatlll& tor tbe bODotlt ot all lila 
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-bore, 1114 ba..U. lara• n-1a1 "-••• ~ ••• to 

be ID opproprla&o a&UlOJ tor the pr-tloa md porUal tl.Jim­

ci.Dg ot 1Dtenaat10Dal. ooatrola ooror rn .. torlal aovoea. 

on the other haDd, 1t lli&bt bo teU that the SUI< 1o ill 

equipped to haDdle a teak ot that oa.plu.itJ U4 aqnltwto. 

'!'bat objeetion, howeorer , wouJ.d ~plJ aore to the -nag•ent 

or a corporatioa tban to aupplJ a part or the noce••ai'J 

eopitol to the orarioua orenturea. 

The adn.ntage ot haYing the Bani< poaaeaa the authol'itJ 

to riDIDCe an international corporation ot th1a charaotor ia 

tho relaUYe euo with which the rtnmoing oould be ao....­

pliehod 1t plana tor ouch an organisation were acceptable to 

the goni'IIII&Dto oonoerned. Unleu there 1a an 1Dtenaat1onal 

agencJ ouch u the Bank to prooride a aubatant1al portioa ot 

the oapital noceUai'J to get an 1ntemat1onal corporat1oa 

atarted, each ot 121e countriea would haore to ul<o aeparote 

appropr1at1ona pouiblJ ot rather sullatmtial a-.a . !hero 

prob&blJ uiata in .anJ oountr1ea adequate authoritJ to 

partioipate in an 1Dternational enterpriae ot the ld..nd da­

acribod t.boYe but tunda would not be aort.Uable unleaa Congr .. o 

or Parli.-t ~ apecial approprlationa. U, tberotore, a 

bank were to be able to pronde part ot the tunda, the 

r.-indar to be obtt.1Ded bJ publlo nuotuationa trooa priorate 

inYeatora, lt ai&bt not be nec .. •ai'J to b&Ye the aatter go 

betore orarloua leglalat1Ye bodiea. 

Another poaaiblo ad•mtage ot haYing the. Bani< help tinanoe 

the oorporat1on inotead ot ul<in& it neo .. aal'f tor a apooiallJ 

oreatod bodJ to obtain all ita oapitol tr .. goYel"'aonte or 

publlo would be tba t there wouJ.d then u.iat on 1.114opolldent 

1Dtor-gooro~ntal orgmiaatian equipped with peraonnol and 

aouroea ot lntoraotlon which should bo able to wield a daalr­

&blo lntluonoe and proor1de a uaotul check on the oporationa 

ot the corporation. 
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Ttw prorta1CIIl a1Y1ns the Bait autbol"ltt to or&!!l1&e a4 

tl.llance what a1!!bt be hJWeel an natemat1.U c O'Utz 

stabiliaat10D CorparatiOD repreaeDta a departure a1a1lar to 

that d1aoua .. d abo't'e 1Jl the Raw Material Corporation. 

2.9f 

Then 1a urgent need for the utabl1abaent of an agenc7 

own&d b7 a number ot 1Jltereatad go't'ara.tnta wbioh ehall 

engage in acti't'1t7 haYing for their objeotin the atab111&­

ing of the price a of 1aportant co-od1 ti .. , To de't'elop a 
aat1afaoto'f'7 working U'l'ang•ant capable of avanl.llg up the 

glute cd aoarcitiea of illportmt oo-o41t1ee and rp aater-

1ala--81lllb aa till, rubber, cott011, coffee, wheat, com-­

will pro•• to be a 't'e'f'T 41tt1oult taak. Thera are illnua­

erable probl ... ot great oc;aplaxit7 ill't'olved ill auoh an 

attempt. 'l'bera are aoM who think it om be worked out. 

One of the obataolea ia the provision of ade~ate t11lanc1ng 

arrangement•. 'l'ba purpose ot including among the powers of 

the Bank the authoricy to organise end finance auoh an 

illati tution 1a to provide the •ehicle tor 1apl-ntl.llg • 

plan 1t one 1a dneloped tbat gina promise ot bel.llg able to 

aatiaf7 the need. 

In 't'iaw of the large auu ot mona7 that are likely to 

be ill't'ol't'ad and the large rillka inherent ill cy auch att•pt, 

it ae ... desirable to (a) re~1re that the Bank can organise 

and finance auoh an agenoy onl7 1t at laaat ti•e go't'emaanta 

participate directly ill the aanagement and operation of 

corporation and aubacribe to part of the capital of the 

the 

corporation, and (b) that the corporation wlll UDdertake to 

atabiliaa the price ot allJ apao1f1o o~ty only with the 

oon .. ot ot the Bank, and ( c ) the policy gonrn1Jlg the operatiODa 
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ot tb• oorporaUoa atna, ta .. .,s.toa til u.. IIOU'4, 

proper ••~Pt to tile Sat.eau et __.1& .. --• u ••U 
u produoera. 

It 1a pre-4 tbat 1t aaUatutoi'J pl.au ooa14 be 

worked out tor Ule ••tabl'•h-t til a llltenatl-1 -

111041t7 atall1l1aat10D oorporat!OD 1t woa14 tao111U u ODa • 

ot 1tl •oat t.portat f'alaot1- tba •tborltlt to piii'ObUo 

a .. laote4 oo~t7 whlll the pr1oe roao allowe a aaleoto4 

lenl md aoll COD 1t roao below a pre-4etei'II1De4 lewal. 

'l!le •aunt ot oap1tal 'tlbiah a oorporation atte.ptiJIS to 

oerrt cnat NOh a pla oo1114 a!laol'tl ~d be Wel'J a;reat 1D-

4eed. To holp t~• 1taeU 1t oould &in ita aotea to 

tbe aellera of Ulo o-•nldd1L1tJ tor part of the p'lll'ahU• price. 

The Bak oould llo s1wOD autbori tJ to dlaoCNDt tb••• note•, 

prodded the sowel'Didll t of 1bt OOUil trJ 1D 'tlbiah tbe aeller 

ot the -0'\itJ roa1do4 1D qu .. tion would ador•• the note. 

lD Ulla ·~ tba aotirtt1 .. of tbe corporation oould be 

partlJ t1JUDoo4 liJ tbl BIDk wltbcnlt the Bank taldJIS a;raat 

rhlta. It alao w1114 •lka poealllle the aale ot eurplua .. 

bJ so•er-t• wt1o oould aot attor4 UDder other os.ro-tene~ .. 

to ttDaoe the warohcnl81DS or p1U'Oha•1JII ot tboa• eurplua••· 

:ma-c •• the s.nll 1a a 1Dter-aon~tal 1D8 ti tu­

tion reproamt1JII8 the 1Dteroatl of tbe people• of Mlllber 

oountr1oa tt 'IIIC1l14 ••- Ulat it ahould uko urta1D that 

tbo CIOI'pOI'&t1on 1•"''11 lara• - 1a oparatiD& under poll-I 

Clio• atah protoot ttw 110n.-r .. wall .. the prodlloer. 

'ftl- lllpt be a atrODI t.ptat10D 1D tbe CIOrp01'&tlOD
1
8 

operat10118 to owerlook tbo 1Dteroat ot tbl __. m4 

pl- UlO Mlllal prloo of part1oalar oo 41 t1oa at too 

~. , ,.al. 
• 
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to 1Doreu• t;h• P'ts''', ntn!"' ot tM Btak· •M!rl!z 
&0\llcl .. II.JW ",,.. ...... ' •••• , 19!*' ,, • . 

t1eoal !1!9!! • ...w.1 .... •n'•· - __ ••• • MO!ptpMo !114 otll• 

tutz =to '' !E!!U,t t!IF• t!'CP 1b• PEl'• portrol1t. 

Aloo tM a.llk ohoul4 llo ablo to lane or ooU aooop­

tanooo 0114 ollllcauou ot tbo BOIIk 1A or.S.r to obtaSD 

U&Otl tor tbt p1UpOOO of tbt IoDico 

Botb ot thooo lattw prortolou aboul4 proYi.S. poteD­

tial rooourooo O.S.qaato to oatiotJ ODJ rooaooablo ~eeondo 

tbat tbo B011k a1pt bo oaUo4 upon to oupplJ. !ho oporationa 

ot tbo BaDk ao tl:lo oporatiAm ot ODJ oro41 t qtDOJ wo11l.4 ban 

t o bo aanaat4 witl:l an OJO to bu1141DC up tba otreasth, tbo 

prootic• and otatu ot tho Buk. 'Dw extort to 'lh1oh 1t 

om llloroa .. ito oapaoitJ to un.S.rtoka long- tora t1.Dano1n& 

and at tho •- t1ao be able to toke oar& ot unuoual oitu­

atiou, will be diJ'OOtlJ related to tba oar• witb 111l1ob it 

oxaroiooo 1A tba llloroaoo ot ito portfolio. On the otbor 

band, 11l oannot bo ao oautiouo 1A ito 4ao1oiono ao would be 

a -•olol b&Dk. It would be &&OJ to operate on a ••rr 
~---:r<... 

OODO &rYatiYO boola. It 1o tar OU10r, ODd of 00111'00 far 

lou riok7, tor a b&Dkar to &OJ •no• to a 4ee8!!4 tban •J&a. • 

But 1A tbt oaoo ot tbo Bulk 1t oboul4 nanr bo forgotten 

that ito prs.&rJ parpooa io to uko lomo tbat -roial 

b&Dko woul4 aot, ooul4 aot, or obould not lloko axoopt at 

nrr hlp I.Atoroot ratoo, Bonoa, a banltiDC po11.oJ obaraotor­

ho4 117 oatlon 0114 oouonati• oould oao1l7 datoat tbt 
' 

purpo .. tor wlalob tbt BaDk 1o to be oJ'Oatt4. It an &1'1'01' 

1o to bo ..u, 1t prollablJ "" ,..otarablo tbat tbt MD&Ct­

-t Oft' Oil tM &140 of 'IUIIler-O-tlOD Ntbtr than OYOI'-

Yot tbt a.k -t bo built oarotullJ an4 ooUDdlJ 

Regraded Unclassified



301. 
III-~~ 

it it 1e to eDdure aD4 pla7 en l.aportent role i .n tbe 41•­

te.nt aa well u 1n the baed1ate future. It 1a certain to 

prove to be a 41tt1ault task to ateer between exoeaa 

caution and exoeu l1beralit7. Realisation ot th1a 41tti­

oult7 onl7 e.pbaaiaea the neoeaait7 tor aelecting the 

moat able aen to manage the Bank; man with varied experience 

who are 110re than banker• in their outlook md leu than 

college proteaaora 1n their deoiaiona. 
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III. Capital Structure 

In order for the Bank to heYe reaourcea adequate 

for the purposes for which it is pre.umably to be created, 

it should h&Ye· very large sums available for loans. It 

is suggested that the capital etock be authorized up to 

$10 billion, consisting of 10,000 shares having a par 

value of $1 million each. The provision that only 50 

percent of the issue price need be paid at the time of the 

subscription, and the further proyiaion that one-half of 

the down payment can be in the currency of the partici­

pating country (the other half baing in gold), should make 

it not too difficult for all of the United Nations to 

participate even though the shares have a par value of $1 

million each. 

Tba provision that each eligible government can sub­

scribe to as many shares of stock as it wishes but must 

at least subscribe to a number of shares equal to 2 percent 

of ita annual national income , is designed to permit small 

countries to participate as well as large and yet to pre­

vent large countries from investing a small sum merely to 

obtain euch benefits as participation yields without under­

taking any of the responsibilities or risks that participa­

tion carries with it. Under that arrangement, for example, 

the United states would haYe to acqulre at least $2 billion 

worth of share~, halt of which would be paid for at the 

time of the subscription, whereas a country like Cuba, for 
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example, would have to subscribe to only $20 million. 

There b, however, the further provision that the 

maximum votea &111 countey may caat 1a 25 percent of t he 

total, i rrespective of_ the number of shares it might own. 

The purpose of this provision is to prevent control of 

the Bank by any one government. 

As with the Fund, there is the very impor tant pr oblem 

of control over the Bank. In the Bank aa in the Fund, 

there is the necessitT to give the country with l arger 

participation a larger number of votes and yet to assure 

the smal l countries an iDlluence in voting in excess of 

their necessarily Slllall contribution. This might be achieved 

by giving each member of the Bank the authority to cast 50 

votes plus one for each share of stock bald. Thus the 

United States--assuming it were to subscribe $2 billion 

worth of shares--would have 50 votes plus 2, 000, ~bile Cuba 

would have 50 votes plus 00. It was thought that tbe coun­

try acquiring more shares should have a larger n~r of 

votes relative to the other countries than was t rue in t he 

case of the Stabilization Fund, because the monetary risks 

involved in the Bank are much greater than those in the Fund. 

It is not expected that the Fund would experience great 

losses over a course of years, whereas there is no telling 

what losses t he Bank would have to sustain. The difference 

in r i sk follows from t he difference in character of the 

undertaken by the Fund and by the Bank. 
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IV. Eligibility for Membership 

By including the requirement that the participant be 

a member of the United Nations Stabilization Fund in effect 

includes all the requirements of membership ln the Fund. 

It may well be that after discussion some of the eligibility 

requlrements of the Fund may be dropped and yet may be de­

sired for membership in the Bank. There does not seem to 

be any special reason why the requirements should be dif­

ferent in one case than the other, but such reasons may be 

revealed during discussions. 

One reason for requiring that a member of the Bank be 

also a member of the FUnd would seem to be that solll! coun-

tries would stand to gain most from membership in the Bank, 

and others from membership in the Fund; If a country were 

able to select the agencies membership in which it had moat 

to gain, the more powerful and richer countries might prefer 

the Fund, while the less powerful count ries, or those most 

in need of l ong-term capital assistance, might prefer member­

ship in the Bank
1 

The result might be that the Bank would 

start out with resources that are inadequate fo r its objec­

tives whereas the Fund would have more resources than 
' 

necessary and, at the same tims, would have its effectiveness 

diminished because of a smaller number of participants. The 

more participants there are in the Fund, the more effective 

it would be, whereas, the larger the subscriptions to the 

Bank, the more effective could be the Bank, 
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Inasmuch as the objectives of both the Fund and the 

Bank are such as to benefit all of the United and • 

Associated Nations, either directly or indirectly, it would 

seem reasonable to expect them~ be members of both, even 

though the direct benefits they might achieve might be 

allocatable to either one or the other agency, 

In addition to having to be a member of the Fund there 

ia the requirement indicated that the participants sub­

scribe publicly to a ·~gne Charta of the United Nations•, 

This requirement is inserted with trepidation as it is not 

at all certain that the inclusion of such a requirement is 

appropriate . The Magna Charta constitutes a bill of rights 

of the peoples of the United Na tiona . A copy of this 

!{agna Charta is appended. Public adherence to the policies 

expressed in the document would, I believe, be opposed by 

none since the document sets forth the ideal of freedOQ 

for which most of the peoples &nl fighting the aggressor 

nations and hope they will be able to attain and believe 

they are defending. 

Examina tion of the document will reveal , however, that 

there are a number of countr,ies which in their practic~s 

do not now give, and have not given, evidence that they 

subscribe to the principles contained therein. No country 

would probably wish to a~it that they were not, however, 

willine to abide by those principles as soon as i t was feasibla 
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and insofar aa it was possible. Since the document 

merely calla for a public adherence to the principles, it 

( would probably not prevent any of the United or Associated 

Nations from participating. The mere public announcement 

that they subscribe to thoae principles would be a great 

step forward in the struggle to obtain those rights for 

all the peoples. The inclusion of that provision would 

make clear to the peoples everywhere that these new instru­

mental! ties which are being developed go far beyond usual 

commercial considerations and consideretions of economic 

self-interest. They would be evidence of the beginning 

of a truly new order in the realm where it has hitherto 

been moat lacking--international finance . 

! f inal condition is that the members be at peace with 

other member countries. !ny member that is held by two­

thirds of the n:e::!bers of the Bank to have undertaken an 

act of aggression against any other member of the Bank shall 

forfeit its membership in the Bank. 

The purpose of this requirement is tm-fold. First, it 

would provide an additional motive for hesitating to under­

take an act of aggression. As a deterrent, this last would 

probably be much less significant in the case of large coun­

triea than it would be in the ease of small ones. There 

have been instances in the past decade in which the sma11 

countries have undertaken what are generally recognized aa 
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acts of aggreaaion, where they might have heal tated to do 

so if the consequences of such act were to have been 

economic loss, loss of credit standing and loss of prestige, 

such aa 'lllluld follow from being dropped from ho agencies, 

such as the Fund and the Bank, were they to have played the 

role t hat ia expected of them, if they are eetabllshed. 

The second reason would be to impose at once a form of 

economic sanction on an aggressor country, and by that act, 

to obtain for :he non-aggressor nations whatever political 

and psychological advantages accrue from the public desig­

nation of an aggressor. 

If other international agencies, political in charac­

ter, are devel oped which would have the responsi bili t;y of 

determining the aggressor and apply economic sanctions, 

the authority of the Bank to do so would probably be much 

less important. Until such time, however , it might be help­

ful to include it in the re~irement tor membership in the 

Bank. 

l s an inducement to the countries to subscribe to the 

terms and conditions required of members, ·and as a penalty 

for not doing so, there i s a provision that any government 

that withdraws or is expel led from the Bank los es its member­

ship in the Fund and vice versa, In other words, the two 

agencies , the Fund and the Bank, have closely linked together 

i n t heir adherence to the kind of policies set forth in 

thei r objectives and powers. 
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V. llanageme nt 
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As with the Flm1 it would seem that the moat efficient 

1118thod of liiLn&gemen.t is to have the administration of the 

Bank vested in the Board of Directors vii th an executive 

committee appointed by the Board of Directors and the 

President of the Bank elected by the directors. Provisions 

for the selection of the officials of a Bank should be such 

as to assure a responsiveness 6f the Board of Directors to 

their respective governments and of the Executive Board to 

the Board members. 

!lao, regulations should be such as to permit the 

Executive Board to conduct as much as possible of the day­

to-day operations, without the necessity of referring to 

the larger Board for decisions. Because of the importance 

that continued experience would have for the best function­

ing of the Board, it would be desirable to provide for 

long tenures of office for many of the Board members, and 

eligibility for reelection for the higher officials. 

To stress the international character of the Board of 

Directors, and to avoid any possible affront to the dignity 

of member governments, it mey be desirable to work out an 

arrangement for rotating the chairmanship of the Board of 

Directors. 
To facilitate the operations of the Board, authority 

is given to penait the executive committee to exercise any 
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specified powers provided those powers are set forth by 

four-fifths majority vote, · and provided further that such 

powers shall be exerci sed only until the next formal mee t ­

ing of the Boe.rd and only in a man.ner consistent with the 

general policies and practices of the Board. 

Because of the very broad area of operations which 

the Bank would in time wish to undertake, it is thought 

t hat the Bank should be able to take advantage of special 

advisory committees appointed by the Board, the members of 

vmich may not be readily employed by the Bank. 

It is further required that two-thirds of the majority 

vote of the Bank shall be required for making long-term 

loans . It is thought desirable to have more of a majority 

acquired for thb purpose because it would seem that if 

almost half of t he Dllmbers of the Board disappr ove of a 

loan that in itself would constitute adequate justification 

f or not undertaking it. 
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VI. Dis tribution o! Profits 
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The Bank should have substantial earnings almost 

from t he beginni.ng of ita operations. To build up a 

surplus in the Bank, provisions should be made for the 

distribution of not more than 75 percent of the profits, 

and possibly less, until the surplus shall be equal to a 

substan tial portion of the paid-in capital, possibly ro 

percent. 

To further strengthen the Bank's assets, it might 

be possible to work out an arrangement whereby each coun­

try lnlre to receive its profits in the form of ita own 

currency. This would provide an opportunity for t he Bank 

to reduce greatly its holdings o! local currency. So 

long as the Fund is in existence, there is no need for 

the Bank to operate in anything but gold and international 

unite. 
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VII. Reports and I.nfol'll&tlon 

1a with the Fund, the Bank's ability to conduct ita 

affairs wisely will depend in large part on the competence 

of the economic analyses and information available to it. 

Because of ita anticipated close liaison with the Fund, it 

would have available the comprehensive current information 

that the Fund woulci use in the performance of its duties. 

But the Bank would need additional special studies and 

special reports appropriate for its particular function.a . 

.31/ 

It should have the necessary authority to obtain such studies 

and to require such r eports from the member governments. 

It should also have the authority to send the experts into 

the field to make surveys, studies and investigations neces­

sary for the proper evaluation of any project in which it 

al ready baa a financial interest, or in which 'it is requested 

to help finance. 

Bank for Governments. The Bank is definitely not an insti­

tution to be operated for the purpose of acquiring profit. 

It will, of course, have to undertake risks which no commer­

cial bank woulci or could afford, and ita activities further­

more are related to problems of monetary, financial and 

commercial policy of foreig)l sovernmenta. Hence, it is f·it­

ting the t the Bank should deal only with goverllllll!nts or 

their fiscal agents. 
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The Bank should have authority to engage in financial 

economic atudlea and public reports thereof, This should 

become an lmportant functi on of the Bank both because it 

would give an opportunity for the people in various coun­

tries to evaluate the work of the Bank and also because 

it could well serve as a channel for information and edu-

cation on atters pertinent to the Bank' s operations. i s 

time went on, an.d if and when the lmportance of the Bank 

grew, these studies 110uld become an important medium for 

analysis and discussi on of economic developments the world 

over . 
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· Treasury Depar~nt ~1L~ 
Division ot Mone~ary Research 

0 Da t.e __ .• l!!z .. !!--·---19 42 

to: ltiso Ch&un<>ey 

Froio: Mr. -..! t,e 

The Secretary wanted to 

••• tltis . 
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TREASURY DEPARTMENT r\)J( 
INTitlll Ol"''lCa COMMUNICATION 

DAft lla7 8 1 1942 

TO Secretary llorgentb&u 

~ow B. D. White 

Subject: Financial Dllplioationa or the Propoaed Pooling ot 
Canada'• War Production througb Washington. 

lleaars. Clark, Carswell, Wl"ong end Pluaptre or the 

Canadian Government met yesterday afternoon in m7 otfica 

wi tb Oanerela Aurand and llaloney and representatives trom 

State, Land- Leaae , Board ot Economic Warfare and thia 

Division, to diseuse the posaible attecta, on Canada'• 

dollar poaition and uaa ot Canadian production tacilitiea, 

or the propoaad pooling or Canada'• war production througb 

the Joint llun1tiona Aaaignment Board in Washington. The 

discussion brought out the following intareating tactss 

1 . War production ot Continental United States ia 

baing aaeignad by the Joint llunitiona Assignment Committee 

in Washington, without regard to tineneing a ccording to 

strategic needs. Tba Joint Assignment Committee in London, 

on which there is an American representative, haa complete 

rasponlibil1 ty tor aaaigning IIIWl1 t iona w1 thin the Bri tiab 

Empire . 

2. The present arrangement ot assigning Canadien 

production through London baa given r iae to a number ot 
d1tt1cultiea largely because ..any Canadian tactories baY& 

ordera tor the i dentical item trom each or tbe Government• 

ot Canada, the United Kingdom and the 1in1ted Statea. The 

proposal that Canadian production be pooled tbrougb 

Washington baa come trom the Britieb and Canadiena end not 

trom the United state• aide. However, General Aurand 

atrongly ravora the propoaal. 

?) . '!ha Canadian& teared th& t the proposed pooling 

arrangement would mean the United Statea OovernMnt would 

order leae in canada and Canada would tberetore receive 

tewar u. s . dol lara. General Aurand asaurad th• that the 

U. s . Ara:1 would not order laaa, but more , even 1t the 

pool doea diapoae ot the tiniabed munitiona . 

4. The probl• or t1nanc1ng ar1aea only in thoae 

casea where goode produced in Canada on Britiah order• 
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•ould be 41Yerted to non-Br1t1ah Dlpil'e oOUDtl'iea, beoauae 
there appear• to be 110 dOQbt that sooda ordered 1D C&Dada 
by Bngl&Dd, and au1ped to tbe Bapil'e will be t111moed b7 
arrang-nta betwe&ll O&Dada &D4 8l'1t1ah TreUUJ7. OeD&l'al 
Aurand belie••• that the beat pou1ble util1aat10D ooul.d be 
made ot the l'eaOIII'oea and t1.D1ahed -1t1~ oC both coUD­
tl'iea by the pool1Ds Pl'CIPO•al. Be haa ooDtidenoe that the 
t1n&nC1al probl-, C1cb ahoul.d DOt be allowed to 1Dtart8l'e • 
can be aettled b7 the Treasur1ea . 

Dr. Olark 1& pleaaed and 1& now aat1at1ed that the 

new arr&Dg-nt will not adYeraelJ attect C&Dada'a dollar 
position. 

I pr .. ,_ that C&Dada will enter the pooling arr&Dge· 

aent. 

It looks to ua aa thougb the ne• arrapgement 'Ifill in­
crease Canada'• tr. s. dollar rece1pta. There ia a poaa1-
b1l1ty that Canada will be producing progreaa1nly more on 
Un1 ted State a account thaD on Br1t1ah account. 'l'b1a _,. 
aean that the United State• will be paJing C&Dada _.. 
dollara, e1le C&Dada will be oontl'1bllting leu to England, 
or, tc atate it d1tterentlJ, that England will be getting 
more tr0111 ua under lmd-leaae and leaa troa Canada under 
the recentlJ-announoed Cana41&D g1tt to Britain. 

The Treaaur,. ahould watch the a1tuat1on oaretully and 
1fe propoae to ask General Aurand to keep u.a 1Dto1'1184 aa tc 
orders and del1Yer1ee on tr . s. GoYenment oontracta 1n 
Canada. we -1 alao h&Ye to obtain data on order• md 
del1Yel'1ea on Br1t1ah and Cana41m Goyermaent contract• 
placed 1D o.-da it we are tc be able to explain •hat 1a 
happeniJII 1D the tbree-way ttnencing arrang-enta. 
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tl:~...,.. .. .c .-oo.c•• 
U MIT.IoC-0 .... 

f P.U'MOfl .. 

GIAC-'-& o •7e•• 

UNIVERSAL TRADING CORPORATION 
ax.oeT ....-o IIIPO.,. 

e30 FII!'TH AVZIIUZ 

Nzw Yoax 

lley 1, 1942 

the l!(morable RCJ')' lorpntbau, Jr. 
S.cretazy ot tu Treu11r7 
De~t ot Trea81U7 
ll&ahhgtoc, D. C. 

Dear llr. Secretu'71 

I t.eke pl eaoure 111 •­

cloa111g harnit.h letter addruaecl to 7011 b7 

llr. I. P. Chen which c ... 111 care ot a personal 

triend ot llr. Chen who haa juat arriTed troll 

ChiD&. 

llith "' ldlldeat pera<m&l 

rego.rda, 

Vice-Pr .. 1cl"'t 
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cooc.e -..e co 
• . .. n. . ... ....... 
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K. ... CHEN 
PftiVATK O .. r'IC. 

CIMIV'nc 
llaroh 22, 1942 

1 aft jut had tM ploullro ot lllt'ondnc you throup 

318 

tho oablo tat the Uaiftraal !radlnc Corporation hao baon authoriaod 

to haJMI o...r to the lllport-ta,ort llo.nlt the laot lnotalJMnt ill 

r opayMJlt or the 11oodo11 l.o&a or h b......,. 8, 19S9, AI outtiol..t 

~ndo h..,o aio~at.d oa bud, the 11n1ftroal lo thuo happlly onabl .. 

to diooharp ita obllpti• abead ot the ot1pul ata4 tt ... 

1 would 1111» to taD tbh opportwdty to thallk >'"" o­

aoro tor tha cr .. t ploaauro whlob our aoooolatlon hao 1l•OD .,, I 

.. crat ltl od tat torta. ... OD&blod .. to •k• tOOd -.y old prOIIiu 

to you. 

'lor tha 'put throo flat• I han boon fttohlnc nth enr 

koonor latoroat Olld ·adodratlon tho eonolotoDt d ..... otrat1on or )'Oilr 

ot ata-...h1p la tha proaooutlon of AMrl oa•o poliO)' or tlnanoial 

aula~ to Cldna whioh you 1n1t1atod, loodlooo tor .. to •A>' ,_ 

dooply approol atlft our poopl o uo ot the abldinc tr10Ddohlp of your 

nat1-. ...-. of tha -•14 han latal:y dnolopod to - Ch1.na lll4 

AMrl • --.doo 1a uwa, lll4 I haft not the l oaot doubt tat tho -

oountrioa, bouold by a - dotom1Jl&tloD lll4 objootlTO, will ultlato­

ly ooo the tr1UIIIpb. of Uberty on.r orcanlood barbarl .. , 

With oo.pll .. nto and ro&ardo, 
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2~. -., I, 1 a .a. 

TOU" 20, ~1'11 27, 1 p.a. 

Ina 

liMe& lilT I, 19112 

l&o'4 ••115 .... 

n- tllfora ,......,. 0 p1u of proce4ve -1tae4 for 

\M 4topae&l of U.t\M 1\aho p11p01r II!UNII07 &114 offlolal 

4rllfh •1-4 ll;r llaOib: of 1 .. llooaU• Waloo aa4 - of 1 .. 

If 'rro&lllJ7 qprono \ba propooe4 proood,.ro wtll 1lo 

84op'o4 aloo for laak of 1 .. loalaad o1101p\ t 11&\ 1laalt { •) 

UaUe& 1\a\ao paper Clln'ID07 {1110\ ao\ drllfh) 1\ a&7 oaoh 

to leU of lev 101&U• lllaloo tor O&DOollaUoa aa4 4olh'or;r h 

, .... &fftao. 

ftol - l&o&l ollllllaace raho •• flze4 aa4 \M 4ato of 

\Mlr &Mp•tao will 1lo tolo~-· • 

D 
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U '-V7 OPJI'OY<'I ibo )?1"0110111 p-oll-. 

wtU w eUplll aloo fw JeM of In %10loal ~ 

u.t '211111< wUl paoo • 1JaUII S\a\11 papor arrnq ( lll&\ 

•• tnne) lt - eMil \o Juk of •• looa\b •.u..o 
t• -lla\loc - .S.l1ft'7 \ o \bl1 offlll, 

!bo - 1Mal n~ ra\11 - D fial u4 

\M _.. of \heir aolopUoD will w \elecrapbal. • 
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TREASURY DEPARTMENT 

~ 
TO 11oro\ar7 f~tbau 

DAft llaT I , 1~ 

·- ~, Dll\rlob 

Ottlclal 1al11 ot Jrltleh-ovne4 dollar 11curltl11 Ga4er tbe Yar!oue Ylt\­
IDC ord1r1 IIDCO lobi'UAr7 19, 19llo: 

lo . of lbaro• $ Prccoe41 ot l011lllal 'alu $ Prccoe4e ot 
lol4 lbar11 lo14 ot loll41 lo14 loll41 lol4 

.&pr. 20 
21 
22 

~~ 
25 

S.loa tl'oa 
l'a11.22,1911o \o 
Apr. 11, 19~ 9 .~],610-1/6 

Salta troa 
11b.22,1911o \o 
Apr. 25, 19'12 9,8117,610-1/6 

211,158.763 1!5,6liii,016 3].474,216 

211,858,763 
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TREASURY DEPARTMENT 
323 

IN I iiJioOf'l'IC& COMMUNICA T10H 

~,.-1 
~ .... .,. ...,. 8. 19112 

TO IIOJ'I\&J7 ~~ll 
,_ ICr. Dlo\rlah 

Ottldal oalll of llriUoh-o-...4 4ollar · 
lac or4oro oia.oo J o'brulu7 19, 19~~o1 Movl\loo Wl4or tho • uiou ,. .. ,_ 

$ Pr OCIMI of $ Proooe4a of 
IIIaH• lol4 Jo"'• lol4 

.Apr. 20 
21 
22 

~~ 
25 

Salll froa 
Jo'b.22,191io to 
.Apr. 18, 191+2 281,858.763 37. "7li. 216 

Sal•• troa 
Jo'b.22,191io h 
.Apr. 25, 1~ 2n1~8.z6~ n·"I"·216 

$ procee4o of DOD.-fti\M IICV1U11 1014 
.Apr. 13, 19112 - April 18, 19112 

$ procee4o of ua.-no\e4 11cviU11 oo14 
Sop\. 1, 1939 - April 11, 1~ 

!otal 

319,332,979 

~12 1~~2 ·~12 319.332.979 

30(),000 

2~.500.000 

$ procee4o of 11011-fti\M IICViUII 1014 
Sop\ . 1, 1939 - .April 18, 19112 

2116. soo. 000 2116. soo. 000 

Ju. 7, 191+2 - C.oh Din41"' oa 156 lhal'll 
Ju, 9, 19112 - PuUal L1qai4aUac 1)11'141 .... 

9 111Lih oo14 trOll .Alae· 18, 1gli1 - jprll 25 , 191+2 for 
ll IIIaH• 1\oolt 1)11'14aa4 oo14 .Alae· 18, lglil - .Apr il 25, lgli2 tor 

56,007 11cllt• oo14 troa JulT 2li, 19li1 - .ApJ'il 25 , 19li2 for 

• 61 
125 

li2 
123 

102,938 

Regraded Unclassified
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TREASURY DEPARTMENT 

DATil llq I, 191!2 

TO 

·-
Oft1o1ol •ale• ot Jr1\ 11b- owaet 4o1lar ••our1\1ee GD4er \be Yar1oua ••••­

inC or4oro 11~01 ~~~ 19, 1~1 

Wo, ~ llbano $ Prooee4o ot Wo•111&1 Tolu $Prooee4e ot 
lol4 IIIIane lol4 ot loMe lol4 JoD4oSol4 

~r. 27 
211 
29 
30 

llq 1 
2 

·-
Soloo tro• 
hb,22 ,1~ \o 
Apr . 25 , 19~ 9, 111]1610-1/6 211,851,763 45.61l11o16 u,IIJII ,216 

Soloo tro• 
Pob,22,1~ \o 
llq 2, 1~ g,sli],6l0-1/6 21l,S5S.Z6J 4516ili,016 JZ.li7li,216 

Regraded Unclassified



TREASURY DEPARTMENT 325 

DAft x., a, 19112 

TO 

·-
Offlolal tal•• of lrUhb-owu4 4ollal' inc o1'4oro olDoe Jobraer)' 19, 19lloa ••carlUeo 11114or \be ftrlou .,.1

, _ 

• ProoM4o of 
lbaroo lol4 

Soloo fro• 
Jeb.22,19llo \0 
Apr. 25, 19~ 2Sl,S54.763 

Saloo froa . 
Job.22,19llo \o 
x., 2, 1~ 2Sl,a:m.763 

$ Prooeed.o of 
Jolllla lo14 

$ procMCio of aoa-... o\14 oecarlUeo oo14 
April 20, 19112 - .april 25, 19~ 

$ procMCio of DOD•.,.e\14 .. carlU .. oo14 
Sop\. 1, 19}9 • .tprll lS, 1~ 

$ prooMCio of DOD· ... •'-' oeGQrtU•• oo14 
Sept . 1, 1939 - .tprll 25, 1~ 

!o\al 

319,)32,919 

ltoo,OOO 

2116,1001000 

2 .. 1.200,000 

OIAID !OfJl. 

Jaa. 7, 1~ - a.e :D1n4n4 oa 156 &bar•• 
Jaa. 9, 1~ - rental lolqW.4oHIIC ])l..t4oD4 

9 UDlh ool4 froa .Aile· lS, 1~1 - llq 2, 19112 for 
11 lb&roo 1\oolr: 1)1Ti4oa4 oo14 .Aile· lS, 19111 - llq 2, 19112 for 

56,007 lilb'• ool4 fro• JalJ 211, 19111 - llq 2, 19112 for 

319,3J2,919 

21!],200,000 

5f6.532.?1? 

• 61 
125 

112 
12} 

102,9}8 

Regraded Unclassified



BRITISH AIR COMMISSION 
~~ au••CHuean AVDNa 

WA8H,__D. O. 

lit.ll t.lle oc.pllact. ot Bl'iUoh Air eo-J.aaioc 

w:bo enclose Stateamt Mo. 32 - .urcrart O.apootched 

- tor week ended ~ S, 1942. 

!be Bououre.bl• lieDry llorcent.hau, 1 r. 
Secretary of t.ha !ree•ll%'7 
'IUbJ..a&toa, D. C. 
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BRITISH AIR COMMISSION 
1788 M* MACHUR'TTS AVKHUa 

WMMIHGITON, D. C. 

W1 th the COilpliMnte ot 81'1 tiah All c-iasion 

1lbo eDclooe nelclT Stat.nent No. SO, conrine 

.lircratt nieht Del1 ... ry u at lll,y 6, 19.42. 

!he Bcm. llenr7 llorpnthau, Jr. 
s.cr.te.ry ot tha 'frMaiD")' 
WaahiJICton, D. C. 

llq 8, 1942. 
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333 
TREASURY DEPARTMENT 

To secretary llorgenthau 

~~o" Kr. 11h1te 

8ubjeot: Brit1ah memoranda on their dollar poa1t1on and on 
their propoeed ter.e or reoiprooal ald. 

There are attaobed eeTeral aeaoranda from t he Brit1ah GoYernaent 
and one from the Auetral ian OoTer naent. The t1ret re•1ewa the proe­
pec t s ct Br1ta1n 1e dollar poa1t1on t or the 12 aonthl beginning April 1 
and the other• etat4 the terae undar which the Br1t1eh and .t.uetral1an ' 

w1ab to extend reciprocal ald. 

I. The propoeale made 1n t he umorenda 11&1 be euamarhed a s tollowe: 

4. 

5· 

There ebould be no f urther traneter ot capital assets or 
gold between the United 8tatee and the sterling Area; 

The United 8tatee ahould take oTer Br1t18h airplane contract e 

For ita part, the Br1t1eh Go•ernment would agree t hat 1t 
ehould not accumulate dollare beyond an adequate working 
balance. ~ holdi,s ge c~e\""""d to be outside ~he 
~ork1nf balan!!.J., and t 1s illiP 1ed that tliiy woul con-
t inue o in6Feaee; 

The British GoYerruaent would further agree t o proY1de 
reoiprooal aid trpm 1tselt and ita colonies (not dominions) 
t or all U.K. ail1tary and naYal exports, tor some troop 
euppl i ee 1n the Ster ling Area, and tor eome or the coeta 
ot the oonetruot1on and aa1ntenanoe ot baaee. An outline 
ot the teras ot th1e reo1pr ooal aid propoaal 1a g1Ten on 
page 3· 
The Auetral1an OoYerruaent etatee that 1t 1e generally 1n 
agreement with the U.K. aeaoranda on reciprocal aid, but 
that the aagn1tude or the problem ie greater 1n Auetralia, 
and i t would 111te t o dleouse the matter further. 

II. The Br1ti eh oaee tor theae proposal• ie ae tollowa: 

f.,..-
\ .J \ 

t ·rt c ,y· 
J .. "' 

The British ha•e maintained e1noe laet february that current 
gold production auet be held aa a reeerTe against their 
aooumulat1na eterl1ng debt , and that it cannot therefore 
either be sold to the United States or counted amonget their 
aYailable dollar a aeets . ! he meaoranda etate that their 
eter!fiii 1Ie~·1 1a aocuau1at1ng at a rate or t 2 billion annually, 
and that the United [1ngdoa will not reoein more than 
t 500 a1llion annually rrom the current gold production or the 
illpire. 
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DiY1e1on of Moaetar,r 
Reeearoh 

ixolud1Jig gold produoUon, the Br1t1eh •e1101'1Uld8 etab thee 
the7 w111 h&Ye a dollar 4et1o1C on current aooouac ot t250-
$300 ll1111on 1n the 12 •onthe bag1nn1ng A~~~ 1 , 19~2. to 
th1e det1oit .uet be added approx18atel7 •lllioa ot 
ea7mtntt due on B.P.M. oontraott , making the total 4ttioit 
'7oo-t750 mill ion. (Tbeee eetiaatea agrtt approximatel7 
with our estimates . Bee page 4 tor our eat1mate8 .) To 
otteet thia deficit the Bri t i ah anticipate approximatel7 
t390 millicn ot special receipt&. A 11et or the special 
receipts and our coaaente upon the• ia giYen on page 5. 
Because the special receipts are inadequate to meet the 
expected deticit,.r. ~ the Britieh GoYernment requests t hat 
their airplane contracte, uount1ng in all to about t450 
million, be taken OYer. 

Comaanta on the British proposals: 

1. Expected British receipt. tor the coming 1·2 months are 
inadequate to meet their current expenditures •nd P&788nta 
on reaa.in1ng B.P.M. contracts onll it we accept the Britieh 
contention that receipts rrcm current gold production 
ahould not be counted amongst their dollar receipts and 
dollar assets. Hence, t heir oaae tor th~ take-OYer or 
airplane contracts depends upon acceptance or their oaee 
tor eermarking current gold production against sterling 
debts. It gold proluotion ie incl uded in their dollar 
r eceipts and assets, British gold and dollar holdings, 
which were $615 million on Apr11 1, would total S7.55-go5 
million on April 1, 1943 , wit hout the take-oYer ot airplane 
contracte. It, 1n addition to tb1e, their $450 millicn or 
airolane contracts were taken OYer, their gold and dollar 
balances would amount to $1, 205-$1,255 a1111on b7 next 
Aprll, or t wice aa much aa the United States Treasur7 baa 
considered to be adequate. 

2. The British proposals tor reciprocal aid aopear to be 
aatiataotorT, but the7 should not be made to depend upon 
our acceptance or the other pr opoaale. 
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- '-
torar ...... w 'bJ lbe 11'1 u• tor Rao1pi'G rd .&14 

ti'OII 1ihe Ull1'-4 na.-.. 8114 U• Oo1oa1u. 

''r' of 'ru ... u-(1 ~r'• w u.a. 

(2) 

(a) •-rolal an4 I'P 
_,rl'1al. ozpor'r 

(b) u.J:. mu~ aD4 uftl. 
O]!perh 

(o) Uoar froa 111'1'-lll'r 
4oll&l' _,ra.,. 

El!PeDMI tor u. a. troopr 1A 
Swrllq Area 
(a) PQ aD4 allow&DOOI 

(b) •roop ~uor 

(o) o11 

(4) oonr,ruoUon an4 
11&1A'ounoo of 
baM I 

u.a. prr 4ol1an 

bo1prooa1 a14 w r1 tiler 
U, a. or Ur au'hor1&o4 
oon~owrr. (prof1' 
Ual"Uoa 1aporo4.) 
u.s. pr.r 4o11arr. 

u.s. parohaao looa1 
ourHnor 1r1 '11 4ollarr. 
ti \her roo1prooa1 a14 or 
u. a. purobaro or 1IIJ)Orta.­
'1on, 4rpon41AI upon oon­
Yonlonoo. U.l. woul4 
rofwl4.., pa, ... ,, aa40 
tor •••rt.alr pronour1r 
1IIJ)OrWd under Lond-Loaro, 
llpoo1al oaao. Reo1prooa1 
ald unlorr 1' oo•' u.x. 
4o11arr. 
QoYOI'DMD' -.klJII \'bo 
'o boar \'bo oo •' w1 '11 no 
apporUonaon' of exponM 
on ~ bar1r of uM, 8114 
W1tal no load-loa" or 
roo1prooa1 a14 obl111'1on. 
u. L would lfto 'hlr w 
bo •ro~rpooUYo0 

( ro•ro-aoU•ot). Bowonr, 
all 4ol1al' oorh would bo 
.. , br u.s. or pron4o4 
on Lond-Lraro, an4 U.J:. 
would prondo ruppUor and 
rornoor tor proJ••'• 1n u.L or oolonlor. 

Regraded Unclassified



336 
- ~-

l:et1 .. te4 U. a. dollar expencl1turee and recllph ot 
tbe aterl1ng Area on current account 

April, 19~2 to April, 1943 

Dollar Expen41turea 

A. Paymente to U. a. b7 U. X. 
(In 111111ona) 

1. On Britiah Purchasing Kleeion 
2. For other merobandlse imports 
J.. For eerTioee 
~ All other 

o01111111tmenta 
out.l1de Len~Leaee 

B. Payments to U. 8. b7 other eterling area 
1. For meroband1ae laporte 
2. For eerT1oee 

Paraenta b7 eterling area outside U. 8. requiring 
gold or dollare 

$1150 
120 
105 
~ 

1. For oll t 6o 

$755 

2. All otber .-.v-enlll incl uding 4o lllll1on ot 
pa)'llents to Iran ~ -~::1 

Total eetlaated United Statee dollar expenditures $1, 

Dollar Receipts 

A. Receipts trom U. s. by U. X. 
1. For merohandiae exporta 
2. For · eerYicea 
3· All otber 

B. Receip ts trom U. s. b7 reet ot sterl ing area 
1. For meroband1ee exports 
2 . For aerY1cee 

Total eet1mated United Statee dollar receipts 

Estiaated dollar detlcit ot eterllng area 
on current account Aprll, 1942 - Aprll, 1943 

• '!bll def1oU of 1690 a1111on ooJIII)arel wUh the. 
deficU eta'-4 1D tbl BrU11h MIIONIIda Of 
1700 - 750 111111on. 

Regraded Unclassified
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~ Bri,iah ant i cipate t he t ollowinf apecial 
recaipta during the Jear beginning pr11 1942 

Balance ot R.r.c. loan !I l 
Wool ealu ~ 

Sale ot capital t acilitiea Zf 

P.,ment alreadJ receiYed t or 
airplanes d iYerted to U.s. 

Additional p.,aent t or airplanes 
diYerted to u.s. or Ruaaia 

Take-oYer ot ordnance contraote ll 

Dollar receipts trom u.s. troopa 
in Sterling Area ~ 

Tot al, at least 

90 

70 

? 

8390 

!/ The balance due on the R. r .c. loan is t35 mill i on, but 
the R.r.c. a&J not be willing to extend more than $25 
mi llion. 

Y This figure env1aagee the aale ot all Br1t1eh artaament 
plant facilities. 

Our tigurea indicate the Br1tiah will not be able to 
obtain more than $70 mill ion trom t b1e source unleae 
the War Department ia willing to refund eo011 porti on 
ot the adYanoe peymente made on ordnance contracts. 

!/ Tbia figure ie muob lower than ou.r eet i mate ot the 
aterl ing area receipts trom American troops. Our 
t1gure tor m111tar)' pay alone in calendar )'ear 1911-2 
i e $202 million, and it would unqueetionablJ be larger 
tor the 12 monthe beginning April 1911-2. The figure 
tor oiYil ian p&J, some ot which will be paid in dollars 
1e $412 111.111on tor calendar )'ear 1942. 

TreaaurJ Department, DiY1a1on ot ilonehrJ lliiaearob 
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TEI£GR:.ll SENT 

HRL PI.'.Ill 

no.1 a, 1942 

•• lE.iB. .SSY 

LOIIDO 1 (EnGI.'.ND) . 

2010, e18)lth. 

For Cnssndo.;r from tht Stcrttor;r of tb£ Trtosur;r . 

~OTE . PlEnse cablt at one £ whatever 1ntarmat1on 

you can obtain quickly in a nswer to tlu: tollovTing questions 

(1) In connection Pith prtetnt British individua l 

inoomt taxEs , h1vE nny provis i ons betn mndE to rElitvt 

t axJXIyers with rElativEly largE contractual obligations 

auoh oe lift 1nsurono t , long- term ltosts and mortgagEs and 

other dtbt rtpaymtntsf Prtaumobly incrEnstd 1ncomt t1%0. tion 

has lllldt i t difficult for aooc J)€raons to mttt such contra ct· 

uo l obli gations . 

(2) i iret bns betn the eff ect of tht incrcastd rstu 

on t ., t living standards oft ht upper incorut classes ! It 

~~a b ttn suggested thnt l i ving standards hovE bt t n rtt~intd 

and supportEd f rom l1qu1dntion of nsstts dtspi tE tht virtua l 

Umi t on thE nmount o! current incomc rEiton).ning ofttr tax . 

(3) Is t he re t•!1dtnct t h!\ t Eva s ion or nvoidnnct h:~ a 

b ltn ::. tttnpttd or t~-, t ~:ty impor t a nt loopholes bnvt 

dtvtloptd 
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- 2- #2010, o!ay Bi 1942 to London, England. 

developEd to reducE thE tfftotivtncss of the tax rotc•? 

(4) Is thErE EVidtnOE that h igh ratES bcvE rEdUCEd 

apprtoiably thE incentivE in t ht uppEr 1noomE groups to 

oontinuE 1n gainful oooupntion? 

FD :FL:B!JicB 
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.aAIIr or !Ill 
ta1al or ICinB IOCI.Uolft IIPUILIOI 

WADI~. D. 0. 

lfq ' · 19112 

of lfq 7 llltonlac .. of the al1ooaUoa of the ... Tal .. 

of the 10a a.,oou of $11 , 222,110.1). 

I - oo'bll.ac Ullo illfonaUoa. to \he lo'rio\ 1\ah ... 
toaro o1a.ooro1J, 

( l l.pod) ICaz1a LU'ria.o!f 

!!lo loa.ora'blo 

!llo Secro\a17 of U.o ~ 

Vaabiactoa., D. 0 • 
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lntoraUcn r<~eeivec! uv to 7 A.ll., 8th lito¥, 1942. 

1. W/.C!A§9AR 

. French Forces on tho ORli!JlA PoninmW> (oout.h or DI£00 SU.u!EZ BAY 

And ooat of •UITSifWI!) havo IIW'l'<mderec!. Tho Yloot hao untorod DIEGO SUAREZ 

Harbour. Du.r1n& aixth, t1r0 eno~ boll'oora wore cort41nly ond one probabl,y 

doa•royec! by our tlabtors. 

2 0 .!!A!Ait 

Ono or H.ll. 110tor lnunchoa boa bhn ounk b)' on- action orr IIALTA . 
• 0 • 

Onv or.U Rlaolt\1\ ahlp sllllk ort BOR!ll CAPE on rlrot. 

). AIR OfE!l.\TlQI!S 

11ll>T£1l!! FROIIT. 6t.h/7t.h. About 80 t.ono or hlsll oxpl~l .. a ODd lo-

ce:td1ur1ea dropped on Sl'tJT1'CART area, oxtona1vo t1roa .roportod. 

7th. TWelve Boatorus a.tta.ckod cojco ovona at 7.!!88RUOOE, which was 

I30n to bo unvoloped in &:~okc, and powor stntion ct. OSTWD . 21 Squadrotlc of 

SpL~tlruo provided oacort and carried out ono ew~op, but no concluaivo combntu 

t.ook pl.nco . A Junkors 88 W&S dostroycd south or PORT!. .NO. 

7t.h/S•h. A1rci'$J't were despa tohod - Soa "lnlna 81 ( oost coast Jll2liiARK 

and HZLIOOL.JID), ST. ll.\1~ 5, Lacl'lots Vichy l. Two alrci'$J't t.ro mlssln4. A 

convo, of 12 ahJ..,_ ..,. o.ttackod orr T.EUL. ProUc.l.nAry Hporte 1nd1eate t.M.t 

4bout. tM\ hit.l .. re obt.:.tned. 1"':;;o ff\ldsona a.ro oventu• . A &aal.l. m=bcr or 

en~ ft.lrcrntt oporotod onr this count.ey, coWl ina ollsllt ~ 1n IWiT •-od 

SUSSEX . Two " """ doatroyod by IICdufislliA>ro . 

j;QM. )rd/4t.h . 20 onc,.y aJ.rcmtt bonbod i.LEXAIIDRIA caustna slight 

&un4;8\l . 84~t.u£1iht.ore d(latroytld one o.nd dn.m.a.god. two, whllat unti-t~.i.n:ra.tt 

probably d oatroyucl onothor • 

.i!!!!l!!A· 5th. Blonhoi,.. mndo A aucoosothl lon-1ovol nttuck on loodod 

barsoo 3t ill"WA owersl boing .hit. 

St.h/6th. Wolllnctons, boabod AICUB. Throo Fortrouoo otsrtod lors• 

1.. IH'tW.ICJ!CE 

ftynch ;!tl!J. 1'bor-.. r_s DO c::Jut\g. 1n tJw CUIIJ)IX)l t.loc of F'r.::ach hval 

Uni to nt DnltAR on 6th linT. 
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