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Proposed Interpretations of the Bretton Woods
Agroements Alice Bourneuf

The Bretton Woods bill, as reported faverably by a vote ef
2% to % in tho Houso Banking and Currency Cemmittoee omn May 30 and as
passed by the House by a vote of 745 to 18 on June 7, incorporatos five
emendments to the bill originally roferred to the Committeou. Tho amend-
monts aro in large meesuro responsible for tho ovorwholmingly fevorable
vote. Although ull the smendmonts arc important, this article will
discuss only thoso which roleto specifically to the toext of the Fund «nd
Benk Agreements and only the probeble e¢ffects of theso mmendments on
tho attitude of ?Droign countriss cnd on the opoeratioms of the pro-
posed ngoncies. y

Tho two cmondments which rolato to the Bretton Woods Agreoe-
ments as such sre in the form of direetives to the American repro-
sontatives on the Fund and Bonk to obtain officiel intorprotctions as
to eortain powors of the Fund and Bank end to propeso cmendmonts to
the Agroomonts if tho intorprotations indiceted in tho bill aro not
seoepted, It is important to enalyze tho degrece to which tho intor-
pretotions cro consistont with the Agroaments roached ot Bretton lioods,
to forecast probuble foreign recctions to them, and to nsscss their
possible effect on the operations of ths Fund ¢cnd Bank. I foroeign

1/ Throe of the tmondments concern the wey in which Amorican partici-

T pation in the Fund and Bonk will be impl amentod. A Notional sd-
visory Council is crcatcd with power to muke goartain decisions lor
the United Stetos wnd with importent wdvisory and coordinating
functions. The Board of Governors of the Federel Resorve System
on Mcreh 21, 1945, roccomonded osteblishment of a Council with
similar powsrs. It is also provided thut the samo person shell
bc tho Amorican governor on both the Fund end the Bank.
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countries were to oppose the interprotations, their willingness to ae-
sopt the Agreemonts might bo affected. At the very loast, serious
opposition would bo a sign that differences of opinion would arise in
the administration of the Fund end Bonk, Furthoermora, if tho inter-
protations or amendmonts were not accoptod, the contimiod adhorence
of thg Unitod Stetes might be in doubt. Whatever the forelgn rooction
to tho particuler interpretations proposed by the United Statos, it is
almost eortaln that othor sountrios will follow in our footsteps and
inolude roquests for intorpretetions in thoir domostic onebling legis-
lation. It is possible, though rather unlikely, that intorpretations
proposed by foreign netions may be accopted by the Fund or Bank in
epito of United Statas opposition,

Tho first interpretution suggested by the Houso Committee
refors to the powors of the Bank and will ecrtainly be thoroughly
accoptoble to foreign eountrios. 7This interpretction ls that the
Bank hes outhority to moke or gueruntoe loans for "progrems of eco-
nomic reconstrustion wund tho reconstruction of monctury systems,
including long-term stoabilizetion locne®. The Bank Agreemont pro-
vides that "in special ciroumstonces™ loans medo or guaruntecd by
the Bank nocd not bo for specific projeecte of reocnstruction or
dovelopmont. This phraso wos inserted beceuse somo delegatos ct
Brotton Woods suggested that the Bmnk should be obls to holp a
country ecquire reserves to strengthen its currency and others sug-
gosted thut countries devastated by the war might need foreign loans
to eneble them to restock with materisls and oquipmont in order to
rcsuno normel production. There will undoubtodly be no serious ob-
jeotion on tho part of foreign countries, therofore, to moking it
clear that the Bonk has power to meke such loans.

There is some doubt as to whether long-torm stabilization
loens should, in fact, bo granted by the Bank if the torm includes
loans which are nolthor for tho financing of progrems of economic
reconstruction nor for tho roconstruction of monetery systams. If
o country has a serious deficit end if it cppeers llkely thet it will
not be eble to corroct its position in n relatively short period by
such mogsures as control of c.pital outflows or a change in the ox-
change rate, it probobly ncods to secure a longeterm loaon. But the
Bonk would bo wise in such cases to tie up the long~term loan with
cortain projects or with some general progrsm designed to holp the
country to correot its position. If the loan were made without
assurence that tho country wes currying out o definite progrum, theres
would be reason to fear thet the borrowlng country would be uneble to
serviee the loun., BEven if the long-torm loon pgronted by tho Bonk in-
directly enabled the country to reduco its indebtedness to the Fund,
the loan should earry assurence thet the borrower is teking steps to
correot 1ts bolance of peyments situation. If this is the positioen
token by the Bank, there will probably be few loens mado under the
interpretation proposod which could not have been made under the
euthority to finence specific projects for reconstruetion or develop-
ment, broadly interpreted.
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The iuntorprotation of tho Bank's powor suggested by tho
Committes is intended to roduee the prossurc on tho Fund for long-
torm erodits, If tho Bank mekes only e fow loans on tho suthority
of the intsrprotetion, there #ill bo littlo offeet on tho roquosts
for casistenco from the Fund. It is doubtful, in eny csnse, thot an
oxpross statomont thrt tho Bank hes powor to meko long-torm stebili-
zetion loans could provent cortein of the Fund's advances from running
for long poriads of timo.' At tho timo & oountry is doveleping « dofi-
cit, it is gonernlly not possiblo to foreseo how quickly corroctive
mocsuros or o chenge in oconomic conditions will restore balenco. It
is true, howevor, thot tho Fund noy in certein cisos cntieipato o long
period of difficulty end rofuso further cesistonce on tho grounds thet
the Bank has powor to moko long-turm stabilizatien losms. But the Fund
¢suld suggest tho nood for long-torm crodits from the Benk c¢von if this
intorprotation were not accoptod.

Tho Cormittoa's sceond interpratetion rolaotass t> the Fund's
powers., Horo ngain tho aim is to protoct the Fund from bocoming frozon
through finoneing long-term credit needs. Tho officidl interproetetion
tas bo obteinad frum the Fund is "as5 to5 (i) whothor its authority to use
its ressurcos extends boysnd curront monotery stebilizetion oporutions
to offord temporery ossistanco to nmombers in connection with scessnel,
cyclical, and emergency fluctustions in the belenco of peynonts of any
manhor for current transactisns, end (ii) whother it hus outhority to
use its resouroos t» provide facilities for relief or raconstruction
or ta moot & lurgo or sustcined cutflow 2f cwpitcl °n the pert of any
nombor™, If the intcrprotoction obtainod is thet tho Fund has suthority
to usae 1ts resourcas in oithor of thase weys, the smoricin represonte-
tives gro directed to propose an cnondrient nogativing the interprotation.

Thore is no doubt sbout obteiring foreign cgrocnent on tho
nbscnco »f Fund cuthority to provide foeilitias for relicf or rceosn-
structian sr te mast o lerge or susteined cutflow of Cupltﬂl. frticloe
ATV, Seetisn 1, snd wrticle VI, Saction 1, of tho Fund /grocnont spo-
cificelly stuto in identicel laonpgusgo that thc Fund's resojurcoes ore
not t> bo usud for thase purposes. /lthough problens crise in the in-
terpretution of the lunguage,ropstition of tho longuags doos not reclly
constituto tn interpretatisn >f the sgrocment. If the bill is pt:ssad,
this "nterpretetion® mey be of ssme impoartenco, hovevor, os on indi-
cution of the cmphesis plueccd on thosao provisicns by Congross. The
/moricen ropresentrtivos ney urgo strictor enforcement of theso pro-
visicns then thoy would hovo otherwlso.

Tho stetonmont thet the Fund is limited to "eurrcnt monctory
stebilizotisn spercticns to offord Yompor.ry cssistance to mombers in
carnoetion with secsonal, cycliesl, cud gnorgency fluctuations in the
belancu of poyrments of any member for carront trenscetions™ is not
crntained in this form in the Fund #‘r0umunt. Theéro is 1ittlo doubt
thet this inberpretation is fundementrlly in aceordanco with the spirit
of the Fund ,greemont. There are soverel phraoses im the Fund /groemont

1/ Tho stotemcnt seams to inply & close rolation bobtwoan cssisteonce on
curront transcctions cnéd twiporcry sssistence which does not oxist,
but the quostisn of curront wersus capitel trenscetieons will not
by discussaod furthor.
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which support the interpretation: (1) the fifth purpose is to make
resources available to members, to "provide them with opportunity te
correct malsdjustments in their balance of peyments®; {2} the sixth
purpose is "in accordance with the above (purposes), to shorten tho
duration end lessen the degree of disequilibrium in the internationul
belences of peyments of members"; (3) the repurshase provislons require
regayment of emounts borrowed from tho Fund from any members gaining
reserves in excess of thair quotas; (L) the scule of chergss on cmounts
borrowed, ineremsing with the peried of time over which they cre used,
is d051gncd to oncourngo prompt repayment, The agreement does not
monticn "seasoncl, cyclicel, or Gmergoncy fluctuutions"™ in the belence
of poyments or "temporary wussistance™ It is cloar, howover, thet wt
Brotton Woods no one conceived of the Fund cs an instrument for porma-
nent or really long-term fincncing and the turms "eyclical or omergency
fluctuntions” ure so broud thet thoro is i1ittle possibility that serious
objoetions will be ruised by foreign countries. Forzign countries mey
bo somewhet disturbed, novertheless, by the emphasis on tho temporery
charueter of the wssistonea.

The quostion arises whothor this interpretetion, if necepted
by the Fund would altor tho opsrations of thut agency significently.
Ais mentioned sbove, it is ususlly impossible to foresoo, when & member
comes to the Fund for wssistencse, whothor its deficit will be susteined
or c.n ho climingtod in short order snd how soon tho country will be in
o position to repay the Fund. Onco essistance hus boen grented, tho
Fund his very little powor to forco any more prompt ropuyment th.n is
roaquired undor the repurchtse provisions. The Fund can refuse assistanco
ot eny time but this will not provent pust ercdits from bocoming long-
torm.2s / Tho mensgoment of the Fund might possibly be somewhat more in-
sistent on prompt corroctive moisurcs if this interprotetion wero we-
cepted but it sgems doubtful that the intorprvtution itsclf would
have much offact on the cdministretion of the Fund unloss it metorially
alterod tho wttitude of the smerican repreusontetives, wnd therefore in-
dirogtly the sttitude of the ontire sdministretion of the Fund. Boeceouso
of the groct interost shown by the House Committoo in this interprotation
of tho Fund's authority, the bill, if pessed by both Houscs of Congross
in its prescnt form, will cortainly be given serious consideretion by
the amoricen roprosentutivos und the Nutionul Advisory Council. The
fmericen ropresontntives will heve in mind the feet thet Congress bo-
lioved the Fund should ba carcful to nvoid long-term finenecing cnd
should provide only temporory wssistance. Surely it is only if tho
Fund is mencged in this wey thut it eun continue to sorve a uscful
purposc. It sooms probeble, howover, thet the Nutional Advisory
Courcil tnd tho american rowrcsentautives would heve hed the sume
problems in mind irruspuctivec of whother the Committoo hid considered
them wt longth cnd, thereforc, thet thesc elcuscs in the bill will
have little prectical effoct on the policies of the inoriewn ropre-
sentetives.

l/ Tha right to refuso cssistance could sonceivebly by stretchad to
nean the right to requirs repgymont of pest lowns but this would
hirdly be in aceordance with thc spirit of the Agrecmont.
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Now Dovnlusation of the Grsok Curroncy J.H.F.

The governor of* the Bank of Grecce, Kyrioxos Vervarcssos,
hes boen cppointed Vice Premior end Minister of Reconstruction in
the Groek ccbinet, and hes boon given dictatorial powers to stobilize
the currency, fix prices ocnd wages, roadjust toxes, and roorgenizo
production and distribution. On June 5, 1945, he announcod ths os-
tablistmont of ¢ dollor rate of 500 drachmes end of & gold price of
L,,000 draehmas for the gold soveroign, the freczing of commodity
pricos at the lovel of the first ten deys of April 1945, cnd the
increcse of wagos by 50 to B3 por cent. Doily woge ratos will rongo
from 220 to 720 drochmes, monthly salaerios of priveto cmployoos from
10,000 to 30,000 drechmns.

The proposed dollar rete roprosents « now dovaluation of
the drechma by 70 por cont in torms of dollars: the drochma will be
worth 0.2 United Stotes cents, es comparod to 0.67 conts undor tho
"stobilizetion” of Novembor 194L. it tha boginning of April 1945,
tho dollar was quoted in tho "froe™ markot of Athons at cbout 300
drachmas.i/ While it might bo possible to meintein the new doller
rate for gome timo to como, it will be moro difficult to onforco tho
proposed prico of the gold sovereign, which is slightly below the
dollar veluo of the sovereign on tho bosis of the Unitod States
Treesury gold price {i.0., $8.24 per sovereign, cquel to 4,120
drachmas at tho praoposed dollar-drachme rate). Sinco tho gold
sovoreign is usuelly quotod in Europe ct about twico its official
doller veluo and tho promium hes beon substantielly higher in Grecco,
it is hurd to soo how the Bank of Grogee will achiove its purposc.

Tho stabilizetion of prices st tho lcvel of tho first helf
of April moans wn inerease of cbout B0 por cent over the lovel of
Novomber 194y, Tho new devalueticn will be far less in terms of
domastic purchasing powor then in foreign oxchange valuo, cud to o
lergo extont will eliminste tho discreponcy botwosn tho domestie and
the intornotinnel prico level. The propascd wege incroase will bring
roal wige rates ta about three-fourths of tho pro-war levol.

£11 thoso meesures--with the exception of tho proposel to
roduco tho price of gold--gppear to bo sound and romlistic. Thoir
rosults, however, will be detormined exclusively by tho success or
failure of attempts to roosrgenize the fisecl system end to improve
tho supply of ecommodities. Mr. Varverassos, who is on sutstending
ceonomist end hes cetcd for years es Groek fmbessador-eb-lergs in
gconomic metters, cpporently understends thesc requisitos. fs o first
step townrd pllevieting tho soarcity of gwods, he hes promiscd en in-
croasa in imports, espuciclly of cleothing, which will bo sold by the
Govormment ot prices substcatially below tho goneral eeiling. However,
¢s long os tho Govermment must roly upon centrol bank credit for theo
greater part of its expenditures, wnd as long «s the resulting curroncy
exponsion is not fully metchod by an increcso in recl output, finonelsl
stebilizotion will be as precerious os it wos in November 1GLL.

1/ Soo Review of Foroign Devolopments, Moy 28, 1945, p. 6.
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Russien Fconomlc Policies in QOccupied Germany Hans J. Dernburg

Information on the economic policies pursued by Soviet Russia
in occupied Germany since the unconditionel surrender of the country is
very scant. Newspupermen are not admitted to the area and Russisan radio
broadeasts to end from the occcupied region ere the only rapgular sources
of information. The following peragrephs erc bused msinly on such
oroudegst reports, and must be tekon ot fece vulue sinco thore is no
wey of chocking agninst altornativo sources.

From the cveilable information it eppears thet Russie is
following in goneorol o policy of oeconomic rehebilitetion. The Russien
attitude toward the Gormen people, as oxpressod time and agein in tho
broadeests, is reflocted in the following quotation: "The actions of
tho Soviet outhorities are dictated by the principle to be ruthloss
with Nazi criminals but to be humane townrd the Gormen civilian popu-
lztion provided it carrios out loyelly Alliod imstructions.” Roferonce
is often mado to tho Yalta doclaration cnd to Stelin's Moy Day declo-
retion, both of which ¢mphosizod that the Allics doc not went to destroy
the Gormen pooplu. Appoacls cre mode to the people as & whole, os for
instonce to the poople of Borlin, to cooporcteo with tho Soviet Cormander
cnd tho newly instituted City sdministretion. No specicl eppeal is made
to the working class cnd no dispereging romerks sro mede sbout the "capi-
telist clpss™. If any opetion is boing takon to introduce communism, it
is certainly not refloctad in any utterancos that have como ovor tho
rodioc.

The first steps of tho Pussicns towsrd rshabilitetion of
occupied Gurmany consisted in eloaring the streots of the oceupied
citics, rostoring highwrys cnd bridges, cnd roconstructing publie
utilitios such s weter, ges, and olectriecity., 1In citics likoc Borlin
end Drosden, city traffic is being restored. Redio stations wero ro-
opened «nd tho postal scrvicc rosumod. On May 29,it was roported that
rcilwey units of tho Tochniccl Troops havo reconstructed the throe most
important railways leading to Berlin from the East. Trains cro scid
to bo running regularly to Borlin from Fronkfurt on tho Odor, from
Kﬂstrin, snd from Wriczon through Eborswalde. Rellway troops hove uwlso
roconstructed tho railwey from Borlin ic Dreosdon. Postal traffie in
the Grocter Berlin area wis rosumed on iay 22. Thero ure rnumerous
roparts on the resumption of menufaeturing eand the rcoponing of storos.

Much of the reconstruction work is being dons by tho new
Gorman municipal administretions under Soviet control. In Borlin,
Dresdon, and the smeller citiss in the Russion zono, meyors were ep-
pointod cnd city counecils, selocted from soll groups of tho population,
were astablished. On May 31, it wes reported: "Self-gzovormmont nd-
ministrations heve elroady beoen sot up in all the towns in the Germon
eroa, Thoy work to rostoro normol lifo, to rebuild tho ‘towns, public
utilitios, and fectories.” The following roport on tho sclf-govern-
mont of Potsdem is characteristic:
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"There are ebout 140,000 inhabitants in Potsdasm, emong whom

are people of vorious professions from workers to outstanding
representatives of science cnd mrt. The town hns been divided
into seven districts, where under the gulidance of the District
Commandants, reprasontatives of the loesl udministration end
the burgomestor, restorction work is going forwerd. The Ober-
buergermeister of tho town presides over loeal sulf-goverrmont.
Ten dopartmonts wore drofted nnd wre engapsd in tho actusl work
of restoring normel 1ife. The Food Dopartment distributos food
supplios among the populction. The Department for Repair cnd
Rostorstion huas rostorod Ffectorios and dwelling houses. Wetor
end electric supplics ore functioning, and the tolc¢phone ex-
chango cnd the pest office building tro being repeired. The
Departmont for Postal Telegreph was asked by the Commendent
first of all to deliver cll mpil wnd to open cbout 50 post
offices. The Depertment for Industry and Trade hes already
oponod heirdrossing salons ond smoll shoe wnd clothing reopeir
shops. The Dopartmont for Health hus throe hospitsls function-
ing and throe clinics in which there erc morc them 3,000 wounded
Gorman officers end men. The opuning of thcese medical insti-
tutions wsllowed for the carc of uxpecetant mothers and sick
peoplo, who roquirod immodiete medicil sttention. Besidos
hospitels, privete surgicnl clinics were openod. The Deport-
ments for Socipl Insureneo and Public Education aro starting

to open. The Agricultural Departmont is preoccupiod with the
quostion of sowing and with tho gathoring of vogetables from
hot heuscs."

It has been the policy of tho Russisns to organize food sup-
plies for the poople in tha occupicd zono. Borlin and tho surrounding
eroas were sterving during the lest months of the wor ond Morshal Stolin
grve his personel ottentiom to the foeding of the city, cecording to &
report of Colonal Goncrel Berzerin, now Town Commendor of Berlin: "then,
on April 25, 1945, I was advoneing on Berlin with my troops and Berlin
wes still fighting egainst us, wo clrocdy hed instructions from Mershel
Stelin to bring up food For the inhpbitonts of Berlin. At prosent
Mershpl Stelin enquiros deily os to how the work is prograssing” (re-
ported on Moy 21). After the occupation of Berlin und Drosdon, Mikoyuon,
Deputy Chnirman of the Council of Peoplo's Commissers of the U.S5.S5.R.,
studind the food situation in thoso towns during & visit to occupiod
Gormeny. Beck in Moscow ho summarized thc Russien policy with respcet
to feoding the Germen peopld as follows: '"Tho mor:l standord cnd
tredition of tho Sovist pooplos domend humenc trectmunt of tha popu-
lation of & venguished country.. We did smech the Hitler Army in bittor
batties end we did occupy Berlin, but ncithor our truditions mor our
s¢nso of honor would allow us to observe indiffercntly how e paecuful
populction is sufforing misery cnd hurdship. The Seviet Cormcnd, to-
gethor with the City Administretions of Berlin and Drosdon heove, there-
foru, orgrnized food supplios for these citics” (reportsd on May 23} .

Rationing is being meintained znd it has ofton boen ossorted
in the Russien broedeasts that retions under tho Russien reogime rreo
grootor than under the Nozis. In Borlin,bread is issuod deily; cevery
consumer mey obtanin two deyst! ritions, the ons for the current dey,
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“the other for the next dey. Meat, fats, sugsr, processed foods, and
potatoes seem to be issued weekly. In the last week of May, coffee
and tes, which had not been seen in Germeny for memny years, were dis-
tributed cmong the people of Berlin.

Under the Nezi ragime theroe wero price ceilings for practi-
cally overything. In order to supply the Burlin population with food-
stuffs end monufecturod goods in cddition to stendurdized products
distributed by the municipol administretion, the Military Commonder
of Berlin abolished price ceilings by decree. It introduces ™unre-
strictod private trade in ell clesses of goods" end vncourages furmors
and trudosmon of the outlaying rurcl districts to merket foodstuffs in
Berlin et certsin designated sitos. The deeres, howcwer, points out
"thet food and ell othor goods issuod to the trade by tho municipal
administretion for sele on ration cerds m.y be sold only ot fixed
pricos and in flxod raticned quantities, in cecordunce with the rution
cards that have been issued”.

At first glonco, it is hard to understond how freoe trading
ot uncontrolled pricos would bo compatible with tho issuing of rationed
goods ot fixod prices. Tho decrco is undorstondeblo, however, under the
racsonable assumption thut the bulk of tho foodstuffs from the lest
harvosts was clrowdy bought up under tho Npzi rogimo ot fizod prices
80 that it mey now bo sold &t fixed prices. Tho price risces permissible
under the now decrecs would attrot to the market whet is still in the
hands of the furmors--reletively smell cmounts of rationed staple goods
und possibly lurgor wmounts of unretionwd foodstuffs, such s vegetables
end fruit, The system could, of course, sorvs only as & mekoshif't and
would heve %o bo abundonud whon thu municipulitiuvs have to roplenish
their stocks of goods to be sold at fixed pricos on ration cards.
Buying «t relestively high free pricos cnd solling at rolatively low
caontrollod pricos orc incompetible, unlass somo sort of subsidy systom
is introducod.

On Mey 20, the Gorman Reichsbank in Berlin was reopenod under
the ncmo "Doutscho Stocbsbenk” {Gorman Stato Benk); it may bo signifi-
cant thut the now nomo is rether similar to that of the Rusesian central
benk (Stote EBank of tho U.S5.S8.R., known ns the Gosbenk)}. Tho U.S8.S.R.
has printed occupation merks for uso in Russiann-occupicd Gormany. Those
merks appesr in every woy idonticel with tho Allied Militeory merks used
in the United Stetos, British, cnd Fronch zones. No gonoral rate of
exchonge hes boen doclerod by the Russiens; but for purposos of tho
poyment of troops wnd militury &ccounting & rete of two merks to the
ruble is being usod, which is pretty much in ling with tho Ameriean
mark rate of 10 murks to tho doller. Germen notes and coin hitherto
velid ws well as occupttion merks mro logel tendor, "must be ascoptod
without question"; they must cireulate et par. With rospect to occu-
pation marks snd othor Gorman currcncy, "no sopuration is to be medo
in cesh tills, wnd the various currencios are not to be separctely
sntored in ledgers and cccounts”,

Banks and sovings banks wero reopened, However, sll doposits
accumuletod up to Hay 1 are blocked, "Relaxations aro possible only
for food supplics and for ruconstruction and othor vitsl work ordered
by the Municipel Administraotion." HNuw doposits sro froe end the radio
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1lsten9r is eoncouraged to doposit his cash with credit institutlions.
"We do not went to tiko it ewsy from you or frooze it," he his been
told over the radio, "hut we want to let it cireculcts s economic
lifeblood es much and r.s often us possible."

) On Moy 24, it wes docrocd that beginning on June 2 all
Reich, Provincial, and municipal texos ms well os &ll contrihutions

end fées sre to bo levied cgein in ccoordance with the old regulations
tnd sealos. :

No informetion is cveilable on price developmonts. With theo
introduction of free trading, pricos of goods not bought cpgninst rotion
curds heve probebly risen considorebly. The freozing of benk doposits
ney oct somowhet of o broke; but it should be roglizod thet the Gorman
population wes woll supplied with currency ot the time of the collapso,
cnd thet new oeéupution merks onre continuelly being issuod to tho troops
and probebly for raconstruction work zs woll.

Policy Statements in Lend-Lease Budget Request C.R.H.

In transmitting his request for a comparetively moderate
appropriation for the defense aid program in the coming fiscal year,
Prosident Trumon indicated thut tho so-called 3(e) Lond-Lease agrec-
monts recontly sighed with Franco, Belgium, end ths Netherlends moy
ho revised considoerebly or sbandoned nltogother.l_ The Preosident for-
wordod to Congress & lattur from Budget Director Hereld D. Smi th which,
in ¢ prrograph advocating ropoal of the Johnson act end expension of
the lending powcr of the Export-Import Bank, contains tho following
sentonce:

"Such mction will mako possible the fincneing of
portions of tho lond-luese 3{c) agrecments with
the French, Bolgicn, and Notherlonds govermmonts
for tho dolivory of industrigl ¢quipment end
supplios, provision for which has not beon mado
in the progrem rocormended whbove because of
chengaed wor conditions.”

In his own lettur, tho Prosident stetos thet those recent cgroomonts
will bo eusrriod out with luond-lcase funds "to the fullest oxtoent con-
sistent with chongod wer conditions tnd tho besic wertimo purposos of
lond-lensc sid”. Ho ndds: "Boyond this I propose that thuse ellic.
bo nssistod in fincncing necessery oquipment and supplics by the
Export-Import Bank." ’

1/ Sue Review of Foreign Dovelopments of april 2 wnd Hey 1L, 1945.

~  The Agroemonts provide that deliveries of eny articles or scrvicos
sontemplotod in the poets may be withheld whonever the President
dotermines thot such sotion is in tho national interest”.
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: Intsrpratation of lend-lonse poliecy, with rospect to tha
extont of de facto rvuhubilitetion aid to be renderod under the pro-
‘grem, hes for meny months dopondod upon carceful comparison of official
stotoments wnd offieisl cctions which heve frogquently cppearod to bo
mutuelly inconsistont. For thot reeson tho elority of the following

. rocommaondations, prosonted by the Budgot Dircetor ond prosumably in-
dorsed by tho Prosidant, is wolcomo:

1. Lend-laocso should continue te be an indispensable woapon
for woging fully effective wer agrinst Jopon in closw collreboreation
with our Allies. In furtherance of this objective, such funds should
be of limited but walusble assistarco in expediting tho meximum rode-
ployment of our crmed forces for full uso egoinst Jepen.

2. Lond-lecsa funds should be limited to purpesos of tho
wor &nd notionel defense wnd should be roducod cos fast as possible
consistent with thoso objoctives.

3, Row motericls should bo provided under lend-leaso
errengements only where they cre nouded to incrosso or maintein the
industrial contrikution of tho land-lccse country to the wer offort.

4. Potroloum products for U.5. military use should honce-
forth be financed from Wer end Nevy opproprietions.

according to the Dircctor of the Budget, the proposcd
defonso cid budget for fiscol 1946 rcfloects these rocommendctions.
Tho cmount requestod as now cppropriction is 81,975 million, 31,56L
million loss thcen tho cppropriction for the curreont ygar. With the
inclusion of %2,400 million of unobligoted brlances on hund, the
funds pveiloblo for fiscwl 1946 will totol 84,375 million. Obli-
zotions contrectod ngeinst dircet lend-lowse spproprictions in tho
eurrent fiseal yeor wro ostimetod et *5,128 million. Theso amounts
urc, of course, axclusive of the viluo eof goods which may bo truns-
ferred by the War Depcrtment, tho Nuvy Depertmunt, cnd the Eoritime
Comzission, snd published dota roverl thet a lorge sherc of lond-lonsc
£id has been offoctcod through such trensfors. Tho roduction in dircet
lond-leaso cpproprintions, however, tegethor with tho stotemonts of
the Prosident wnd the Budgot Diroctor, indicste thit total dofonse nid
cxpenditurcs moy be reducod considaribly in the coming months.
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The_lstanbul_Gold and Exchange Market J.H.F.

The Istanbul market is probebly the only free gold end
foreign exchange market functioning anywhere in the world. To be
sure, it operstes sxtra-legally as far as foreign exchange (not
gold) is concerned, but it is obvicusly tolerxted by the nuthoritiss
since its quotetions ere reported day by dey and its daclings in
tolegraphic trunsfers could not be oxocuted undar the prevailing
consorship regulations without the knowledge of the Govermmont.

Tho emount of foreign exchenge traded is not recorded, but if the
quantity of gold trenscctions mey bo takon s cn indicption, the
size of tho merkot is feirly substentiel. During the Europecn wer,
ratos mey have beon influoncod by the demend of prospoctive rofugees
from ixis-oceuplod countries who needod gold or Wostern curroncies
&t any prico in ordor to moke good thoir oscepe. Tho rolative ste-
bility of the murket in rocont months indicatos, however, thet the
influonco of this domend wis not so strong =s had boon suspoctod;
probobly the "oscape premium” wos peid meinly when refugeos triod
to got hold of Turkish curroney rathor than at the momont whon thoy
scquired gold, dollers, or sterling in exchange for Turkish pounds.

In Teble I, reotes at tho beginning of July 19hL aro com-
poarod with those at the end of March 1945, At the oorlior date, tho
battle of St. Lo end tho Russian summer offonsive hud not yet begun
ond el}l Balkon countrises were still undor German control. By tho
latter datc, the Wostorn allios hed coressod the Rhine nnd tho Russions
the Odor; the complote dsfeat of tho Axis hed bocome certuin. At ebout
tho same timc, the Turkish pound had bocomo stebilized both in torms
of gold and domostic purchosing power.l/ Thie situotion wcs reflectad
in the foreign exchengo murket, where tho doller roso very little and
mast other curroncies setuelly declined.

In Table IT, these rotos arc used for computing the cross-
rutcs of pounds storling, Swiss frenes, wund gold, in torms of dollars.
The results must be intorproted with some roserve: tho ratos certrninly
do not roprusent tho "truc” relation of the velues quoted to the doiler,
but they indicate the estimuto of o vory shrowd group of well-informod
end oxperienced intornutionel finenciers and spcculntors. Loesl con-
ditions, such as o damand for dollars for immediute import payments,
influenco the rotos nore thon they would under conditions of freo
intorn.tionel erbitrege, Moroovor, the picture is merred in tho cese
of the pound storling and the Swiss fraenc by the effects of spaeial
Govermment sctions: tho groeater decline in the value of pound notes
as compered to telagraphic trensfors is probably due to tho imponding
retirement of large notes, cnd thoe greater decline in tho rate for
Swiss telegrephic transfors cs comparsd to notcs is probubly duo to
tho stricter Swiss policy concorning foreign deposits. With theso
reservetions, threo fucts muy be noted: (1) tho pound sterling is
valuod cbout 25 per cont balow its offiecicl dollnr parity; (P) the
Swiss franc is vonlued olmost oxcetly nt its officicl doller perity,
while it had been quoted substentirily cbove perity during the provi-
ous wor years; (3) gold is still wvelucd at cbout &6 per cont chove

l/ Seo Roview of Foreign Dovolopments, April 2, 19L5, p. L.
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- ite doller parity, in spite of o considersble drop from its peak
lavel. .The high waluation of gold is an internetional phenomonon,
ébservable wherever gold is tradod in cn uncontrolled markct. It

_Will be interosting te wotoh the reaction of these markots to the
estublishment of tho proposcd Internetiong] Monetery Fund, since im
cesa. of its suocessful operation the warious local currencios weould
be poggod to gold and an internetionnl gold premium would be incon-
ceivable.

Table I
Istanbul Exchange Retes gnd Gold Prices

0fficial cﬁport Block market rato
ratol, July 194l Merch 1945
{Turikdsh pounds por unit of foreign eurrency)

U.$. dollar, T.17.%/ 2.80
U.S. dollar notes 2.42
Pound sterling, T.T. 8.50
Pound storling notes €.00
Swiss frenc, T.T. 0.61
Swiss franc notes 0.70

Free murkect rate
Docember 1939 July 1945 Uerch 1945

{Turkish pounds per ounca)
Gold bars 69.4, 162.96 162.3L

I/ Base< upon rates of T.T. for Docember 19143 {averago) end of
notes for December 31, 1943, both plus [0 por cont oxport
premium (soc Roviow of Foreign Devolopments, Januory 8, 1945,
p. L).

2/ Telegraphie trunsfors.

e

Table II
Doller Cross-Retes for Forelgn Exchonge and Gold

Now York Istenbul retesL/
rate July 19h) Merch 1945
(0.8, dollars per unit of foroign curroncy)
Pound sterling L.q35 3.50 3,036
Swiss frene 0.225 0.30 0.218
Gold {pcr ounce) 35,000 £2.68 57.980

1/ Besed upon black morket rate of tologrephic trinsfors and
T freo merket rate of zold bors.






