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Foreign Credit Requirements of the Netherlands J. Herbsrt Furth

The import requiremonts of the Netherlands to the end of
1946 heve boon estimatod at 1,250 million dollars. It is expeeted
thet about 135 million dollars cwun be werncd through exoorts and that
noet rcceipts on service accounts will total ebout 235 million dollers.
The deficit of ebout 830 million dollaurs will have to bo mot by the
sgle of foroign essots and by thc usc of credits.

The Nethorlends Governmeunt hes so for concluded lotn &grov-
monts with the Bxport-Import Benk of Weshington, o group oif Now York
benks, tho Conadicn Govormment, end ¢ group of Swiss cormercinl beonks.

It hus negoticted agrooments with Bolgium. Denmerk, Frenec, Horwey,
Swedon, and Switzerlend under which mutucl trede credits wre oxtended
within spccified limits. £11 of thusc cgreoments, with the possiblc
uxcoption of thet with Frenec, cro oxpoetud to result in the coxtension

of credit to the Netherlunds,sinco imports from tho countrics in question
will be lerger then exports during the porioed of reconstruction. The
Govorrment hes «lso rowched an understunding with the Unitoed Kingdom
under which ¢ specificd emount of sterling bolencos now held by the
Nothorlends cen be uscd for imports from the sturling arvc. The un-
froczing of Nuthorlrnds dollur bcl.nccs in this country is oxpocted for
the vory nerr future. In the meentime, tho Government heas received
intorim crodits from the Fodercl Reserve Bunk of New York and from the
Govermment of the Netherlends Indics, onabling it to use the equivelent
of e considerublc portion of thcse brlinces punding the formzl unfreezing.
Further crodit negotiantions cre reportedly under wey with the Chase
Netionel Benk end with the Govermments of Argentina and Spein. Thus,

the following sums h.ve bocomc eviiluble to the Nethurlonds cconomy up

to the present time or tre cxpected to be tveileble in the near future:
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Foreign Bxchange Availeble to tho Nethorlends
(Millions of dollnrs)l/

A. Presently fvaileble:

Unitecd Steates

Doller balencos (es of July 31, 1945) 216

Commorcicl benk losn (Februcry 8, 1945) 100

Bxport-Import Benk locn (Oct. 17 & Nov. 2, 1945) 100 L16
United Kingdom —

Sterling bilences ("unfrozen"), 37.5 million pounds 151.5
Bcl gium

Tredo agroement (Oct. 21, 194k, end Sept., 13, 1945),

500 million freancs : 11.5

Coneda :

Goverrment locn (Mey 1945), 25 million Cecnedicn dollers 22.5
Dermerk

Trade egrocment (Octobor 3, 1945), 25 million crowns 5
Frence

Trade cgreement (April 1945), 200 million francs N
Norwey

Tredo agreement (Novemboer 8, 195), %7.l million crovms 7.5
Swoden '

Trode agreemont (August 1945), 75 million erowns 18
Svritzorlend
Trado ngreement (Octobor 31, 1945), 25 million frencs } 8
Commercicl bhrnk losn (October 1945), 50 million frones) 1

Totel &5l;

B. Bxpceted to be pvailsble in the Hocr Future:

United Steatos

Commercirl bnenk 10Lﬁ§/ 100
\reonting
“~Tr&ddﬂzgrecment, 1,00 million posos. 100
Spain
Tride egrocment, 60 million pesctes 6
Totol 208
Grand totel 860

T/ Forcign curroncics converted into dollars ct tpproxim.te retos of
exchenge.
2/ Aftor deducting cmount nceded for roprying loesn of Fobruery 8, 1945.

If the nogotictions with the Chese Nutiontl Brnk «nd the
Govermments of Lrgentine ond Sprin cro brought to « successful con-
clusion, the expected deficit in the country's cugrant belenec of
peymunts for 1945-0L6 will be complutcly coverod.}zit is true thet
this would meen tho exheustion of the bulk of the country's doller
tnd storling belences, «nd tho assumption of « foreign debt of wbout

1/ Under o bill introduced in the Concdicn House of Commons on
December %, 1945, the Wetherlinds will reccive cn cdditionel crodit
of 60 million Crncdicn dollers (54 million United Stotes dolleors).
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500 million dollars, of which ahout 200 million dollars would sooner
or later have to be consolidated. The entire debt, however, would
represent only about cne-third of the velue of Netherlands long-term
investments in the Mmericas and the 3ritish Commonwealth, not to speak
of its even larger assets in Continental Zurope and the Netherlands
Indies. Horeover, the consolidation of the debt should not prove
difficult cnece the Netherlands economy has regained its cquilibriunm,
gspocielly if meunwhile the orgeanizutions proposcd at Broetton Woods
have started thoir oporctions. The Nethorlaends conbtribution to the
Brutton Yoods orgenizetions ncuod not be considercd & burden on the
country's currcnt belanco of paymunts sinece it probebly will bo paid
out of thu geld rescrves of tho Hothorlends Bonk.

A1l thesc figures rofor only to the Buropeoen territory of
the Kingdom. Theo Nothorlemds Indics mey require .dditionzl credits
pending full rosumption of its uzport tride. Thuse requiromonts, how-
cver, cen bo estimetod in o rolichle menner only efter the £llics heve
succcuded in rustoring order in those territorics.

Sunete ppprovel of Export-Import Benk Directors M.J.P.R.

With the confirmetion by tho Scnote on Novembor 2% of two
of the President's nominecs to its Bourd of Dircctors, the Export-
Import Benlt hes egein bocome en oporating institution. Tho two
nominces who received Scnate wpprovel cre Williwum MceC. Mertin, Jr.
end Horbert E. Goaston. Together with the Secrotury of Stote, or the
of ficor of tho Stote Dopirtmoent designeted to wet for him cs o Dircetor
of tho Bounk, thesc two rocontlyuhppofntnd Dirvctors constitute tho
gquorum of threu out of fivo Dircctors which is nucuss.ry before thoe
Beord can toke cetion. It is now possible for the Bank to procoud
te ‘euthorize now lorns after ¢ bricf hictus of wbout throe woecks during
which the Bunk hed no dircetive body. Three doys wfter the Scnate's
cenfirmetion of Mr. Mertin ond XMr. Geston cs Dircetors of the Bank,
the President nemed Mr. lortin Chuirmen of tho Boord of Directors.
It mizht bo noted thet Mr. lortin’s nomination «s o Dirccior we
sugiestod to the Prosident by the Bxport-Import Bank.

The nominction of Roburt T. Stevons cs a Director of the
Export-Import Benk hes boon withdrocwm by the Presidont. It is roported
thet 1ir. Stevens, whon ‘h,rolcaoa with the offer of tho nomination,
wes not informed thit he would be rcoguirvd to devotu his full time to
the business of tho Benk. The dxport-Import Barnk Act of 1945 states
tret eppointed Dircctors must dovote thoir time not otherwisc roguired
by the busincss of the United Stetus to thit of the Bunk. When Mr.

Stevens loter loarncd this fiet, ho roquosted thet his neme be with-
drcyme. Slnce his withdrowel, the President hes nominctod Lynn Upshew
Stembaugh s o Dircetor. Mr. Stombough is o North Dakota liwyer rnd

o
b

g R publchn. In 19i31-1942, hc wes niotioncl commender of the fmericen

Logion., If his nominction is confirmoed by the Sonctc, there will re-

mein but onc vecancy on the Bunk's Boord of Dircetors.
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Communication of Per Veluos to the Fund A. Bourncuf ¢nd R. Ernst

The cecompenying toble shows for those countrics reprcesonted
¢t Brotton Woods tho preveiling rates of uxch.nge on or cbout November 1,
1945, If the Decomber 31 Erctbton Woods docdline is mot tnd the Agroo-
merts como into forece on thet dete, w«ll moembors of the Fund will be
roguired to communicaote to the Fund the per velucs of their currencics
beswd on the rates of cxchenge preveiling on November 1, 1955, If the
Lgreements come into foree o fow days before Decembor 71, the rote to
bo communicetud will bo the reto the some numbor of diys bofore
Novembor 1, 1945. The cctucl communicutions of per velucs will not
teko pleco until the Fund is of th¢ opinion thot 1t will shortly bo
in 2 position to begin exchingoe operotions. Momboers whose torritorics
hivo becn ocecupied by the enumy mey be cllowed to postpone communicition
of pwr volucs.

The per velucs wetuelly commuriceoted will not necosswrily be
the initicl per veluos osheblished by :tgrooment bobweon the membors wnd
the Fund. Within « poriod of Q0 deys efter the commuanicetion of per
veiucs, or possibly over a longer pericd for moumbers wiosc Lerritories
havo boen OCCdplUd by tho cnemy, cithor the member or the Fund miy
notify the othur thet it rogurds the per veluc s unsctisfoetory. The
Fund mey objcet to the communic..tud per velus on the ground that it
would leod ¢ither the meombor concerncd or other normburs to sock reeoursc
to the Fund on o scrleo projudiciel to the Fund or te the mombers. If
notificution is given by oithor the Fund or the membor thet the per
velus ieg considerced unsetisfoctory, the Fund (nd the member must agroe
wizhin e puriod to be detormincd by the ¥und on the initial per veluo
%0 be esteblished. If cgreemocnt con not be recched within thet period,
the momber will bo deamed to hove withdrawm from the Fund.

Mthough the par velues comuniceted will not nocessirily be
the initicl por velues osuveblished by sgrocment with the Fund, thoereo 1is
o Pres tion thet in cosce where thoy ere considered to be very near to
the propor rabes they mey be wdoptud beocwuse neithor the Fund nor the
mouber will consider it worthwhile to open o scrics of negotictions for
thoe purrose of cgreeing on o slightly difforent retc. In cases whure
ths comrmnicitad pur vilues erc fur out oF linc, nugotiutions will of
conurss bo nucessery. The considerctions which will bo iwvolved in
re:ching cgroemont on the rotus to boe esteblished will not nocosserily
b those whish would wpply in the determinition of trusc Jguilibrium
retes.  The fect thet meombore moy continuce to restriet currcent poyments
in the trensition poriod me.ns that tho retus ecsteblished necd not bo
thosc which would be cguilibrium rites in the disturbed conditions of
ths trensition periced.

The secomnenving tuble pruscents rot = prv“fiTing in 1938 «and

in fusust 1939 in the belicf thet e comrerison of the paticrns muy be

of intorest. There is, of coursc, no rewnson to belicve thet retos which
differ only ull*nt’y from the pro-wer rotos ro wny nearcr to boing sotis-
fectory retus thenm those which differ prectly from the pro-wer rotos.

Whore informetion is (Vullnbls snd bliek markets wre of considerchle
imoortincu, dleck merkot retes tro quotsd in footnotes si

give some rough indicetion of thu urtent to whmcn the r..tes shown diffoer

from froe markot reatos.
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(In Cents Per Unit of Foreign Currency)

o Fete in ffonthly Yesrly
Country moné?gry Effect Average Lverage
Unit HWov.l, 1945| fuzust 1939 1938
Australia Pound 321.11 * 767,32 205,55
Belziun Franc 2.29 %.39 Z,38
Bolivia Boliviano 2.%6 3.2l 3,38
Brazil Cruzeiro * 5,18 * 5.02 -
Canada Dollar 90 .6 99.! 9.2
Chile Peso » 2,00 * ,.23 -
China Yuan «1/ .20 + 7.6 21.26
Colombia Peso T 56,08 * 57.06 * 55,95
Costa Rica Colon 17.79 17.79 17.79
Cubea Peso and Dolliar 100,00 29.95 G5.92
Czechoslovekia Koruna (CS) 2.00 2,43 %007
Dermeriz Krone 20.79 20.83% 21.82
Dominicen Republic Peso and dollar 100,00 100,00 100.00
Ecueador Sucre 7.26 65.67 7.08
Egvpt Pound 113,17 h7e.Jdn 501,20
T1 Salvador Jolon h0.00 10.00 140.00
Ethiople Dollor + 0.2 -~ -
Frence Frimne E/ ) | 2.02 2.61 2.83
Greece Dr:.chme 2/ = .70 x .85 o .90
Gueatemole, Juetzal 100.06 100.00 100.C0O
citi rourde 20.00 20.00 20.00
Honduras L-nnlr“ L9002 L9.02 Ls.o2
Icelend ¥rona 15.45 17.18 I,/ 22,07
Indic quee 30,12 3l T 26,59
Tran Rial 5/ 1.75 5,72 6.07
Iragq Diner &/ T 03,28 L61.07 Les.glL
Liberie Dollar *100.00 - -
Luxembourg Trene 2.29 L2l L.22
Mexico Pesso 20.58 16480 22,12
Netherleands Guilder 37.9% 53,048 55.01
New Zeclond Pound %22.,70 Zot 82 79?. 5
Micoaragus Cordobe. 20.00 20.00 21.93
Horwey Krone 7/ 00017 2% .28 211,57
Panene Relboe = 100,00 100.00 100,00
Parozuey Guerani 32,04 - -
Peru Sol 15,38 18.66 zehe
Philippine Commonweclth|Peso 50.00 50,00 50.09
Polend _ Zloty + (/18,87 18.75 18,88
Union of South Africs |Pound L,l,ao.)o L56.10 L@!;_.lé
U.S.S.R Ruplo & * 18,07 | = 13.87 + 10.0
Unitec Kingdom Pound | ho%.78 L6107 ‘8.94
Urugucy Yes | * 56,00 * 35,70 -
Venezrelao Bolivar { 29.85 31.%5 31.35
Tugosleavia fnﬂnar lo/ i * 2,00 2.27 2021
(Sec¢ fcllowing pege for Gensrel Note ond footnotes.)
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(Continued from proceding prge)

GENERAL NOTE - Unluss stetcd otherwise, the rates shown cro
noon buying rates in New York or, in the cese of savorsl
Letin smoricen countrics for  which no rates arc quoted in

the New York market, the scliing rotc in the foreign country
for sight drifts on New York. Where difforent rates opply

to different types of trunsections, the rate shown is the
one sppliceble to the mejority of import trinsuctions. For
countrics for which no rate os of November 1, 1945, is
aveileble, the ritoe shown is for the necrest cvaileble deta.
In the ccse of Bolivig, the yearly cvercgo for 19%8 is beased
on quotstions from Junc 13 through December 31. Since no
quotations for Czochoslovekiec cre cveilablo after kurch 1939,
the rote shown for August of that yewur is busced on quotations
from Jenuery 1 through March 1, 1939, 1In the crse of Poland,
the rote for August 19%9 is based on quotations through
Lugust 25; the roto shown tor Yugoslcviae for the swme month
is buscd on quotations through /ugust 26.

2 o0e e 0

s Hominel. -

1/ Now rete not yot confirmed (sourco: confidontisl /lcttor

from Federzl Resorve Bank of Now York). In Octobor 1945,

the black moerket rite for the U.S. doller in Chungking

wes roported bo be 1,250 Chincso dollears.

2/ In July 1945, tho black mrrkoet quotction for the U.S.

dollear wes reportod to be 117 franes.

3/ Black merket quotations for the U.S. dollur srec not

- cveileblo, but on November 10, 1945, tho zold soveraign
on the froo merket wes gquoted ot 70,000 drechmes. The
zold sovereign is vilued ot 8.2 U.8. dollers.,

L,/ Cross rrtc vie pound sterling rt 22.15 kronur por pound &nd

T et L488.94 U.S. dollers per pound.

5/ Froe rete quotod for Novembor 9; the official rate is

~  roported «t %.13 U.S. conts.

6/ Basod on assumption thet 1 dinar = 1 pound sterling.

7/ Cross ratc via pound sterling ot 20 kroner per pound and

T £t 40%.38 U.S. dollers per pound.

8/ Besed on assumption that 1 zloty = 1 ruble.

9/ Reto quoted by U.S.S8.R. Stote Benk,

T0/ In the spring of 1945, “he black merket rote for the U.S.

doller waes 3~4 timos as high os the officicl rete.
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Interconvertibility of Currencies Under the
Fund Agreement Alice Bourneuf

Free exchange markets, or even free convertibility into
other currencies of the proceeds of current vxports in the exchange
markets, is not necessarily implicd as a norm in the Fund Agreement
¢veon for the post-transition period. The featurc. of the Fund plan
which most obviously recognizes the rights of all members to super-
vise, liconse, or control all forcign cxchange transactions is the
recognition of thu freedom of all members to restrict and regulate
intocrnetionel cepital transfeors. It is impossiblc for a country to
coatrol cepitel trensfers without the right to scrutinize all trans-
ections with residents of foreign countries cnd to refusoc exchunge for
cunitel tronsections. It might bo assumed, however, thut sincc mombers
of the Fund in gonurel wro oblipsted not to restrict payments end trens-
fors for curront trensuctions, thoat cech mombor is obligated to ellow
ny other member wcquiring its curruncy «s o rosult off currcnt exports
to s6ll thet currvncy on the oxchienge merket for eny othor curroncy.
This does not scom %o be o corrcet essumption.

In the first plece, there is clweys the possibility thet wny
suzh e¢xchange trensaction might involve a cepital transfor bhetweon the
tw>y foreign countries invelved. &ince the Fund cllows restrictions on
cupitel ‘rensfors wnd does not spucify thet such restrictions can only
ba spplicd by o given country in tho cuse of capitel movements betweon
it snd othor countrics, o momber could perheps rofuss to permit such
gxchonge tronsactions in its merkots. his hes beon mentioned os o
nossibility by severel of the cxports who took nurt in the negotiations
of th¢ Fund fgreement. But thoe principel purpose of wllowing rostrictions
on cepitel trensfors wes to «llow ¢ ecountry te rostrict cupital movemonts
betwoun it wnd other countrics; refusal to permit cxchonge trinscctions
becwuse they right involve copitil trunsfors botween two other countrics
would scem to be unmwarranted.

There is cnothoer roason, however, why it appuears to bo
thoroughly consistunt with the Fund plin for o member to rcfuso to
pormit such trunsections. It muy be wrgucd that whet cach mombor
country is guwrenteed, under normel circumstencus, under the Fund sgroc-
ment is not the right to convert the procceds of currunt sxpvorts to one
membar country into the currcney of env othor membor country but morcly
the right to be peid in its own currcney for currcnt .xports. In normal
circumstences in « 7old stondurd world with froe vxchonge merkots, o
country which is puid in its own curroncy for its exports gaing & corre-
sponding power to purchess eay foreign currency. It is porhops worth-
vhilc to investigstc whethur or not this is tho cese under the Fund
wrrengoments,

First of «ll, it is noccssiry %o exwmins tho basis on which
it cen be crgucd that the Fund assurcs the right to repotricte the
procecds of curront exports rothor then the right to usc tho nrocoecds
of currvnt exports to purchase cny othor membor curruncy. The most
cempl icated provision in the Fund Agroomont, Article VITI, Section I,
introduces the principlc of rupetriction. This provision obligeics
se.ch member, ot the roguest of gnother member, to purchnse belences of
its own currcncy rccontly ccquircd by the other membor s e rosult of
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current transt.ctions from the otheor member with the othor mumber's
currcncy (or &t its owm option with gold). The Unlted Kingdom, for
Axmnlu, at the requost of the French Governmont, rust purchase sterling
contly ‘cqulrcd by Fronch rosidents s o rusult of oxports from Frence

to the United Kingdom with frones (or, ot the option of the United
Kingdom, wi*h “old) The obligstion dous not epply if frenes hove been
deslarcd "sco ' by the Fund or if the Unitcd Kingdom has beon gronted
purniseion to rostrlct peyments for current trinscetions. Tho cusoe in
whiech the frenc hes bcon doclered "scorece" is obviously an cbrormsl cuse
end,even though spocicl permission to rustrict current trenscctions may
fraquently be given, this cesc also muy bo considerud chnormeal. How-
ovor, the obligotion wlso doos not cpply if for mny reason the United
Kingdom is not ¢ntitled to purchusc forsign curr sneics from the Fund.
Since the Unitod Kingdom moy be uncble to drew on thu Fund oithor be-
cause it hes hocn declared indligible for some ruason or simply boceusc
it hos orheustod its normal drewing privilegss, *th ision does not
by eny mecns guercntoe France the right to repetr oceonds- of
her exports cven in normel circumstonces.,

e
c‘"
\.
Q
o
pes
H jd

The goncrel clruse in the plen which epplics irrgspoctive
of whethor or not the Unitcd Kinrdom is c¢ligible to purchuse foroign
surrcncics from the Fund is frticle VIIT, Scetion 2. Undor this pro-
vision, no member muy imposs rcstrictions on peymonts ond trunsfers
for curront internetiontl trimsections without the approval of the
Fund cxeept during the trinsition poriod or in the cose of prymonts
i & curreney - fn1oh hes boorn doelerod scarco. This cicuse is much
lcss detailed than VITI, h, nd might be interpreted in various weys.

It would hurdly bu rocsonchle, howover, to suggest thet it roquirus

ry menber to do mord thoan is roguired of it undbr irticle VIII, Scetion
L. 1If tho right of repetriction is =11 thet is assurcd to the Fronch
nenotery tuthorities when the United Kingdom is ¢ble to drew on the
Fund, prosumebly it is cll that is wssurcd to thu Fronch .zport.r when
tro United Kingdom is not «ble to drew on the Fund. Aftor tho tren-
sition puricd, thorcfore, ot eny tinc thot the United Kingdom has not
been grunted specicl permissiosn to reostrict p:eyments for currcnt trens-
cctbions, whether the Unilted Kingoom is cntitled to drew on the Fund or
not, it must onebic cxperters to the United Kingdom to get peid in thel
ovm currcneics; it nced not ellow thim to convert storling prococds of
cynort° frocly inte othur currcncios in the exchinge merkoet of the
United Kingdom.

Under whet circumstencos is Frence's right to roputricte the
procceds of her exports losz sctisfretory then the assurancc of froe
convortibility into other currcncics in the senso that it mey not eneble
Ffrence to use thu p“GOOUds of exports to the United Kingdom to fincnco
curront purchrscs in eny other member country? It is cloerly loss
sotisfectory to Frenco in the ebnormel cese in which thore is o third
currvney, for cxemple the doller, whieh huas beun deeloroed scorce. It
is prociscly in such circumstinccs, however, thet the United hlngdom
nseds the vrotoction of boing cblo to inslst thet Frenco toke neymont
i1 hoer own currcney. The United Kingdom hes some proteetion by virtue
af its power to control opurations in o scurce currency but such con-
trols my be no stricter then is nocosscry to 1limit thy dumend for
ds>1lrrs to the supoly hold by und rceruing to the Unitod Kingdom. Tho
ropotriction prineipal gives addod protoection, however, since it noy
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snrble the United Kingdom to meintain or accumulcte dollar rcosorves
while obtaining frones from tho Fund to meet tho paymbnts duc to
Fr-nce. Once tho dollear hes boon doclered scerco, the United Kingdom
should bo oble to conscrve its supply for its own usc.

If dollers eré not scarcc bubt cun in genoral be obtained from
th: Fund os easily «s frines, the Unitod Kingdom mey still profer to
insist on psyment in frencs boccuse 1t noy heve frenc balwncos currently
acaruing which it wishes to use to moct peyments duc to Francec. iidth
comploto eontrol of exchenge trunsections, there is no gnerentes thet
piynunts botween the Unitod Kincdom end France will be sutomnticelly
cencelled out in thoe oxchenze merkobs wven if the peyments duc the
Unitod Kingdom from Frence cquel the puyments duc Frence from tho
United Kingdom. The monctary wuthority in cither country mey teko
over the forcign oxchenge holdings of its netionmuls, In the exemple
given ebove, while Frenco tukos over tho sterling balrncos of its
netionils with ¢ view to converting thom into dollers, netioncls of
the United Kingdom mey bo accwalsting fraenc belencos. If the Unltod
Kingdom did not insist on the right to use thuse frincs to ropurchese
Fronch-owned sterling bulincus, it might hueve to re'mest Frence to con-
vert the frenes into storling through the Fund, ss & result, thoe United
Kingdom would obtein en inerenscd eonditionel drawing right in the Fund
£t tho seme time it wes using up indopendont gold or dollor ruscrves.
Evon though dollers aro obtuincble from the Fund, the United Kingdom
presumebly could not obtain dollers from the Fund to meot peynents dus
te Frence. fnd even if it could it would bo morce expensive than using
currontly eceruing frine bsleonces. If the Unitoed Kingdom is not in ¢
pcsition to purchase exchango from tho Fund at cll, it is cloerly
gaventogeous to the United Kingdom to bo sble to use curr:ntly eccruing
frene belences since thu conversion of frenes ints storling through
the Pund would not cdd to thu chility of the Unitod Kingdom to obtain
foreign currenclos.

It is ¢lso elecrly less setisfoetory to Frince to obtein
peyment from the United Kingdom in frencs through the Fund s comparcd
to selling the sterling dircctly for foroign currencies 1f Frence is
unnble to purchesc cxchunge from the Fund. If she is unable to buy
cxchenge from the Fund purely beccuso she hos oxheusted hor normel
drewing privileges, tho rceduction in the Fund's holdings of frenecs as
o result of the purchasos bv the United Kingdom would presumably restoro
Frence's ebility to purchese forclsn currencics up to the smmo velue,
However, if Frince is uncble to purchese foreign curroncics from the
ind bocsuse of feilurs t» fFulfill come obligetion to the Fund or bo-
cousc use of the Fund under the cirsuwsstinces would bo contrary to tho
nurposes of the fund, the reduction of tho Fund's holdings of frencs
presumebly would not eltor the situckion. Poymoents through the Fund
in thet cose would not oneblo Frence to use the procecds of currcnt
cxports to the United Kinjdom to finence purchasus in othor countrics.
If Fronce receivod noyment in frines outside the Fund, howeover, the
imtornetions] resurve position of Frimes would be strengthoned wnd she
could purchrse more forcign currcncios becausc thu purchose of francs
w>uld add to her zold or forcign cxchange holdings. The foreign
carroncics ncquirud, however, might not be freely convertible into
othar foreign curroncics. Froance might hive to convert the foreign
garrcneies into francs through the Fund,
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If fres exchonge merkets wre not oporeting in most countries,
it scems uniikely thet mombers of the ¥und will provido exchunge to
covar paymonts duc to o sccond country in the currcncy of & third
country. In prectice, contrects will then ko mode peyeble in the
currcney of onc of the two countries invelvoed., If Unitod Eingdon
citizons promised to pey French cxporters in dollirs, the United
Kingdom would be in the position of draining its roserves of dollers
tn cneble its eitizons to mcko such piyronts., Tho United od
presunebly could not get dollears from the Fund for the purposc. On
the other hend, there moy boe strong pressurc from cxporting countrics
ty insist on puymont in dollirs to rvoid teking ropeymont in their own
currvneics which moenssinply o corrusponding ineroese in their drowing
rights in the Funi.

China's Relicf Proprem Toni Glose

Whon thoe Chincse Govermment crewmted tho Chinuse National
Roliof and Rchabilitation Administreticon in Junucry of this yecor
it was ¢stimeted thet the totel cost of rolicf and rﬁhublllt&tlon in
Chinga wsuld be equivalont to 3,439 million United Stetes dollers. Of
this emount, 2,530 million dsllcrs reprosented plenned expenditures
for import requirements of cpproximctely 10 million fons of supplius,

37 per cent af which UNRRA wes rouguusted to fineneo. The progrem pro-

vided for thu Chinosc Govermmont to spend on donostic zoois end sorvices

cbout CN 42,727 willieon (et pro-wer velueo) or 909 million dollers in
Uﬁltpd Sthtcs money, end somewhet ovur 1,585 million dollers for im-
ported supplivs. Thosc ostimetos wore bosod on conditions which had
been studicd up t» the beginning of the your. Sinco thot tine,
frrther studies heve disclesod nceds grocter then thosc covered by
tho originsl figurcs end in June the requests from UNRRA for imported
stnnlics were ineroesced sceordingly. It is ovident, thorcfore, thet
by the timc UNRRS is in full swing in Ching, the totel requiromonts
will substenticlly excecd the original estimetes. While thoe totel
setimeted expenditurcs for the relief wnd rehubilitetion progron soen
tremandous, it must be remombered thobt China wrs at wer over twlice s
l:ng es sny of the Europeen nctions, ond that the most productive farnm
lends end the industrisl contors of Chine werc under »>ccupaticn,

The requircments wero epportioncd by clesscs os indiccted
ir the teble belowvr. Within this general fremework, sunplios will be
allosited cccording to the degrov of wur danage sustainsd in the

perticulor districts and the dogreec of devastetion resulting from
stch neturcl disastors rs floods, drousht, wnd pestilence.
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China's Relief and Rehabilitation Requirements and
Hequests from UNRRA

Total requirements Requests from UNRRE
. Imported supplies
Program Chinese Imported | 5rieingl | Revised /
oxpenditures| supplies figures figureszf
(#c.w.) (8U.5.) (81.5.) ($7.5.)
(In thousands)
Fond 100,000 216,840 15%,881 17%,026
Clothing 120,000 979,205 154,919 15h,919
Shel ter 100,000 25,000, 5,000
Heslth 26,515 66,0012 66,004
Transportation 1,720,964 663,01 220,102
ericulture 206,700 86,350 77,L76
Industrics 1,152,500 318,500 115,000
flooded: crecs 139,57 6,500 L, 500
51 servicas 160, 22,531 22,571
Displaced pirsons 20 5,637 5,632
Totel |2,727,164 |2,509,677 | 9L5,0L6
1/ The originel figures wore rovised Junc 1945,
T/ Including U.3.%850,000 for foreign wxperte «nd U.S5.51,200,000

for foreign fellowships.
3/ Including U.S8.%6L,000,000 for fisherics.

Ching, the world's gructost cgricultursl netlon, has never
n ¢ble to produce vnough food to furnish en cdeguite dict for its
irs populztion. Though 7% per cunt of its pooplo wro rmgeged In
iculturec, only 14 por cent of China's lend is under cultivation,
¢, whoet, sugnr, cnd other foods wore imported in pro-wer yoors;
cven g0, 12??0 nunbors of the populetion wore underfcd. Tho wer
brought chout o drestic curtailment in the elready inedequete food
supply of normel yoars. Imports worc blocked ¢nd the inveding ermios
destroyed lerge quentities of crops cnd consumed lurge wamounts of food.
On the wer fronts, ruch of the frrm land could not be worked. Heroover,
meny of the most productive form leborers were callod to military
scrvicc., Floods clong the courscs of bhb Yellow end Huel Rivors further
deercesed the food supﬂlv cnd rusulted in fumines «ffeeting some 10
million poople. It motod thet o totol of 3,271,000 motric tons
of" food will bu raquir: <11lvvinte tho distross cousod by thase
conditions. Thc interior nrovincos oxpect to be tble to supply 2.5
thousend tons of food, 1,251,000 tons hes boon roquestud from UNRRA,
cnd the bul.nec will be purchased cbrosd by the Chinssc Govermment.
I these smounts are obiained, 20 million pooplo (4.5 por cont of the
populeation) will be fud at the reto of 2,000 cclorics por duy for on
18-month poriod. Looking beyond the irmedinte situcbion, Chine's
londors expoct to inbroduce more efficicnt methods of wgricultural
production, to bring uncultiveted lend into usg, and vto import more
sricul turel mochinery.

(G
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In order to cerry out this progrem, however, it will be
necussary to rustore £t lcest o minimum of the transporteation and
communicetion freilitics thet have beon destroyed. The succoss of
tho relicf program depends upon the distribution of supplics ond for
thet reeson & lirge pert of the scheduloed oxpenditurc is dircctod
towrrd thc restor.tion of trecmsportotion. The estimated necds for
reconstruction in this fioeld cre hascd not on requiremonts cdequete
to rustore pre-wer conditions, but only on minimum requiremonts for
the distribution of relivf end rehobilitotion °UO“1LuS rnd for th
rcturn of displeced porsons. This onteils the rebuilding of such
mejor itoms ¢s the principel reilve ¥s, highweys, cnd woatorwey
freilitics; in the cerly strges, no attiontion whetover will bo given
tc locel cnd rurel trensport. For tronsport cnd cormuniccation purposes,
& totul of 3,L00,000 tons of goods will be imported. UNRRA hes been
requestud to furnish chout half of thosc supplics including perts for
rolling stock rep:ir, trucks, busses, cesoline, merins ongines, vesscols,
bergos, wnd 150,000 kilometers of tolephone tnd telegruph lincs for
rostoretion of telecommunicitions.

The problem of heelth in Chinw is of snoelel significence

to UNREZ bectuse of the country's low stendards of health ocnd moedicel
freilities. lensurcs far more cxitonsive thin cen be talen under the
scope of UNRRL erc requircd. Yot it is nocesscry to improve the present
conditions somowhet boyond pro-war levels in order to combat epidemics
and discosos rosulting from the wer. 2t the present time, thousends
o puople ero dying daily from meleric, typhus, wnd cholerc. Thousends
more will dic during tho coming winter from the cold end from lock of
edequate food, sheltor, wnd clothing. [flreedy in progress fre plans
Po“ the osteblishment of 650 hospitils with 2,500 beds, the orgrnizuation

® heglth centers in occupiced China, end the provision of 10,000 beds
*or metsrnlty cose Rohebilitetion of pharmeceuticel plents cnd of
biologicel 1nut1tutus will be undorteken, Seven provinceinl hospitels
heve beon set up for the troctment of vietims of tho cholora cpidamic
cad tho incidence of the discnsc hos thoreby beon roduced by 50 per
csnt. Progrems of lorge scclo innoculction ngeinst othor disceses such
es typhoid, smrllpox, c¢te., heve been initicted. Even when the UNRRA
progrem is in full oporation, thore will still be only one rhysicien
far coch 30,000 people wnd one bospitel bed for cvech 5,000, Becrusac
of tho qruct nosd for technically treincd persons to carry out this
progrem, the services of 160 forsign exports wore roquested from UNRRA.

.

The problem of displuocced persons in Chinc is considercd o
mojor ons. During tho wer, somc 50 million Chinosc refugces migrated
from their homes to tho interior, the largoest mess migration in history.
These displaced parsons must he clothed, fed, ead housed until they con
bo trunsported to their homes or seottlud in now erces. To cerry out
this progren, 500 stotions will heve to be esteblished where trensients
cen bo fod end sheltercd. These stetions will underteke alss to rogister
displecod pursons end to provide medicil inspection cnd troztment znd
trenspertetion.  The planned totel cepuncity of all stitions will be
135,000 persons; this portion of the progrenm ¢lone will ost opproxi-
retely 54 million dollars for loee 1ly-supplicd goods «nd over 3% million
cnllers for imports :nd uuppl!uo rogquested from UNREZ.
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Industriasl essistence will be rendered by UNRRA only to further
the production of gnods for relief wnd rehebilttotion. Under this progrem,
rssistence will bo givon, in tho order of priority indicoted, to toxtiles,
fosd processing, cement and construction industries. llost of Ching's
industrios were siszed or destroved by tho Jeponese. Somo €00 fretorics
werce removed to free sreas, but these cre of little usc bocouso of lack
of rew metoricls, perts, ond cquipnient.  Industricl development is a
ncecssity for Chine's futurce progress cnd Chinose industriclizeation will
heve world-wide cffccets on the devolopment of intornstionszl trade. But
UNRRA's constitution, in sddition to its limited resources, forbids cny
mejor contribution from thet cgency to the furtherance of gonerel in-
dustricl expunsion. Locns from clliied netions will probably be forth-
coming for this surpesc cnd will sorve in the longer run to cid Chine in
its industri~l end fincneciel receonstruction. Evon with tho cssistrnce »f
UNRR: end foroign locns, the Governmont will heve t5 oxereisc coution in
order thet its cxponditurcs will not eggrevete the fincneic] problems of
tho country. To this e¢nd, cffective use of UNRRS supplivs will be mede
in the fallowing thrue ways: (1) Soms of tho goods will be nublicly
snid 1t recsoneble prices. This mecsure will serve to combat inflation
bush by inercising the supnly of sorcly nceded commoditics, cnd by re-
dusing the emount of currency in circulstion. (2) Some of the goods
will be distributed dircetly as freo relicf. (3) Somo sup-lics and
scrvices will be used in dirsct poyment to leborers working on public
rolicf projocts. 4s much of tho cxpenditures us possible will be fi-
neaced by privete orgenizetions end individuals--ospocially oxpenditures
foor industrial rehcbhilitotion ond housing.

Potentiel Poreign Londing by tho United States Jenet G. Chepmen

It is ossumed that tho United Stotes will bo lending largoe
omounts of capitel zbrocd but the scale of lending is still to be deter-
minod. Herry D. White, Assistant Scerctary »f the Troesury, hos moenbioned
the poseibility ~f forcign invicstment of cs high as 30 billion dollers
sver the next ten ycers. If o foreign lending progrem of this megnitude
is edopted, it muy bo essumed thet st lewst 20 billion would be lent
during the first five ycars. This is belicved o ropresent .n cmount
which foruign countries went to borrow from the United Stetes, which
they cun use effcctively in restoring cnd devcloping their oconomics,
and which they would be copable of repaying undor conditions of cxpanding
employment and rewsoncble stobility in cconomic and politicul rolations.

; ton-yonr londing progrem of the mognitude of 30 billion
dallers would facilitate o rocsonubly repid recovery from the dostruction
causod by the wer, without unduc pressurc upon the stendard of living of
thae pecpleus in tho devestated countrics, end would ot the same time cid
in tho expersisn of world productiom, ineome, end trude beyond the pre-
wor l1evel-~rn oim to which the United States is committed. It is genor-
clly sagrecd thet the world ceonmmy wes not operating ot o sotisfectory
levol in the 19%0%'s; certeinly thet lovel would be unsatisfectory in
1655. Aceordingly, rustoretisn of the productive copueity of the war-
devesteted eountries to the pro-wer luvel will not be cnough; the deve-
lspnent of wdditionel productive cepecity must be cneorurcgsd in meny of
theso countries, os well wos in countrics like thoso of Letin jmerica,
which suffered no dircct war demege but hsve lergc potonticlitiocs for
development.




- 14 - CONFIDENTIAL

The feetors detormining the smount of cupitil which cen be
usod ¢ffuctivoly «nd the rotc ot wnLch cepital cin be obsorbed very
from country to country. Chine, for instence, cun wventually ebsorb
£. very lirge rmount of cepitel bubt investmont thoro must begin slowly
es it wil? be ncecssiry to construct oan rdoguets system of trons-
portition bafore tho netisn's roscurces con b profitibly developed.
Groet Britain, on the other hend, hrving .lrewdy ¢ highly developed
industri:l cconomy, necds, cnd cen profitebly uss, ¢ large import of
copitil in the immodicte futurc, but ¢ftoer the noxt two or three yours
shiould be «blao to function ¢t <« high lovel without furthor «id from
obroad. Russic, which hos esked for ¢ lown of six billion dollors,
¢xild probably meke cconomic use of en evon lirger sum over the perizd
but appereontly does not want to borrow more then on cmount thet it
could scrvice in ovon the worst yeors.,

A mejor faetor to bu considerod is the ability of tho
borroving countrics to service the locns, It is, of course, im-
possible to predict wwith cny rccuricy the neturc of tho bwlhncc of
pivmocnts of & country ten or fiftcen yuwrs in the futurc cnd to csti-
mebe with precisiosn the rmount of debt which it will bhe «ble to sorvico
without strein. This ig porticulurly trus ot the proscnt time whor
normel tride hos boen groutly disturbed cnd when trede reolaeticons moy
be reesteblished in quite o Jdifforont pottcra. 2 rewsoncblu cstimato
¢ be nade, neverthuless, os to the upproximeto megnitude of dobt
survice which thoe verisus countrios could hindls, under fovorcblce cone
ditions. ‘ssuning exrnonding world production end some reduction of
trodo brrricrs, foreign countrics shﬁuld be able t» provide goods and
sorvicos for the scrvicing, under crpropricte torms, of loans es high
s 30 billion dollers, The loons nsolvas will hewvo foeilitated the
origzinel expension of world +r01( hizher level,

i

Tho offect of such o volume of londing on the United Stetos
ceoHnomy must wf ecourso, be eonsidorced.  During tho next ycer, when
domestic dumond for meny zoods will oxeccd the supply, o lorge foreign
domend will udd tz the strain on tho economy and to the pressurc on
prices., If wo succeed in meint.ining pricc controls on gonds in tight
supply=--controls which will probebly be ruguired by the domestic situe-
tion in cny cosc--woe should be cble ts meot this foreign lenend without
infletionery consequoencoes end with littlo saerifice of current con-
suzption. Once reconversiosm hes boon cmploted cad our plant is rousdy
to nroduce ot full cepecity, the forwign demend will cid in the full
utilizoetion of this copeeity ond in rowuching and meintoining full
employment.

in oxport surplus in tho next decedo mey be looked upon os
r. naens of meinteining full employment but wn cxport surnlus rust not
be depundod upon es o permenont prorn for employment. I the TUnited
Stotes oxpscts to bo rupald, tnd if we do not want t» provent the ful-
fillment o»f our policy of free trode by foreing deobtor cnuntrlus
placo rustrictions on imports instend »f counting on cxponding c
for rupeymont, our imports must incrcrsc, Uhether thoe United Qt +
will ?cccwt cn import surplus is o« morc 2ifficult question then the
tbility of foroign countrics ©o supply the goods. It mey bo expected

G ot
&)

wt
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thet our demend for imports will inerogso s nutisnel income incroases.
Qur propensity to import miy rise &s tho stendard of living rises end
s domcstic supnlics of rew meteriels either cro doplcted or beconc
ircdoquate for the needs of oxpunded productiosn. There ere, howover,
fretors workins in the opposite dircction such s tho devolopment of
drmostic products to repleacc virious iltoms thet hove previously boen
irported. -

Two mejor problems will be freed in meinteining o high
1ovel of domestic employment while adjusting te cn import surplus.
Onc is the problem of the perticuler uxporter who moy losc his pleceo
-m tho world murket. In eonsidoring the impeet of cn import surplus
on our oxport industrics, it is sometinmos forgotton thet cn import
surplus in an vxpanding world ¢conomy need not muen & decrvesc in
crports; exports ruy romain tho scme or even inerocsce while imparts
inervesc ob o more rapid rate. The other problem is that an oxport
surplus is employront-creooting in tho scme wey .8 domestic capitel
invostmont, while an import surplus ie similar to s.vings in its offeet
ov amployment. This ncens that cther nffsctting iomeshbic mowsurus rust
bo found. Givon intolligent plunning end sppropriste cetion, it should
be possible for this cruntry to noint.in ony dosirced luvel »f omployment
while reeciving en import survlus from ebroud, ¢nd thus t> use the im-

1

port surplus to incrocsc rucl income wnd the dsmestic stendurd of living.
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Bretton Woods Legislation in Latin Americen Countries

Robert Triffin, Henry Wallich and Alice Bourneuf

Meny Letin American countries are, at the moment, prepering
enabling legislation for adherence to the Bretton Woods convention and
acquisition of membership in the International Monetary Fund and in the
Internationel Bank for Reconstruction and Development. It is vitally
important thet this legisletion should be so drafted as to integrate and
coordinate relations between the member aend these agencies with the
member's general economic and finencisl policies, Only through such
integration will member countries resp the full benefits of membership
and ensure the smooth and successful functioning of the new institutions.
This paper will discuss the mein points which netionel enabling ects
might conveniently cover in order to attein those objectives.

(1) Ratification - According to the agreements, a country must
scceps membership on or before December 31, 1945, if it 1s to brcome e
cherter member. It should be notod thet, upon subscribing to the agree-
ments in Weshington, a country must be in & position to show that it has
teken ell necessery steps to implement its membership obligetions,

(2) Appointments - It would be convenient to appoint the same
persoa &s Governor of Fund and Benk, Since the position is en important
one end £t the same tire one requiring = high degree of technical
quelificetion, the choice might frll upon tre President or Menrger of the
Centrel Beonk. Their sopointment would not interfere with their reguler
duties, since the Boerd of Governors would mcet only &t infrequent
intervels, These meetings would give the eppointees o valuable oppor-
tunity for an exchange of views with the top finaneial men of other
countries,

The lew itself, however, should better be kept flexible on this
voint end merely provide that the eppointment be made et the recommenda~
tion of the Wonetary Boerd or Advisory Council deelt with in the follow-
ing paragraph.

(3) Policy Decisions - While the Gevernor should have euthority
to ect on all routine matters, importent policy decisinns must be reserved
to e higher suthority. Since 8ll operetinons with the Fund or Benk are
likely to be conducted through the country's central benk and since they
involve primerily exchenge operctions of fundementrl significance in the
monetery field, it would be legical to confer the policy-meking powers
on the Bosrd of Directors of the central benk, This solution is especially
indiceted in countries in which monetary end centrcl benking legislation
of tre type develaped by Dr, Triffin hes mede such Boerd -- under the
name of Moretery Bosrd -- into o coherent snd powerful instrument of
neticnel monetery policies, In some countries, where tredition or
legisletion gives o less prominent role to centrel bank ection, & spseial
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Advisory Council might be created, in which the centrel bank should shere
influence with other economic end finenciel =gencies of the government,

In either cese, the Monetary Board or Advisory Council should
formulate the country!s policy with respcet to the Fund and Bank, be in
cherge of reclations with the two egencies, and guide the actidns of the
Governar, In situstions where the Bretton Woods Agreements provide for
ection by e member, the council should have sole suthority to teke such
action in so far ss the nationel constitutinn does not reserve the deci-
sion t> the legislature, A list of the cases in which the agreements
specify sction by & member is appended,

(4) Tinancing and Operations - The financing of the contribu-
tions and the hendling of the operations with both Fund end Bank can be
carried out either by the centrel bank or by the government directly,
through the treasury or another agency. For a veriety of reasons it
would probebly be preferable, for most countries, to sct through their
central banks,

(A) With regerd to financing of and operstions with the
Fund the centrel bank seems to be the more desireble medium because:

(1) the central bank is the institution responsible
for the custody and manegement of monetsry reserves and for
the stabilizetion of the cxternel value of the currency;
operations with the Fund &re besicelly similer to those,
both es to their neture and purpose;

(31) the central benk is elso the institution responsible
for regulating genercl monetory end credit conditions, and
especinlly the volume of mesns of payment; overations with
the Fund will have, initielly, the seme effect on monetery
circuletion as en inflow or outflow of monetery reserves; if
such operations were to escape the control of the central
benk, there would result a very unddsireble division of
monetsry responsibility, especinlly os the conversion of
the Fund's currency holdings into demend notes might be
used &s & means of internel infletionary finsncing,

Operstion through the central benk does not mean thet
ectivetion of the contribution, i.e., its use to pay the member's ex-
porters, would necesserily lead to sn increase in the money supply.
When this moment comes, the centrel bank could offset the monetary
expens ion resulting from the payment to locsl exporters by meens of
open merket operations, including sale of perticipstion certificetes
in the contribution it has mede to the Fund. The decision whether to
monetize pert or all of on sctive bzlence peid to the member through
the Fund, should be left to be decided eccording to the needs of the
moment;,
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(B) Finencing of end operations with the Internatimal Bank
likewise could most conveniently be hendled through the centrel bank,
although, in this case, exclusively for Government account, This would
include the guarantee to be given in case the Internetionsl Bank fecili-
tates a loan to & non-governmentd borrower in the member country,

The main reeson for centrel benk hendling of such operations
lies egzin in their direet reletion to the bzlence of peyments and to
monetery reserves and to their impect upon the domestic money snd credit
merket, On the other hand, while borrowings from the Fund are essentielly
of a short-term neture end very similer to en inflow of genersl monetery
reserves, borrowings from the Bank sre likely to be long-term and to be
directed toward specific ends of & non-monetery charecter, Similar
considerations would apply in the cese of lending operations, For these
reasons, the contrel berk should not bear the ultimste responsibility
for operations so distinet from its neturel sphere of action and of
which it is not the ultimate beneficiary,

In conclusion, it would be desireble (1) to let +the central
bank meke the contribution to the Internstionsl Bank, but for sccount
of the government, (2) ruthorize the Monetery Forrd or Advisory Council
to meke special arrangements with the govermment for speedy emortizetion
by the letter of eny portion of the contribution effected by the centrel
bank for its account and sctuslly used in the Internetionsl Bank's lending
operetions, 2nd (3) to meke good to the central beonk, through delivery
of smortizable government bonds, eny loss thet it might incur as the
result of guarantees or poyments on contribution,

(8) Belrnce Sheet end Reserve Position = The form in which
the Fund contribution end subsequent operstions with the Fund ere in-
tegreted with the contrel benk's bolence sheet end with the ceoleulrtion
of its legel reserves will be = matter of some importance, becruse of
the resulting effect uvon centrel bank reserve retios end because the
hendling of this question will, in o sense, express the monstery
suthcrities! basic philosophy of their relsticns with the Fund.

Two alternetive methods mey be mentioned here:

(A) Alternstive No, l: On the brlence sheet of the central
bank, show s en a=sset, unchenging in emount, the full contribution to
the Fund (both in gold end in currency), esnd es e liebility the total
current holdings of the country's currency (whethér in the form of
depoeit or of demend notes) by the Fund,

In the calculsation of net internctionel ressrvrs, add to
gnld end foreign exchenge assets en unchenging emount, mede of:

(1) 100% of the gold contribution to the Fund;
(2) 50% of the currency contribution,

Cr ths other heand, deduct as e liability 50% of the totel current holdings
of the country's currency by the Fund.
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Tris procedure will echieve, in n very simple menner, the
two following objectives: :

(1) Ldherence to the Fund will leave net reserves un-
chenged, since the loss of gold experienced ¢s & consequence
of the contribution to the Fund will be made up by the eddi-
tion of this gold contribution to reserves, and since the
currency contribution lesds to identicel incresses in both
essets snd lisbilities.

(2) Later borrowings from the Fund will deereese net
reserves by an smount equel to 50% of the borrowings, end
ny extension of credit through the Fund will inerease net
reserves by en smount oqusl to 50% of the credit extended,

The logic of this recommendetion is besed on the following
ressoning, While sdherence t» the Fund lowers slightly the eountry’s
gold reserves, the edventeges of membership -- rnd zspecielly the
prospective borrowing right of the member -- more then mekes up for the
lowering of reserves, On the other hend, it would be improper %o
consider thet net reserves are inererse¢, since sny borrowings will be,
in & sense, offset by the nbligation incurred ebrosd and since the
borrowing right of o member is fer from unconditionel, Thus, it 1is
recormended thet net reserves be so celeulsnted es to be left uncheanged
by sdherence to the Fund,

Secondly, the fluctusti’ns of net reserves should be such as
to show o strengthening of the country's internstional position when 1t
eccurmlates credits egainst the Fund, end 4o show & weckening of thet
position when the country builds up its indebtedness towards the Fund,
On the other hand, the purpose of the Fund would be defeated if borrowings
were to be completely assimilated to a loss of reserves. Under the
procedure recomrended, borrowings from the Fund would lower net reserves
by an amount cqgual to 50% of the borrowing., Similarly, credits extended
to the Fund would incresse net reserves by en amount equal to 50% of
such credits, This result is obtsined ver:y simply by deducting 50% of
the Fund's current holdings of the country's currency from gross reserves,
the originel 507 deduction resulting from mere adherence to the Fund
being offset by a permenent and corrcsponding addition to internationsl
reserve assets (see exemples in Lppendix II),

The procedure recommended will tend to moderste fluctuetions
in net reserves and thus restrein somewhat the exprnsionary psychology
which would result if a crrditor position in the Fund were treated es
fully equivelent to gold and exchenge rescrves and, on the other hand,
will mitigete the defletionery psychology which would result if e passive
bolance of peyments were met out of gold rnd exchenge resources rether
then by drawing upon the Fund, This stebilizing influence of the
method eppeers desireble both from the point of view of the Fund and
from the point of view of netionsl monetory policy.
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The 50% effect on net reserves, allowed above to transactions
with the Fund, is, of cow se, arbitrary, This percentage might be
raised or lowered uniformly depending on whether & country wishes to
assimilete more fully operations with the Fund to changes in reserves or
to neutralize them to a larger extent than is here recommended,

(B) Alternative No, 2: The case for alternetive No. 1 is
especially strong in countries which calculete their reserve ratio in
the nenner recommended by Dr, Triffin,}/ In other countries, borrowed
funds are usuelly fully assimiloted to owned reserves, with no deduction
excopt for sight or short-term obligations to foreign correspondents,
If i be desired to hrndle operstions with the Fund in the same mennor;
end o give to reserve coleculetion & more definite expansionsry bias, a
second slternative might be followed. A creditor position in the Fund
migh®t be assimileted fully to gold or sight deposits abrord, while o
debtor position would be trested es e medium- or long-term obligation
end would not reguire any deduetion from reserves., Thus, &ny extension
of credit to the Fund would incresse net reserves by the full emount of
the oredit grented, while borrowings from the Fund would leave reserves
unchanred, oxcept for the exception now to be mentioned. In accordance
with Artiecle V, section 7,end Schecdule B of the Fund Agreement, sach
country is obliged, when certain corditions sre reclized, to repurchese
from the Fund a2t the end of each finsneirl yevr a certein portion of
the Fund's holdings of its currency. Such repurchase obligations,
calculoted as of the end of eoch month, should cleerly be deducted in
full (or at least to the extent of 7um) from legel reserves at the ond
of each month, in prevsration for the lump pryment to be made to the
Fund at the end of the current yesr (sec¢ exrmples in Lppendix 11).

The asymmetricol treatment of credits and dpbitv toward the
Fund imparts to mlternetive No, 2 & stronger expsnsionery imprct on
net reserves than would be allowed under slternetive No. 1, On the
other hand, it tekes into account the difference between indebtedness
subject to the repurchese obligetion end indebtedness of more indefinlte
meturity. While cleerly illogicel for centrel benks which elrcedy
deduct from their leg:l reserves cll or pert of their indebtedness
abroed, it mey be edopted by countries in which such deductions are not
customary and in which the centrsl benk deems 1t desirable to emphesize
further exprnsionery significance of operations with the Fund esnd to
avoid, es far as possible, cuy contrrctionery impact on net reserves.

In any cese, it is importent to note that the choice between
the two methods is of rather secondery importance. The differences

1/ I certain mrc»n*afw of the central bank's indebtedncss ebroad, vary-
ing with the maturity of the obligation, is deducted from gross gold
end foreign exchange holdings in order to arrive at net reserves.

The reserve retio is then celeulated by dividing net rescrves by
everage annusl psyments ebroad -- or totel seles of oxchenge --
xethor then by sight obligations of the centrel benk, Sve Ley
rgﬂnlcﬁ del Banco del Paraguey y Ley de Bencos, Asunc1on, Per raguay,
2944, po. 38-40 end 44-45.
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between the two procedures are confined to the calculation of net
reserves and thus to any psychological influences that they mey have
on the attitude of the public and on central beank policy. An active
balence of payments -- whether it tekes the form of gold or foreign
exchango inflow, or of credits sgeinst the Fund -- tends to expand
the domestic volume of money end commercial bank reserves, A passive
balence of payments =-- whether finenced by loss of reserves or by
borrowings from the Fund -~ has the opposite effect. Far more im-
portent then fluctuations in en arbitrerily defined legel reserve
retis will be the cerntral benk's sttitude teward this internel

impeet of balence of pesyments fluctustions erd its decision to accepnt
it passively, reinforce it or neutrelize it through domestic monetary
end ecredit policies. Such decision sheuld very with the nature of the
fluctuations ond the centrel bsrk's estimete as to theilr probable
durestion snd as to their fundémentel or non-fundementeal cherecter,

The contribution to be made to the Internationsl Bank, if it
is rade by the central bank, can in no case enter into the central
benk's reserves, since membership in the Bank does not give any in-
dividuel country eny clear-cut presumption that it will be able to
borrow a specified smount of foreign exchange resources from the Bank,
Since the gold contribution to *the Bank is no more than 2% of the quota,
however, the weskening of the centrel bank's reserve position is in-
sigrificant. The centrel bank should be appointed as the sole depository
of the Fund and the Berk for the respective country,

(8) Corrective Measures cnd Safeguerds - To insure smooth
collaboration With trc Pund, end to svoid indebtedness to the Tund for
excessive periods, the Board of Directors of the central Benk or the
tdvisory Council, as the case mey be, might be required te consult
with the Fund whenever legal reserves fell below a certals criticeal
level, or, if alternetive No, 2 hes been adopted, when the country
hed remsined substentislly in debt to the Fund for more than two years
et o time. Following these discussions, the Foerd or the Council
should be required to suggest to the government such meesures as world,
in “he Fund's and its own opinion, be suitable to restore equilibrium
in whe belence of peyments end, after & poriod of time which Fund and
Council regerd as reasonable, bring the country's situetion in the Fund
beck to normel.

The Board or Council should woteh over the fulfillment by
the country of its obligntions towerd Rank snd Fund. To this purpose
the Council should teke ell measures within its powers =nd, where these
powsrs are insufficient, should eall the sttention of the government
to the noods of the situetion, in which crsc the government should be
obligeted to teske cppropriete action,

(7) Informetion - Since Fund end Benk mey, from time to time,
require from = member certain special information essential to their
effective onerstion, it seems sppropriete thet the respective nstional
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agencies and individuels in possession of this information be required
to supply it, provided that individusl effairs are not disclosed thereby.

(8) Status, Immunities end Privileges - The immunities and
nrivileges listed in Article IX, Sections 2 to 9 inclusive, end in the
first sentence of Article VIII, Section 2b of the Fund Agreement, and
the immunities end privileges listed in Article VI, Section 61, and
Article VII, Sections 2 to 9 inclusive, of the Benk Agreement, should
be given full legal force end effect throughout the country. It is
of varticuler importence that the Internetional Bank be given sdequete
protsction, since without this, securities arising out of the Bank's
loans to the country concerned will not enjoy the full confidence of
privete investors,

(9) Use of Stebilizetion Loans - It might be specificclly.
mentioned thet The locsl curroncy equivelent of exchange bought from
the Fund end of stebilization losns grented by the Bank shell under no
circumstences be employed for internsl budgetery or similar expendi-
tures without the expresscd ecuthorizstion of thess egencles, This
injunction is pleinly inherent in the Brotton Woods Agreements them-
sleves but does not seem to be univerzally cpprecisted., When the
centrel benk sells to loeal importers oxchznge ccquired from the Fund,
the locel currency it receives in return is sutomsticslly withdrawn
from circulstion. Rut if the treasury handles the operetions and
peye the Fund with demrnd notes, 1% will then heave on its hends the
locel currency roceived from exchenge scles to importers, This
currency should in no cese be employved for budgetery oxvenditures, but
helé for redemption of the demand notes,
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APPENDIX I

hction by Member Countries

The Bretton Woods Agreements specify action by member countries
in the following cases:

A, ‘Instances in which a member country may take the initiative:
- (1) Propose a modification in the par velue of its currency.
(Fund IV, 5).

(2) Propose the imposition of exchenge control end obtein the
approvel of the Fund, {Fund VIII, 2),.

(3) Propose an edjustment in its quote in the Fund, (Fund III, 2)
or its subseription %o the Bank, (Bank 1I, 3).

(4) Propose smendments to the Fund and Bank igreements and submit
diffsrences of interpretation to the Board of Governors of the respective
agencies. (Fund XVII, XVIII; Bank VIII, IX),

(5) Decide upon the withdrawal of the country from the Fund,
(Funi XV, 1)or Bank, (Benk VI, 1).

(6) Request of the Bank & modification of the conditions governing
the payment of loans grented by the Bank to the country. (Benk IV, 4, @),

(7) Makc reply to reports which the Fund mey issue stating that the
country is using the resources of the Fund contrery to the latter's pur-
poses, es well as to any other communication or stetement of views which
the Fund mey meke; and to neme e ropresentative for the discussions pre-
ceding the publication of such reports. (Fund V, 5; XII, 8).

1

(8) Name & representative to participate in tre preparetion of e
renort to explain the causes of an imminent general shortage of its

currency end to make recommendstions to remedy this shortege. (Fund VII, 1).

B. Csases requiring the approvsl, sgreemont or consent of the member for
certain decisions by the Fund or the Bank:

(1) Modifications in the quote of the country in the Fund.
(Fund III, 2).

(2) Loens to the Fund in loesl currency by the country or by
third perties. (Fund VII, 2),

(3) The supply of additionel informotion to the Fund. (Fund VIII,
5, ¢).
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(4) With regerd to direct losns grented by the Bank out of its own
resources;
(2) opprove the use for loan purposes of the 18% quota
subscribed in loeal currency or its conversion into
other currencies for purcheses outside the country,
(Bank IV, 2, a),

(b) permit the payment of interest end aemortization on
loons grented under (e) to be msde in other curren-
cies, (Bank IV, 4, b, i),

(c) permit the use or conversion of smortization receipts
by the Benk, (Bank IV, 2, b).
(5) Viith regerd to other direct loans granted by the Bank out of
borrowed funds:

(2) pprmit the Benk to borrow funds in the country,

(b) permit the Bank to meke loons denominated in its local
currency. (Benk IV, 1, b).

(6) With regard to gurrsntees given by the Bank for losns granted
by privete investors: to approve such gusrrentees when the funds zre
rrised in the country or when the loen is mede in the country's local
currency. (Bank IV, 1, b),

(7) svoprove purchese or sale by the Bank in the national territory
of ary securities which the Bank has issued, guerecnteed or purchased and

the reising of loens by the Benk in locel currency. (Bank IV, 8).

(8) To approve the liguidation of pending sccounts in the case of
withdrewel from the Fund or the Bank., (Pund XV, 3; Bank VI, 4).

C. Instesnces in which certoin matters must be submitted to the vote of
member countrics:

(1) Emendment of the [fgreements, (Fund XVII, a; Benk VIII, a),
(2) Uniform modificetion of perities. (Fund IV, 7).
D, Various other instances »of action implicitly required by the member

ere those eonnected with the obligstions to which reference is mede
in Section (8) of this psper.
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LPPENDIX II

Applications of alternative methods of calculating reserves (see section 5).

It is assumed that before the subscription is mede the centrel
bank hes reserves of 325, The "normel position" shows the benk's state-
ment after meking the subscription to the Fund required by an assumed
quota of 100. Under "creditor position" it is assumed that en active
balance of payments of 50 has been paid to the country exclusively
through-the Fund. Under "debtor position" it is assumed that a passive
balance of 50 has been psaid by the country exclusively by drswing upon
the Fund. This gives rise to a repurchase obligation of 25 by the end
of the yesr, the liquidation of wkhich is shown under "4fter Repurchase".



~11-~ CONFIDENTIAL

Alternative 1.

I. Bafore sdherence to the Fund

Gold and foreign exchenge 325,0

II. "Normel" position after adherence to the Fund
~ssetss Gold and foreign exchange 300.0
100% of gold contribution to Fund 25,0
50% of currency contribution (75) 37.5
F62.5
Liebilities: 50% of Due to Fund (75) 37.5
Net Reservess 362,5 - 37.5 = 325,0

ITII, Creditor position of 50

issetss as before, i,e,, current gold end foreign

exchange, plus & fixed item of 62.5 362,56

Liabilities: 50% of Due to Fund (75 - 50 = 25) 12,5

Net Reservess 362,5 - 12,5 = 350.0, i.e.,, &n incresse equal to
507% of the amount lent (50 = 25)
=z

IV. CTebtor position of 50

Before repurchase

Lssets: as before 362, 5
Liabilitiess 50% of Due to Fund (75 + 50 = 125) 62,5

Net Reserves: 362,5 - 62,5 = 300,0, i,e., o decrease equel %o

50% of the amount borrowed (50 = 25)
‘ =

After repurchase of 25

Assetss Gold and foreign exchenge 275,0
‘Contribution to Fund 62.5

337.5

Liebilities: 50% of Due to Fund (75 + 25 = 100) £0,0
Net Reserves: 337.5 - 50,0 = 287.5

On its balance sheet proper, the centrel bsnk will enter the full
emount of its contribution (elways 100 in the exsrmple) as asset
and the full smount of its current indebtedness to the Fund as

liability.
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Alternative 2.

Before Adherence "Vorral" Pogition Creditor Position Debtor Pousition ffier Repurchase
to Fund ] o of 50 of 50
Assets
Total legal reserves
Gold and exchange 325 300 300 275 278
Equivalent of gold contribution 0] 25 25 25 25
Creditor position in Fund .0 0 50 0 0
325 325 E75 300 300
Exchanre assets earmarked against
renurchase obligations 0] . 0] 0] 25 0
Currency coxtribution remaining
in Fund 2] 75 , 25 75 75
Other acsets 100 100 100 100 100
Total (25 - 500 500 500 475
Liapilities
I'f,.ll!l'a
Currency and demand deposits 400 400 450 350 360
Special denosit in favor of Fund
or uemand notes (This iter not
subject to reserve reguirements) 0 75 . 25 125 100
Other ljabilitie 25 25 25 25 25
Total 425 500 500 500 475





