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- Fourth, difﬁerénbesﬂin'the.rate;bffinflapiéngry,f
S Y0 “developments -in .the various -8ountries 2lther. the -
,é’ig' ’dOmestic faptors‘upon'whioh“the.international veln:
T of . the. currency is stiictly deépendént, - such- as
’ duction‘oostsﬂgnd,thg propensity to. consums..
'milit&ry~operations preceding the liberation of
'friendlybnations'or_tné'oqcup&tidn“pf'ehemy coun”
US ¢ ‘ ', disTupt ecoromic -
getivities, and givé rise to. dungerous infi»-:
. developments, - the “xtent and quration of iwhiclh -
S _-cannot® be 2uslly annrdised;v~PiXth,fmili LAY

... ., ments’during the,W&r;'as;well,aS'thefpoIi o

e

nCDH_'ﬁ* cause widespread destructio

VoV

=TV greatly

AR N ¢

. v difre 58 ; sconomic pexce terms, ars likelv to bring about
.. ctontrey, . 16 renerClt Objectivag .. INPIgtTemd fundamental,changes-;n‘the-productive‘structurei.x
shlonal stabiljz,pgoonStriction, n gy intan tthen® the country, thereby altering.its role in the 'wt

'S”9°¢S8ive-phase' .ng.‘f &imed ‘st qupdn, ég AL S~ commerce. . Thus, a cbuntry'mayﬁemergeffrOMFthJ- .

o . CLUNOE . piye a-full &~V19usly,,exOhangg;rgtEZPH K v as. a potentia;"impbrter“bf;fddispuffs ek wer :
e ‘&cononic Policdics ‘bgfwg?AtQ=the ultimgte pia ap - L= “formerly ‘produced within it's bounderie: I N

' ,taSk'shauIE be secureq. + o oS 4Ppronriate to the . ' - CONVersion of “the wartime economr to b - '

. - Mo - - R ~ )

besis ney alter the capacity of its exbort; Industrine ©
=4, In“turn, -the schedule 0 1ts remuirenrite of - o
Amoorted-raw miterials, Last, but.not iessy, . -, T
TR altératioh«offthé'Yaluehofgthegpuirencyjisg&sual.
!-E;ﬁl = accompaniedfby.polltipal;upsm hologicel, and -

. Théfdétéfming" L
1S & vory gippinag i ton of
?Onﬁition.,,?533“1Ff??°b1_

,~\,lative,retctibnsjofwvarious‘naturpggthesQ~reqc©iou_,'
() - ere-likely to'b perticularly-intende in the soci | .
L. upaltaval which usually follows & great war;. - .

‘ comr, process of -

... The ‘complexities involved in the ' R
fixing ‘exchang: rates would  seem” to- ¢all “for sneeial - -

Sceong LossbWsen v
i °§ s

T 5 fflstudy{duringitné'nrsparatorv.WOrk on &ny currency - ..
. TEROVes gongh iy -~ plan; it would.also seem ‘thet the ‘guiding "princaple:
EeNerelly ygseq

fo;‘fixingﬂexchange@rétés,shouldfbe,an integral-

- B8%iong ) trade

aqomﬁgrabiveiint
cCliminateq o

36 movementg:

- partﬁdf,any;interqatio.él‘monetar?.ggreement{ Net o
Sl accbrdiﬁg‘to;the;officialn60qumen§s:;éleasednnﬂ 7
© 77 opublic by the American ond British treasuries, %
-: . -40es not ‘anveur that the nrc: Tem*was .given at*

SHllar otyen - - ii"the preverction of the terna*fonal Mopetas
;-'-Jp \IG-'“ e . i - n iy iy

= the‘ re

o ‘Fundj - the  phefinté%ngtionﬁi

brovefed Hlans end

... agreement
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L. agreement zrovided “or.administrative nrocsdures
(:1:"but;fail£d,tp lay.down'ruleS»according to which .
& exrchange nates could be fixed, The experiences
50- far hec with the‘fixingjof—excfahge rates in -
liberate andﬁaécupigd.countries=TIe sutrashive .
the ah: icationgofﬂrudimentary,nfaotiCBS"rathe; c
an of & sqientific*approach to the prollem, =

s any Copmy SBtisTactomy ag, T
c o “ - WE At ‘h .
Y 2 -a ] Paply & Yo T AN rma - .
v o= Dasegd UD0U The ey ¥ -l8ed by the g D OF
5.OF lars whe o value g e 2V The Fupg
 (O12ars whicn Preveileg-guc, CAlTenoy 1y

1w ber prign 07 the

B . X - ) L - . , o » - ,"‘:";" the m-:'b“;'.",; Ceoo - LT ‘
(L. /IME FIXING OF EXCHANCE RATES  © . Nitial rapg j. seibry on ¢ -
S AN selol.iY PLANS .- o ; ¢ be

-1 determineg
1 the - I - tiried -
'procedgfe‘%;mggrvcountry and i
: OF thoge o sultat

A

. - Tae oreliminary draft. of fie American Prop. el

v for. a United ang Associated,Nationsfstapiligation _
S T released-on April 6, 1943, vrovided thet tha

Fund should fix the rate Yat w ien it would bay

and sell oné member's currency for another" ‘ang

Lemy .

)

addead- thas "the guiding‘pxincinle'in.thé flxing

A . Fre -
©-07. sush rases shall'béfsﬁabilityﬂin exchange rat ,?f SGonr
S o1 -7 The. term "stability in. exeham g ed rafg“:ééﬁﬁlm :
o o rate relationshint offered no rosl light, béing. pat
c. . 1tself an sim to be achie d;’moredver;;under’the
w7, oo conditicns sét upn by the Fromosal, it was a mean-
S 7i;ingle§$ yavdastick, as the currencies were. to remsin
o *(:ﬁ‘}rigidw,ﬂandﬁﬁﬁgq to the ‘initianl Trafes fixed. by’ -Dternrgy B
{_f(j 2 the Fund,  The memberpdountries;wet';qalled upat: i “be permitfﬁéaf
o To%o maintain by amnronriate action the..excha a v ASIQe g PO

rates egt

de rom +n},
in

& by -the Fundn, and the chances = -
o "W congldered only when essentia
to lon ¢ @ fundamental disenuilibriam ard
be ; d~on¢y.with~thé;Lﬁsroval.of,fouy~f", L
of member votegi o TmMha lauses failed -to wrovide, -
ical termsi or economie counditions: T
ST Jlxing of the initial -retss could be: . -
-7 o-gulded. Furtheruwore, the rigldity of “he Tate +
o chure 'such that a country woula have been
ust-its economy to an tncor.- et rate,”
1 Tailel’in the overwhelming te .k :
‘;:ect'initial’rdpe Lo

o The -
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EAI rote and llberalizcd to sonme extent the strlct
. “clauses of -the prellmlnarv draft.

¢snsiderdgble - amblgulty as to bhe me

- mental dlsequlllbrltn and ‘as to wh

= tlon of the current. -accounts onl

 .(SX1 and capital ‘eccounts of  the bale’

K van countrv were. to be takin 1nto

. 'fisacrlflces from member cougtrles. siggefgﬂe nmerlcan et
, R A weve thev made nrovi

_Ib left, However» e B g £§2322211nh2xcnq§ge ‘rates. but feiled to offer ato

ahine of "fundn. EEREETE S wor rkable ‘procedure for sixty ¢r more. countiles ‘

gther the: posi= A ' \”'agree amona themselves unon the-lnltlnl retes

- oI of both curﬂent S i

ce OFf mayments. gF e

RN A o - the: American R
\ coneldereulor rq"?;‘f ‘ﬁ'-gv ”~:v‘”;Préhoghi,3ggaiiitégoiggfga§g°?£s1s contalnedl;n :
alter)ng the eyohange Vﬁlue of its currencv SRR AR . .the British Pronosnls were bl;ndiduzgégggg%
L -  The Drov131ons of the British Pronosals for FRRlT 2 are) mory harmnniqgfuizr" inﬂ?ggrgglgf "the United and
7HC}~ “an Interne tional Cliarin- Union (reieased on Apriy =~ .- .- o dssued by wte ronesus
-7, 1943 With rognrd to. 74

: o S , Kotions™ on wdrilizl, 1944, Tt ””91 L
ixing «nd. changing ‘ex- - ST o '«ﬁiiggilgﬁgt on the suyject. of flxlng excha HSe.ﬁr‘-,
-change ratés were altogéther less stringent and - - U ‘ apvear Lo bthlSh boint of view nrevhiled, Th:’,' .
[ - expressed-in o clearer terminology. -Two primery - oL e '7J51nt Stateident nrovided that "the.gggwxgluﬁ o &
e objectives of the nlan were stated to be. "en - R R nember's currency. skall be agreed ubon Wlth the
! "~ orderly snd agreed  upon: method of dptermlnlng o : S LT Fund when it is Qdm¢tted 10 - menbershib -——ipo . - e

the relative exchange velues ‘of national currénecy. . LT R rules, however, were: sét up as to how tbn‘exohangp LA

“units 50 that unilateral actions gnd competitlve ' ' !

S rctes of the foundlng members were to be initially’
excnange denr601atlon are vrevented, ' ang Mg
systen vossessed of . an: 1nternationa

agree. pmonL .
Sthemselves the injtisl valies of thair - own: cu*ron"1°:

(. in terns of bancor " Ihe approve: of. the ‘Goverii-
1ng Board ‘of - the. Clearlng'Uhlon was renuired row
aubsequent changeés ‘in rates; it .was mrovided,
hoWever, ‘that (a)'a countrv “should ba - entitled . - o
e 7 ] 1 currency by not more ' 0 .-
“than.5'3er~csnt"without“the,consent of the boarg . NASEE
"1f its: -‘debit baleatce to the Uhlon e ceeded a
uarter -of its auota on the . a
'vears“' “that. {b): "thé ‘Board co
tion 1n the vie Of-d member?
tion for: allow1nv -the member-.
.-its débit bala neejt, a figure in excess of one+
half of its quotai nd ‘thet (¢) the- “Board could. e
crecommend o' o m ) cour Sy wihose credit balance et
—exceeded” one—aﬁ'f 0F.i%s nuota on the- everage of -~
&t least. &' year- the anoréciation of its ‘locai
nurrency'ln ternrs of. bancor, Tne British - o e
. Promdsils Tecognized the close interreistion -
--ex1;t1ng between stabilltv ‘in . the domestic ecexno-
my-and ste bllltv in-the" exchrnge-rate structure and’
“rovided for a llmlted flex1b111tv in: exchange

‘rates within'a- ‘Stable: ate: structurn o ctder to
'allnw u6Just
; i

S = < 'he Fund was reaquired to approve a - s
L “tﬁbillZlng R T ST "gsﬁgéglzﬁdtheigar velue of a currency, if rejues £L51

meéchanisw by whlch Dressure’ is' exercissd on wny - e ' by the member-country and considered to. be essenth ,

country whose balace. of peyments with thegegt - oF S o to the correction of a fundemental” dlsaouillbrlum -
© o the world 1s departlng from equilibrium, 5o as. R AU nsfderobie flexibility of internretation -was ST
I ot oheent an enent poich mist Create for its .- R BN ;;BVlded to the tern "fundsmental .disequilibrium .

© . - neighbours an edual but opposite - want, of balanoe L \{1. ¥ the nrovision thet, in considering = requested
&)'Jeroe“—countrles were called umon to " TG

"the
T chapea the Fund Qhould ‘take into uccount v
TR extreMé uncertainties 0revai¢1ng at the timﬁn:%i AR
parities. of the currgn01es 3? ;ﬁz %gggggagoSOhrn;uv .- ;
tially agree unon, i .
, v?iigviglthe tIMeglimlt%tl%ﬁ o? tgi ﬁgi;écigeigonogaﬁlrt
- = clause (there limited to e Tir sams .
Lo “of . the ‘Fund's onergtlons) “that member- com;es o er
.ecould alter-the n@rltles of their currens 5.
= 7 s the Fund, provided. the: nronouvv o
) ?ﬁgﬁéé giglﬁiféggof anv - wrevious changes 51gce e
the" ‘Fund*s est@bllshment would not .exceed 1 tzg;
“cent elther.ebove or aelow tku.orlginqltnarl
A _cléaiwT. sten in the direction of grea eE t.cnnﬂwlwn‘
TlexiBElitr was, however, ~thée mrovision ths ’1.> h
in- exc“ang L8 . could Je sanptloned bv1a Saaale.
'maJorlbv vote (as. 1n $He" BrlgldA-Prowos%hséé_
where as under-the. nmerlcun ronosal a r ‘
fourths vate W“S re- uwred

i

s currencv a8 a eondi- o
country: to 1nﬂrea5c Lo s
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©7. =  These general nr1n01nles 0% the J01nt Sbcrb‘ R T : ST ’ - :

S . . : ~ - . '
zént ha¥eé been embodied in the Articles of Bgree. oo L e T The Agreement srovides' for a. greater flexi- o,

. ment of the International Monetary Fund’ sl{nca,, R e billty of ‘exchange rates than any of. the preceding LT

" by the United and Associated Nafions at Bretton - .. - =7 " §3*  proposals but fails to lay down a clear: line of-
¥oods. on July 22, 1944, Undér the terms of the. . . = . .. policy, 'For instance, the power attributed. to.-

. hgreement, the. exchaupe rates at which the ¥Fund . - - .. . - - the Fund to object to a rate if it c- a10b--be

Cowill conduct oner tlJns, or “par values," shall &e - - SN malntalned without. récourse to the- Fu*" "on'.a :
rixed at the T9vels ,feva111ng on. tbe sixtistn scale prejudicial to the Fund’and .to members™, T

" day before the entry into force of: “he Agréeis is a technical provision obviously interded. Fo A

anch,member-countrV ‘however,. will .be allowg “the protection of* the Fund's resources; -on ¢ o

U deys after the Fund “33 anncinced its nroximabe T .{ }oo7 Other hand; it Mas definite, economic implica. - _;;z;i
" readiness to begin exchange transactions to notlfy oo} . o tlons, as it implies the fixing of a struciurc of - L
the Fund that it regards the rate for its cur.ency I B ... exchange rates whick may achieve and maintaim a - . * ]

- as "unsatizfcer sory, " - During the sume'nerlod the . Qv B - state of .equilibrium in ‘the memberncountrles? RREIE

"“Fund could raise objections to the rate of | ’fl oo ... - -oulances of payments, . Yet, ncwheré in the ﬁgree- R

any. curreney if "in-its ooxnlon the me¥ volue. cans o
not be. meintalned without ceausing retourse %o tjl
-Fund on-the part of that member or others on o o
scale nrejudicial to the” Fund - ¢ and o the memvor 5,
- In either case, the Furd snd the wuabar- couat,d. :
‘ shall, within a period determined¢ by the Fund,
.~ agree upon a sultable par- velue for thet- ourreneli.
“Jv ifbmo scecord is Treached; the member-country shall
7:  to deemed to have w1thdrawn from the Fund,
‘ (;7”5'b9e01a1 conoeseions are provided for countrwcs
'(j B “occupied ‘by the enemy'-- the ninety-day 3ellbd
CEL S may be extended, and,-during this extended- n;.;”,
t .+ the countries 1n/nueatlon will be’ allowed 0 me s
" changes ‘in the ‘rates of their currencies: by oo
o szxooment 'with thé Fund, and the Fund widl be = -
y{allowed to burchase- their currencies under such -
: 4~,cond1t10ns and in such amounts as it.may nresrrlbe-
. "The 10 per ¢ent margin of .anprecistion or. denrfcld

-ment is this. obaectlve clearly stated, nor is-

thére a definite rule to guide-the Fund and .the
- member--countries in the determinatlon of such an .-
.ecullibrlum rate ‘ R - ’ T

oy

oo There anfeels to be‘a fundamental dlfferene\
~of viewpoint between the original American P“opo,a_
"and the final Agreement, .- Significantly" encugh.,
b7 - the term "stablllantion", which characterived :
the philogopiy end aliis of the Americem Propcsal .
does not’ appear “iu. the Agroement .more imnc
though legs. conenlﬂuOus, is the shift from int
cCorredtiveinzasines to a more libersl use. of the
exchange rate mecn.qlon for adjusting :
dlsequlllbrlume ia ‘a cou crv‘s bela e of navmenuﬂ;

: It is entlrelr understandable that- the Ulltcx‘:
States sHould evnropch the. problem~of fizing”

~tion, which the Joint Statement allowed to member exchange retes with g preference fo greater » .
”Pountrles on the ‘ver values .of their-own’ curr=ncle “intérnational control-and rigiGity, athile Ureat.

o :-has been maintained . unchanged in the Agreemen T
.. the same is true of the rules ooncernlng Pursner, .
chenges ir. exchange rates. o T R

_ Britain and other countries should tend toward

g na1nta1ning a considerdble degree- ol'vétlonal O
autonomy and flexibility, Flexibility of eyrhen'*

r&tes woula be of. liutle conqequence to ecGnonnc

R A ,- o - . .. The \5.

R
¥
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“the war; on the other hand,

' from the outset would “robablv unset gny volicv

" by Great Britein (ao well as most other countri es) .
"fdlrected toward acmlvv1ng full empliovment while -

-0

lnd SOClLl readaustment in’ the United States e’tpr
g rigid- rﬁte structure.

nmlnxalnina enulllbﬂlum in her balance of T

TII. cmrc*l RATES I"OR (‘lJRR_._.“JCIES oF
e LIBuRAT"‘D AND OCCUPIT‘D “COU\TTRI“S

Tne Internetlonal Monetarv fund is de51gned

”for a vostwar reriod under normel- COHG’LlOnS,

although. it probably will begin operaticas before'

then,

Durinb\xhé war, -however, exchange rates for ’

"~ currencles of 11berated frlendly nations enc

- internel fectors, ,
-ocecunied countrles to participate in inter~ - .
-national trade as exnorters. of goods will have bee~
“substantially reduced -during the course of the war

oceunled enemv countries aré fixed- by 4llied
military ‘authorities following - negotlatlons and |
arranrements between 'the interested governdento‘¢

Durlpg tnis _phase the value of g ecurrency cen have '

Wittle ‘or nd bearing.on the volume and flow of -
imvorts and exports, and the detérmination of an.
avoroprlate exchange rate neéd be governed not

by balalce-of<payments corsiderations but ratler by
The «¢vility of liberated ‘and

on -theother hand, in-general, the amdunt of f
1ﬂvorts will be restricted by - the ouantity of for-
eign supplies and the volume otwgpinnlng Sﬂdb?
nade availaoble ‘retheT THan BY searcity of fore}ﬂn

‘exchange,

« Imports-und exnorts of goods and

"to be subliset to. ~orln,g'(nt official control and
dirtated -by military necessity and: Polltl“"
con31derations Durlng and Wﬁmediatelv aiver

S .‘ , | ~.‘t.he o

o

- interngtional finenclial transaotlons will continue o

7

- dI’Iﬂﬂ;QS
or ')CCU.*)&L;.LJD.

. the. nhase of hostllltl
<cou1trj,

f6relgn trader

©.. - ceontrolled by military authorities,
o -onlyvﬁhoagﬁgggducts wh

thelr own: fo:ggg»or are
Lilian ponulation.

cons1sts 5f sales of g
1"ur’cher._vwe
Tost eo

es in'a 11berﬂted or occanied

‘proceeds on a- basis’ la’gel/
whg~hnux;n

ich either- axg.needed,bv :

€ n@ede@ﬁto Maintain the

," While a AQJ“V oart o 1ntsrnal transau+w®ns -

5ods &nd services to A)lisd-

5, 85 ‘the time of libelatlan

witries are likely to be in-

the gri» of. 1nflat10n as a

’large sums >f -ccsh in the

lation, severe shiringes o

Sdlsruntlon or destruction -

Tesult of connarativelj
aands of the local jple et RR
f essential canAodltluu,
-5f the rroduetion end

}trcnsportttlon systeiis,. and Jutldys bv lllt“LJ -
B w"0*-ces -
° Elenentarv con31derlt1ons vf ‘ecnnnsie Uollcy

would suggest -that .nrecauti

ons be taken .against ' -

.‘1ocal currency._

seriously apgravat1ng
through ‘fixing én undu
Such
ing main:effects; {1)
allowance of the membe

infletinnary conditss o
1y low exchange rate for -
@ rate would have tﬁe folla
it wsuld expand. the' cash

rs of the fllied forces

;. in terms of loecal ‘currency and,

therefore, '~ -

uu.b-. -

ourchasfing nower

“in terns of .goods and

services in the local market (lacal exvenses: by

" soldiers renresent one

flatlonarv factors. in a
forces are stetioned);

© the r331st&nce of the s

foreces. against peyidz h

v . local -labor-and higher
-~ ag nrevaillng wagesvand

f the most inpdrtant. -in-

nv drea where large '
(2) it would minimize
ervices of the Allied
igher wages to .

nrices for locql ﬁro@ucus
nrices would .. .

~annear unJustlflablv low in terns: of

 691lmrs or naunﬂs,,(E)

it wsuld tend ‘to- 1ncrea"e"

he domestic nrices of those types - .

“gDI cormodities which can be exnorted

to, the United N¥at? hs a=d tn. ‘neutral cduntrles,

s (4

it woula 1ncrease the off

icial nrices-

foodstuffs Qnd rellef g
whloh are L

-

oo&s 1mﬂorted ;nto_tne areq;*

=
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T R o S - overlooked; their use rather implies-that every effort E
IR ‘ : ' I , I L ought to be'made by.military and civilian guthorities
. . debited to the receiving countr d “ Fai .~ . )4 0 - to'maintain, through rationing ané price control, as -
» Ze.  DOSsible, sold through gommeréigléghénzzlgagﬁa: T EURAR R }fijnuch‘ag‘pos§ible of the official price strueture found .=
L o, Sost-plus-transportation basis; and (5) it worid . | =¥ tc be in-existence at the time of liberation or oc- ok
- ‘have al adverse psychological effect on confidr— i o ;cupatﬁon,«,blaok*marﬁet,p:lcps_noﬁ only -reflect the
: in the rciey by the peovle in genergl,, thus en- . - e ¢ exceptionel:shortages of certain foods and the ex-
: couraging .Jlight #rom tie local curreﬁéy into ' > . {7 - cessive purchasing power in the. hands of the public
~ . . foreign currencies or goods. . S e ﬁ.?f.()' © but. alsc contain.a risk premium for the SeIlsT om— ;
(3 C ~ The exchange. rate applied during the phase N account’ of the illegality of the transaction, T.ey ‘ -
of liberation or oecupation .should be one which . . may serve, hswever, as.a warning for correcting. those' -
appears to be or can be easily explaided as fair . SR offlcial prices found to. be clearlw artificial end
from an administrative, psychologieal, and economic “eeln - unreliable, - While ths difficulties of- measuring the
- polnt of view. A rate ih round numbers, whigh is N . relative changes in the purchasing power of various
¢ not subject to frequent changes, would <2 most . . ' [. . currencies - should not be minimized, for the practicel
. convenlent for conversion by soldiers:a.:i civilianc e purpose .eavircged preeise measurement is not o
gilﬂﬁi??%'for pggp0§%s.of aﬁministration‘by' : F -esgential. : T L
: tne military authorities. & rate acceptable to s C o S - , . : T
- ithe lloc%l;_pozaula;cign would contribute Eo maintuin. o 0 e "If tho tete.which will meet. these requirements :
- 1ng whatever confidence might be left in the loeal , AT s fleannoet be ermined preciselv, 1t ¥s hettber to.err on
. .- currency and would not further ezzourige, but | S T efgjdb'n?‘ﬁffhte which mey involve.an overveluatian.
3 . -Tather retard, black-market speculation in forsign - .. .0 . f the local ecurrency. | Such & rate would act as &
o "?BffeECies.a?& goods., . In view of t-e role of the « |» .- dctorrent of inflationary forces, In feaet, considerrble
co.e armies as liberating and democratic forces, 4 gvervaluation of the currency may-be purncsely advic.d -
. Jthis consideration is of .the utmost -dmportance and T -&for ticse arens, such as southeastern Burcpe and’ the -
~, would i?af"tg gxclude the fixing of any rate & %n:'East, where -standards of ‘living are low and servizes
Lo iﬁ,ggésl%Vg of 'exchange profiteering," sither by .o I ) o oand-locally produded commodities are comparotively
[ & Allied armies or by local ‘speculators, or by = - 1. " cheap. The selection of & high exchenge rate is the .
- - both: TR . ' o i - i " mest practical and effective method of curbing the -
C Reasons of ‘convenienée rule out flexible rates ' 1o S : g N

infletlonary pressure resulting from expenses by -
- merbers of the Allied armies, and particularly by
~ mewbeérs of the American forces, -It is truc.that the-
choice of a higi rate WOuld=normﬁlly‘make@for reletive.
ly-grester outlays in terms of dollars or pounds on . -
- the "part_ of . the  supply services of the Allied arnmies,
"This, however, would make no différence in the case
of ‘enemy tountries, becausé the whele outlay.is-paid
for in special military currency or through edvances o
. Trom. the "local central hank, to be-settled eventualliy
.thréugh oceunation levies end reparations; ia tkz case’
of friendly countries the cost of liberation may be
. Shared by their own® governments through reeciprocal
. lénd-lease. ' IL any event, the extra outlay would be
. -small comparsd with.locul war costs and should tg ' .
~.more than compenszted by its'beneficial psycholugical
as-well as ciozoale offeels, - Moreover, if &n initially .

and exchange’ mamipulations by military or'civilpan
authorities during the course of. liberation or oo
cupation and suggést that a rigid ratc be set and S
be maintained. in"effect by strict &xchange control.. e
In practice, the fixing of a conveniant rate for
the currency of a libarated or occupied country
could~be guided by en estimate of the deprecin-iom
of its von:stie purchasing powsr as-related to
aspre~war base, corpareu with tha rise of nrices
-whecih has occurred in the United States, Great
Britain, and , contigucus-eourntries., The choice of
a .pra-war. baSe could: in practice be restricted %o

+ a'single year, or to the average of two or tnr:é

: Yyears, of the 1936-39 period. 4s a rule, official
-» " ..price indices should be used. The fact shat
- official prices. are’frequently fictiticds is not

. low rate gives impetus to inflation, costs

. .

.
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~bv§rjwquru 1s-*hb backbone of dbrocracy dnd cf soclal
and ‘peclitical erder. .It woy beée said, therefore,that
urduie undervaluatJOn ‘ol a currency adds. sericqsly
the burdens arnd derlcultles of military. governuent:
B outhorlt’ s and has sceial-and politlcal Iepercusxucns o
: fremendous inten51ty and lcn* durculon, RN o

l? 1n do]7ars or pounds may be in the end &S hlgh as», .
T 11guar than, if the value of the local pu*r PO]
- nhad beecna 1n1t1ally set at a-high rate. ;
L These considérations militate %galnst a polirw
~,Ul undu]y low rates for currnecies of forelgn ‘ceunts.

v ,{(‘HANGJ:, RAT:H"DL-RTNG TRAI“SITION o e .

) ries temporarlly occupied by Allied forces. -Thc . B 1*¥C)' o . -
e vates for the French.franc and the Italian lira S ' g The flxln oi' a fair ratu durn. fhe ccurse of :
... . vere apparently fived-on thé basis of black-morket - - liberation or- Ecaxpat‘on of a ecthry acquires father
- ' muotations, with-no attention given to their possi- -ilmportance if consideration is given to the fact that ’
ceoo - tle effects on the economié and social conditions. -, - . . such a rage would tend to become the tasic yardsthP fer
- " of ‘the countries idvolvéd., The ratc of 79 franes -~ - s ~fixing the postwar value of the lccal currenéy.. - Cusser- o
-\.,o the dollar.was fixed for,ﬂorth Africa in Novumber, o 1”, ey, Currency readjustments after the war are.most. likely - -
_42_,th4 rate p rogﬂﬂ Axce551vely inflgtionary . N SR e be on the decwnward SLde,ulnasmuch as the rzvages of - ' -
and was altéred to' 50 francs to.the doliar on .. - iy ,‘ <7 - . "the war and, ir the case.of enémy countries,:.zupation -

- Fabruary 2, 1943,. follow1ng remonstrances. from’
I'rench Plnﬂnulaﬁ‘gnd goveninental authorities.
Puuit¥ve considsrations. may, wmeonsdizusly . perhaps,
have played an’ 'mportun+ role in fixing the absurd-

"1y low r ates for the “ira in africa and in Italy. ’. o
- ‘The vates 'of 480 liras to the pound in thé Italian - i
S cclonies cnd of 100 “ire to- the dollar in Italy, ...
: _nsz making Italian goods ad. serv;ces available for
T a comparqtlvyly ‘smaller adount of American or Britisi:
currency, have served the fuiction of a concesled . - -
ocecupation levy,. Ewin this” advantage, hewever, hns
been short lived, =3 the impetus glven to inflcticn
by the Llaw exchanne Fate has. caused prices to .
adjust tQLm891VuS readlly to thu new valux of thy
lira. :
SR .The ﬁxpnrlencu in Italy ‘has iHQ10qted that such
" .unde rvaluation. of the local currency represents a .
‘mesth dlaruptlve slément in an sconomy alruﬁdy ravage&
. by the waw Theé demand of mémbers. of thé Alliled - .
fcrezs has been directed particualrly toward certst L
"kinds of goods and services, the prices cf whicl =
hﬂ:a advanced sharply and uninterruptedly, whiie
‘oft other gocds and labor wages havé laggéd
bO?lﬂd and salaries have shown little. Cuange.,
- This disorder ix the ‘relationships between prices,
Wages.y and salar1 2s has unchained.disruptive spe-.
culative” nicvements and has affected adversely nct
only the resiticn ofi.the Lovérnment bureaucracy,
upon which the .administrative systam dapends, but
aloo the suxﬂngth of tib r;ddle C-abs, whlch

: .vosts and reparat:ons ¢an hardly operuuc in-ai 7 other -
“lirection than to cause further depreeiaticn o1 currencies,
“Acy couniry wanting to'reappreciaté its currency vicald ..
be bound t¢ pursue a restvjotlve mcnetary policy, waiuii
“would upset its program ‘of eccnomic reccnstructlon. In
"er words, the rate of ‘exchange fixed for a country S
'(){;ln” the pericd cf liberation or occupation will S .

R Famably turn: out to: be ‘the highest value at which its
“iowad) o.uld, under the most favorable. 01rcumstanh°s,
{(_h= stabilized after the war, Beyond this point it is .
““impissible, during the pericd of hestilities. in and -
.acupation-¢f-any particular ccumtry, tc determine with. '
‘1y degree-cf certainty whuf foreign exchange rat= vou;d
.bvqu for that country in'the postwar period.’ . S
+«At this. juncture we might recall”the exper1ences~
‘had in the fixing of European exchange r: tes after the
first Werld Wari Durlng/and afger the war the gold © : _
steeks of mest Burcpean.ecuntries ‘had. besn la"gﬁlv de~- - = e
tlgted; and the flight of capt ital had daused éxchange re. . 7
scurces ‘tc beraccumilated in privaie hands rether *v-- o
sin cf11c¢al ressrve accbunt Econtmice condlulcnq L ’
various ‘countries wera- l”‘gc7V deteruinsd by the press-
ing needs for. relsii Lt<bl0n rad ; nstruction an_ :
‘pendltures and-for cutl: b icns and fow ac cial
and pclitical purpcses; this cont: -ibuted tc a 51Fuat10n
cf,.¢r near tcy, full emplcyemant, Owing to the lack )
cr 1ne¢flclencv cfi exvhungu rcntrcl mechnnLums, anG. R
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: v"partlygfoifpéhychcloéical féascns,fféteé‘éf excﬁangé' : v:J._.ﬁ : .uthe pe£iéi'Cf‘iibératiEn cr cccupaticn. It is frequently = °

. depreciated -genera.ly during the f£irst part. of the S . . “suggested that after-the war exchange ccntrcls sheuld, =~ <
. ' twenties.: The e shanges:of ‘some countries “apreciated - IRy ~‘»&ie'abandohéd.and,currncies allcwed to Tind their "nat=..

Ll iiiqksuchgan extens that, at: thé lowest poini. they aprusred oL € feal level,™ Tnis expression, hcwever, has nc meaning.in - -

. Cwdndervalued;- that is: they mémentarily gave i.se tc an - . ?ifself;‘because the "natural® or H@qull}brlum leV9¥QSf o

) ‘ ) 7. . ‘a currsency differs in accerdance wWith the state cf'buﬁ%w,

ness ‘in the werli at 1arge;"Invgctugl:prgqt%ge:therg is

o né‘simplefpriuniqUe"natural".chWequlllbrlum';na§e of

exchange but -a whcle series cf such rates depenling
.upen relative inccoue levals at heme and. dbreal,

The technical procc.iures fer fixing-initial =xchange

" rates are hhmerpus.,»Unmortunately,*while rudlmenzgry 4

devices are ir gencral inadequaté to the task of finding

. the "ecrrect"rates, in most cases the statistical equip-.

their expcrtable goods through the’process of currency. = - irent necessary for scientific caculation. dces not exlit%

- - depreciation, However, stabillization at low rates y S N Ko special attenticn shculd be,pall Pe”black"mif;e “
was frequently follcwed by mcnetary expansion and upward | e o rates for fereign exchange, which have arlsgn»frog: e
readjustmernts ¢f prices. - ° 7 _ o . T applicaticn cf . fereign exchange contrcls and.wart+mgf; .

 Generally speaking, stablization during the . testricticns, . This stateuent cannot be stressel suffi- 5
: A o elently in view ‘of ‘the faet that- the beliqg is, still

- .widsspread in scme offiial quarters that blckemarket ~ . o

~!"rates are representative.of the. correct valivs cf ecurreici-.

agtive*balance~of'payments“on current aecount. lont - .
countries were anxious 'to avoid or, at any ratsz, 1¢ .
) mitigate.the-econcmicidepre§5ion that freguently “ollcw:
(3 ,stabilization,‘and,therefdre they chcse'stabilizatiun4 ’
. 13'31eyels'atjthe'bottoM“br'at a new.pariiy only slightly
.+ highor than-the lowast rate of exchange. An impértani .
" ~leesat din the decision to stabllize afy that level was-
a desire,. on the parc of someé ccuntries,toc maintain o
certain external markets which they had secured for

g )

i

- had been a piecereal process, carried ‘out by cne country . .-
" after the cther in an uncc-ordinated manner, ' ‘The cutcome |
- ¢f this prceess was not a stable and corderly. structure R

< ¢f intérnaticpal exchanes rates, and stablization at va- es, as*distinct from their artificial hOff??%glﬂTféyeS”’ ,
.. rious-levels .unchained i luences which in the lorg run .Beyonu.doubt; it is easier tc¢ basc a rate on o ke

" - defeated ,the cbject -cf stakilizaticn itself. It-way e - - o adarket quetation .than to ascertain the apgrox%gg,:i;

- (GUnther sugge=*:3 that in fixing postwar rates nct encugh. : Cﬁgpmicﬂvalug/of;a'Qurrency;.TgHOWeVQT} under the E%o*%
vhu'attentiqn»hadzbeen paid to-the denlt position, .whith in y . system of ' fcreigm exchange“ccntrol existing in mcst

4 gountries, black-market ratés are entirely unreliable. . .
h égpg;?;niicatiénxbf'tﬁe’intrinsic,value,cf.@;currencya.a,r"
A lyisulicas en a black parket. usually -take the form of -
”*_pﬁrchaées and sales -cf bank motes-rather:than.that o -
bank transferes;. the cver-all volume of. tran :?&iGnEJ
* isvinfinitesimally srall, nct only re}\t;g; the cuta :
. standing liquid holdings in the respective” currercy buf -
- -also a¥ compared With the volume of foreign.trade and
“international financial transactions -of the .countzry
coficerned. 'Bléckemarket-raﬁes”?éflept*speculat;ve;
. expectations or thé frantic desire of trapped men %0
. ‘flee their coudtriés. & few wealthy individuals and
‘politigians dan sacrifice large amounts of their: own
currency in-order to acquire a ~l'1q~u1_d‘ pOS‘.'l‘.'Ubl‘Onﬁ ab‘road,

A the long run wad tc ¢Harecterize: the-balance e payments
“ . on.current account &f Buropean ccuntries vis-«a-vis tha -
7 United States, .This was not entirely ‘apparent so logg
as’ the, total#balance cf payments was maintained in equi-
.~ librium by American lending. The new pariiies broke . -
< down in the early thirties under the’ combir .1 pressure. of .
. %he.American dépressicn, an inereased, vclw-.: of foraij: ‘
. indebtendness, -and unsucesssful deflationary effcrss

S pursued by'varicus fereign. countr?:s.

" EXCHANGE,
, ~ (RATES

P -

~.V. SOLE TECHNICAL R-OCEDURES FOLLOWED INPIXING -

‘ The fixing of the value of a curréndy éfter’the‘w 7"

P . P S e R : e .. e © . ’ e s e - . 7while ~
~:when . inverndticnal trade is.restcred through comiercidl ol T e T e T e

. channels and foreign exchange contrcl ¢an be .gradually . .

-'relaxed, should be guided by ccnsideratiens differsnt . . - ‘ X

from:-those used in determining exchange rates 4vring

- N . ELRE oy Lo
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S L R R 3 - T S Lot
i . While .for refugees forced to leave their homeland : PR R SR L
St -any rate is better than. no realization on assets. . L e - e
s " The governments themselves do-not ‘hesitate to use the . .“the characteristics of the component items are -
- black markét. for their own purposes, . thus giving. . . o diluged.. oo o R S
a thlly;?aftificial"fto:efto'that;market's rates. f7¥§; .. .The technigue ‘generally used is to measurs - R
A 3lack markevs are exiremel, sensitive to rumors .of " - - Cﬁ‘;dhanges in the price indices of. (rather than the L
.+ rall kinds end respond violently.to any.war néws. ' wweB0LUTe price levels. in) two-er more countries .. -
y.. . lioderate fluctuations, in supply-and demand are. over a period-of years, making allowshce for any’ Sl
e likely to bring about very considerable changes in ° : intervening changes in the exchsnge rates. The. . S
g ‘rates. -Quotations are frequently a’matter of ) : - tuse of indices; howévér, involves th: assumption AR -
a,(}z"personal contacts- and sbility te bargain, and - s [ -7 that. in the.year from which the comparison .is - e
.y ‘operations for sizable amounts are tzually carried IR " mady the exchange rates and the.price-levels of ’
S out in complete secrecy, Nobody can. proparly e Y the countries in question were in'a position of- -
- ~claim’ that a few black-market -quotations, ;zthered equilibrium or that the preécise degrec of over— - .
at random, "havée any relation to the correct value . ---valuation or uhdervaluation«ofAthcirﬁcﬁrrenciES'inaﬁ,. , ,
‘of currencies.. In short, black markets should be o - terms, of relative pricés on that date was. known. R

disregarded in ‘the.fixing of exchange rates nos -

» only for the purposes of postwar international stabi:-
lization but,also in determining the value of ‘
currencies during the course of the war. . E

. A method commonly followed by technicians is
Liw “wuichasing-power parity," which is. based ‘
“vpon the theory that the rate of exchange between- s
(WO currencies tends to-move with the relative changes’.

'1'.fﬂ,'Becaus&Aof“statisticalidiffiéultiés,vthe use- of
e ~this ‘technique is reclricted to comparison betwsen
‘two or, ‘at’ the most, three countrics, changes of .- . -

» prices in other gotitries being purposely omitted.

;. Moreover, -different indices yirld different results...

If internatiopally.- traded goods only are teken .into. i
account; then the purchasing-power gparity theory. e
fands to.bécome. e mere truism, .since the prices oI

= such goods tend to fluctuate -in -a similar manner in . _

4, different; markets (with due .allowance made for transpor-

‘(&"peticn, import and export duties.and oSher nonmone—

tary factérs). and to be proporticonate t: changes i~

/

in the general price levels in each country.  Thig
theory, despite its widespread popularity, is - -
7 (:?ﬁbject vo meny limitations, as it abstracts from .-
.+ Wbhe difficultie5<of.compiling'and'bomparing’price

; indices’ and also from factors other than prices RO xchange rates: ‘If, on'the other hand, - cice *~ .° = - .
~affecting balances of .payments and exchange rates. - o - dodives of domestie goods are used,. the taeory need - -
In actual practice its statistical.application is < . elt be necessarily true af all — -in genersl, .

a very rough and unreliable criterion for measuring . .
“the valye 'of a currency -on the basis of the price levsl -,
Tin a country as compared with price levelg in .. = - -
-Toreign merkets. There are no ‘adequate -means for .
‘comparing the: prices of iriividual goods or the I
level of prices in various countries, and,.in .
.afly event, -such comparison wolld be: of little use:
because of basic differences in. quality, locatiow, -
- standards of living, laBor efficiency,; and consumer

T there is a considerable lag between the movemeunt
.. . Pprices of intersationally traded goods, which are . ,

"very'sensitiyé,”and,theﬁmovement'of‘priqes of dousgls 1 o¢
goods,’ particularly retail pric€s, which usually show .

‘moderate variations because-of the combined pressuie.

o .¢dsrsd by legal ‘end -institutionel. forces. The use - -
-~ .of-general price indices would nov yield any better

. Eesulitsy the relative importance of internatiozal ahd

' . of-domestic goods in any country-is influenced hy '

_ preferences. Neither are index numbers very relcvant-' business-cycle factors and variés widely from .country,
for this purpose, as thsy. are largely the-uesult - . Wibh -the: resullt that average. general indices are ;- .. -
*of” promiseuous- aveérdging procésses. throug’ which, = - , "' hardly representative, 6f underlying economic.eler: o
e ‘ T B ) . in -any country and:do’.not provide -adequate standards -
e T | R ~ ofcomparison between countries, - v -
oy
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: e S S ,
L S e T - - wage levels- in two or ‘more Pountrles alfe"aé'sﬁﬁ;. b0
I : : o S : U B eaoes AR GWo o e cou ed to
. -After the war even greater difficulties will arise . bélln_%qu;llbrlug,gt the given rate of exchange and - |
, from the dany dislocations caused in the price structure - - oo Te atlve'PerthlVeisff;cienoy,Fand subsequent chenges. - -
S g,y',the _sgslgen_sion of ii.tgr'%afc_im:; Qommeliqial'fe‘la‘-' o ,--«%Or;é‘?lgi:gg?c%ffi? fbaséflﬂf Wgﬁeféind'i‘ces;g _There is ' 7 -
o @ 1.ons- and’ by -governwent intervention: In. practi- : S S Btew oF the eooremsLor this method, partieularly in - ¢
roally every GQuntgy Lheve will oxlst. a-dual price systen, : '%;ﬁgfgfl;h;;égggéggatOggehaﬁgm_ DA1d out a5 wages generally
» : g of -officira -0 : - . : HESL : ents one--he Y the' i o
. In the o??‘-i;;.éiin;ill{ét,all’iii;g'Onhé_iggo%s;nz‘tﬁg‘l.g?tgtri— . " heomeof a codntry and is, the;egglr*:,Oghgh;aﬁtéfggelat S
bution of -goods at fixed price:s and prevents- wonétary.. edn t@§34919me of ‘purchasing power in-the¢ hands of the ' - - }
O ‘expansion,irom'prgguc‘}g its-effecty in the black L Q) vpub11§é; NN _;';‘. ; :_7.-: AR , |
- -market, prices Ieflect not only the shortage of specific: | - o may be very dangerous, however; to rely too
. goods quch'aS'importeg_gQOQS;vdﬂiéblagconsumeriKOstsi*17 - - _g&ggigq‘mpﬁeq Wa@egvas pegresentative;of<ccs;S'of”prom':,;
20 other_goods nens) ang o OF ek, conpetes With . il at Qifferent Stoges op beWee{l’m.omwlwag"aS s oguntiries
military requirements) an e. abundance o liquid S i ot b . 0L economic development \i.e., .
izchasing pover 1o oo bandarof e punn " bt slec wnes | cemicaltul vt SololCNRIS AL
risk of. detection end-punishment. - 'he relizSive . impor- Yoo 9S8, Whlle. changes in the productive effici- ¢
tancej_offthe‘official vérsus.the black mar¥et varies. . S i?ﬁg :g%k;?ol,@g ‘Ib%a.c,? %p-ggmﬁls countries-‘over a period of -
© greatly from country to country. In-countries s°%h- . o~ - cann 0€ Statlstically measured.”. Tn fact,:the .
moderate inflation.and efficient administrative systeas. ' poggwng ¢ost. structure may well show a pnttern 1ittle
.. the turnover in theé black market represents only -an e ?Eltﬁe.;. "gfrpiﬁggg}%?T-,Y?e%ulrements'.‘.,. _During the. course
, iffég;tgggg;é gﬁgf’dgf_lthetpotakltégu;nover .of goods, whils a5 Botweon gipere f{t’ecoﬁf}&?ﬁgf’i"mﬁhmlaﬁl"e fshlftﬁ i .
G N e ‘aomlnant -mar in an area :v_re\c‘:'.;_y_ o Ton el bh o ‘ S -in e ‘rate of ‘man~hour - .
: affec_tedkby mliilitiry_hosti,lit_ies.'-' If reliable statistics : Dbéﬁé‘e’ﬁlﬁé‘él xngirZ Qas ?‘J-.S-O-lbeelll‘a. growing 'divergence .-
=0 vlsck-matrket transactions were available, one might - U femme o Wags Level ‘and price level,.the.rise 'in ths . ..
- be tempted to suggest the introduction of Weigljlted. Sl }»,.ijgrn}?gégsgglgl%l‘alggm?g considerably behind the rise”in
C‘gjlylgc.llgesfof official gnd-%]_.ag‘l#zfarket prices, ,-,Frc:g tge X T Cg ihe el W'g_rlz Xglge gf,fgre-lgghcurrencies vis—a-
speint of view of postwar stdvbilization, however, both . . . LA runedoLLe V 0 .be 11xed'on the .basis of wage
"the petiotad and Do blaok samietpeloes miy B agtelly w | ) Btieesy the'meuly sl SHCIL IS NS,
. and grdgrlglépricé sfcl;uéiﬁirgJmsagcéaitrynvvigl altio . . through the pu:chasing-power pé;ifgogeghgg ar:frllzgd Vgtid o
. mately depend upon the ability of ¥ts productive .- . - - have & deflationary effec’ in foreigm counéfies-upgnu-» SR
e et S e Wy L et et et BOC T e cominles e,
1 L. 1or goodas. oo o A oy oL L0408, Wi ‘5U101ng pressure upon the S
. ) T - . i . - . T, bal ance'aof, a " - > ATy T e 2
The view that the ability ‘of a country to _ to-be llttlengnvlggtfhg? ;ﬁrze)n f,oac‘.’_"};-nt' There ceems .
compete in the- internstvional market depends upon its would Be: one whick we 1aon aspropriate rate of exchange ..
- uetion ; " : oot ] poae be.one which would permit the.restoration of a :
costs. of production has brought forward the suggestion een costs and pricés t et T o
o that the level 0 cocwus shuld.be accepted as the . deTlaticnnperocos to take place after. ' -
- . best indication of the Sorrect eschange value of Hb oF Wazes ¥ ”{_’ief&‘s‘ut? or through an’
" ...currency. In prectice, the tcchniqte for measuring w1 hages-rather than & downward movement.
. relative costs does nc% differ from that used for B T O IE ST e ‘
.. measmring relative purchasing powers ‘and meets with D R R A &
“wivery much the same difficultles and criticisms For . e T e LT ST VI';..-;
.. purposes of convenience, fMoney wages are haken' as am S e LT e e ol ;
o indication of .p’rodugtion, c‘osts;'for a -giv: . year the. . R ]
- y . 'd . ‘, :
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B R - 3 TI—IEDETERMINATIONOFAN e
EQUILIBRIUM RATE . . .
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“equilibrivia ip he
“for foregn

”hOLO o
ec-to
- .

) the
nLd bu rela
sl meozjtu
. fA- rate

Lo p*OﬁO"”' = rer lﬂco"e
'fln ‘the -amouut necsssary Lo suves

The ‘core of the problem appears to be how -
to. determlne the equlllbrlum rate of a currency,A‘
: that. is, the wrate which, under prevalllng con-

. V~d1t10ns of national’ income .and flow-of foreign

;,\ .- investments, -achieves and maintains a state of. " payments &ue to foreign countries -
] (;“ “‘,equillbrium in a’¢ountry's balance of payments.; "l hplng nade for: the debit or - reqwf POe‘tlon-
... -~ . . This'definition does not postulate mere equali- - ©or lLonmg-verm -capital’ account.- “Considert

. should be givea o the fact that the Gemw . L
. and~supply elastis ities for inter nablon““ ) o
goods” &t dlffcrent ievels of -navional Jnrnne .
‘~fvary wxdely from countrv to™ conntry andé that .
~‘ehanges.in the excnange rates affect directly.. R
. Zthe cost and price structure o 1nternac¢orglny-k
#. traded gbods’ and senVlCGQ and, hen of dorestic g
.goods ‘and: services aw*c. LasU But not leas® - R
" an appropriate eqnllncfiﬂm ra.; ‘should- beﬁone -
which-could .ccrmand, . as far as possible, the
confidence- of the neopJewma rate>n1earlv re- -
O ‘cognized by-vhe pn;Lic as fair--as. only.~u<n> L

.o & rase could provide the setting ror thew - . o ’

T ' gradual relazation of direct controls. No. .
- general rule ls possible here, as different - _

L people react to_ a nrospect ve exchange rate . -
1ﬁ7-f‘7eW°»w1th differenu,’ 'n31tv., : .

IR adiitted that these: def
: .dde: ‘good-for-4ll- +"orml;a
SPdeilitate a stauistlcal caloula n‘nn 
" of: postwar exchange rates.  In faet, in most .

: ‘conntrles the ‘statistioal equlpment ’for such
e ;caleulation does: not exist.. Moreover, o
- country cany: by " 1tse1f and without referenc“ )

‘ %o .other countries, determine the: pcoepeCuive-
'quantum of its forelgn trade and its 7
. investment position.  This is particiiarly. _

t.trueof -gmall and. undevéloped countriis,. DR

. which: 1nd1v1duallv play a rather incouspi-. .. - . -
A cudus;role in-world 4‘rade ‘but the nationat . = 7 -
- income: of which is. largely dependent upon - .
thelr export of goods and 1mports of caplta.y_‘.

-ty of:debits and credits in a country's balance
R .of peyments oil ourrent account aldne, but. it
o ©.7 implies that the bzlance-on current account be - -
: fully "offset” b~ the balance’on long- term.cap.tel
A o movements). It is genorally admitted. that “during
T . . the phase o transition.from war te- péace coun-
+.trles would maintein exchange control and adapt
L gradually to changlng conGitions :those regulatlons
Pl * which had-been in force before and during the -
e r'_c,.. war.  There-is also a tendency to0. admit. that- '
L after the war the movement.of -short- térm funds,
ARRR alled "hot. money”" ‘should be. sub;ect to
1nternaﬁlonal supervision and that trnroactlons
1nvolv;ng capital transfers shoulid be cubjeet-
" to. governmental direction. These-nrln01ples
have . been embodied- in the agreement of the “n er-
. Unational Moneé tary Fund. - ‘ B
77#i Neither'the: purchasing/power parity thvorV"- e
o northe relative cost technique. can provide the i
e : ) elements neeessary for determining an eguilibrium
L " rate.  The’ determination of such.a rate for a
Lt 7 . currency is- dependent upon- an. essimate of the. s
. balance of payménts? Pasition of the coungry in " R
AR questlon, related to thé prospective -level of - =~ =
© - Aits-national income ‘anc volume .of net interna-’
tlonal long term capital imports or'exports. -
. . " .In fact, there. is no abstract.nor absolute equ-. LT
L 111br1um rate “gs._changes in national income. Lo
© .. and Tlow of : nves tments--such a§ méy be brought,
- about- through fiseéal ahd social. pollcles--
“result in changee in the -balance of payments
?and hence 1n the ratc which would provlde ’

gullibrlun tT
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< - the quantum o? international

as
- gusus,

- flow & foreign investments £

longer,

Te

Obv1ously, none of. them can approach 1ntelligenuly-f

.1ts own probl em of
io tue prospective lmports of goouds dnd exports.
.of capital of one op- of a Tew leqalng industrial "’

countries. It ‘would appear essehtial,. therefore,

:for the ms jor countries: commanding Lhe bulk of

international #rade o conceéntrate on their own
postWar Gomestic

£ thelir own currenciss at a glven lbvel”of '

»f.nnglonal income and voiumo of foreign investiments

‘the lesger. i

fes could then nguFL Wlthoa+'
any great d11f1

alsy the valud of their own

2

“eurrencies t0 “that of the prirsipal currencies

in fact, sufficisnt attention has not Deen
pald to the quum

S dosicstie and fToreign economic
I yaruuuuLar t the. fact that
trade 1s determined
by ths domostic poiicias of .a. few countries.

In a broad scnsd, whot will happen to tie worid

policies ané,

- currencies 1n the next ten years will depend

“pretty much on what wiil happen to internal, -
_economic conditicas in thé Unitead Swates and o
“the British Common-wealth, and that is amrone's
A high leavel™of emlloymenu o ané =2

P01 thess parts of
“the world would unuue;tlo“lr ¥y facilitate the
~tesk of the lesser couatries 1n achieving’ anu

: malntajplng "efchange -stability; inversely,

low level of emplayment and lack of. forelgn

etabilization wilthout. relation,

plannlng and on the stabilization -

e and- 1ndlssoluble connecticus.

11Jestmenbs “woul.d crlxl'al]y hamper any- na-.  ° )f

“tHtongl - or'intn“natlonal\program of
tion of - thP les
basis,

~io The. posuwar pieture 1s as yet, ard N1LL
pLobabJJ remain- for - a -considerable while -
unnlar1lled and: any "gr.cHenge rate fha*
is esnabllbned uruné she course of the war or.:
: mmsdJatelv afi rd musy be considered.at
besi prov1s:onlJ one‘
only.praqti\ ey of reventlng gravc-ﬂpnetary
disequilibri : & sesm’ o' be for tihe-leading
-eointries. to nhdbdvorjuo ‘achieve: and maintain
stahle exohdnge‘"ateu anong tgelr currencles; . -

tablllz

e

Durlng this_period the .

o

ver ¢ ¢urréncies on . free’ exchanoei"'

. The' fact should "’ @ em

.2,5"‘

“while adm;tting the need ror a flexible system
end, go far as’ neéessary,’ for frequent adjustments
in exchange rates of legsger currpngles.
“the maintenange of conditions favorable

»t0 mone-
LaIy‘sbability will demsnd elose ‘and'®stitinucus

While . -

¢o-operation &morg the leading countrles broader_

~ latitide ey be permiftted to smallér nountrles1

Interhational eco-operation in -the ¢onduct of -

exohange poliecies by the lesser countries pre~

. sents unqu»stionable advantages as compard with-

.competitive. practices, and it would be most
‘desirable that these oounfries abide in ,the -

manageméYit of the ratgs of their. currencies. by

gj egroed files within the framework of an-imter-

‘national organinaulon. It mev be noted however,
that ‘the success of &1 exchange~rate’ managamenI
uinguestionable rvquar@ 8 secrecy, which can-

“be achieved onl thrﬂugn swift action by a
single country cr a restricted number of
countries, and. that onﬁll changes {such as
the lO‘per went Trée margin allowed to- member-
_countries in the agreeuent for the International

) Monetary Fund) are ireffective as.a corrective

neasure and may result in effects opposite to-
.those desired, .The respvnsibllity of tho 1eadlng
‘countries will be very great, as, Vho”t of ‘a,
clear,leriuiblon of their economie poliecics. and

" .ains an@ of the extent to which they .would .

stard ready 4o provide flnsncial essistance to. .

- the rest of the world; the lesser countries nvul

‘hate Lo proceed negg aa*

i by -methods or trial .
and -error in their o

onetary eonduct. v s .
aized that, in the 4
irmediate ‘postwar ‘period, a stable_rate struoture
“4ill hardly be attained unless the minimun re-

';quiremsnts for relief_goods reconstruction,
-end working cdpital of each country will be
satlsfied; Otherwise" the,tandency ‘0f-the variouc

eountries to' satisfy -those, ‘requirenents througn"'

competitive . exchange uepreciation night becone |
Airre31st1ble,‘

-
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" stability,

- ~ . .

LA un‘il&:tejlfal _é‘.xchange‘ POj:ioy:. sp 'uréuedi. :
with little regard to the interesés.ofpdther
countries; nay be countered by competitive

with narmful effects on the development.o
world trede generally. The géldenprule ngy
be said. to bé, in‘the long run, for:éach
country- to endecvor to mcintain a high -level
of employment, ‘
‘capltal outlays, and for all countries to
co-operate in maintaining-the rateg Tor their:
ourrencies at-the equilibriim level. Shouls - .
-a.coun@:y with en active balance .of trade - ’
ettenpt to raise-its employment pdsition by . -
8 currency depreciation,’ its action would be ‘
- detrimental -to, and therefore correctly »
countered by, competitive countries. On

K the other hrod. excliange depreciation would be ..

‘relatively less injuricus to the Test o e
-world if adopted with a view‘to.countergeggﬁg
a-fall in employnent. resulting from a . . '
contraction of exports, as it would tend to - ..~ ..
re-establish the pre-existing position of

.the country vis-a-vis other countries in the . -
-Field of foreign trade, Unquesticuably., =
.any,pollgy'designed,tp redress a pﬁssi%i :
balence is a‘dopressive .influshcc on the . :
opter worid, but a poliecy directed %o restoring
the balence by internal deflation -and forei,:
trade regtrictions would aggravate the emp15V»
ment position inside the country. and aﬁverseiv

. affect  the exports of -other countries, - . .

~.0n the other hand, exchange depreeciation, by
securing an equilibrium.at a higher level of
cuploynent 'and foreign trade in one country R
woul§ exercise an expanding ‘influerice in thé ’ =
level of economic aciivity in other countries: =

It may be.sald, tlhereforc, that the maintensws

-.Of &-high level of employment and imports by

any one. sountry--and .08t particularly .by the
,legding:;naustxial:qndftrading countrieswewill
benefit ‘the rest of the workd and represent a

fundemental Contributien to exchange-rate

P

_9__2

turrency depreciation by _other countries, . fr'v”tg

if necessary by stimulating - =~ == *

-

>

- consideration in- conncctlon with, the fixingygﬁA.v.'

.. ‘the necessa:

. . L
e . :

. "
. 7 » .

RS - i

Lo 3

-

Of course; there is'no guaranty whatever

‘that an equilibrium rate, once arrived at:

by international co-operation or by trial -
and error during the transition from war to
peace, could be maintained unaltered thereafter.

- The same may well be said, and probably with

more reason, for any other rate arrived at !
through the mere applicdtion of the purchasing-
power . or other statistical formulas. The '
equilibrium rate is. both.a determinant. and

a result of.a workable relatiochship between the
various elements of the national income ‘and -
international-financial position- (émployment,
prigces, costs, foreign trade, foreign invess
tment, etc.) of various -countries.  From -

meny points of view it would be preferable

if, in the event of minor maladjustments,
roeorréction can-be made by

s -

adapt .tion oL obther elements, rarticular-

" 1y by .a readjustment .of the cost and price
striucture, leaving the exchange rate unchanged-"

These, however, are -counsels of perfection, -
. and menetary authorities have.-no means to -
give effect by themselves To a policy of

- general economic adjustments.

. VII. BXCHANGE RATES AND EXCHANGE
: 'RESERVES: ,

It may be.nobed that the holding by

any country of large reserves of means of
- international paymsnt, sueh-as gold and free
" foreign .exchange, has not been given specisl,

the -exchange rate of 1ts currency. In thg -
immediaté postwar- period much of these reserves

may be dissipated to pay for imports necessary

[ for rehabilitaticn-ant reconstruction; from
this -point of view, they stdnd to cover -pros-~
pective nonrccurrent imports rather “than tot |

. sorve' as a buiffer for current deficits on treds -

. o
an

» =
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.~ and service accounts. In fréquent cases! .
+,. these regerves cover liabilities of equivalent- . . |
or even greater amount due by the -country AR

itself to other countries. A country with . = -
-8 net -excess of exchange resources would be
in a‘position to finance a' passive balance of

.. payments Hn current account for, a -certain -
7+ but not unlimited. time; its exsess of iwports

" during the transition:period would:.represent

a stimulating factor abroad, end its release
of gold or foreign oxchange .would make for

. greater liquidity in. the world &s a-whole,-

« It is true thot ‘the possession of “large
~reserves imkcly fur grceater confidence in
the nanagement - of its monetury poliecy and_-
".a. stronger bargaining power vis-a-vis ‘other. - -
countrios; aXl this would unquestionably
help a country. in over-coming the:difficul- .
ties of the transition from war to peacs. S
‘In the leng run, a -minirum reserve of . .
means of. international payments is e sine: S
.-qua gon for the stabllity of any currcrey, 0
. ana countries whosé reserves have. been T
- ‘depleted during the war should be offéred thé
" .- Dbossibility of an agtive balance-during the-
trensition pha%e, so that they may accumuiate
again scme gold and foreign currenciés. :

-This may be adeomplished partly by an-undetr-

valuation of the currencies of the courdtries.

" .in questicn an® partly by a system of inter~ . ]
. ~national ‘¢redits, .eigher in. the form of "line ST
of credit" as provided for in the agreement -

for the International Monetary Fund or in s
the form of loans granted at the time of .
. stabilization and to be aniortized currently
in later years. How large’ the "minimum - -
reserve™. should be. can be. dedided not in
general teris’ but only -country by country,
having particular regard to the seagpnal and .
seyclical peaks of its balance of -payments., - -

_ It nay be concluded that the existénce
~~. - of+a ressrveof goid and free foreign ex™- . .

' " change is- Viksly to'play an. important rcle

/
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