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INTEENATIONAL SCONORKC IN ';:'r‘wm: s

" 7 zeptember 1655

UR, KBESH: General Bollla, penilemen: Cur speaker this
morning, Dr, Artwr 2duerd Burns, professor of Economics
at George Washington Univeraity and dean of ia Schoa) of Covern~
ment, is already mown to you indiractly, in that be iz the chiof
author of Buras, Neal, and #aitmon of the textbook, "'Medern
Ecomemies, which you have been reading right slonr. He has
myrem“dtrmmtizmmkm.mmm
way be has been able Lo keep wp with the Jatest changes in his
easigned topic this rmorndag, "Intermational Economie Institutions,

You may remember in Kseders'Digest 2 year o %6 ago thore
wae o little stery sbout an almunms who went back to his Alwe Bister
after ten years and dropped in om his old profescor of economics.
“hile rehearsing the old dsys with him, he said, "'You know,
Professor, you used 1o give wa some very sirange sxamination
WWMwm‘inmmumatmmmWMm
mighi ask, " The professer said, "Il just happens that | heve the
Intest set of examination guestions right here If you would lke to




ook zat them,® After Jookin: the guestions over, {he shumnwes
sadd, "But these are the ssme questions you asked us ten ysars
ago.” The professor replied, "Yeos, bul we ehanged the answers, ™

5@ this material this morning en Intersationsl Zconomic
institutionz will be useful to one of the committess on sconon:ie
stablization and will be nseful to all commiltess on economic
potential i the spring, 5o if thare are sny changes in the way things
are writter up, I am sure Dr. Huarns will straightes thens: cut, This
ia his fourth lecture at ihe College, his first oxn this particular topie.

Dr. Burnas, it is s pleasure (o introduce you o this platform
and to the clags of 1458,

DR, BURNS: Good moraing, gentlercen: I am u litide bit out
of practice, which, I suppase, i3 & very damagiag sdmisaion for any

professor {0 ake, 1 bave been away from this dusiness now for

about nine monuths se I am gelting beck in this morning and you gentlemen

ars tise victims,

The subject "Internstions] Ecenonic Institutions” will be defined

here iz wmorning ss those that kave been crested since World viar I
ardd designed (o take care of certain of the problecs, the preasing
economic problems that have come ont of World Wwar II.  In short,

the lopic ix confined ko the specialised agencies In the ficld of




intermational economics siuce Worid War 01,

There have boen many such ageactes or Institutions crented,
To itat the impertant ones: the Iniernational ¥onetary Fend, the
Intersational Bank for Reconstruction and Hevelopment- -usunily
known as the Vorld Bank or the nterastional Bank: the newly
created orpanization, or in the proecese of bheing organited, the
Interpaticeal ¥isance Corporation; and then ottwr agencies of a
regionai nature, such 23 the Orgsuisation for Turopean Sconomic
Cooperstion and its subsidiary, the Europesn Payments Usion,
Then another iostitwtion we created, the European Productivity
Agency., Then there is the Cosl and Steel Community, the Columbo
Planning Orgauisetion, covertng the Par fast, and GATT, the General
A greement on Tarifls and Trede, amd | supposs otber institations or
erganizations conld be found which were crested in rocent years to
take care of some special problems in isterrational finsnce, inter-
national trade, sud intersatiosal ecomexic development,

Louking over the Hist, I am sere we would all sgree that there
mmnnwmummﬁmmmmnpmsm
take care of intersational proulems. But the ingemuity of men doesn't
and with the lat I have given you here,

The other evening 1 was taikiug to an official from Braxtl, one




of the important men in thelr development planning, and he reported
this evidence of atill further ingennity,

{i kappened that the Araxilian Cabinet was meeting o congider
again the sconomic problema facing Brasit, They are serious;
they always have been sericus; and aome suthorities think they
alwvays will be serious. The question apecifically was: “hat csn
we do to overcome the preasent crisis? And the Foreign Minigter
came wp with & very bright idea, He said, "Let us declare war on
the Onited states, Then, of course, we will jase the war and ihe
Daited Stetes will take care of all of cur economic problemas with
its occupsiton.” That scemed to be & very bright ides until the
Minister of Var anid, ‘But, gentlemen, supposs we won the war >

well, in addition to the intermatiomm] organizations or institn-
tions that have, ooe way or sasther, iInfluspced sconomic activity
since the war, we do have, of course, the great United Siates
Government agencies (hat have contributed to the sconomie behnvior
of the post-war period,

The old dzport-Linport Benk is one such Institution of very
considarable Lmporiance, ¢reated back in 1233, mainly to finance
trade with sewly recognized Kozeln st that thve, 30 far as I mn

sware, it didn't fisance any irads with Russta, but it hes been in




budiness and flovrishing ever aince.

Then, of course, there are the agencies, suwch as ECA, N3A,
FOi, all reiated, of courge, and now the Iateat on the Hat, the
ICA. They bave been very important in providing whet is called
"techrical nesivtance” in this post-war peried.

The amowt of meney provided by the United Siatea through

these organixations ia quite enermons, something ithe 538 billion
dollars in graats and loans, mostly grants, since the close of the
war, These have been in sddition o the furds provided by the
agencies Bmt I have mentioned already.

In conpection with ihe Americsn psrticipation, s2 1 andd,
mosily granis and some loans, the Forelge Operationz Administra~
tion, for sxsmpile, was requived by Congreas to make loans for
rconamic assistance, These louns come to be known as FOA lonns,

I asked ane of the top officisls of FOA, “Just what is an FOA loan”

hat does 15 mean”?” His ssawer, "Fuzzy, Otherwise all right.”
It is the kind of loan that thw repulsr agescies don' make.

Now the qaestion fs: What do these variows organisations
mainly do” I would like 1o review very briefly and tiwn get fato
some of the problems behing the agency or institvtion, andthe i
condition of their cperztions, \



In the firat place, the agencies prowide both long ferm and
short term: finsseing. The Interaational Bask sekes loug-term
losng; the Intermational Moustary Fund makes short-term advences,

The second main function is te achieve or bring about s degree
of interostional stabikity, specifically, tie stabilixation of foreign
esxchange rates. This te eupposed to be ene of the most imporiast
funciions assigned to the Internutional Monetary Foed,

A third jarge job at the prescat lme, ome way or another, by
some or any of thees agencies or instiiutiens is to reduce trade
resirietions, trade dincriminations, to fres international trade pay-
aents, ail for the puprpose of promoting malddlsteral trade.

Atmmmhwvﬂmm;nmuo
amﬂ%MMMMW@Mm*mMMr-
mhedemmd‘@ma. wpmwmmmunmw-m
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to enable them to grnn *j,

And, finally, a&hrj&tmwbarmw ia that thege
Myrm:mﬂmwmw#mu. for the exdmnge
d&ewmm“maewm“ﬁmm
fiasnce, Thy&br%am:eumwwamyﬁ
the problexa of internations] finance, and e Hhis way, 1 suppose
ihcnuamm&m%denbkw These are

things mainly that they do do,
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Now the guestion is: why must they do these things~ why
were the agencies called into being to bandle thase problexs’ 1
think a vory general snswer is that there wers problems ereated
Ly the foltowing:

First, the pre-wayr depression. Rt crsated & yood desl of
courges, as we all know, in the field of trade and ixternationsl
fisance, and pasrtly, the record, the sxperience with the pre-war
depression fashicned the charactsr of at Jeast some of the agencies
in the ;international field, '

Another reasan, of course, is the disrwption camsed hy war
and the dislocations cansed by war, and the destruction that war
brought with it,

In the third place, the seed arose bacsnse of the political
and sconomic probiems of the posi-war peried, partly broaght about
becaune of Eant~ west politicel difficultics,

1 think the reasons for these or the troubles that bromghl these
organluttions fato existence must include alve the stupidity and pelitics)
irreaponaibilily of many goveraments, easpecially in the post-war perind
that aggravated economic problems that were in ony case rather serious,
The need for thase international institutions, one why or snother, cores
out of the four or five smin points I have Hated here,




i would ike toc toke these orgunizations, or the main ones,
up one by ane aow and indicate what they do, what regources they
have, and what they lnve arcomplished,

Let ne take first the Interastionsl Monetary Fusd, crested
by the @reton Woods corderence in 1644 and set up to do business
in 1647, The Derastional Monstary Fund was crested hecause
the planpers, Britsh and Americans mainly, whe went to werk
during the war to set up the appropriste isternationsl stonormic
ingtitations, believed that the post-war period wonrld be plagued by
the kinds of problems fhat plageed the *30%'c, and these problems
roughly were as foliows:

Country after couniry in the '3's engeged In the deprecistion
ﬂcwm,mcmummmha‘mbamw
mm:mmmmm;mmmwaum
mtm“mmmwnmmuhamm
in s2lling yoods in the interuetiomsl market, Se theve wan a gremt
dosd of computitive eutting of foreign exchange rates. Tha Inter-
nations] Monetary Fund was set up to prowent this scrt of thing in
the post-war era.

Another kind of prablew: tn the '$3'a wan the absence of &
bgMﬁMthmmemlMMw




upen to cover them in perisds of temporary financtal shortages.
The Internaticnal onetary Fund was so devised as to provids a
big fund that countries could draw upon for achort periods,

Furtherusore, in the '39's here was no way for any country
to adjuat iis foretgn exchange rate in a senaidle, covperative mwmamaer.
It simply cut its cate as it saw fit. The idem was, by seiting wp the
intermmtional Nonelary Fuad, that the fund would have some degree
of contyrol over the depreeciation axr change in the value of money in
the internaticnal msarket,

Agnin, the '30'S was & peried when all kisds of restrictions of
forsign exchangs developed, The Internstional Moaetiary Fund was
designed to prevent or to eliminste or reduce those reatrictons on
international paymenis, My poini is that the Moneiary Fuad locked
at fhe post-wer period in terms of the pre-war preblems,

The hiternatiosn) Modetary Fund baz over 44 or 45 member
countrigs. Esch country has x guois representing its shere of the
capital of the Intermational Monetary Fund, The Unftsd States guets,
for exsmwpie, was 2 billlon, 700 miition doliers. The Britiah quets
was | billion, 300 million deliers. And on down to very small
amounts for the very small and poor countries, altopether a capital
of over B hillion doliars. This wes sn enormous fund of currencies,
dollars en through every other kind of cwrrency in the warld,




The idee was that the Inlernational Monetary Fund would
constitate a reservoir of foreign axchange and that ander appro-
priate circumstancea any country is need of foreiyn money would
e able io draw upon the Ioternational Monetary Vuad for certain
amounts for short perfods of time,

The Monetary Fund required that ali members subscribe a
certain amount of golid, gither 2§ percemt of its quota or 10 percent
of its total gold gtock, whichever was the smalier amount., As a
coneegeence of thie, ihe internstions! Moretsry Fund has in its
posseasion sbout & billlon and & balf in yold, It §s & big fMoancial
orgenizatioa, the eogulvalent of 9 Lillion dellars of eurrency, about
ape~third of which are dollars and @ billton and a malf in gold,

The point ie that a2 countries ran owt of foreign zxchange from
time to me, a3 they did back in the '30', if thwy ran out of caurrency
o pay their carrent obligations abrosd, thwy could draw upon the
Internstional v.ouelary Fuad for limited amounts for o shori period of
time and make paymemt. tell, the record shows thai sinve the
establishment of the Fund in 1547 member countries have in faet
drawn upon the resources of the Fund to the tame of about 1 billion,
206G ndllion dollars, s billion of thet dollars and almost 336 million

in pound sterling dollar equivalent, and a few million dollars in

3G




Belgian francs,

The point iz that the foreign sxchange needs in a post-war
pericd were almost predomisantly doilars, and the great amounts
of all of the currencies available to the Fund are just sitting there
idle. There was not a general shortage of different kinds of exchange,
There was 8 great dollar shortage, and the Fund has provided dollars
to many countries smounting to abowt & billion dollsre in the last eight
years-+a billion dolinrs in the last eighl years when the requiremants
for those countries raz ia terms of ters of bililons of dollara,

in addition to providing & source of funds for countries, the
intersational N-osetary Fund waa also, as I said, supposzed to bring
about stabilication in foreign exchange rates, It did so roughly in
this way

1t accepted the foreign exchange rates prevailing right after
the war, deacmdnated those rates ia lerms of gold and established
3 series of gold pars for all countries, No ceuntiry was swpposed to
change ité rate veyord 17 percent withowt collaboration with the Fand
and permizsicn from the Fund,

Vrhat bappened in many ceses is thal, when countries found
theraelves really in need of changing the rate, they might have

mentioned it to the Fund, but it takes » long time for the Fund to

i1




deilberate and cowe up with an answer, Time and time sgain
countries stmply declared develuation and asked the Fund to ghwe
that devaleation its blessing and the Fund had really no altermative
st to sccept auch devaluation,

The Fund has been very anhappy about the way many countries
have gone about changing their foreign exchange rates. The general
point ta that, while there has been no tandency for compelitive do-
preciation in the post- war perisd, there hos beer from time to Hme
& Very necessary reduction o1 devaleation of currencies hecause
moat of the currencies in the post-war pertod ware over-valued in
terms of the dollar and they bad to come down., Wwhea they did come
down, frequently the Internations] Fund was sot consalted or not con-
sulted long encugh in advance and the reduciions were made without
the caonsent of the Fund,

The Intermational Monetary Fund is alsc sugposed to bring about
a reduction in foreign exchange restrictions, the annoyling restrictions
that have cluttered up the whole fleld of international finance, it hag
achieved aowe reduction in these resirictions, As the internetional
nuhetary gitwdion has improved, there has been vome redeclion in
resirictions. They might have come in any case. The Fund probadly

hurried them glong and made theo. u Mttie bit better orzanived,

13




1 ouking at the Internatioaal Monetary Faud az one of the
great iniernations! finsncisl iostitutions of the posi-war perted,

i think it can be gaid thet it represonted s very good idea in tormas
of the '30'%. It diin't work out, however, as the authers of the
plan had hoped., The problewms of the posi- war period were sore-
what different and infinitely move sericus than the problems of the
pre-war pariod, The Intermational Kenetary Fund partly missed
the main probiems of the post-war period,

NHow, very close o this Fund i the Inteynational Bank, in
mwany respects a far more important crganization,. Again, the
International Sank's orpanization and powers were Iramed in tervws
of the pre-war problemma., Again, 80 far as this bank is conceraed,
the main problem was this

The '30's saw a virtuel collapse of the isntermational capital
market, vith the depresston {here was very little flow of fands frem.
one couniry to Ancther, which meani thesi the paor countrics were
unable to get lomng or other fovestnents frem the more advanced
countries, The more asdvanced countries themgelves were in a serious
depression. The virtual collapse of the internstional capital market
was though!, and maite correctly, by the wartime planners to be a

problex: that would carry on into the post-war period. Therefore,

13




the anawer seemed to he io create & huge intersational bank with

a great capital fund and with power te ralse sddftional funds for

the purpose of making long-terw lodns (o conntries in need of funds
for reconstruction and for econamic develaprent,

The International Bank has over 55 country members, It
bas a capital in excess of 3 billion dollars. Each couniry Was a
quota which represects {ta share of the capital, Kach eountry was
otligated to put up 29 percent of its quota right away, pardy in
gold or doliars, parily in terma of ite own carreney, The 20 per-
cent wag an iromedlate working fund aveilable to ihe International
Bank for making long-term: lomns to constries.

The imsrediate post- war operations of the International Bank
involved mwking sizable loams to France, 1o Hollend, and other
Laropean couniries o help them rebulld, 1o recopstruct afler the
war, Some 300 million dollers or more were lent in the immediate
pericd fellowing the organixation of the Bamk. Since then, the Bank
has continwed ite lending activities, but almost entirely now to under-
developed countries ta provide thea: with loug~term fusds to build
power projects, some basic indusiries, iransportation snd cormmunics-
tion facilities, irrigation projpects, and so om, Thiz is financing the
ccomomic development of undar-developed countriss, The

14




Internstionsl Bask has jcade logns totaling about 1 billios, 700
milifon doliars since 1947,

The Bank shizxine its fands for lending parposes from thres
gouTces, In the first piace, it hag this large capital fund, 20
percent of which is aveilable to the Bank, and it can lend out of
that captital fund, and it has made many lowns from (s capital fund
in the course of the yearyg,

A second gource of funds is the Dank's isswence of ita own
pomdy tn the capital markets of the world and getiing money in that
way for leadiag W various countries. The International Bank has
sold it own bonds in the amount of about §85 or 805 million dollars,
a very, very large financial operaiion, Mest of its bonds are seld
in the United States capital market, although it has reized aome funds
in Canada, in (reat Britain, in Switzerland, snd perhaps in one or
two other couniries, But here, you see, by selling its own bonds in
the capital markeis, it raises money which it then lends to foreign
countries,

Ag a third aource, it con guaraniee the rapaymen: of a loan
made by a private orgenizstion, For example, an Anericsn bank
wight make 3 loan or make & partial loan to & foreiyn government

and the Iaternational Benk can guaraniee that that Josn will be repaid,

13




That is another way of raising fands o provide long-term finencing
for countries ix need of auck financing.

The International Bank in the perind during which §t hag heen
in operation has made some 75 or 80 lonss to sbout 27 diYerent
comntries, for a tolal, as 1 aaid of arownd } billlon, 604 ar T0C
millisa dollars, ‘These losma run for about from: iS5 to 25 yesrs and
carry s rate of interest of Irumm 4 to 3 percent, and they are al}
ambrtized loans,

In some caRes the loan is made entirely by the Interastional
Bank; soetimes, as in the recent loan to Psakistan, the & wericas
Bank msikes the long-term loan but the Internbtional Bark gunrasines
the‘lmn. Ay & source of funds, the ntermstions]l Bank has been a
fairiy {vportant facter, [t has heen one of the ways in which American
private capital, privaie sxvings have gone abread to finance the develop~
ment of ander-developed countries,

Rewever, it s important io keep this general point #n mind
thet American investors in each year of the past seven or elght
years have Jent mors or provided otherwise more eapital Qwn the
Interoationsl Bank hag throughout it emtire Mie since 1647, This
is not under-estimating the ioportance of the Intersational Bank,

It s an icpartent institution, but 3¢ far it hes heen a relatively

18




amall factor in proving long-term financing for the recanstruction
and the developmeat of varicus parts of ihe world,

Row, you might say, Ahy is it a relatdvely small aperation
20 far There are a few reasons for this, One is that the Bank
is a bank, This point bas annoyed many people, The Bank in a
pank, It i run by bankers, and some very skilful hankerz, and no
oank, obvioualy, meeis all the needs of the people who come to ibe
bank, That 15 true of any local bamk of any bank, including the
Interastional Bani,

The International Bank bas foumd that a 1ot of applications for
louns are very atrsnge applicatione indesd, A sumber of yesars syo,
far example, the Zthiopinns carce in for s 25 mifiion dollear loan to
bulld roads, to build a commmunicstions system:, and a fow uiher things.
The Isternational Bank always gives a pretty closs lock at any losn
spplication, snd it seemed that thic particalar losn spplication called
for bailding a new network of roads or highways in Ethiopia snd for
puilding » new network of communications,

well, the laternational Bank’s enginesrs pointed out to the
Bthiopians that the Italian military bad left & pretty geod road systes
in Ethiopia, and furthermore they had pot tn more poles and strung

more copper wire per capits thaw in any country anywhere in the world,

it




% hy not make wwe of thoae reeds and that wire snd those poles”
viell, Ethiopia didn't Hke Itslinne &0 they didn't want to ake sae
of the roads or comxmunication facilities. They wunied the
Interrmtional Bank to fiaance a mw system, Needlezs te say,
the Bank dd not look favorably on ithat prablem, They did make
8 very small lean which undertook to reconstruoct the Halian
military rosde and the Italien conurunicntion systewm, and apparently
things are a1l right, But that is the kiad of thing that the Bank runs
into,

Applications from poor countries are often very badly cosceived,
It takes time to screen loans, to sead delegaifons inio the comntry to
survey (he projecis, ic revise the project, often to throw 1t out and
Buggeat & belter way {o use the money. The Intersational Bank
remqiires vary good proof that the joans {t makes will be serviceg
and repaid. That often takes 2 Jong tHime to detevmine, People whoa
are in & barry to grow and develop want money in a harry and often
they are aot very clear about their repayrment prospects. The Bank
wants (o be very clear on that point,

e reason why the Internations] Bank has taken a relatively
conservative outlook on lomes is this: It is a2 bazk, It has & respon-
sibility for other pecple’s money, Most of it, one-third of i, i=

ia




United States money, and the bank wasis (2 be sure thet the funds
it lends are not wasied,

Furthermorve, as I mentioned a moment sgo, he International
Sank raises s grest deal of money in the capitsl markets of the
world, sspecially in the United Sitster capital market,by selling
bonds in et nerket. Those bondds are bought by responsible
investors--insurance cowpanies and mwany other aweslors~-and the
Bank wanis to be sere that the funds fhat are raised that way are
wead productively so that those loans will be repaid in the course of
time, H the Bank bad 8 recerd of making bad lonas, dos you sappose
it could very easily float {is bonds in the New York capital market
where the favestors always iake & very hard leok at the borrowing
organization”

in short, the Intermational] Bask is a hask., It sever has looked
upon itself as something like an international relisf or graut organize-
tion, which means, of course, that it dossn't make as many loans ax
perbaps the needs of the world suggest,

Partly because of e inkerent Hwitations of the Isternational
Bank's operations, the Bank bes made a propoesl for still snother
istermmtional maiitation, She Internatiosal Fimance Corpoerstion, which
will e & subsidiary of the Ioternationnl Renk,

ie




Now the Interastions] Finnses Corporstion will kave & good
deal more Intitude than the Buak bas, and let me indicate briefly
how,

The internaticnsl Finance Corporation will be shile to muake
loane to private saterprises investiag soroad without Geverament
guarantes of the loan, That s not possible under nternational
Bank rules for the Bank (o do, Also the ntermational ¥insace
Corporation will be able to jnvesti directly in enterprises in under-
developed countries, and, ag an owner, it wiil be sbie io bay stock
in 3 company abroad.

The Iniervaticasl Bank ean only make loans, The Internetional
Baok makes the regulsr type of loan, The Intermationnd Fimance Cor-
poration wili be able to tsake lonns ob & participating debenture
arrangewent, which means that it can jske & loss at & given rabe of
irterest and, if the project 15 very profitable, the project will pay
an additional amount and the IFC would participate in the profits,

Now the IFC would have more flexidility to floance private
{ovestments in foreiga countries. It will be a fairly sxall organiza-
tion, just 106 million doliars capital, In Bie course of time It might
grow o be & fairly sizable type of crganization,

The point here is that the Internstions] Bank finseneing bus gone
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mainly into goveramental projects sbrond. it has provided
relatively amall amousts to private organtestions, private Hrms
sbroad. The Internatiesnal Finance Corporsiion iz being proposed
a2 a means of fucneling mere money inte privete fNirme investing
abroad,

These are the principal fiaance msttivtons thai were crested
in the immediate post-war period, The list I gawe you earlier indi-
catey many other types of organization, The regions] organizstions
in Europe, the DEEC und the Evropean Payments Unien, sre very
specialired atterupis by the Kuropean comutries to increase their own
trade, the irade among tymselves, (o reduce restrictions in that
trade, ami & provide shori-term credits to sach other to finance
that trade,

In recent yeurs, simce those apecialized regionsl organisetions
bave beexn sel wp, the irade in Hurepe hae increased enormously,
The Eurcpsen Faymeniz Unlon hes fecilitated that trmde. The coun~
tries participating have reduced guatas and other restrictions on
trade very considerably. 50 part of the currani great prosperity
of Europe can be attributed to the internationat institutions created
by the Europeans theamselves to reduce restrictions, lo provide
mgﬁsaulm and a greater expansion of trade,

In the Far East, the Colmmbo Pian, of cowrse, is sn attempt
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on the part of the Comwmunwenlith countries io provide loag-term
financing to the poor countries of Sountheast 4sis to build their
basic faciktties for cconomic expansion. This progrars is highlty
imporiani because one any or ancther the Uinited Siates is abowt to
cooperate on a fairly lnrge seale in the financing of projecis in the
Columbo Plan countries.

30 far as lacilitating trade throughont the workd, there has bhaen
created raiber informally sa orgenisation knows as the GATT, the
Gensral Agreement on Tarilfe and Trade. About 34, 35, 36 commtries
are members or Mmve signed agreoments, The sgreewment provides
for tartfl reductions sad the esxing of other kinds of restrictions on
international trade. The auihority behind the United Siates particips-
tion 18 the Keciprocal Trady Aect, origiuslly of 1534,

Beesuse of the rather informat charseter of the GATT, it bas
been proposed thet 3 new orgasization for trade cooperation be estab-
Hahed, sad the proposal hbag been msde to Congress o joia asch an
organization,

In the fielde, thec, of intermational fiasnce and intersational
trade there have been 8 sumber of these big organizations created.
some on & regioasd basis, some on 8 fully istermational hasts, to
provide fimancing, to elimiinste trade restrictions, to reduce tariffs,
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and fo bring aboal the encowragemant of econaric sxpanston
throughout varioos parts of the world, 7These organizations sre
ajl post-war, ‘vhen we look ai the fusctions wed the record of
all of these organizations, I think the gemwral conclnsion that
saggests ilsell in that they bawe provided the basic answers to the
post-wnr sconamic problems,

1 mentioned 2 while age thet (he United Sistes Cloveramemt,
sivce the war, bas provided econvmdc aid and nore recently
military aid in the amount of about 5¢ billiss dollars, mostly as
grants, partly as the FQA fype loan

Incidentally, there has bean a grosi deml of joking srownd
washington on thess FOA losas, so-called. They are loans that
Ao respectelile banker wonld make, I wn sure the Intermatioan] Bank
or the Intersationsl Monetary Fund woubda't maice suwch losns, They
Rre not gramts. They are abligations an the part of the berrowiag
coantry to pay back sometie io the future, and i the agreomest
says the loan 18 to be paid back in Jooal ewrrency, it will be patd
back in jocal cerrency. Al of you have had experience with local
carrengies throughout ihe world, You might feul that thia i not
a8 prudent proviglon for the Unlted tates to make, These mre to

we pald baek in locsl currencies to be used in the future iu such
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ways b8 Comgress may see fit,

Ome awusing incldent developed very recestly, A amail
couniry ia the Middle Sast borrowed money oo that Xind of an
arrangermantand only recently has ssked I it wosld be possible
for {ts notes o be seld tv o private group, The losn appears to
be guite & good loan and it might be thal meay of these loans
which, & year or two ago, or even now look pretty shaky, might
in the course of time look preity govd, At least the first evidence
hus now turned up.

well, the kig prablem in the post-war period, it turned cut,
waa that the couniries darsaged and disrupted by war and other
parts of the world hoping to expend economically found thamieives
in reed of enormous awiounts of capital squipment, raw materiale
and congumer goods right after the war, Those needs were aot
matched by & correaponding finencisl ability to satisfy those oeeds,
They slmply didn' have the monuy fo buy sa much as they wanted,

How could they get the money? Owe of the besic ways say
country bas of getting moey fromn another coumtiry is to produce aad
ahdp goods o thai other country, Cbvioualy, the £wropenn countries
is the immediate post-war periad didn't have the productive capacity
to produce enocugh to sell to the tinited States, the prineipal sepplier,
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enough goods to get enoagh dollars te buy the capitxl squipmant,
the raw materiais, and the consurar goods they wanied, In
Short, there wes a iremendous dodlar shovinge that wae partly
artificiaily created tecanse of the exchange rale probiems, Lut
basically it goes beek to the difftouities that the world faced

They needed and wanted groat quantities of the things the
United States at thnt tizme could supply and only the United Rates
ceuld supply. They didn't hawe the capacity sbroad to produce and
sell te up enough to get those things. Awd, even ff they had, the
United ftates perhaps would not bave wented encagh foreign poods
to pay over the dollarz i Isrge encugh assouut for the foreigners
o bay what they wanted from us. There was & basic dissguilibrbom
batween the rest of the world and the United States,

Mow thir zrest zap betweesn ihe regetremments anroad sad the
caphcity of countries sbrossd to earn enough 15 meet thowe requive-
ments cﬁdheimnﬁhudhy&ehhmmm #
could have been filled by the Intersaticnal Bank or ot aay sub-~
sidiary of the Interostional Bazk, 1t couldn’t be fitied by sny of the
ather Istermtiona] organizations, - It had to be Miled and wag filled
by&euzmgmﬁswnﬁﬂudhyhﬁmmm:tumrm
and other parts of the woriid,
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Hvea today substantialy amounts sre going sbrowd, last
year sbout 4 billion dollars. It will alinost be 4 billlon again
this year, a good part, of coarse, for militsry aid purpoees.

Even though inrope has recovered (o 3 vary large extant,
it bas in fact & very grest propartion to be deme. It hes to baild
oy {te gold and dallar reservea to a coamidersble extent--io the
tuse of 3 billion doliars just last yesr, Yef the United States has,
through iis aid programe, coniribwied to that expaasion and to that
acewmulation of zold and reserves by apending very substantisl
amounts, far mare than all of the internationn) instibstions put
iogethey have spent over the pust eighi years,

Now the generwl polst in looking st internstional inutitations
is, Ithink, this: that so matter bew carsfully they were devised--and
they wers--they were created for a problem quite different from ibe
problem that feced the worid sfter World War IL.  They couldn't
shviously meet the problem: bavanse they weren't created te bandle
it, The United States Lisel! had to step in and provide these very great
amountia of monsy, Iz all probability the United States spent mmore than
it really nesded to to do the job, 1 think that is a characteristic of the
United Stxtes in almost anythtng that it doss. But 10 billles more ox

lesx perhaps doesn’t really make & grest deal of difference in s malier
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such us this. The institmiions weren't up {o the job they faced,

The question now ia: I they weren't, are they aver likely
to be, what is the pelit 1o these very sisable internaticnal
hureancrarcies if they are not going to meet the job that faced the
workd over the pas! ten yesrs?

Perbape the answer is thia~-1 don't know, but perhaps it is
this: It tght be that if there is a fair degres of interamtional
political tranguility in the years shend, it mafaht be that the big
fimancisl wnd economic problemas of the past tern years will parily
fade away, that thers might be then an intersstional economiic situs-
tion the! the pianners had In mind 11 or 12 yesrs sgo when they
created the Internationsl Monetary Fond, the Internostional Bank, snd
thought op & few other internaifonal invtitwtions as well,

I thare is & period of internationn) politiesl tranquility, there
might than be a peitod of intersatiomal ecomonic proaperity and some
stability, in which case the Internatiosal Menciary Fund, with its
providon for short-term fimuein ; for relatively minor crises, might
work very weil and perform an {mportest function,

The Internatiomal Bank nxight be able to perform & very hbuoperiant
function by lending 4 or § or §30 milHon dollars for ecenvinie development
and do very well, It wmight, together with privale flsancing, meet fairly
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amlymm-umwmmgmw

The lnteraational Flasnce Corporstior might help encourage
private finencing and iake cere of o goed pert of the problem thet
way. -

¥e can Lmagine cortatnly an interastional sconomiec situstion
where theae international scemomic institwtions wonld play an
important part, It might be phrased--and 1 will conclude with this
potnt-~this way: These interastional orgesisations might become
highly imporiast in an imternstional setting of political trenguility
when aothing of tmpertsnce is reslly happening,

ME, RIKLASON: Dr, Burng is ready for yowr questions.

LJUESTION: “hat are the matisoalities of the interoatiosat
bankers and the governars of the Internations] Fund, xnd how do
their naticsal objectives, aationnl feelings affect the decision that
Mymmmm:mm-mmmwwm
cpemy has asked for! § mann is thers mmch of that in the councils
of those Fundg?

DR, BURNS: In the first place, the axscotive direciors come
frmuﬂﬁmtrmmm:mﬁlaumm
assemblage when ike directors get lagether, and the directors are
the omes who consider loan mpplicatives.




Now suppoge that Indls comez to the Interoatiosal Menetary
Fund to ask for an extengion of credit, and let us suppose thal the
Pakistanisn execative director, along with kis colleagses, nmst
consider Indin's loan applicatien. Your question really is, wounld
the animosity between Ihadis and Pakistan inf lnence the Pakistznian’s
mm&dmlaww 1 would suy, gereraily mo, becewse
the Board of Ddrectors in a sense conatitute an istersstional clwb.
Thay all persomally sre on very good terms, Even in the case of the
Indiang and the Paka now, the lemdency has been for persons in posi-
tions of responsibility, such as that, (o consider loan applications on
their merits and not in terms of rivairies betwaen twe countries,

Ewen in a case where yout might expect the poor countries to
hang togethear and swpport eack other in thetr loas applications, there
are cases where sven the poor country or a mmmber of poor conntries,
if they foel that one of their collesgwes from « poor country is presenting
a rather specious proposal, will look wpom it as swech and tura hin dowa.

COLONEL WALZK: Now aboul scross the Ivan Curiain or the
Bamboo Curtain”

DR, BUENS: No, the Red Chineae aren't In and the sntellites
sren't in. Cuechoslovskia wea drepped from the Fund just within the
past aix months or so for its failure to pay & subscription thwmt wes due,




So that problem doesn't arise because they sre not part of the growp.

GUESTION: ¥ ibe Bourd of Directors of the Fund are similnr
or the same people, maybe, as the Beard of Directors of the Bank,
it appenrs lke the United States Fund is giving United Siates dollars
away in proportion te &2 wstionalized curreacy--

DR, BURNS: It is not glving sway.

LUESTION: B is a matter of semantics. In terms of the
Internations) Bank, they sve probably sll bankerw by profession in
the first place, and if you have a banksr's attitude of being very cagey
about whether he can give away money or Joan it mmybe fust like a
regular sational bask, The big demand on the Internaiionsl Fund hes
heen on Amarican doliars, There is a chance there of other members
outeide of the United Stater s Canadian mermrbers to gang up just to
get all these dollers.

DR, BURNS: It hasa't worked out thet way, In the first place,
the directars are diiferent people. They are different institotions,
although they werk very closely lugather sed thay are houssd in the
same bullding,

'The Internationsl Monetary Fund's advences, to be sare, have
been oversbhelmingly doliar adwaneccs. OF the biltiem, two, iotal
asdvances or purchases of funds by members, one billion apprexizmniely




has been United Sistes dollars and only pound sterling and, | think,
Belgian Irancs have been purchased by other countries in rather

small amounte. These are losns, No one i3 giving that money sSway.
in fact, 704 milton of the billien, twe, mve been repumid, Jeaving s
aet halance owed to the fued by rmembers of 500 million, on which

they pay irterest,

Now the Baternations] Bank losms heve heen also predeminently
dolinr losns, Probshly 85 or 99 percemt of the pillom, 790 million :
Now the Bank is locressingly trying to lend aterling, Swiss
franca, Cammdian dollars, and sther stronger currencies, snd I think

as time goes on the Intermationsl Bank lowns will be more and more
made in pon-doliar currencies, becawse, sfler all, the Britah, snd
the Germans, apd the Duick, and (he French, and the Swisg are now
in & very good pasiticn o provide the engissering services, the capital
eguipment, and sll aseded for a gremt many prejects, and Trequently
at a lower price than the Amevriean gupplier would ask, 50 in the
conrse of time, Internationsl Bank leane will tend to be more and

more nos-dellar losne. But so far, they have bees, as I suy, 85
percent dollar losns, There ir no particular evidence in the Bank
or in the Vund that the directors furl that "These are dolinrs. They '
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sre pot our {uwde, Lot us pluy easy with those dellare, ™ It
hazn't been the cuse,

QUESTION: Before | ask my guastion, 1 raight eay that there
f» x widely held impression by other goveraments that, f we conld
ondy zet the United Simtes to instroct its represesiztive on elther
the Board of Directors of the Bank or the Fund, a losn would go
through much mere ¢asily, 50 far as | know, we bhave actusily
resisted thal in ail cases, but we do get a lot of pressure from all
countries to try t0 uee our influence on thoae twy institntions,

My gueation is with regard to the quilly of interaationnl
credit, womld you think it would be something like Gresham's
law in intsrsations] law to inawre that nations wousldn't taks any
atepa to sitract privete iostitutions which make sownd losns eo
long as sasler credit is provided. 1 notice & tendoncy on the part
of other countries to come to the Expori-jmport Rank,

DR, BURNS: 1 think wery clearly danger does exist, The
Intermationn]l Bank in under andete to aot grast & loan if there i
a reasomsble sliermative svallsble. Well, it is Slicoit o define
"a reasonable altormative. “ | agree and | am sure the Bank would
agree on that point,

But when, for example, 8 cowntry can get a long-term ioan




8t 4 percant, plus the 1 percest commisgiaon reserve, the net
ioar at § percest, that would be less than it would cost to borrow
the ropaey privately, It might be cssier to negotisle such a loan.
It might get & lrger loan then it aould get from & privete source.
There wonld b a tendency for them to look upon the International
simply hae 1o be alert to thet preblem, and 1t is partly slert lo it
What it does lncreasingly now is (o got private banks to
partieipate in the Jouns that it is making, 1 xoliced some loans
that west through just within the pat six mouths had a8 ¢ participant
with the Interaationsl Sank the Bank of Ameries, Mi&mr
prominsst in international lending, taking a good portion of the notes.
Now it is a owiter for the inlernstiosal institutions to be very
careful that they is fact are aot displacing the regular sources of
internniional credit. They probebly huven't succeeded fully,
CUBSTION: what is the line of ressoping which permits the
estabiishiog of the International Finunce Corvporation with less
resiriction than the Isieraaiionsl Bank?

DR. BURNS. vcl, the international Baak under fte charter,




when it wakes & Jown to a private arganisstion or private firm
shroad, mast get the guarasiee of the government abroad swpporting
that loan, I can't moake » Joam direct, Now it bes besn wery Jiffi-
cult for private firms shroad to get their govermmnents to give that
gearantes to the Iuieraaticesl Bank, partly becsuse the povernmesnt
doesn’t ke to guaranter money it isn't using itself, and parily
because the povernments would prefer to borrow the wmoney them-
selves rather than have one of their privete firms borrowing, Decause
sften the govarnicents shrasd ave & litils bit anapicious or hostile
toward their own private enterprises,

Civen thel resuirement for a goverument goaranise abvroad,
the Intermational Bank has fownd it very diffieult to make as meny
loans o private enterprive as they wanted to,

New the alternatives sre: {i) to smend the bank's charter;
(2} to creste anotber finsncial tastitutdon that would be able to make
leans without a government gesranise; and {3 to be able to provide
funds on an eguity basis, which the bank cxonct do,

The Internationnl Hank, | might say, was not particularly keen
about setting wp the IFC. Under tnstruction, Uy did draw
up the outiine of the I'C. The IFC was not pushed by the Internatissal
Bank until just within the past wix or seven monthe, sad the IFC i
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constdered now to be # limited sublsidiary of the Iuternational
Bank that ¢an do thinga that the Internstionsl Bank neither cas do
nor really wanis ko do, Bul I suspéct the Bask hae supparted his
subsidiary becsuse if it did not, there might be great enough pressure
mmmmwewtamhmm.

GUESTION: twhrkmymnw&.Memam;
the depression had some effect ou the formaticn of theae Internationul

QUESTION . lmmmm.mmmmmﬂ
these barks come snother depressinn-

DR, BURNE: Another depreassion ifke the '30%g”

SURSTION: Yes,

DR, BYRNS: :twau!dmm:isamrdmﬂuhnbam
!h'tematnymﬁmumm&ummm.m
we did have one. | weald sny that the probability is that neither the

seTivus as the 'S0y, financinl noeds would be tramendoun, more than
the Intermational mwi:ry!’mﬂudidmut.- Because no comntry can
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uorrow much from the Fund--it iz Thsited by #18 gold subscription
plus its quola and that is preity small--the countries thei would
seed 1t most hmve the least drawing rights on the Internstional
Monetery Fund, The ceuntry thut has the gresiest drawing rights
on the Interpational Monetary Fund is ithe United States, and we
have no prospecis of being desperstely in need of Italinn lirs or
pound aterling or Gelglas francs to pay our obligations. ‘ve have
the greatest drawing rights asd tio leawt need, The people with the
least drawing rights will bave the mast reed., The INF woald not
play s very imporiaat part in mitigating the eficcts of a depression.

Now H they would rather drastically change the leading powers
of ihe Fund, that would be a differest story, ¥ the deprassion dried
up the flow of private capitsl from the Unitled xintes, which is resning
around 80¢ wmillion dollars to = bilion dellars--thet iz actenl doliare,
not reinvested earnings--if o depression deisd that up, the International
gank would have a hard time making uwp that deflicit. ‘o abori, even
though those asrganizations were created wilh the '30's as a backgromwsd,
if something as serious as the '3:'s should come again, they wouldn't
be able to handle the problem in my estination,

SUESTION: You mentionsd the feilure of the Monelary Fund to

exert any contrailing influnence on the devaluation of curreacies, This
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sdems to me 1o be & serions preblernc that is stil} with us today.
what is the possibility of selting wp some better internaHonal
control of the currency exchangs rates for the futare”

DR, BURNS: It is pretty bard to prevent suy sovereign
antion frow: devaluating its carreney if it wants o, and pesainly
it might no! e advisable t0 st wp an organization witt sufficient
power ta prevent it beesuse we might need to devalue sowe day,
it iz mol beyond the realm of puseitiility, Aad I might asy, in
some cases the devaleation that ocewrred I think most peeple
would agy, was a necesenry devalustion which the Fund was & litile
bit too slow 1o see, It i3 a rather cumbersome kind of organizstion
to get people together, to agree, to get the wheels in motios, Mesn-
wbﬂahcnﬂymﬁ@tmmknmﬂnwnﬂﬂnﬁmm
far as that country is conicerned., So 12 has to devalwe the day after
tomorrow. It can't wait {or the Fund to deiibernte,

GUBSTION: 1 wonder if we can question the value of these
interustional institutions per se, ] assume ihat most forelign nations,
eapecially tce poorer ones sre not complete scanomiic extities sy, 5ay,
the United Statgs. would yom care to dlecuas the valee of scoRomie
urion, say, hohunMﬂMemMuuamuthrW




theisselves as an econorsic unit? L_
DR, BURKS: Something Mhe 'what is going on now fn Europe,
for example, through the DEEC, the EPU, and the Europess Moweinry

FPund thet probably will be the suecessar to EPY"

GUESTIONR: Or perhaps meybe such units as the Austria
Hungary Swpire,

DR, BURNS: ¥would such orgasisstions decrease the need for
thene internationsl institwttons -

QUESTION: Yea, sir, that'a it,

DR, BURNS: | really don’ kwow. They might, (o & cerialn
extent, dacreunse the peed, bul il seems to me that besically, et ws
say, a unit sueh 3% Yestern Ewrope, if it brought abont sewse kind of an
effective sconemic union, might in (hat wuy ease the preblem 30 far as
inira- Europeas payments snd the like are cencerned, but that in ftvelf
would not sase the fimsncial straine that might arise betwaen that entity
and the rest of the world, So that uhiom iseM wouldn't iake care of &
problem that extends really beyond the conntries so fniegrated, 1
should say in short that the srgument for inlegration or snion of cer-
tain countries should procesd on its own merits rather than on the
ground that 1t will leasen the aced far the intermational finance
institutions. Thet 18 sot 2 very gond answer bwt it is a very difficult

question,




MR, NIKLLASON: Thank you, Dr, Burns, for a very clear
and interesting description of the international finaneial organiza-

tions.
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