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C O L O N E L  SILLS: G e n e r a l  H o u s e m a n ,  G e n t l e m e n :  T o d a y  is  the  

l a s t  day  of ou r  E c o n o m i c s  Sec t i on  of the  F o u n d a t i o n s  Uni t .  The  s u b -  

j e c t  of our  f ina l  l e c t u r e  t h i s  m o r n i n g  i s  " I n t e r n a t i o n a l  E c o n o m i c  I n s t i -  

t u t i o n s . "  T h e s e  i n s t i t u t i o n s  h a v e  c o m e  in to  b e i n g  l a r g e l y  s i n c e  W o r l d  

War  II, and t h e y  h a v e  c o n t r i b u t e d  g r e a t l y  in  s t i m u l a t i n g  i n t e r n a t i o n a l  

t r a d e  and g r o w t h  t h r o u g h  i n t e r n a t i o n a l  l o a n s ,  p a r t i c u l a r l y  d u r i n g  the  

l a s t  f ew y e a r s .  

Now, ou r  s p e a k e r  th i s  m o r n i n g ,  t hough  h e ' s  s t i l l  a young  m a n ,  

I t h ink  we can  c l a s s i f y  as  an  old f r i e n d  of the  C o l l e g e .  He i s  w e l l  

known to the  m e m b e r s  of D i s c u s s i o n  Group  No. 4, fo r  h e l s  t h e i r  i n s t r u c -  

t o r .  He h a s  s e r v e d  the  C o l l e g e  in  t h i s  c a p a c i t y  fo r  the  p a s t  s e v e r a l  

y e a r s ,  but  t h i s  i s  h i s  f i r s t  l e c t u r e  to the  e n t i r e  s t u d e n t  body.  

Our  s p e a k e r  t h i s  m o r n i n g  h a s  m a d e  a n a m e  fo r  h i m s e l f  in  i n t e r -  

n a t i o n a l  e c o n o m i c s ,  both  a s  an  a u t h o r  and as  an  e d u c a t o r .  He  h a s  

w r i t t e n  one of the f i n e s t  t e x t b o o k s  a v a i l a b l e  on i n t e r n a t i o n a l  t r a d e .  At 

the  p r e s e n t  t i m e  h e ' s  A s s o c i a t e  P r o f e s s o r  of E c o n o m i c s  at  G e o r g e  

W a s h i n g t o n  U n i v e r s i t y .  It g i v e s  m e  a g r e a t  dea l  of p e r s o n a l  p l e a s u r e  

to p r e s e n t  to you Dr .  W i l s o n  S c h m i d t .  



DR. SCHMIDT:  W a s h i n g t o n  m o v e s  f r o m  c r i s i s  to c r i s i s  and s c a r e  

to s c a r e  wi th  s u c h  r a p i d i t y  t ha t  I l i ke  to t h ink  of our  town  a s  b e i n g  a 

h a u n t e d  h o t e l ,  wh ich  h a s  a h i g h  d a i l y  t u r n o v e r  of m y s t e r i e s  and g h o u l s ,  

s o m e  of wh ich  a r e  r a t h e r  f r i g h t e n i n g  and s o m e  of wh ich  a r e  m e r e l y  

e n t e r t a i n i n g .  

Nex t  week  w e ' r e  due f o r  s o m e  r e a l l y  h i g h - c l a s s  s p o o k s ,  i f  you  

wi l l .  The  m y s t e r i e s  w i l l  be t h o s e  of i n t e r n a t i o n a l  f i n a n c e .  F o r  the  

m o s t  p a r t  t h e s e  h i g h - c l a s s  s p o o k s  wi l l  be d i s c u s s i n g  the top ic  of m y  

a s s i g n m e n t - - i n t e r n a t i o n a l  e c o n o m i c  i n s t i t u t i o n s .  T h e y  a r e  the  g o v e r -  

n o r s  of the  I n t e r n a t i o n a l  M o n e t a r y  F u n d ,  the  I n t e r n a t i o n a l  B a n k  f o r  

l ~ e c o n s t r u c t i o n  and D e v e l o p m e n t ,  and the I n t e r n a t i o n a l  F i n a n c e  C o r p o -  

r a t i o n .  

T h e y  wi l l  c o m e  f r o m  a l l  p a r t s  of the w o r l d ,  s a v e  fo r  the  C o m m u -  

n i s t  b loc .  T h e y  wi l l  c o n s i d e r  wha t  t h e s e  i n s t i t u t i o n s  h a v e ,  and,  m o r e  

i m p o r t a n t l y ,  h a v e  not ,  done .  And t h e i r  t a l k s  w i l l  s u r e l y  s h i f t  to the  

n e w l y  c r e a t e d  I n t e r - A m e r i c a n  D e v e l o p m e n t  Bank;  the  p r o p o s e d  I n t e r -  

n a t i o n a l  D e v e l o p m e n t  A s s o c i a t i o n ;  the  f l e d g l i n g  D e v e l o p m e n t  L o a n  Fund ;  

the  l o n g - e x i s t i n g  E x p o r t - I m p o r t  Bank;  and in  w h i s p e r s ,  I s u s p e c t ,  t h e y  

wi l l  d i s c u s s  the  s h a p e  of the  U. S. b a l a n c e  of p a y m e n t s  and wha t  t ha t  

w i l l  p o r t e n d  fo r  U. S. p o l i c y .  



What  I wou ld  l i ke  to do is  g ive  you  a t h u m b n a i l  s k e t c h  of s o m e  of 

t h e s e  i n s t i t u t i o n s  and to e l u c i d a t e  s o m e  of the p r o b l e m s  and i s s u e s  

w h i c h  s u r r o u n d  e a c h .  

It wou ld ,  f r a n k l y ,  be n i c e  if t h e r e  w e r e  a c l e a n - c u t  d i v i s i o n  in  

f u n c t i o n  and r e s p o n s i b i l i t y  among t h e s e  v a r i o u s  i n s t i t u t i o n s .  Bu t  t ha t  

is  no t  the  c a s e .  U n f o r t u n a t e l y ,  i t  i s  no t .  You a r e  go ing  to h a v e  to 

m u d d l e  t h r o u g h  wi th  m e ,  j u s t  t a k i n g ,  I h o p e ,  s o m e  s o l a c e  f r o m  the  f a c t  

t ha t  i t  w a s  m u d d l i n g  t h r o u g h  t ha t  c r e a t e d  t h e s e  i n s t i t u t i o n s  b e c a u s e  of 

the  n a t u r e  of t h e i r  s h i f t i n g  p r o b l e m s .  

T h e  f i r s t  i n s t i t u t i o n  tha t  I wan t  to d i s c u s s ,  i n  s o m e  d e t a i l ,  i s  the  

I n t e r n a t i o n a l  M o n e t a r y  F u n d .  It i s  a m u l t i l a t e r a l  o r  m u l t i n a t i o n  ins± i -  

t u t i o n  w h i c h  m a k e s  r e l a t i v e l y  s h o r t - t e r m  l o a n s - - t h r e e  to f ive  y e a r s .  

The  p u r p o s e  of t h e s e  l o a n s  is  to m e e t  b a l a n c e  of p a y m e n t s  d i f f i c u l t i e s .  

Now,  a s  you  a l l  know,  a n a t i o n  w h i c h  e a r n s  l e s s  f o r e i g n  c u r r e n c y  

than  it  s p e n d s  a b r o a d  m u s t  m a k e  up the  d i f f e r e n c e  by  s e l l i n g  go ld ,  o r ,  

if i t  h a s  any ,  by  r u n n i n g  down the  b a l a n c e s  of f o r e i g n  c u r r e n c y  w h i c h  

i t  h a s .  If a n a t i o n ' s  i n t e r n a t i o n a l  r e s o u r c e s ,  t ha t  i s ,  i t s  gold and b a l -  

a n c e s  of f o r e i g n  c u r r e n c i e s ,  a r e  r e l a t i v e ,  t h e n ,  w h e n  i t  h a s  a b a l a n c e  

of p a y m e n t s  d e f i c i t ,  i t  h a s  o n l y  a v e r y  f ew  c h o i c e s  of p o l i c y .  

One th ing  i t  c a n  do i s ,  i t  c a n  i m p o s e  o r  t i g h t e n  e x c h a n g e  c o n t r o l s .  

B y  t h e s e  c o n t r o l s  it  w i l l  ob l ige  o r  f o r c e  a l l  p e r s o n s  r e c e i v i n g  f o r e i g n  

c u r r e n c y  o r  c l a i m s  on f o r e i g n  c u r r e n c y  to t u r n  t h o s e  f o r e i g n  c u r r e n c i e s  
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o v e r  to the  g o v e r n m e n t  fo r  l o c a l  c u r r e n c y .  And then  the g o v e r n m e n t  

wi l l  r a t i o n  out t h i s  s c a r c e  f o r e i g n  c u r r e n c y  a m o n g  the a l t e r n a t i v e  u s e r s ,  

a l l e g e d l y  the m o s t  e s s e n t i a l  o n e s .  

A s e c o n d  p o s s i b i l i t y  i s  t h a t  the  c o u n t r y  wi th  a b a l a n c e  of p a y m e n t s  

de f i c i t  c a n  d e p r e s s  i t s  p r i c e  l e v e l  t h r o u g h  m o n e t a r y  and  f i s c a l  c o n t r o l s  

on d o m e s t i c  s p e n d i n g .  S o m e t i m e s  j u s t  m e r e l y  r e s t r a i n i n g  the g r o w t h  

of the p r i c e  l e v e l  i s  i t s e l f  s u f f i c i e n t .  

If ,  h o w e v e r ,  the p r i c e  l e v e l  i s  r e d u c e d ,  t h i s  h a s  the  e f f e c t  of 

m a k i n g  the  c o u n t r y ' s  goods  c h e a p e r  to f o r e i g n e r s .  T h i s  in  t u r n  m e a n s  

t ha t  the  c o u n t r y ' s  e x p o r t s  w i l l  r i s e ,  

p a y m e n t s  p r o b l e m .  And,  s e c o n d l y ,  

h e l p i n g  to a l l e v i a t e  the b a l a n c e  of 

a s  the  p r i c e  l e v e l  f a l l s ,  t h a t  m a k e s  

d o m e s t i c  goods  r e l a t i v e l y  c h e a p e r  to f o r e i g n  goods ,  and t ha t ,  t h e r e f o r e ,  

c a u s e s  a r e d u c t i o n  in  the  v o l u m e  of i m p o r t s ,  a g a i n  h e l p i n g  the b a l a n c e  

of p a y m e n t s  d e f i c i t .  

T h e  t h i r d  t h ing  tha t  c a n  be done i s  t h a t  the  c o u n t r y  c a n  d e p r e c i a t e  

i t s  c u r r e n c y .  If E n g l a n d  d e p r e c i a t e s  the  pound,  as  s h e  did in  1949, 

f r o m  $ 4 . 0 3  p e r  pound to $ 2 . 8 0  p e r  pound,  t h e n  wha t  h a p p e n s  i s  t h i s :  

E a c h  B r i t i s h  p r o d u c t  w i l l  c o s t  a n  A m e r i c a n  l e s s  in  d o l l a r s .  T h i s  g i v e s  

us  a n  i n d u c e m e n t  to expand  our  p u r c h a s e s  of B r i t i s h  goods .  And e a c h  

A m e r i c a n  d o l l a r  w i l l  c o s t  an  E n g l i s h m a n  a g r e a t e r  p a r t  of a pound; so  

t h a t  the  E n g l i s h m a n  wi l l  d e s i r e  to buy  f e w e r  A m e r i c a n  goods ,  and in  
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t h i s  way  i m p o r t s  a r e  r e d u c e d .  The  t h i r d  m e t h o d ,  then ,  is  the d e p r e -  

c i a t i o n  of the  c u r r e n c y .  

The  f o u r t h  and f ina l  m e t h o d  i s  tha t  the  c o u n t r y  wi th  a b a l a n c e  of 

p a y m e n t s  de f i c i t  can  b o r r o w  funds ,  s h o r t -  or  l o n g - t e r m  funds ,  to t ide  

it  o v e r .  

Now, the  I n t e r n a t i o n a l  M o n e t a r y  F u n d ,  w h i c h  was  c r e a t e d  d u r i n g  

the  Second  W o r l d  W a r ,  was  c o n s t r u c t e d  wi th  a v e r y  c l o s e  eye  on the  

p r o b l e m s  of the  d e p r e s s i o n .  Many  c o u n t r i e s  had  i m p o s e d  e x c h a n g e  or  

t r a d e  c o n t r o l s  d u r i n g  the  d e p r e s s i o n ,  and t h e s e  w e r e  c o n s i d e r e d  

u n d e s i r a b l e  by  t h o s e  who f r a m e d  the  Fund  b e c a u s e  t h e y  r e s t r i c t e d  

i n t e r n a t i o n a l  t r a d e  and  f o r c e d  it  in to  a b n o r m a l  c h a n n e l s  and p a t t e r n s .  

A l so ,  c o u n t r i e s  had  d e p r e c i a t e d  t h e i r  c u r r e n c i e s  or  e x c h a n g e  

r a t e s ,  p a r t l y  to a l l e v i a t e  b a l a n c e  of p a y m e n t s  d i f f i c u l t i e s ,  but  a l s o  

p a r t l y  to expand  e x p o r t s  and thus  c a u s e  h i g h e r  l e v e l s  of d o m e s t i c  e m -  

p l o y m e n t .  T h e s e  e x c h a n g e  r a t e  d e p r e c i a t i o n s ,  wh ich  w e r e  f a i r l y  f r e -  

quen t  in  the 1930 ' s ,  w e r e  l i k e w i s e  r e g a r d e d  as  u n d e s i r a b l e ,  l a r g e l y  on 

the g r o u n d  tha t  t h e y  c r e a t e d  a g r e a t  d e a l  of u n c e r t a i n t y .  A m a n  who 

was  e x p o r t i n g  g o o d s  would  not  know w h e t h e r  he would  ge t  X a m o u n t  o r  

Y a m o u n t  fo r  h i s  g o o d s ,  b e c a u s e  of the  c h a n g e s  in  the e x c h a n g e  r a t e .  

E q u a l l y ,  a m a n  who was  i m p o r t i n g  goods  w o u l d n ' t  know how m u c h  he 

would h a v e  to pay  fo r  t h e m .  The  r e s u l t  of the  u n c e r t a i n t y  was  to c a u s e  

s o m e  c o n t r a c t i o n  of i n t e r n a t i o n a l  t r a d e ,  so the  a r g u m e n t  wen t .  
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As fo r  the  t h i r d  p o s s i b i l i t y ,  n a m e l y ,  d e p r e s s i n g  the  p r i c e  l e v e l  

t h r o u g h  m o n e t a r y  and f i s c a l  p o l i c y  to m e e t  a b a l a n c e  of p a y m e n t s  de f i c i t ,  

t h i s  o b v i o u s l y  r a n  d i r e c t l y  c o u n t e r  to the  d e s i r e d  p o l i c y  in  the  1930 ' s ,  

fo r  th i s  would  add to u n e m p l o y m e n t  and the  d i f f i c u l t i e s  of the  t i m e s .  

T h i s  l e f t ,  t hen ,  as  the  on ly  a c c e p t a b l e  s o l u t i o n  the f o u r t h  m e t h o d  of 

m e e t i n g  a b a l a n c e  of p a y m e n t s  p r o b l e m ,  n a m e l y ,  i n t e r n a t i o n a l  l e n d i n g .  

And th i s  i s  why  the  I n t e r n a t i o n a l  M o n e t a r y  F u n d  e x i s t s  t oday .  The  

o t h e r  t h r e e  m e t h o d s  w e r e  b a s i c a l l y  r e j e c t e d ,  l e a v i n g  on ly  one a l t e r n a -  

t i v e - - i n t e r n a t i o n a l  l e n d i n g - - a s  a m e a n s  of b a l a n c i n g  i n t e r n a t i o n a l  pay -  

m e n t s .  

Now, the  F u n d  i s  o r g a n i z e d  in a m a n n e r  in  w h i c h  m e m b e r s  c o n t r i b -  

ute m o n e y - - h a r d  c u r r e n c y ,  c o n v e r t i b l e  c u r r e n c y  in  p a r t - - a n d  t h e n  th i s  

pool  of m o n e y  is  l o a n e d  to the m e m b e r s ,  in  e f f e c t  l o a n e d ,  w h e n  the  n e e d  

a r i s e s  if t h e y  m e e t  c e r t a i n  c o n d i t i o n s .  

It  i s  not  un fa i r  to s a y  tha t  the  b i r t h  c e r t i f i c a t e  of the  Fund  was  

s i g n e d  long  b e f o r e  the i n s t i t u t i o n  was  e v e r  a l i v e .  It was  not  un t i l  1956 

tha t  the  o r g a n i z a t i o n ,  wh ich  f i r s t  s t a r t e d  o p e r a t i o n s  in  1946, r e a l l y  

b e g a n  to p e r f o r m  i t s  l e n d i n g  f u n c t i o n  on a m a j o r  s c a l e .  

The  r e a s o n  i s  not  h a r d  to f ind.  Up to tha t  t i m e ,  tha t  i s ,  up to  

1956, m a n y  of the  m e m b e r s  w e r e  in  such  p e r s i s t e n t  and i n t r a c t a b l e  and 

f u n d a m e n t a l  b a l a n c e  of p a y m e n t s  d i s e q u i l i b r i u m  tha t  t h e r e  was  l i t t l e  



hope  tha t  if t h e y  b o r r o w e d  m o n e y  f r o m  the  F u n d ,  t h e y  would  be ab le  to 

r e p a y  i t .  It would  j u s t  be e a t e n  up and gone  f o r e v e r .  S ince  t h i s  Fund  

would  h a r d l y  be m u c h  of a fund if  it  had  no m o n e y  to l e n d ,  i t  was  f e l t  

tha t  the  F u n d  shou ld  s i m p l y  ho ld  off and wai t  t i l l  the  c i r c u m s t a n c e s  of 

the t i m e s  i m p r o v e d .  

The  F u n d  was  so  i n a c t i v e  up to 1956 tha t  t h e r e  w e r e  f r e q u e n t  c a l l s  

fo r  the  d i s s o l u t i o n  and l i q u i d a t i o n  of the  I n t e r n a t i o n a l  M o n e t a r y  F u n d ,  

even ,  m i n d  you,  in  the  r e s p o n s i b l e  f i n a n c i a l  p r e s s .  And a good n u m b e r  

of the  m e m b e r s  of the  F u n d  cha fed  c o n s i d e r a b l y  at the i n a c t i v i t y  of the  

o r g a n i z a t i o n .  And you can  u n d e r s t a n d  w h y - - b e c a u s e ,  a f t e r  a l l ,  t h e y  

had  put gold  and d o l l a r s  in to  the  Fund ,  in to  t h i s  pool;  and t h e s e  w e r e  

b a d l y  n e e d e d  c u r r e n c i e s  fo r  t h e i r  r e c o n s t r u c t i o n  and t h e i r  d e v e l o p m e n t .  

Ye t  the  Fund  had  l o c k e d  t h e m  up and r e f u s e d  to l end  t h e m .  

Wel l ,  a s  the  p o s t w a r  y e a r s  w e a r i l y  w e n t  a long ,  e s p e c i a l l y  a f t e r  

the K o r e a n  W a r ,  g o v e r n m e n t s  b e g a n  to t ake  a p p r o p r i a t e  e c o n o m i c  s t e p s ,  

p a r t i c u l a r l y  in  the  c o n t r o l  of the  m o n e y  supp ly  and the  budge t .  And 

a l s o  the  f r u i t s  of r e c o n s t r u c t i o n  w e r e  b e g i n n i n g  to be s e e n .  And as  a 

r e s u l t  of the  g e n e r a l  i m p r o v e m e n t  in  the  e c o n o m i c  h e a l t h  of the  m e m -  

b e r s ,  the  b a l a n c e  of p a y m e n t s  p o s i t i o n s  of m o s t  of the  c o u n t r i e s  i m -  

p r o v e d  c o n s i d e r a b l y .  In fac t ,  the  s t a g e  was  r e a l l y  se t  fo r  a s u b s t a n -  

t i a l  a c t i v i t y  by the  Fund  w h e n  the  n e e d  a r o s e ,  and it  did in  the  a u t u m n  

of 1956, on the  h e e l s  of the  Suez i n c i d e n t .  
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T h e  Suez  c r i s i s  c r e a t e d  a f i n a n c i a l  p r o b l e m  s e c o n d  on ly  to the  

p o l i t i c a l  p r o b l e m  w h i c h  i t  c r e a t e d .  A n u m b e r  of c u r r e n c i e s  s u f f e r e d  

a s e v e r e  d e c l i n e  in  c o n f i d e n c e ,  c h i e f  a m o n g  t h e s e  the  B r i t i s h  pound .  

T h e r e  w a s  a f l i gh t  of c a p i t a l  f r o m  the  pound .  

Now,  the  pound i s  an  i n c r e d i b l y  i m p o r t a n t  c u r r e n c y  i n t e r n a t i o n a l l y .  

E c o n o m i s t s  r e f e r  to it  as  a k e y  c u r r e n c y ,  b e c a u s e  it i s  u t i l i z e d ,  l i ke  

the d o l l a r ,  to s e t t l e  i n t e r n a t i o n a l  t r a n s a c t i o n s .  P e r h a p s  40 o r  50 p e r -  

c e n t  of the  w o r l d ' s  t r a d e  is  s e t t l e d  in  p o u n d s .  And so  a n y t h i n g  t ha t  

a d v e r s e l y  a f f e c t s  the  s t a t e  of the pound w i l l  t end  to r i p p l e  t h r o u g h  the 

i n t e r n a t i o n a l  e c o n o m y  and  b r e a k  the  f i n a n c i a l  f a b r i c  of the  i n t e r n a t i o n a l  

s y s t e m .  And so the  F u n d  m o v e d  in  on a t r e m e n d o u s  s c a l e  to t r y  to s top  

the  r u n  on the  pound .  

It  gave  a l o a n  of $560 m i l l i o n ,  i t  p r o v i d e d  an  a d d i t i o n a l  l i ne  of 

c r e d i t  o r  s t a n d b y  a r r a n g e m e n t ,  a s  the t e r m  g o e s ,  of $740 m i l l i o n ,  o r  

a t o t a l  of $I. 3 b i l l i o n  to one  c o u n t r y  in  the  s p a c e  of a f ew w e e k s .  On 

top of t h i s  the  E x p o r t - l m p o r t  B a n k  put  in  a l i ne  of c r e d i t  of $500 m i l l i o n .  

Now,  the r e s u l t  w a s  t r e m e n d o u s .  B e c a u s e  the  B r i t i s h  t h e n  had  

s u c h  t r e m e n d o u s  a m o u n t s  of d o l l a r s ,  of c o n v e r t i b l e  c u r r e n c y ,  a v a i l a b l e  

to t h e m ,  the  f e a r s  t ha t  the  pound would  be d e p r e c i a t e d ,  tha t  the  b a l a n c e  

of p a y m e n t s  c o n d i t i o n  of the pound would  go sour~ w e r e  a l l e v i a t e d .  The  

b e a r s  w e r e  s c a r e d  off,  and the  c r i s i s ,  at  l e a s t  t e m p o r a r i l y ,  w a s  p a s t .  

If t h e r e ' s  one t h i n g  a l o n e  tha t  j u s t i f i e s  the  e x i s t e n c e  of the  F u n d  t o d a y ,  
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it is its rapid action during the Suez incident--a situation that could 

have created a long-term crisis in the international economy. 

Now, before the autumn of 1956, when the Fund received any press 

notices at all, they were generally pretty bad. But since that time, 

since 1956, criticism is pretty much quiet. And since the beginning of 

operations it has made loans of about $4.5 billion in total. Two-thirds 

of these have taken place since the autumn of 1956. 

The kinds of loans that the Fund makes can be broadly divided into 

two categories. Relatively less important are the loans made for sea- 

sonal difficulties. That is, a country with one or two export crops, 

which are sold in a given period of time, and then the country doesn't 

have much in the way of foreign earnings for the rest of the year, will 

find that during the rest of the year sometimes it has been difficult; 

that it doesn't have enough foreign currency to pay for all the things it 

wishes to import. The Fund on occasion has made loans to countries 

in these circumstances to tide them over, loans of six months or less. 

The second kind of loan, and perhaps the more important kind, is 

the stabilization loan. These are loans which are made to countries 

with rather severe balance of payments difficulties. They are loans 

made on condition that certain remedial action be taken by the country 

in the balance of payments problem. 
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S p e c i f i c a l l y ,  the  L o a n  m a y  r e q u i r e  tha t  a m e m b e r  ho ld  the  g r o w t h  

of i t s  m o n e y  supp ly  w i t h i n  c e r t a i n  l i m i t s  in  o r d e r  to p r e v e n t  i n f l a t i o n .  

It  m a y  r e q u i r e  tha t  the  budge t  d e f i c i t  be  cut .  And it  m a y  r e q u i r e  c e r -  

t a i n  s i m p l i f i c a t i o n s  and r e l a x a t i o n s  in  the  e x c h a n g e  c o n t r o l  m e c h a n i s m  

of the c o u n t r y .  

The  r e a s o n  fo r  t h e s e  k i n d s  of r e s t r i c t i o n s  i s ,  I t h ink ,  p r e t t y  o b v i o u s .  

If a country is in balance of payments difficulty, if its foreign earnings 

are not sufficient to cover its foreign expenditures, then if it pursues 

an inflationary policy, that just feeds the difficulty. It feeds it, first, 

by raising costs. That makes the country's exports less attractive to 

foreigners. And the inflation feeds an increasing import because as 

the purchasing power of people increases, they can demand more 

foreign goods. So you've got to stop the inflation if you're ever going 

to stop the balance of payments deficit. This is why the Fund, when it 

makes a loan, imposes rather tough conditions. 

In some instances, when the Fund makes a loan, it will place a 

representative of the Fund in the borrowing country. This opens up a 

separate but exceedingly important facet of the Fund's activities. It 

does a number of things in the educational field, if you will. It provides 

a formal training program for technical people, who come to Washing- 

ton, to the Fund here, and learn about balance of payments, national 

income, money and banking, and so on. In fact, a number of these 
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p e o p l e  w i l l  go to the  v a r i o u s  u n i v e r s i t i e s  a r o u n d  town  fo r  d e g r e e s  in  

the  e v e n i n g  so t h e y  can  f u r t h e r  add to t h e i r  k n o w l e d g e .  

S e c o n d l y ,  the  Fund  c a r r i e s  on a p r e t t y  s u b s t a n t i a l  e d u c a t i o n a l  

e f f o r t  at  h igh  l e v e l s  in g o v e r n m e n t .  Nex t  w e e k ,  fo r  i n s t a n c e ,  wi th  the  

m i n i s t e r s  of f i n a n c e  h e r e  in  town,  you wi l l  wa t ch  the  s ta f f  e d u c a t i n g  

the  m i n i s t e r s  of f i n a n c e  in the  c o m p l e x i t i e s  of e c o n o m i c s - - m o n e t a r y  

and o t h e r .  

And,  f i na l l y ,  by  p l a c i n g  r e p r e s e n t a t i v e s  in the  c o u n t r i e s  tha t  

b o r r o w ,  t h e r e  i s  a da i l y  c o n t a c t  tha t  p r o d u c e s  r a t h e r  u s e f u l  r e s u l t s .  

I w i l l  g ive  you  a s m a l l  e x a m p l e ,  but  I t h ink  i t '  s r e v e a l i n g  of the  n a t u r e  

of the  w o r k  tha t  the  Fund  d o e s .  

In one p a r t i c u l a r  c o u n t r y ,  wh ich  I wonl t  n a m e ,  the  a u t h o r i t i e s  

p r e t t y  c l e a r l y  u n d e r s t a n d  tha t  a budge t  d e f i c i t  i s  i n f l a t i o n a r y .  And so 

t h e y  donl t  want  to r u n  a b u d g e t  d e f i c i t .  Bu t  at  the  s a m e  t i m e ,  l i ke  

e v e r y  poor  c o u n t r y  in  the  w o r l d ,  t h e y  want  to c a r r y  on c e r t a i n  p r o j e c t s  

and m a k e  c e r t a i n  g o v e r n m e n t a l  e x p e n d i t u r e s  tha t  t h e y  f e e l  a r e  j u s t i f i e d .  

And so t h e y  c a m e  up wi th  t h i s  p r o p o s a l :  " W h y  donl t  we take  the  m o n e y  

tha t  the  G o v e r n m e n t  h a s  on d e p o s i t  in  the b a n k s  and  spend  i t ?  It h a s  

b e e n  id le  fo r  s o m e  t i m e .  Why d o n ' t  we s p e n d  i t ?  T h a t  wi l l  s o l v e  our  

p r o b l e m . "  

Wel l ,  i t  was  a v e r y  s i m p l e  m a t t e r ,  a v e r y  s i m p l e  q u e s t i o n .  What  

the Fund  r e p r e s e n t a t i v e  did w a s  s i t  down wi th  the  M i n i s t e r  of F i n a n c e  
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and e x p l a i n  to h i m  tha t  MV e q u a l s  P T ,  t h a t  the  v e l o c i t y  of m o n e y  would  

be i n c r e a s e d  b e c a u s e  b y  s p e n d i n g  the id le  m o n e y ,  the  v e l o c i t y  would  

r i s e ,  and t h i s  would add to the  i n f l a t i o n a r y  p r e s s u r e .  Not  tha t  t h e y  

w e r e  e x p a n d i n g  the m o n e y  supp ly ,  but  t ha t  t h e y  w e r e  e x p a n d i n g  t o t a l  

s p e n d i n g .  S i m p l e  l e s s o n s  l i ke  t h i s  a r e  a l l - i m p o r t a n t  in  m a k i n g  h i g h  

peop le  u n d e r s t a n d  wha t  good e c o n o m i c  p o l i c y  i s .  

Now, in  c e r t a i n  c o u n t r i e s - - a g a i n  ones  t h a t  I s h a l l  not  m e n t i o n - - n o  

i m p o r t a n t  f i n a n c i a l  d e c i s i o n  i s  m a d e  wi thou t  c o n s u l t a t i o n  wi th  the r e p r e -  

s e n t a t i v e  of the  F u n d .  

Now, of c o u r s e ,  a l l  t h i s  m e a n s  t ha t  the  Fund  i s  v e r y  c l o s e l y  

i n v o l v e d  in  the i n t e r n a l  f i n a n c i a l  a f f a i r s  of i t s  m e m b e r s ,  at  l e a s t  s o m e  

of t h e m .  The  l o a n s ,  you  s e e ,  a r e  m a d e  on c e r t a i n  c o n d i t i o n s  of p r o p e r  

m o n e t a r y  and f i s c a l  p o l i c y .  The  Fund  r e p r e s e n t a t i v e  g i v e s  d a i l y  a d v i c e  

and gives daily knowledge about what is good policy. 

The reaction to this kind of financial penetration, if you will, has 

been extreme. For instance, in one country the business community has 

been so pleased with the results of the stabilization program put in with 

the help of the Fund that it actually celebrated the second anniversary 

of the stabilization agreement. They had a party. 

But in another country the labor unions went out on a general 

strike because "the Fund wasn't going to impose austerity upon them," 

and they struck, not against the Government. They struck against 
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the  F u n d .  And t h e y  u n d e r s t o o d  t h i s .  The  s t r i k e  y e s t e r d a y  in A r g e n t i n a ,  

w h i c h ,  f o r t u n a t e l y ,  f a i l e d  a c c o r d i n g  to the  r e p o r t s  t h i s  m o r n i n g ,  w a s  

in  no s m a l l  m e a s u r e  the  r e s u l t  of the  F u n d ' s  a u s t e r i t y  p r o g r a m  tha t  

F r o n d i z i  a c c e p t e d  a f ew  m o n t h s  ago ,  w h i c h  h a s  i m p o s e d  h e a v y  s a c r i -  

f i c e s ,  a l l e g e d l y ,  on c e r t a i n  g r o u p s  i n  A r g e n t i n a .  

P r o b a b l y  the  m o s t  d i f f i cu l t  s i t u a t i o n - - a n d  t h i s  i s  g e n e r a l  k n o w l e d g e - -  

fo r  the  F u n d  is  in  B r a z i l .  I wan t  to t a k e  a m o m e n t  to l ook  at  tha t  to 

g ive  you  s o m e  i d e a  of the  k i n d s  of t h i n g s  w h i c h  go in to  the  i n t e r n a t i o n a l  

f i n a n c i a l  p r o c e  s s.  

On two o c c a s i o n s  the  I n t e r n a t i o n a l  M o n e t a r y  F u n d  h a s  p r o v i d e d  

funds  to B r a z i l  to m e e t  b a l a n c e  of p a y m e n t s  d i f f i c u l t i e s .  The  F u n d  

l o a n e d  the  m o n e y  in  a s t a b i l i z a t i o n  a g r e e m e n t  wi th  the u n d e r s t a n d i n g  

tha t  the  B r a z i l i a n s  wou ld  do c e r t a i n  t h i n g s .  T h e  B r a z i l i a n s  d i d n ' t  do 

t h e m .  T h i s  l a s t  s p r i n g  the  B r a z i l i a n s  c a m e  b a c k  to the  F u n d  i n f o r -  

m a l l y ,  and  the F u n d  h a s  g i v e n  B r a z i l  a v e r y  tough  t i m e ,  n a t u r a l l y .  

The  r e s u l t  h a s  c o m e  to  r e a l l y  a c r i s i s  s i t u a t i o n ,  and  a r a t h e r  

s e r i o u s  one .  The  P r e s i d e n t  of B r a z i l  a n n o u n c e d ,  o r  l e a k e d - - I ' m  not  

s u r e  w h i c h - - t h a t  he  w a s  c a l l i n g  off the  n e g o t i a t i o n s ;  t ha t  he  w a s  not  

go ing  to a l l o w  the F u n d  to i n t e r v e n e  in  the  d o m e s t i c  f i n a n c i a l  a f f a i r s  

of B r a z i l ,  by  go l ly ;  t h a t  he  had  had  e n o u g h  of t h i s  p e n e t r a t i o n .  

T h e  a p p a r e n t  r e a s o n  f o r  t h i s  is  t ha t  K u b i t s c h e k  i s  r e l u c t a n t  to 

u n d e r t a k e  the m o n e t a r y  and f i s c a l  r e f o r m s  t ha t  the  F u n d  s u g g e s t s ,  
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b e c a u s e  of the  p o s s i b l e  p o l i t i c a l  i m p l i c a t i o n s ,  t h e r e  b e i n g  an  i m p o r t a n t  

p o l i t i c a l  e l e c t i o n  in  1960 in  B r a z i l .  

I e m p h a s i z e  t h i s  b e c a u s e  we c a n ' t  avo id  the  f ac t  tha t  e c o n o m i c s  

and p o l i t i c s  a r e  v e r y  c l o s e l y  m i x e d ,  at  l e a s t  in  the  i n t e r n a t i o n a l  s p h e r e ,  

and,  of c o u r s e ,  in  the d o m e s t i c  s p h e r e  to a l e s s e r  e x t e n t .  

T h i s  h a s  put the  B r a z i l i a n  G o v e r n m e n t  in  a v e r y  s e r i o u s  and v e r y  

t e n u o u s  p o s i t i o n .  One of the p o l i c i e s  of the  Un i t ed  S t a t e s  G o v e r n m e n t  

i s  tha t  we wi l l  not  m a k e  l o a n s  t h r o u g h  our  v a r i o u s  U. S. i n s t i t u t i o n s  

to a c o u n t r y  u n l e s s  tha t  c o u n t r y  ha s  the  a p p r o v a l  of the  I n t e r n a t i o n a l  

M o n e t a r y  Fund .  T h i s  i s  a m e t h o d  of c o o r d i n a t i n g  the  i n t e r n a t i o n a l  f i n a n -  

c i a l  p o l i c i e s  of the  i n s t i t u t i o n s  of which  we a r e  m e m b e r s  and of our  own 

f i n a n c i a l  i n s t i t u t i o n s .  

What  t h i s  m e a n s  is  tha t  B r a z i l  wi l l  not  on ly  not  ge t  m o n e y  f r o m  

the  F u n d ,  but  i t  w i l l  not  ge t  a s s i s t a n c e  f r o m  any o t h e r  U. S. i n s t i t u t i o n .  

It l o o k s  as  if  t h e y  a r e  go ing  to have  a b a l a n c e  of p a y m e n t s  d e f i c i t  of 

about  $200 m i l l i o n  t h i s  y e a r .  T h e y  c a n ' t  s t and  i t .  The  c r u z e i r o  wen t  

down,  i t t s  r e p o r t e d  in  y e s t e r d a y t s  p a p e r ,  v e r y  s e r i o u s l y  in the  f r e e  

m a r k e t ,  and it l o o k s  l ike  a c r i s i s  i s  c o m i n g  up, u n l e s s  K u b i t s c h e k  c a n  

pul l  s o m e t h i n g  out.  We a r e  h e a d i n g  fo r  a r e a l  d e c i s i o n  at  th i s  j u n c t u r e .  

Now, the B r a z i l i a n  n e g o t i a t i o n s  e x e m p l i f y  one m o r e  f a c e t  of the 

F u n d ' s  a c t i v i t i e s  wh ich  i s  w o r t h  no t ing  v e r y  b r i e f l y .  One of the  p r o p o s -  

a l s ,  r e p o r t e d l y ,  by  the  F u n d  to B r a z i l  was  tha t  i t  s i m p l i f y  i t s  e x c h a n g e  

14 



c o n t r o l  and  i t s  e x c h a n g e  r a t e  s y s t e m s .  I m i g h t  e x p l a i n  tha t  the  m e m b e r s  

of the fund h a v e  t a k e n  an  o b l i g a t i o n  to r e m o v e  e x c h a n g e  c o n t r o l s ,  to ge t  

r i d  of m u l t i p l e  c u r r e n c y  p r a c t i c e s ;  and the  F u n d ,  v e r y  s l o w l y ,  h a s  

t r i e d  to i n d u c e  t h e m ,  the m e m b e r s ,  to  do so .  I t ' s  b e e n  a l ong  and h a r d  

p r o c e s s .  

One of the m e t h o d s  i s  the a n n u a l  c o n s u l t a t i o n  w h i c h  the  F u n d  h a s  

wi th  e a c h  m e m b e r  g o v e r n m e n t .  T h e s e  c o n s u l t a t i o n s  a r e  o n e s  in  w h i c h  

t h e y  put  p r e s s u r e  on the  m e m b e r -  - "  C o m e  on. L i v e  up to  the  c h a r t e r .  

Be a good boy"  and so  on.  And t h e s e  c o n s u l t a t i o n s  a l s o  t u r n  up i n c r e d -  

ib le  and u n b e l i e v a b l e  e c o n o m i c  p r a c t i c e s .  

To  g ive  you  one e x a m p l e ,  in one c o u n t r y  in L a t i n  A m e r i c a  the  e x -  

c h a n g e  r a t e  f o r  the  i m p o r t a t i o n  of s h o e s  w a s  s e t  a t  such  a c h e a p  l e v e l ,  

f o r  the i m p o r t s ,  t ha t  the m i l i t a r y  s e r v i c e s  bough t  s h o e s  a b r o a d  a t  the  

s a m e  t i m e  tha t  t h e r e  w e r e  u n e m p l o y e d  s h o e m a k i n g  f a c i l i t i e s  w i t h i n  the 

c o u n t r y ,  m i n d  you ,  a t  a t i m e  w h e n  the  c o u n t r y  v e r y  b a d l y  n e e d e d  e v e r y  

p o s s i b l e  d o l l a r  t ha t  i t  cou ld  g e t  ho ld  of. 

O r ,  to t ake  a s e c o n d  e x a m p l e ,  a m o r e  r e c e n t  one: In one c o u n t r y  

you  c a n  i m p o r t  a c e r t a i n  r a w  m a t e r i a l  a t  the  r a t e  of 190 u n i t s  of the  

c u r r e n c y  to the d o l l a r .  You t h e n  e x p o r t  the  f i n i s h e d  p r o d u c t  a t  the  

r a t e  of 1 , 2 0 0  u n i t s .  Wha t  t h i s  m e a n s ,  g e n t l e m e n ,  i s  t ha t  u n l e s s  you  

t h r o w  the  r a w  m a t e r i a l  a w a y ,  you  m a k e  a b ig ,  fa t  p r o f i t .  You c a n ' t  

f a i l .  T h e r e ' s  no i n d u c e m e n t  to be e f f i c i e n t  in  t h i s  k ind  of s i t u a t i o n .  
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Wel l ,  the  Fund  h a s  put the p r e s s u r e  on i t s  m e m b e r s  to c l e a n  up 

s tup id ,  u n b e l i e v a b l e  p r a c t i c e s  s u c h  as  t h e s e .  

Now, the  Fund  i s  g e n e r a l l y  h e l d  in  h igh  r e g a r d  now, e x c e p t  by 

c o u n t r i e s  l ike  B r a z i l ,  w h i c h  a r e  k ind  of s o r e  at  i t  b e c a u s e  of the  a l l e g e d  

i n t e r v e n t i o n .  

T h e r e  a r e ,  h o w e v e r ,  two c r i t i c i s m s  tha t  I ' d  l ike  to  m e n t i o n .  One 

i s  th i s  m a t t e r  of e c o n o m i c  g r o w t h  and in f l a t ion .  The  Fund  h a s  t a k e n  the  

v i e w  tha t  i t  m u s t  f ight  i n f l a t i on .  The  c o u n t r i e s  who a r e  m e m b e r s ,  at  

l e a s t  the  p o o r e r  o n e s ,  s ay  tha t  t h i s  i s  go ing  to s low down t h e i r  e c o n o m i c  

g r o w t h .  T h i s  i s  not  a new a r g u m e n t .  It  r a i s e s  in  t h i s  c o u n t r y - - i n f l a -  

t ion  and g r o w t h - - t h e  old c o m p l i c a t e d  q u e s t i o n .  

The  s e c o n d  c r i t i c i s m  is  one o f f e r e d  by a few,  I l i ke  to th ink ,  d i s t i n -  

g u i s h e d  a c a d e m i c i a n s  c o n c e r n i n g  the  a t t i t ude  of the  F u n d  on e x c h a n g e  

r a t e s .  The  c h a r t e r  of the  F u n d  c a l l s  fo r  m e m b e r s  to h a v e  s t ab l e  ex -  

c h a n g e s .  But  s o m e  peop le  t h ink  tha t  i t  would  be s m a r t  to h a v e  a f r e e l y  

f l u c t u a t i n g  e x c h a n g e  r a t e .  You know,  the  p r i c e  of s c r a p  f a l l s  and r i s e s  

in  o r d e r  to c l e a r  the  m a r k e t  fo r  s c r a p ,  to e q u a t e  d e m a n d  and supply .  

Why not  do the  s a m e  fo r  f o r e i g n  c u r r e n c y ?  So w h e n  the  d e m a n d  fo r  

f o r e i g n  c u r r e n c y  e x c e e d s  the  supply ,  the  p r i c e  of f o r e i g n  c u r r e n c y  wi l l  

r i s e  and d e m a n d  wi l l  be e q u a l  to supp ly .  

If you did t h i s ,  one of the  m a j o r  a d v a n t a g e s  would  be tha t  i t  would  

m a k e  e n t i r e l y  u n n e c e s s a r y  a l l  of t h e s e  e x c h a n g e  c o n t r o l s  and o t h e r  

r e s t r i c t i o n s  i m p o s e d  by g o v e r n m e n t s  wh ich  a r e  m a d e  n e c e s s a r y  in 
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o r d e r  to b a l a n c e  the  i n t e r n a t i o n a l  a c c o u n t s  of a c o u n t r y .  If  you  did t ha t ,  

you  cou ld  ge t  r i d  of a lo t  of c o r r u p t i o n ,  a lo t  of m i s a l l o c a t i o n  of r e s o u r c e s ,  

and so  on. 

C o n c e r n i n g  the  F u n d  on t h i s  l a s t  po in t ,  I shou ld  s a y  tha t  the  F u n d  

i s  m u c h  m o r e  f l e x i b l e  on f l u c t u a t i n g  r a t e s  t h a n  the c h a r t e r  i t s e l f  r e -  

q u i r e s .  I t  in  f a c t  h a s  a m a j o r  m e m b e r ,  C a n a d a ,  w h i c h  u s e s  f l u c t u a t i n g  

e x c h a n g e  r a t e s  t ha t  go up and down  wi th  s u p p l y  and d e m a n d .  And,  in  

f a c t ,  i t  a p p e a r s  t ha t  the F u n d  in  e x t r e m e l y  s e v e r e  s i t u a t i o n s  h a s  a c t u a l l y  

r e c o m m e n d e d  to c o u n t r i e s  t ha t  t h e y  h a v e  a f l u c t u a t i n g  r a t e  r a t h e r  t h a n  

t r y  to s t a b i l i z e  the  e x c h a n g e  r a t e .  

So m u c h  f o r  the  F u n d .  In the  r e m a i n i n g  m i n u t e s  l e t  m e  b r i e f l y  

t a l k  abou t  the  o t h e r  i n s t i t u t i o n s .  

I ' d  l ike  to m a k e  i t  c l e a r  tha t  i t ' s  i m p o s s i b l e ,  no m a t t e r  how m u c h  

t i m e  you  g ive  m e ,  G e n e r a l  H o u s e m a n ,  to d i s c u s s  t h e s e  i n s t i t u t i o n s  in  

any  d e t a i l - - a b o u t  t h e i r  o p e r a t i n g  p o l i c i e s .  We c a n  on ly  s a y  tha t  t h e y  a r e  

a r e  c o m p l i c a t e d ,  t h e y  a r e  d e t a i l e d ,  t h e y  a r e  s p e c i f i c ,  g e n e r a l ,  and  so  
i 

on. So r a t h e r  t han  t r y  to d i s c u s s  t h e m  in d e t a i l  and s p e c i f i c a l l y ,  I w a n t  

to t r y  to d i s c u s s  s o m e  m a j o r  i s s u e s  s u r r o u n d i n g  t h e m  in  g e n e r a l .  

F i r s t  l e t  m e  s a y  tha t  t h e s e  a r e  the i n s t i t u t i o n s  tha t  a r e  i n v o l v e d  in  

the p r o v i s i o n  of l o n g - t e r m  c a p i t a l ,  not  s h o r t - t e r m  l i k e  the  I n t e r n a t i o n a l  

M o n e t a r y  F u n d ,  but  l o n g - t e r m  c a p i t a l  f o r  e c o n o m i c  g r o w t h  and d e v e l o p -  

m e n t .  
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L e t  m e  a l s o  s ay  tha t  m y  a s s i g n m e n t  did not  ca l l  fo r  m e  to d i s c u s s  

the  m o s t  i m p o r t a n t  s o u r c e  of l o n g - t e r m  c a p i t a l ,  n a m e l y ,  the  p r i v a t e  

l e n d e r  in the  i n d u s t r i a l i z e d  c o u n t r y .  In 1957, $6.1 b i l l i o n  of p r i v a t e  

c a p i t a l  wen t  out of one c o u n t r y  to a n o t h e r  coun t ry ;  and tha t  $6.1 b i l l i o n  

in  1957 b e a t s  a n y t h i n g  d o n e  by any of the  i n s t i t u t i o n s  tha t  a r e  the  s u b j e c t  

of m y  a s s i g n m e n t .  The  p r i v a t e  s e c t o r  i s  do ing  the  m a j o r  job in t r a n s -  

f e r r i n g  c a p i t a l  i n t e r n a t i o n a l l y .  

Now,  the  i n s t i t u t i o n s  jus t  about  e x h a u s t  the  a l p h a b e t .  I w i l l  t a lk  a 

l i t t l e  about  e a c h  as  we p r o c e e d .  

One of the  m a j o r  i s s u e s  i s ,  How m u c h  c a p i t a l  shou ld  be  p r o v i d e d  

t h r o u g h  t h e s e  i n t e r n a t i o n a l  and d o m e s t i c  pub l ic  i n s t i t u t i o n s .  The  u n d e r -  

d e v e l o p e d  c o u n t r i e s  a r e  s c r e a m i n g  for  m o r e  cap i t a l .  T h e y  k e e p  up a 

c o n s t a n t  c l a t t e r  fo r  such  an  i n s t i t u t i o n  as  S U N F E D - - S p e c i a l  U. N. F u n d  

fo r  E c o n o m i c  D e v e l o p m e n t - - w h i c h  would  m a k e  l o w - i n t e r e s t - r a t e  l o a n s  

and e x t e n s i v e  g r a n t s .  

SUNFED,  i n c i d e n t a l l y ,  i s  a un ique  p r o p o s a l ,  in t ha t  i t  s u g g e s t s  

tha t  one c o u n t r y ,  one vo te ,  be the p o l i c y  r u l e .  The  r e s u l t  would ,  of 

c o u r s e ,  be tha t  the  b o r r o w e r s  would  ou tvo te  the  l e n d e r s ,  and t h a t ' s  a 

r a t h e r  d i f f i cu l t  way  to r u n  a bank .  Of c o u r s e ,  the  poin t  i s ,  i t  i s n l t  

s u p p o s e d  to be a bank .  SUNFED is  a p e r f e c t  e x a m p l e ,  E v e r y  y e a r  

s o m e b o d y  s a y s ,  " L e t ' s  h a v e  S U N F E D . "  The  Un i t ed  S t a t e s  G o v e r n m e n t  

d o e s n ' t  wan t  i t ,  f o r  obv ious  r e a s o n s .  
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A n o t h e r  e x a m p l e  of the  k ind  of p r e s s u r e  i s  L a t i n  A m e r i c a .  T h e  

L a t i n o s  h a v e  b e e n  s o r e  at  A m e r i c a  fo r  a good m a n y  y e a r s ,  b e c a u s e  

t h e y  f e l t  tha t  t h e y  got  gypped  in  the  M a r s h a l l  P l a n .  We p o u r e d  a l l  the  

m o n e y  in to  W e s t e r n  E u r o p e  and  t h e y  got  p e a n u t s .  

Now,  t h i s  c o m p l a i n t  m a y  be j u s t i f i e d ,  and  p e r h a p s  i t  i s .  Bu t  the  

f a c t  r e m a i n s ,  and the  po in t  I wan t  to m a k e  i s ,  t ha t  t h e y  h a v e  c o m p l a i n e d .  

T h e y  spa t  on Nixon .  T h e y  c o m p l a i n e d  to M i l t o n  E i s e n h o w e r .  

T h e y  f i n a l l y  got  wha t  t h e y  w a n t e d  fo r  60 y e a r s - - a  bank  f o r  L a t i n  

A m e r i c a .  I ' l l  t a k e  j u s t  a b r i e f  m o m e n t  on th i s  bank .  

The  r e a s o n  why  the U n i t e d  S t a t e s  G o v e r n m e n t ,  a f t e r  60 y e a r s  of 

o p p o s i n g  th i s  b a n k ,  a g r e e d  to g ive  t h e m  the  bank  and m a k e  a c o n t r i b u -  

t ion  to  th i s  b a n k ,  w a s  v e r y  s i m p l e .  P r e s i d e n t  E i s e n h o w e r  w a s  t r y i n g  

to s o l v e  a p o l i t i c a l  c r i s i s  in  the  Midd l e  E a s t ;  so he  w a s  go ing  to p r o -  

pose  a Midd l e  E a s t  bank  o r  fund,  to w h i c h  we wou ld  c o n t r i b u t e  m o n e y .  

We l l ,  the  N ixon  p r o b l e m ,  the  E i s e n h o w e r  p r o b l e m ,  b e i n g  wha t  it  w a s ,  

the L a t i n o s  s c r e a m i n g  to h igh  h e a v e n ,  i t  w a s  r e c o g n i z e d  tha t  if  we 

d e c i d e d  to h a v e  a b a n k  f o r  the M i d d l e  E a s t ,  the  L a t i n o s  wou ld  be e x c e e d -  

i n g l y  s o r e  a t  us  if we d i d n ' t  g ive  t h e m  a b a n k  too .  And tha t  i s  w h y  the  

bank  w a s  a p p r o v e d  a f t e r  60 y e a r s  of c o n t i n u e d  o p p o s i t i o n  by the  U n i t e d  

S t a t e s  G o v e r n m e n t .  

Now,  w h e t h e r  o r  not  we shou ld  do m o r e  o r  l e s s  of t h i s  I l e a v e  up 

to you .  The  q u e s t i o n  is  v e r y  s i m p l e ;  the  po in t  v e r y  h a r d  to a n s w e r .  
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T h e  one v i ew h o l d s  tha t  by s p e e d i n g  the  r a t e  of d e v e l o p m e n t  of t h e s e  

p o o r e r  c o u n t r i e s ,  it  wi l l  be p o s s i b l e  to  s top c o m m u n i s m .  T h a t  i s  the  

t h e o r y  tha t  h o l d s  tha t  the  f u l l e r  the  b e l l y  o r  the  s t r o n g e r  the  m u s c l e s ,  

the  h a p p i e r  peop le  a r e  and the  m o r e  s t ab l e  t h e y  a r e  p o l i t i c a l l y .  

The  c o n t r a r y  v i e w  is  tha t  w h e n  a c o u n t r y  g r o w s  e c o n o m i c a l l y ,  i t  

c r e a t e s  p o l i t i c a l  i n s t ab i l i t y ;  and thus  the  a s s i s t a n c e  wi l l  m a k e  the  p r o b -  

l e m  w o r s e .  And the  r a t i o n a l e  of tha t  is  tha t  e c o n o m i c  g r o w t h  i m p l i e s  

c h a n g e ,  the  u p r o o t i n g  of t r a d i t i o n a l  w a y s  of l i f e - - t h e  u r b a n i z a t i o n  p r o c -  

e s s ,  wh ich  t a k e s  a s i m p l e  m a n ,  wi th  s i m p l e  w a y s ,  and puts  h i m  in to  a 

c o m p l e x ,  o r g a n i z e d  c o m m u n i t y ,  w h e r e  he is  s u b j e c t  to s u b v e r s i v e  

p r o p a g a n d a  and new s t r a i n s  and s t r e s s e s .  

T a k e  y o u r  p i ck  b e t w e e n  the  two t h e o r i e s .  I ' m  an e c o n o m i s t .  I g ive  

up. This is the basic issue. 

i second problem is the question of multilateral versus bilateral 

institutions--whether we should have institutions of which a lot of 

countries are members or whether we should just run the show our- 

selves. 

The  m a j o r  a r g u m e n t s  for  th i s  a r e  v e r y  s i m p l e .  It i s  s o m e t i m e s  

s u g g e s t e d  tha t  the m u l t i l a t e r a l  i n s t i t u t i o n  can  be a p r o p e r  i n s t i t u t i o n  

on i t s  m e m b e r s .  W h e n  the  Un i t ed  S t a t e s  t r i e s  to l ay  down a c o n d i t i o n ,  

we have  to w o r r y  about  the  p o l i t i c a l  c o n s e q u e n c e s  of tha t .  But  w h e n  

the I n t e r n a t i o n a l  B a n k  fo r  R e c o n s t r u c t i o n  and D e v e l o p m e n t  or  the 
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I n t e r n a t i o n a l  F i n a n c e  C o r p o r a t i o n  l a y s  down a c o n d i t i o n ,  t h i s  i s  not  a 

p o l i t i c a l  i s s u e .  T h i s  i s  a l l e g e d l y  an e c o n o m i c  i s s u e .  

T h e  s e c o n d  a r g u m e n t  i s  tha t  if we o r g a n i z e  m u l t i l a t e r a l  i n s t i t u t i o n s  

r a t h e r  t han  ou r  own b i l a t e r a l  i n s t i t u t i o n s ,  t h e n  we c a n  d r a w  in to  the  

f low of i n t e r n a t i o n a l  c a p i t a l  the  r e s o u r c e s  of m o r e  and m o r e  of the  

i n d u s t r i a l i z e d  c o u n t r i e s .  And t h i s ,  i n c i d e n t a l l y ,  i s  the  b a s i c  r e a s o n  

why  the  T r e a s u r y ,  a f t e r  a n u m b e r  of y e a r s  of r e l u c t a n c e ,  h a s  gone  

a h e a d  wi th  a r a t h e r  d i f f e r e n t  p r o p o s a l  t h a n  S e n a t o r  M u l r o n e y  i n i t i a l l y  

m a d e ,  but ,  n o n e t h e l e s s ,  the  s a m e  n a m e - - T h e  I n t e r n a t i o n a l  D e v e l o p m e n t  

A s s o c i a t i o n .  

T h e  t h i r d  a r g u m e n t  f o r  the  m u l t i l a t e r a l  i n s t i t u t i o n - - a n d  one ,  i n c i -  

d e n t a l l y ,  w h i c h  m a n y  peop l e  a d h e r e  t o - - i s  t ha t  the p r i d e  of the  r e c i p -  

i en t  i s  l e s s  l i k e l y  to  be h u r t  w h e n  he  ge t s  m o n e y  f r o m  an i n t e r n a t i o n a l  

i n s t i t u t i o n  t h a n  f r o m  the  Un i t ed  S t a t e s .  It11 l e a v e  tha t  one to you .  

A g a i n s t  t h e s e  t h r e e  a r g u m e n t s ,  the  one m a j o r  a r g u m e n t  f o r  a b i -  

l a t e r a l  i n s t i t u t i o n ,  l i ke  the  E x p o r t - I m p o r t  B a n k  o r  the  D e v e l o p m e n t  

L o a n  F u n d ,  i s  a v e r y  s i m p l e  one .  T h e s e  i n t e r n a t i o n a l  i n s t i t u t i o n s  a r e  

not  s u f f i c i e n t l y  p o l i t i c a l .  We c a n l t  put  t h e m  in to  a J o r d a n ,  we c a n ' t  

put  t h e m  in to  a L a o s ,  w h e r e  we n e e d  t h e m ,  in  a p o l i t i c a l  c r i s i s .  So we 

h a v e  to h a v e  the  b i l a t e r a l  i n s t i t u t i o n s .  

A t h i r d  m a j o r  i s s u e - - a n d  one w h i c h  p r o p e r l y  e n j o y s  m u c h  c o n f u s i o n - "  

i s  the  q u e s t i o n  of h a r d  v e r s u s  sof t  l o a n s .  T h i s  t a k e s  a l i t t l e  e x p l a i n i n g .  
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B y  h a r d  l o a n s  I m e a n  the  k ind  tha t ,  f o r  i n s t a n c e ,  the I n t e r n a t i o n a l  

B a n k  fo r  R e c o n s t r u c t i o n  and D e v e l o p m e n t  m a k e s ,  the  k ind tha t  the  

E x p o r t - I m p o r t  B a n k  m a k e s ,  w h e r e  we l end  out ,  and the  c o u n t r y  h a s  to 

r e p a y  in ,  d o l l a r s ,  and at  a not  l o w  r a t e  of i n t e r e s t - - 6  p e r c e n t .  B y  a 

sof t  l o a n  I m e a n  one in w h i c h  we m a y  l e n d  d o l l a r s  but  a s k  r e p a y m e n t  

in l o c a l  c u r r e n c y - - i n  c r u z e i r o s  if the  l o a n  i s  to B r a z i l - - a n d  a t  r e l a -  

t i v e l y  l o w e r  r a t e s  of i n t e r e s t .  

Now,  the  p r o b l e m  and the c o n f u s i o n  h e r e  i s  t ha t  the sof t  l o a n  m a y  

not  be a l o a n a t  a l l .  I t  m a y  be a g r a n t .  

Suppose  I l e n d  you  a n i c k e l  to buy  a c o k e .  You  h a v e n ' t  g o t t e n  a n y -  

th ing  u s e f u l  un t i l  you  s p e n d  the n i c k e l  fo r  a c o k e .  T h e n  w h e n  you  pay  

tha t  n i c k e l  b a c k  to m e ,  wi th  i n t e r e s t ,  I h o p e ,  t h e n  I r e c l a i m  g o o d s  and  

s e r v i c e s .  When  I l end  the  m o n e y ,  I c a n t ,  buy  goods  and s e r v i c e s ,  r e a l  

t h i n g s .  W h e n  I ge t  the  m o n e y  b a c k ,  I c an .  T h e  k e y  to the  l e n d i n g  and 

r e p a y m e n t  p r o c e s s  i s  t ha t  the b o r r o w e r  r e c e i v e s  r e a l  goods  and 

s e r v i c e s  and t h e n  he  p a y s  b a c k  r e a l  goods  and s e r v i c e s .  Bu t  in  the  

sof t  l o a n  t h i s  m a y  not  h a p p e n ,  b e c a u s e  the  U n i t e d  S t a t e s  l e n d s  d o l l a r s  

and 30 y e a r s  l a t e r  the b o r r o w e r  p a y s  b a c k  h i s  own c u r r e n c y ,  and t h e n  

we m a y  not  be ab le  to u s e  tha t  c u r r e n c y  f o r  ou r  own p u r p o s e s .  We m a y  

be o b l i g e d  to s i m p l y  r e l e n d  it in  the c o u n t r y ,  b e c a u s e  we d o n ' t  wan t  to 

u p s e t  the d o m e s t i c  e c o n o m i c  s y s t e m  or  the  b a l a n c e  of p a y m e n t s ,  wi th  

the  r e s u l t  t ha t  we d o n ' t  ge t  the  g o o d s  b a c k .  
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Now,  I ' m  c o n v i n c e d  tha t  in  v e r y  h igh  p l a c e s  in  the  C o n g r e s s  and  

in  the A d m i n i s t r a t i o n  t h e r e  i s  a f a i l u r e  to u n d e r s t a n d  t h i s  b a s i c  p o i n t - -  

t ha t  you a r e  r e p a i d  on ly  if you  ge t  the  goods  b a c k .  And I ' m  v e r y  m u c h  

a f r a i d  tha t  a n u m b e r  of p e o p l e  h a v e  v o t e d  in  f a v o r  of sof t  l o a n s  s i m p l y  

b e c a u s e  t h e y  b e l i e v e d  tha t  t h e y  a r e  r e a l  l o a n s .  

The  D e v e l o p m e n t  L o a n  F u n d  i s  a n  i n s t i t u t i o n  w h i c h  m a k e s  s u c h  

l o a n s .  I t  was  e s t a b l i s h e d  by o u r  C o n g r e s s  l a r g e l y  b e c a u s e  i t  w a n t e d  

to qui t  h a v i n g  a g r a n t  p r o g r a m  and it w a n t e d  to h a v e  a l o a n  p r o g r a m  

and  ge t  the  m o n e y  b a c k .  How m a n y  C o n g r e s s m e n  w e r e  foo l ed  by  th i s  

I d o n ' t  know.  And I ' m  not  s u g g e s t i n g  a n y  i n t e n t  to foo l  t h e m ,  b e c a u s e  

i t ' s  a c o m p l i c a t e d  po in t .  Bu t ,  n o n e t h e l e s s ,  t h i s  i s  one of o u r  m a j o r  

p r o b l e m s .  

I m i g h t  s a y ,  i n c i d e n t a l l y ,  t ha t  we a r e  a c c u m u l a t i n g  v e r y  s u b s t a n -  

t i a l  a m o u n t s  of l o c a l  c u r r e n c y .  T h e r e  h a s  b e e n  a g r e a t  d e a l  of c o n c e r n  

in r e c e n t  m o n t h s  abou t  the  r a t e  of a c c u m u l a t i o n .  S o m e b o d y  f i g u r e d  out  

t ha t  if we c o n t i n u e  to l e n d  at the  r a t e  we h a v e  b e e n ,  we wi l l  h a v e  o v e r  

s e v e r a l  h u n d r e d  b i l l i o n  d o l l a r s  of l o c a l  c u r r e n c y  of f o r e i g n  c o u n t r i e s  

by the  y e a r  2000, a y e a r  to w h i c h  s o m e  of us  m i g h t  c o n c e i v a b l y  l i v e .  

Wha t  to do wi th  t h e m  I don't know.  

The  nex t  p r o b l e m ,  the  f o u r t h ,  is  the  p r o b l e m  of t y i n g  the  l o a n s .  

Al l  of you  a r e  f a m i l i a r  by now,  I s u s p e c t ,  wi th  the  f a c t  t ha t  in  1958 we 

had  a b a l a n c e  of p a y m e n t s  d e f i c i t  of a r o u n d  $ 3 . 5  b i l l i o n .  My g u e s s  

wou ld  be t ha t  t h i s  y e a r  we wi l l  h a v e  a d e f i c i t  on the  o r d e r  of $4 b i l l i o n ,  
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which  i s  not  a g r e a t  dea l  m o r e  but  i t  is  s t i l l  a de f i c i t .  In h igh  p l a c e s ,  

s u b s t a n t i a l  c o n c e r n  ha s  b e e n  e x p r e s s e d  about  t h i s  b a l a n c e  of p a y m e n t s  

p r o b l e m .  

T h e  b a c k g r o u n d  fo r  the  p r o b l e m  is  th is :  The  E x p o r t - I m p o r t  Bank ,  

wh ich  is  a bank  s t a r t e d  in  1934 to expand  U. S. e x p o r t s ,  h a s  a p o l i c y  

tha t  w h e n  it l e n d s  a c o u n t r y  m o n e y ,  the m o n e y  m u s t  be s p e n t  on U. S. 

goods .  The  l o a n  is  t i ed  to U. S. e x p o r t s .  The  D e v e l o p m e n t  L o a n  F u n d ,  

wh ich  was  r e c e n t l y  o r g a n i z e d ,  as  I s a id  b e f o r e ,  does  not  have  s u c h  a 

po l i cy .  So tha t  when  we l e n d  m o n e y  t h r o u g h  D L F ,  the c o u n t r y  can  u se  

the d o l l a r s  to buy goods  a n y w h e r e  in  the w o r l d .  

Now,  it r e c e n t l y  c a m e  out in the  New Y o r k  T i m e s ,  f i n a l l y  to the  

publ ic  v i ew,  the d e b a t e  tha t  h a s  b e e n  r a g i n g  in  W a s h i n g t o n  as  to w h e t h e r  

or  not  D L F  ought  to be ob l iged  to t ie  i t s  l o a n s .  T h i s  would ,  of c o u r s e ,  

he lp  the  b a l a n c e  of p a y m e n t s ,  b e c a u s e  t h i s  would  m e a n  tha t  the  r e s t  of 

the w o r l d  would  not  ge t  so  m a n y  d o l l a r s  wi th  wh ich  t h e y  could  c l a i m  

our  gold away.  

Now, what  a r e  the  p o s s i b l e  c o n s e q u e n c e s  of t h i s  p r o p o s a l ?  F i r s t  

of a l l ,  i t  m e a n s  in  e f f e c t  tha t  the  r e c i p i e n t  g e t s  l e s s  a id ,  b e c a u s e  if  h e ' s  

not  f r e e  to c h o o s e  w h e r e  he buys  the  goods ,  if  he  ha s  to buy t h e m  in 

the Un i t ed  S ta t e s ,  the p r o b a b i l i t y  is  tha t  at  l e a s t  fo r  c e r t a i n  of the  p u r -  

c h a s e s  h e ' s  pay ing  a h i g h e r  p r i c e ,  

s u p p o r t i n g  h i s  a c t i v i t y .  

so  tha t  h i s  l oan  wi l l  go l e s s  f a r  in  
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Now, if  you  a r e  in  f a v o r  of the  aid p r o g r a m ,  or  m a y b e  e v e n  if  

y o u ' r e  not in f a v o r  of i t ,  you p r o b a b l y  shou ld  oppose  the  p r o p o s a l .  

A s e c o n d  and v e r y  i n t e r e s t i n g  p o s s i b i l i t y  i s  tha t  i t  m a y  c a u s e  a 

s u b s t a n t i a l  r e t a r d a t i o n  in our  aid p r o g r a m .  F o r e i g n  g o v e r n m e n t s  m a y  

be c o m p l e t e l y  u n w i l l i n g  to  b o r r o w  f r o m  the  D e v e l o p m e n t  L o a n  Fund ,  

b e c a u s e  t h e y  h a v e  to t ake  such  o n e r o u s  t e r m s .  Not  tha t  the i n t e r e s t  

r a t e  i s  h igh ,  but  the  l o a n  d o e s n ' t  go v e r y  f a r .  The  d i s c o u n t  f a c t o r  i s  

h igh .  

A n o t h e r  a s p e c t  of t h i s  deba t e  i s  the  q u e s t i o n  of c o m p e t i t i o n  a m o n g  

the  i n s t i t u t i o n s .  You s e e ,  t h e r e ' s  a n a t u r a l  t e n d e n c y  f o r  f o r e i g n  g o v e r n -  

m e n t s  to want  to go to D L F  r a t h e r  than  the E x p o r t - I m p o r t  Bank ,  b e c a u s e  

t h e y  can  use  the D L F  funds  w h e r e v e r  t h e y  want ,  but  the  E x p o r t - I m p o r t  

l o a n s  a r e  t i ed .  

Now, the  D L F  is  s e t  up to m a k e  r i s k y  l o a n s ,  r e a l l y  bad l o a n s ,  if 

you wi l l ,  o n e s  tha t  t h e r e ' s  not  m u c h  l i k e l i h o o d  of r e p a y i n g ,  w h e r e  

t h e r e ' s  a b ig  c h a n c e .  I t ' s  not  a bank  loan .  

h a s  to t ake  the  good r i s k s  and at 6 p e r c e n t .  

The  E x p o r t - I m p o r t  B a n k  

So the  p r o b l e m  i s ,  Wi l l  

we put the  E x p o r t - I m p o r t  B a n k  out of b u s i n e s s ?  We m a y ,  t h r o u g h  D L F ,  

u n l e s s  t h e r e ' s  s o m e  k ind  of t y ing  of the  l o a n s .  At l e a s t  t h i s  is  the 

the o ry .  

I m i g h t  s ay  tha t  t h i s  p r o b l e m  of c o m p e t i t i o n  a m o n g  the l e n d i n g  

a g e n c i e s  i s  ge t t i ng  m o r e  and m o r e  s e v e r e ,  a c c o r d i n g  to s o m e  c r i t i c s  
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of the  p r o g r a m .  In  f a c t ,  t he  p r e s i d e n t  of t he  E x p o r t - I m p o r t  B a n k  did  

a r a t h e r  u n u s u a l  t h i n g - - m a d e  p u b l i c l y  f l a t  the  D e v e l o p m e n t  L o a n  F u n d - -  

in  r a t h e r  m i l d  t e r m s  f o r  a d i s p u t e  b e t w e e n  y o u r s e l f  and  m y s e l f ,  bu t  f o r  

a d i s p u t e  b e t w e e n  two a g e n c i e s  of t he  s a m e  A d m i n i s t r a t i o n ,  t h e s e  w e r e  

r e m a r k a b l y  h a r s h  w o r d s .  

So we h a v e  o u r  p r o b l e m s  in  the  i n t e r n a t i o n a l  e c o n o m i c  i n s t i t u t i o n s ,  

e s p e c i a l l y  on  t h e  l o n g - t e r m  c a p i t a l  s i d e .  W h e t h e r  t h e y  w i l l  be r e s o l v e d  

I do no t  k n o w .  Al l  I k n o w  i s  t h a t  t h e y  w i l l  p r o b a b l y  do s o m e t h i n g  e a c h  

y e a r .  W h e t h e r  t h a t  w i l l  be r i g h t  o r  w r o n g ,  o n l y  t i m e  c a n  t e l l .  I w o u l d  

s a y  t h a t  e a c h  d a y  we w i l l  be  m a k i n g  an  i m p o r t a n t  d e c i s i o n ,  b e c a u s e  in  

the  n e x t  y e a r  o r  t w o  we wi l l  f ind  o u r s e l v e s ,  I a m  qu i t e  s u r e ,  i n  a r a t h e r  

d i f f e r e n t  i n t e r n a t i o n a l  f i n a n c i a l  p o s i t i o n  t h a n  we h a v e  e v e r  b e e n  in  b e f o r e .  

T h i s  i s  g o i n g  to  i m p o s e  u p o n  u s  u n u s u a l  c h o i c e s  of p o l i c y ,  l i k e  t h i s  D L F -  

E x p o r t - I m p o r t  B a n k  t y i n g  in  of t he  l o a n  q u e s t i o n .  

W h e t h e r  o r  no t  t h e  p r o g r a m  in  t o t a l  m a k e s  s e n s e  i s  e s s e n t i a l l y  a 

p o l i t i c a l  q u e s t i o n .  I a m  an  e c o n o m i s t .  I c o m e  h e r e  a s  an  e c o n o m i s t .  

And w h i l e  a s  a n o r m a l  c i v i l i a n  l a y m a n  I h a v e  o p i n i o n s  on t h i s ,  I d o n ' t  

t h i n k  i t ' s  p r o p e r  to  d i s c u s s  t h e s e  p o l i t i c a l  q u e s t i o n s  f r o m  t h i s  r o s t r u m .  

T h e s e  i n s t i t u t i o n s  h a v e  b e e n  c r e a t e d  one  by  one  to m e e t  n e w  c r i s e s  

and  n e w  p r o b l e m s ,  u n d e r  n e w  c o n d i t i o n s .  W h a t  the  n e x t  i n s t i t u t i o n  w i l l  

be  w i l l  be  the  I n t e r n a t i o n a l  D e v e l o p m e n t  A s s o c i a t i o n .  W h a t  c a m e  b e f o r e  

i t  m o r e  r e c e n t l y  w a s  the  S p e c i a l  U. N.  F u n d ,  w h i c h  g o e s  ou t  and  m a k e s  

26 



s u r v e y s  f o r  c e r t a i n  p r o j e c t s .  Wha t  w i l l  c o m e  a f t e r  e i t h e r ,  I don ' t  know.  

But  you  c a n  r e s t  a s s u r e d  tha t  e v e r y  f ive  y e a r s  o r  so  we wi l l  p r o b a b l y  

c r e a t e  a n e w  bank .  In f ac t ,  in  W a s h i n g t o n  you  c a n ' t  s e l l  a bank  w i t h o u t  

a p r o g r a m .  

C O L O N E L  SILLS:  G e n t l e m e n ,  D r .  S c h m i d t  i s  r e a d y  fo r  y o u r  q u e s -  

t i o n s .  

QUESTION:  D o c t o r ,  I h a v e  a f r i e n d  who a d v o c a t e s  a p o l i c y  t ha t  we 

s h o u l d  do a w a y  wi th  t h e s e  l o a n  o r g a n i z a t i o n s  and in  l i e u  t h e r e o f  e s t a b l i s h  

a p o l i c y  o r  s y s t e m  of i n s u r i n g  o r  g u a r a n t e e i n g  p r i v a t e  c a p i t a l  i n v e s t m e n t s  

in  t h e s e  c o u n t r i e s .  T h i s  wou ld  s o l v e  the  p r o b l e m .  E v e r y t h i n g  would  be 

a lo t  b e t t e r .  We w o u l d n ' t  have  the  G o v e r n m e n t  b e i n g  c r i t i c i z e d  f o r  b e i n g  

s u c h  a b a n k e r  and so  f o r t h  and  it  wou ld  a c c o m p l i s h  the  s a m e  p u r p o s e .  

Would  you  d i s c u s s  t h i s  q u e s t i o n ?  

DR.  SCHMIDT:  Y e s ,  v e r y  b r i e f l y .  

I t h ink  t h e r e  is  a v e r y  g e n e r a l  p r e s u m p t i o n  in  f a v o r  of p r i v a t e  i n -  

v e s t m e n t  o v e r  G o v e r n m e n t  i n v e s t m e n t ,  on two g r o u n d s :  One ,  p r i v a t e  

i n v e s t m e n t  is  p r o b a b l y  go ing  to be m o r e  e f f i c i e n t  t h a n  G o v e r n m e n t  i n -  

v e s t m e n t .  I d o n ' t  s a y  tha t  to of fend a n y b o d y .  I t h ink  i t ' s  the g e n e r a l  

r u l e .  S e c o n d l y ,  I t h ink  t ha t  p r i v a t e  i n v e s t m e n t  i s  m o r e  in  a c c o r d  wi th  

o u r  p o l i t i c a l  o b j e c t i v e s .  W h e n  you  m a k e  a l o a n  to  a g o v e r n m e n t ,  you  

e x p a n d  the r o l e  of g o v e r n m e n t  in t ha t  r e c i p i e n t  c o u n t r y .  I d o n ' t  b e l i e v e  

t ha t  we wan t  to do m u c h  m o r e  in  t ha t  d i r e c t i o n ,  b e c a u s e  g o v e r n m e n t  h a s  

too  m u c h  to do in  m a n y  of the  p o o r e r  c o u n t r i e s .  
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H o w e v e r ,  as  to the m e r i t s  of the  p r o p o s a l ,  one can  open  c e r t a i n  

q u e s t i o n s ,  p a r t i c u l a r l y  th is :  T h i s  is  s t i l l  a f o r e i g n  aid p r o g r a m .  It i s  

s t i l l  a s u b s i d y  p r o g r a m  and is  s u b j e c t  to G o v e r n m e n t  c o n t r o l  and r e s t r i c -  

t ion .  And p e r h a p s  we s h o u l d n l t  l o u s e  up the p r i v a t e  i n v e s t m e n t  tha t  g o e s  

on by  i m p o s i n g  g o v e r n m e n t a l  c o n t r o l s  on it .  

Second ly ,  t h e r e  a r e  p r e t t y  o b v i o u s l y  a r e a s  in  the  w o r l d  w h e r e ,  no 

m a t t e r  how m u c h  g u a r a n t e e  you g ive  to a p r i v a t e  i n v e s t o r ,  h e ' s  not  

go ing  to go t h e r e .  If y o u r  p o l i t i c a l  p r o b l e m  is  tha t  s e v e r e  in  a p a r t i c u l a r  

c o u n t r y ,  you m a y  want  to go in wi th  a l o a n  p r o g r a m .  I t ' s  a m a t t e r  of 

good j u d g m e n t .  I t ' s  a n i c e  p r o b l e m .  

QUESTION: Is  t h e r e  a p r o p o s a l  u n d e r  way  to  e s t a b l i s h  such  a 

g u a r a n t e e  p r o g r a m ?  

DR.  SCHMIDT: T h e r e  is  p r e s e n t l y  a g u a r a n t e e  p r o g r a m ,  in tha t  

you can  g u a r a n t e e  y o u r  p r i v a t e  i n v e s t m e n t  a g a i n s t  l o s s  f r o m  e x p r o p r i a -  

t ion ,  c e r t a i n  k i n d s  of low r i s k ,  and l a c k  of c o n v e r t i b i l i t y  of the e a r n i n g s  

and the cap i t a l  in  d o l l a r s  w h e n  you want  to b r i n g  it  back .  T h a t  p r o g r a m  

h a s  b e e n  r e a l l y  qui te  s u c c e s s f u l ,  but  i t  a l l e g e d l y  h a s n ' t  done  enough .  

You s e e ,  one of the  p r o b l e m s  in  it  i s  the  cos t .  You h a v e  to pay s o m e -  

th ing  fo r  the i n s u r a n c e .  

QUESTION: Th i s  i s  not  r e a l l y  a q u e s t i o n ,  but  I n o t i c e d  a c e r t a i n  

i n f e r e n c e  tha t  the  D e v e l o p m e n t  L o a n  Fund  was  r e a l l y  s o r t  of a n o t h e r  

g r a n t - i n - a i d  and r a t h e r  i n e f f e c t i v e .  I d r e w  tha t  i n f e r e n c e  f r o m  what  

28 



you  s a i d .  And I h a p p e n e d  to f o l l o w  t h e s e  l o a n s  t h r o u g h  p e r s o n a l  f r i e n d s  

who p a r t i c i p a t e .  I ' d  l i ke  to j u s t  a r g u e  wi th  you  on tha t  in the  s e n s e  tha t  

I ' v e  w a t c h e d  th i s  p r i v a t e  i n v e s t o r  c o m e  o v e r  h e r e  and dig up s e v e r a l  

m i l l i o n  d o l l a r s  f o r  h i s  c h e m i c a l  p lan t .  O u r  e x p e r t s  ge t  down on h i m  

and r e a l l y  m a k e  h i m  toe  the  l i n e .  T h i s  m a n  is  go ing  to bu i ld  a p l an t  

t ha t ,  a c c o r d i n g  to the b e s t  we c a n  c a l c u l a t e ,  i s  go ing  to m a k e  m o n e y  

fo r  h i m .  He d e s i g n e d  i t  in a w a y  tha t  we h a v e  a l t e r e d  h i s  d e s i g n  b a s i c -  

a l l y  in  the  b u s i n e s s  of m a k i n g  s u r e  tha t  e c o n o m i c s  w a s  in  h i s  c o u n t r y  in  

the a r e a  w h e r e  he w a n t s  to do b u s i n e s s .  When  t h i s  m o n e y  c o m e s  b a c k ,  

w e ' l l  h a v e  a n o t h e r  s i m i l a r  t o e h o l d  t h e r e ,  not  n e c e s s a r i l y  to be s u r e  

tha t  t h e y  have  t h i s  c a p i t a l ,  w h i c h  is  j u s t  wha t  we s e e m  to wan t  to do; 

and I k ind  of f e e l  t ha t  t h i s  d e r o g a t i o n  of i t  w a s  a l i t t l e  bi t  u n f a i r  f r o m  

wha t  I ' v e  s e e n .  I d o n ' t  know.  

DR.  SCHMIDT:  I ' m  s o r r y  tha t  you  d r a w  tha t  i n f e r e n c e ,  b e c a u s e  I 

d o n ' t  b e l i e v e  tha t  the  D L F  is  i n e f f e c t i v e .  My on ly  w o r r y - - n o ,  it  i s n ' t  

m y  w o r r y ;  i t ' s  s o m e b o d y  e l s e t s  w o r r y ,  f o r t u n a t e l y - - i s  t ha t  a n u m b e r  of 

p e o p l e  h a v e  m i s u n d e r s t o o d  the  D L F  and b e l i e v e  i t  to be a l o a n  p r o g r a m  

w h e n  in  f a c t  it  cou ld  t u r n  out  to be  a g r a n t  p r o g r a m .  

On th i s  s e c o n d  p r o b l e m ,  t h i s  m a t t e r  of c o m p e t i t i o n  b e t w e e n  the  

l e n d i n g  a g e n c i e s  l ike  the  E x p o r t - I m p o r t  B a n k  and  D L F ,  tha t  I t h ink  

cou ld  b e c o m e  a r a t h e r  s e r i o u s  one .  In f a c t ,  in  one o c c a s i o n  tha t  I know 

of, it  a l r e a d y  h a s .  
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So p l e a s e  donl t  i n f e r  t ha t  I t h i n k  the  o r g a n i z a t i o n  i s  i n e f f e c t i v e ,  I 

h a v e  no c r i t i c i s m s  of i t s  o p e r a t i o n .  T h e  p r o b l e m s  wi th  w h i c h  it  d e a l s  

a r e  r e a l l y  bad p r o b l e m s .  I t l s  not  t ha t  t h e y  r e a l l y  l end  m o n e y  to  b e g g a r s  

and  r e a l l y  p e o p l e  who  c a n ' t  u s e  the m o n e y .  T h e y  r e a l l y  do l end  the  

m o n e y  to a w f u l l y  bad r i s k s  and t h e r e f o r e  t h e y  h a v e  s o m e  v e r y  s p e c i a l  

p r o b l e m s .  

QUESTION:  If and w h e n  s o m e  of t h e s e  l o a n s  m a t u r e  and a r e  pa id  

b a c k  in  l o c a l  c u r r e n c y ,  i s  t h e r e  a n y  w a y  in w h i c h  we c a n  l o a n  t h e s e  

l o c a l  c u r r e n c i e s  b e t w e e n  v a r i o u s  b o r r o w e r s  and t h e r e b y  k e e p  tha t  m o n e y  

f l o w i n g  w i t h o u t  u s i n g  m o r e  d o l l a r s  ? 

DR.  SCHMIDT:  T h i s  i s  the  e s s e n c e  of the i n i t i a l  I n t e r n a t i o n a l  D e -  

v e l o p m e n t  A s s o c i a t i o n  p r o p o s a l ;  n a m e l y ,  t ha t  m o n e y  t h a t  w a s  l o a n e d  to 

W e s t e r n  E u r o p e  y e a r s  ago  wou ld  now be l o a n e d  to c o u n t r i e s  in  p o o r e r  

s t a t e ,  and t h e r e f o r e  we wou ld  k e e p  t h e s e  l o c a l  c u r r e n c i e s  r o l l i n g  

t h r o u g h  the i n t e r n a t i o n a l  f i n a n c i a l  s y s t e m .  T h a t l s  e x a c t l y  the  p r o p o s a l .  

And i t  w i l l  w o r k ,  w i t h i n  c e r t a i n  l i m i t s .  H o w e v e r ,  the  ~Wes te rn  E u r o -  

p e a n  c o u n t r i e s  a r e  not  so s u r e  t ha t  t h e y  w a n t  to t ake  on t h i s  o b l i g a t i o n .  

QUESTION:  I w o n d e r  if  you  c o u l d  s t r i k e  a b r i e f  c o m p a r i s o n  b e -  

t w e e n  the  c o n d i t i o n s  a s s o c i a t e d  wi th  the l o a n s  and  o r g a n i z a t i o n s  w h i c h  

you  h a v e  d e s c r i b e d  h e r e  t h i s  m o r n i n g  and t h o s e  a s s o c i a t e d  wi th  Sov ie t  

a id  and l o a n s  in the M i d d l e  E a s t ,  f o r  i n s t a n c e .  
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DR.  SCHMIOT:  I ' m  a f r a i d  tha t  I c a n n o t  g ive  you  a v e r y  s p e c i f i c  

a n s w e r  to t ha t  q u e s t i o n ,  but  I w i l l  c o m m e n t  on it  in  t h i s  way:  

I t ' s  v e r y  u n c e r t a i n  wha t  the  Sov ie t  l o a n  r e a l l y  is :  F i r s t  of a l l ,  the  

r e p a y m e n t  p r o v i s i o n s  on t h e s e  l o a n s  o f t en  do not  i n c l u d e  a n y  s t a t e m e n t  

o r  a g r e e m e n t  on the  p r i c e s  of the p r o d u c t s  t ha t  w i l l  be s e n t  b a c k  to the 

Sov ie t  U n i o n  in the  r e p a y m e n t  p r o c e s s .  T h a t  m e a n s  t ha t  the  a c t u a l  

v a l u e  of the l oan ,  the  a m o u n t  to be r e p a i d ,  i s  now i n d e t e r m i n a t e .  The  

b o r r o w e r  s i m p l y  d o e s n l t  know how m u c h  he  h a s  to pay  b a c k .  

And,  s e c o n d l y ,  t h e r e  is  a t r e m e n d o u s  a m o u n t  of t a l k  abou t  l o w -  

i n t e r e s t - r a t e  l o a n s - - 2  1/2 p e r c e n t .  And w h i l e  i t ' s  t r u e  tha t  the b loc  

h a s  done a g r e a t  d e a l  of t h i s ,  m u c h  l o w e r  t h a n  ou r  r a t e  of i n t e r e s t ,  i n -  

c i d e n t a l l y ,  i t  i s  a l s o  t r u e  t ha t ,  f o r  i n s t a n c e ,  in  L a t i n  A m e r i c a ,  the  

C z e c h s ,  I b e l i e v e ,  have  b e e n  m a k i n g  l o a n s  a t  6 p e r c e n t .  So w h i l e  t h e r e  

a r e  a p p a r e n t l y  s o m e  m a j o r  d i f f e r e n c e s  in  t h e i r  i n t e r e s t  r a t e s ,  t h e y ' r e  

b e i n g  e x a g g e r a t e d ,  I t h ink ,  in the  pub l i c  m i n d .  

QUESTION:  A r e  the f u n d s  r e s t r i c t e d  to p u r c h a s e s  of b loc  g o o d s ?  

DR. SCHMIDT: Not  t ha t  c l o s e l y ,  but it  a m o u n t s  to tha t ,  b e c a u s e  

the  u se  of the  funds  m u s t  be n e g o t i a t e d ,  in  e f f e c t .  

QUESTION:  We have  had  a n u m b e r  of s p e a k e r s ,  bo th  on ou r  p l a t -  

f o r m  and in  o u r  d i s c u s s i o n  g r o u p s ,  who h a v e  t a l k e d  abou t  t h i s  p r o b l e m  

of our  own b a l a n c e  of p a y m e n t s  and the sh i f t  in  o u r  e x p o r t s  and i m p o r t s  

and a l s o  the f ac t  tha t  gold  i s  now p o u r i n g  out  of the  c o u n t r y .  Some  
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p e o p l e  have  v i e w e d  t h i s  wi th  a l a r m .  

of the b e s t  t h i n g s  tha t  e v e r  h a p p e n e d  to us .  

i s ,  as  an  e c o n o m i s t ,  

DR.  SCHNIIDT: 

O t h e r s  h a v e  s a id  tha t  t h i s  i s  one 

I w o n d e r  wha t  y o u r  f e e l i n g  

on this. 

I view it both with alarm and as one of the greatest 

t h ings  tha t  h a v e  e v e r  h a p p e n e d  to us .  I wan t  to e x p l a i n  m y s e l f .  

I v i e w  it  wi th  a l a r m  b e c a u s e  I a m  c o n c e r n e d  tha t  we m a y  t ake  i n a p -  

p r o p r i a t e  p o l i c y  a c t i o n  to s top  i t .  I t h ink  i t ' s  the g r e a t e s t  t h i n g  t h a t ' s  

h a p p e n e d  to us ,  b e c a u s e  I s e e  a b s o l u t e l y  no r e a s o n  to s t o c k p i l e  go ld .  

In o t h e r  w o r d s ,  i t ' s  e x a c t l y  l i ke  o u r  a g r i c u l t u r a l  s u p p o r t  p r o g r a m .  

We a l w a y s  b e l i e v e  tha t  i t ' s  u n w i s e  to s t o c k p i l e  w h e a t  and c o r n  and  so  on. 

So i s n ' t  it  a good t h i n g  f o r  us to  s p e n d  the gold  out  and ge t  b a c k  s o m e -  

t h ing  u s e f u l ?  T h i s  is w h y  I t h ink  i t ' s  a g r e a t  th ing .  

H o w e v e r ,  the c o s t  of t h i s  cou ld  be v e r y  g r e a t ,  b e c a u s e  s u p p o s e  the  

gold c o n t i n u e s  to f low out .  T h e n  we d e c i d e  tha t  a c r i s i s  i s  upon  us .  

T h e n  w e ' r e  go ing  to t ake  a c t i o n .  

w e ' r e  go ing  to t ie  the  D L F  l o a n s .  

What  w i l l  i t  c o n s i s t  of? N u m b e r  1, 

T h i s  h u r t s  the  a id  p r o g r a m .  N u m -  

b e r  2, w e ' r e  go ing  to cu t  b a c k  on m i l i t a r y  a s s i s t a n c e  e x p e n d i t u r e s  in  

o r d e r  to s a v e  m o n e y ;  and  t h e y  a r e  at  the  v e r y  h e a r t  of ou r  f o r e i g n  po l -  

i cy .  N u m b e r  3, we put  on t a r i f f s  and e x c h a n g e  c o n t r o l s  and i m p o r t  

quo t a s  and we l o s e  the  b e n e f i t s  of i n t e r n a t i o n a l  t r a d e .  N u m b e r  4, we 

m i g h t  e v e n  d e p r e c i a t e  the  c u r r e n c y ,  w h i c h  wou ld  u p s e t  us  i n t e r n a t i o n a l l y .  

Our  p o l i t i c a l  r e l a t i o n s  wou ld  be s o m e w h a t  u n c e r t a i n .  
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So w h a t  I ' m  a l a r m e d  a b o u t  i s  t h a t  w e  a r e  no t  n o w  t h i n k i n g  a b o u t  t h e  

p r o b l e m  s u f f i c i e n t l y  to  p r e p a r e  f o r  t h e  d a y  w h e n  t h e  c r i s i s  r e a l l y  w i l l  

h i t  u s .  T h e  a l a r m  i s  no t  a b o u t  t he  l o s s  of  g o l d ,  bu t  w h a t  m a y  be  d o n e  

to stop it. 

QUESTION: With respect to the Brazilian problem, is it possible 

or probable that Russia could step in and help Brazil out of its difficul- 

ties and thereby in essence purehase Brazil for about $200 million? 

DR. SCHiV[IDT: I donlt think so. It is possible that she could step 

in. In fact, Brazil is, I think, the second or third largest trader among 

the Latin American countries with the bloc. 

However, its pretty elear that the Latin Americans are not being 

sueked in by the Soviet economic penetration in those eountries. A num- 

ber of the countries have been burnt badly in trade. I think it was Ar- 

gentina that got some trucks from Czechoslovakia, and the trucks were 

of such poor quality and got such bad publicity that all over Latin Amer- 

ica the people in the know know that trade with the Soviet Union is a 

questionable thing. 

There are other things like this which indicate that the Latinos are 

not going to be taken in like some of our Asian friends have been. So 

I'm not so much coneerned. I think the concern should run the other 

way--that the Brazilians might threaten us with this possibly in the 
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hope  tha t  we m i g h t  e a s e  up on o u r  p o l i c y  of " L e t ' s  s t r a i g h t e n  out  y o u r  

11 
m o n e t a r y  and f i s c a l  a f f a i r s  b e f o r e  we l o a n  you  a n y  m o n e y .  

QUESTION:  I w o n d e r  if you  would  m i n d  e x p a n d i n g  a l i t t l e  bi t  on 

the  E x p o r t - I m p o r t  B a n k  in  r e s p e c t  to the  f i n a n c i n g  of i t s  o p e r a t i o n s .  

W h e r e  does  i t  ge t  i t s  funds  and  j u s t  h o w  d o e s  i t  o p e r a t e ?  

DR.  SCH1VIIDT: T h e  E x p o r t - I m p o r t  B a n k  i s  a g o v e r n m e n t a l  i n s t i t u -  

t i on  w h i c h  o b t a i n s  i t s  funds  f r o m  the  U n i t e d  S t a t e s  T r e a s u r y  t h r o u g h  

a p p r o p r i a t i o n .  It ,  h o w e v e r ,  a l s o  o b t a i n s  f u n d s  t h r o u g h  the r e v o l v e m e n t  

of l o a n s ,  in  the s e n s e  tha t  i t  w i l l  m a k e  a l o a n ,  and t h e n  it  w i l l  s e l l  the  

p a p e r  to a p r i v a t e  e n t e r p r i s e .  

T h e s e  l o a n s  a r e  of s e v e r a l  k i n d s .  T h e r e  a r e  the d e v e l o p m e n t  l o a n s ,  

fo r  the  p u r c h a s e  of h i g h w a y  m a c h i n e r y ,  h i g h w a y  c o n s t r u c t i o n ,  and so  on,  

and o t h e r  t h i n g s  l i ke  t h i s .  T h e y  a l s o  m a k e  l o a n s  w h i c h  a r e  c a l l e d  b a i l -  

out  l o a n s .  T h a t  i s ,  a s i t u a t i o n  wi l l  a r i s e  in  B r a z i l  o r  A r g e n t i n a  w h e r e  

the  c o u n t r y  h a s  i m p o r t e d  so  m u c h  and h a s  so l i t t l e  in  d o l l a r s  t ha t  it  

c a n ' t  pay  fo r  i t s  c u r r e n t  e x p o r t s .  And so  the E x p o r t - I m p o r t  B a n k  in 

e f f e c t  l e n d s  B r a z i l  m o n e y  so  tha t  i t  c a n  p a y  e x p o r t e r s  to B r a z i l ,  n a m e l y ,  

A m e r i c a n s .  I t ' s  a m e t h o d  in e f f e c t  of s u b s i d i z i n g  a r e a s  of A m e r i c a n  

e x p o r t s .  

QUESTION:  In  v i e w  of the s t r i c t  r e q u i r e m e n t s  t ha t  you s a i d  the 

I n t e r n a t i o n a l  M o n e t a r y  F u n d  h a s  put  on the b o r r o w e r ,  and in  v i e w  of the  

f a c t  tha t  we h a v e  a d e f i c i t  e a c h  y e a r  in o u r  b u d g e t ,  w h i c h  h a s  i n f l a t i o n a r y  
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t e n d e n c i e s  h e r e ,  wou ld  the I n t e r n a t i o n a l  M o n e t a r y  F u n d  l end  a n y  m o n e y  

to the U n i t e d  S t a t e s 7  

DR.  SCHMIDT:  I hope  so  if we n e e d  i t .  H o w e v e r ,  p l e a s e  no te  tha t  

i t  would  be e x c e e d i n g l y  d a n g e r o u s  f o r  us to do t h i s ,  b e c a u s e  if  we h a v e  

to go ha t  in  hand  to the  s o m e  60 m e m b e r s  of the  I n t e r n a t i o n a l  M o n e t a r y  

F u n d ,  o u r  p o w e r  p o s i t i o n  l o o k s  p r e t t y  s i c k .  T h i s  i s  one of the  i m p l i c a -  

t i o n s ,  i n c i d e n t a l l y ,  of the  b a l a n c e  of p a y m e n t s  d e f i c i t ,  n a m e l y ,  t ha t  ou r  

p o l i t i c a l  p o s t u r e  v i s - a - v i s  the  r e s t  of the  w o r l d  i s  s u b s t a n t i a l l y  w e a k e n e d .  

I t ' s  go ing  to m a k e  it  m u c h  m o r e  d i f f i cu l t  f o r  us  to c a r r y  on o u r  f o r e i g n  

p o l i c y  and a c h i e v e  ou r  ~ i rns .  

QUESTION:  One of the  e x p l a n a t i o n s  tha t  h a s  b e e n  g i v e n  fo r  the  

r e c e n t  f low of gold  f r o m  t h i s  c o u n t r y  h a s  b e e n  l a id  to a r u m o r  t ha t  t h e  

U n i t e d  S t a t e s  m a y  be g o i n g  to r a i s e  the  p r i c e  of go ld ,  and tha t  t h e s e  

c o u n t r i e s  in  e f f e c t  a r e  s p e c u l a t i n g  on tha t  r u m o r .  W h a t ' s  y o u r  op i n i on  

on t h a t ?  

DR.  SCHiWIDT: I w i s h  I k n e w  the  a n s w e r .  In 1958 t h e r e  w a s  a 

c r i s i s  of c o n f i d e n c e  in the  d o l l a r ,  and m u c h  d i s c u s s i o n  a l l  o v e r  the 

w o r l d  abou t  the  p o s s i b i l i t y  t ha t  the d o l l a r  w o u l d  be d e v a l u e d .  Andy ,  

d i d n ' t  you  t e l l  m e  s o m e t h i n g  about  t h a t ?  

DR.  

DR.  

this. 

KRESS:  In  T o k y o  th i s  s u m m e r .  

SCHMIDT:  Al l  o v e r  the  w o r l d  p e o p l e  w e r e  f r i g h t e n e d  about  

But  the  e v i d e n c e  is  p r o b a b l y  good tha t  t h e r e  h a s  b e e n  no ne t  l o s s  
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of c o n f i d e n c e  to da te ,  b e c a u s e  in 1958, the  y e a r  we r a n  a d e f i c i t  of $ 3 . 5  

b i l l i on ,  f o r e i g n e r s  w e r e  w i l l i ng  to d e p o s i t  an a d d i t i o n a l  b i l l i o n  d o l l a r s ,  

r o u g h l y ,  h e r e .  T h a t  d o e s n ' t  sound  l ike  t h e r e  was  a l o s s  of c o n f i d e n c e .  

H o w e v e r ,  i t ' s  t r u e  tha t  t h e r e  could  have  b e e n  a l o s s  of c o n f i d e n c e  

in  c e r t a i n  p h a s e s .  One e x a m p l e  i s  I t a l y  and a n o t h e r  is  T o k y o .  I t ' s  c o n -  

c e i v a b l e  tha t  the  p o l i c i e s  of t h o s e  two g o v e r n m e n t s  in  buy ing  gold  w e r e  

s t i m u l a t e d  by a f e a r  of d e v a l u a t i o n .  

I ' m  a f r a i d  t h e r e ' s  no a n s w e r  to tha t  one .  You h a v e  to put the  c e n t r a l  

b a n k e r  on a couch  and a n a l y z e  h i m  to r e a l l y  ge t  the a n s w e r .  

But  t h i s  i s  b a s i c a l l y  the  p r o b l e m .  You s e e ,  w e ' v e  got about  $19 

b i l l i o n  w o r t h  of gold .  W e ' v e  got  about  $ 1 8 - p l u s  b i l l i o n  of s h o r t - t e r m  

l i a b i l i t y  s u p p o r t .  The  m i n u t e  t h e y  d e c i d e  tha t  t h e y  don ' t  want  to ho ld  

d o l l a r s  b e c a u s e  t h e y ' r e  a f r a i d  the d o l l a r  i s  go ing  to b e c o m e  l e s s  v a l u -  

ab le ,  t h e y ' r e  go ing  to e x c h a n g e  t h o s e  d o l l a r s  fo r  gold  and the  c r i s i s  i s  

o n .  

C O L O N E L  SILLS: 

S e c t i o n  c o m e  to an  end ,  

D r .  S c h m i d t ,  I a l w a y s  h a t e  to s ee  the  E c o n o m i c s  

b e c a u s e  I t h ink  i t ' s  one of the  m o s t  i n t e r e s t i n g  

we h a v e  a l l  y e a r .  I ' m  v e r y  h a p p y  tha t  i t  e n d e d  on such  a f ine  no te  wi th  

your  o u t s t a n d i n g  l e c t u r e  and q u e s t i o n  p e r i o d .  
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