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I N T E R N A T I O N A L  ECONOMIC S T A B I L I Z A T I O N  P R O B L E M S  

16 F e b r u a r y  1960 

G E N E R A L  MUNDY: 

a c a d e m i c  y e a r  f r o m  o t h e r  s p e a k c r s  that  M r .  

a s p e a k e r  in  the E c o n o m i c  S t a b i l i z a t i o n  Uni t .  

i s  a n y t h i n g  that  I can  add in  the  way of an  i n t r o d u c t i o n  that  you d o n ' t  

know.  I m i g h t  po in t  out  that  he has  b e e n  i n v o l v e d  in  f i n a n c i a l  p o l i c y  

m a t t e r s  wi th  n i n e  d i f f e r e n t  n a t i o n s ,  and t h e s e  do not  i n c l u d e  A u s t r i a .  

He s e r v e d  A u s t r i a  on two o c c a s i o n s ,  the  f i r s t  a f t e r  W o r l d  W a r  I and 

the  s e c o n d  t i m e  a f t e r  W o r l d  W a r  IL 

To those  of you who a r e  s p o r t s m i n d e d ,  I m i g h t  m e n t i o n  that  h i s  

s o n - i n - l a w  is  R o g e r  B a n n i s t e r ,  the  young  m a n  who r a n  a m i l e  in  f o u r  

m i n u t e s .  

Mr .  J a c o b s s o n  i s  now the  M a n a g i n g  D i r e c t o r  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 ,  and  t h i s  fund has  f i n a n c i a l  d e a l i n g s  wi th  about  68 c o u n -  

t r i e s .  

I d o n ' t  know a n y o n e  who can  t e l l  us  m o r e  about  ou r  s u b j e c t  today,  

" I n t e r n a t i o n a l  E c o n o m i c  S t a b i l i z a t i o n  P r o b l e m s . "  

Mr .  J a c o b s s o n ,  we  h a v e  b e e n  l o o k i n g  f o r w a r d  to y o u r  ta lk  f o r  a 

long  t i m e ,  and i t  i s  i n d e e d  an  h o n o r  to h a v e  you g ive  i t  to us  today,  s i r .  

M R .  JACOBSSON:  G e n e r a l  Mundy,  G e n t l e m e n :  I a m  v e r y  glad to 

b e  h e r e  aga in .  It i s  two y e a r s  ago that  I had the  p l e a s u r e  and  h o n o r  to 
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You h a v e  h e a r d  s e v e r a l  t i m e s  t h r o u g h o u t  the  

P e r  J a c o b s s o n  would  be 

I don ' t  b e l i e v e  that  t h e r e  



c o m e  h e r e ,  and  I found  the  q u e s t i o n  p e r i o d  and the  taLk at the  lunch  

m o r e  i n t e r e s t i n g  than  the s p e e c h .  I h a v e  b e e n  t h r e e  y e a r s  a t  m y  w o r k  

in  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 .  As  I look  b a c k  at that  p e r i o d ,  i t  

h a s  b e e n  a p e r i o d  of t r e m e n d o u s  c h a n g e .  T h r e e  y e a r s  ago we w e r e  i n  

the  m i d s t  of the  Suez c r i s i s ,  and,  a s  you know,  th is  c r i s i s  a f f e c t e d  the  

m o n e t a r y  s i t ua t i on .  T h e r e  was  a d e m a n d  f o r  s t e r l i n g  in  L o n d o n  f r o m  

o u r  Fund ,  and in  the f o l l o w i n g  p e r i o d  t h e r e  was  g r e a t  t e n s i o n  in  the  

e x c h a n g e  m a r k e t s  in  E u r o p e .  I t  was ,  h o w e v e r ,  p o s s i b l e  to o v e r c o m e  

t h o s e  d i f f i c u l t i e s .  It was  p o s s i b l e  by the  s t e p s  t a k e n  in  the  i n d i v i d u a l  

c o u n t r i e s ,  w h i c h  in  s o m e  r e s p e c t s  wen t  v e r y  f a r .  

You  r e m e m b e r  that  the  B r i t i s h  put  up the  b a n k  r a t e  to 7 p e r c e n t ,  

m a d e  c u t s  in  the  budge t ,  and s l o w e d  down i n v e s t m e n t s  at h o m e ,  i n  

o r d e r  to s e t  f r e e  r e s o u r c e s  f o r  a s u r p l u s  in  the  b a l a n c e  of p a y m e n t s .  

But  they  a l s o  got  he lp  f r o m  o u t s i d e ,  w i th in  10 days ,  at the b e g i n n i n g  of 

D e c e m b e r - - a  c r i t i c a l  a d v a n c e  in  a n s w e r  to the  d e m a n d  f r o m  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 ,  i n  the  a m o u n t  of $1, 300 m i l l i o n .  At  the 

s a m e  t i m e ,  the  B r i t i s h  g o v e r n m e n t  o b t a i n e d  f r o m  the  E x p o r t - I m p o r t  

B a n k  $500 m i l l i o n .  Of t h e s e  a m o u n t s ,  o n e - h a l f  w a s  d r a w n o f t h e  a m o u n t  

f r o m  the  E x p o r t - I m p o r t  Bank ,  and  f r o m  the  F u n d $ 5 6 1 m i L l i o n .  T h e  r e -  

m a i n d e r  r e s t e d  as  a l i ne  of c r e d i t .  

T h r o u g h  t h e s e  s t e p s  i t  was  p o s s i b l e  to f ind  the  m e a n s  to ho ld  s t e r -  

Ling wi thou t  any  d e v a l u a t i o n  and  wi thou t  any  i m p o s i t i o n  of q u a n t i t a t i v e  

r e s t r i c t i o n .  
2 



In the f o l l o w i n g  p e r i o d  of e x c e s s i v e  t e n s i o n ,  B e l g i u m  d r e w  $50 

m i l l i o n  f r o m  the Fund. :  The  N e t h e r l a n d s  d r e w  $69 m i l l i o n ,  wi th  a l i ne  

of c r e d i t  of a d d i t i o n a l  $69 m i l l i o n ,  and D e n m a r k  d r e w  $34 m i l l i o n .  

In a l l  t h e s e  c a s e s  the  F u n d  had to m a k e  a g r e e m e n t s  wi th  t h e s e  

c o u n t r i e s ,  and  m e t h o d s  w e r e  a g r e e d  upon that  the  c o u n t r i e s  t h e m s e l v e s  

took to put  t h e i r  h o u s e s  i n  o r d e r .  So that  the  s o u r c e s  o b t a i n e d  f r o m  

the  F u n d  w e r e  u s e d  to ga in  the  t i m e  d u r i n g  w h i c h  t h e i r  own m e a s u r e s  

took e f fec t .  

T e n s i o n  p e r h a p s  c a m e  to a h e i g h t  in  S e p t e m b e r  1957. It was  then  

that  the  B r i t i s h  r a i s e d  the  bank  r a t e  to 7 p e r c e n t ,  and  at that  t i m e  d e c -  

l a r a t i o n s  w e r e  m a d e  at  the  annua l  m e e t i n g  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  and the  Bank ,  and t h r o u g h  t h e s e  d e c l a r a t i o n s  the  F u n d  would  be  

h a n d e d  and o t h e r  c o u n t r i e s  wou ld  s u p p o r t  th is  po l i cy .  One can  say  that  

w i th in  a w e e k  the  e x c h a n g e  m a r k e t s  s t a r t e d .  It s u d d e n l y  b e c a m e  c l e a r  

that  t h e r e  was  i n t e r n a t i o n a l  s u p p o r t  f o r  a c o n t i n u a t i o n  of the  p r e s e n t  

e x c h a n g e  s t r u c t u r e .  

I th ink  th is  was  a d e m o n s t r a t i o n  of what  the  e x i s t e n c e  of i n t e r n a -  

t i ona l  o r g a n i z a t i o n s  can  m e a n .  It was  a l s o  a v e r y  good l e s s o n  f o r  the  

c o u n t r y ,  i f  I m a y  s ay  so,  e v e n  f o r  the  F o r e i g n  Off ice  in  E n g l a n d ,  b e c a u s e  

the  F o r e i g n  Of f i ce  had b e e n  u s e d  to c a r r y  on i t s  p o l i c y  and p o l i t i c a l  

a c t i o n  wi thou t  h a v i n g  to c o n s i d e r  the  v a l u e  of the  pound.  T h e y  n e v e r  

thought  w h e n  t h e y  w e n t  in to  Suez that  that  would  h a v e  an  e f f ec t  on the  

3 
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m o n e t a r y  s i tua t ion ,  but they  got the l e s s o n ,  and I think it was  a u s e -  

ful  l e s s o n .  It  i s  v e r y  i m p o r t a n t  fo r  the f o r e i g n  of f ices  in  a l l  coun-  

t r i e s  to r e a l i z e  that in the f u t u r e  the p o l i t i c a l  and the m o n e t a r y  con-  

s i d e r a t i o n  m u s t  weigh m o r e  than they  did in  the pas t .  

A f t e r  al l ,  the s t e r l i n g  had been  s t r o n g  fo r  n e a r l y  200 y e a r s .  It 

n e v e r  needed  to b o t h e r  them,  and now sudden ly  they r e a l i z e d  that  they 

Lived in a n o t h e r  wor ld .  

In the fo l lowing  pe r i od  we had in E u r o p e  s e v e r a l  s t a b i l i z a t i o n  

s c h e m e s  that  the I n t e r n a t i o n a l  M o n e t a r y  Fund  worked  out, m a i n l y  with 

the OEEC,  the O r g a n i z a t i o n  fo r  E u r o p e a n  Economic  Coope ra t ion .  The 

f i r s t  one was  with F r a n c e ,  in  J a n u a r y  1958, when F r a n c e  r e c e i v e d  

c r e d i t s  of a to ta l  of $655 mi l l i on ,  and s t e p s  w e r e  t aken  in  F r a n c e  to 

r e d u c e  the def ic i t  in  the budget ,  to r e s t r a i n  c r e d i t  g iven f r o m  the 

Bank  of F r a n c e ,  and to take a n u m b e r  of o the r  m e a s u r e s  r e l a t i n g  to 

f i n a n c i n g  of house  c o n s t r u c t i o n ,  et c e t e r a .  

T h e s e  s t eps  we re  e f fec t ive  a l m o s t  f r o m  the beg inn ing ,  but you wi l l  

r e m e m b e r  that  in  the midd le  of that  y e a r  in  May c a m e  the d i f f i cu l t i e s  

that led to the DeGaul l e  g o v e r n m e n t .  IV~r. DeGaul le ,  h i m s e l f ,  when 

he c a m e  into  power ,  r e a l i z e d  the i m p o r t a n c e  of m o n e t a r y  s t a b i l i t y .  I 

had o c c a s i o n  to see  h im s e v e r a l  t i m e s ,  and he knew fu l ly  we l l  that the 

c o u n t r y  could not r e g a i n  i t s  e s t e e m  in the wor ld  if  i t  d idn ' t  have a good 

c u r r e n c y .  He gave fu l l  suppor t  in the fo l lowing  pe r i od  to the people  in  
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the  M i n i s t r y  of F i n a n c e  and  in  the  B a n k  of F r a n c e  who w a n t e d  to r e -  

e s t a b l i s h  the  f i n a n c i a l  p o s i t i o n  of F r a n c e .  The  s u c c e s s  has  b e e n  

r e m a r k a b l e .  P e r s o n a l l y ,  I a l w a y s  b e l i e v e d  that  F r a n c e  was  a s t r o n g  

c o u n t r y  and that  t h o s e  c e r t a i n  m e a s u r e s  on the  b u d g e t  and on the  B a n k  

of F r a n c e  w e r e  n e e d e d  to m a k e  that  c l e a r .  

L a s t  y e a r ,  in  1959, F r a n c e  had  a s u r p l u s  in i t s  b a l a n c e  of p a y -  

m e n t s  of p r o b a b l y  o v e r  a b i l l i o n  d o l l a r s  and  a d d e d  to i t s  m o n e t a r y  

r e s e r v e s  t h r o u g h  c a p i t a l  i n f low and o t h e r  w a y s  a f i g u r e  h i g h e r  than  

that .  So that  the  F r e n c h  r e s e r v e s  now a r e  s o m e t h i n g  l i ke  $1, 700 

m i l l i o n ,  and the F r e n c h  f r a n c  has  b e e n  ab l e  to s t and  wi thou t  f r i c t i o n  

in  a l l  t h e s e  d i f f i c u l t i e s  in  A l g e r i a .  That ,  a f t e r  a l l ,  has  b e e n  a s u r -  

p r i s e - - t h a t  the  c h a n g e  cou ld  c o m e  so qu ick ly .  A g a i n  we h a v e  a c o u n -  

t r y  which ,  at l e a s t  f r o m  a f i n a n c i a l  po in t  of v iew,  h a s  r e e s t a b l i s h e d  i t s  

p o s i t i o n ,  and a l s o  f r o m  an e c o n o m i c  po in t  of v i ew,  b e c a u s e  the  m o n e y  

i n v e s t e d  in  i n d u s t r i a l  d e v e l o p m e n t  in  F r a n c e  has  b e e n  v e r y  i m p r e s s i v e ,  

and,  as  you know,  the c o u n t r y  e x p o r t e d ,  I th ink,  500, 000 m o t o r  c a r s  

l a s t  y e a r ,  w h i c h  i s  a v e r y  h igh  f i g u r e .  

T h e  f o l l o w i n g  s u m m e r  t h e r e  was  a s i m i l a r  p l a n  f o r  T u r k e y .  

T u r k e y  o b t a i n e d  f r o m  v a r i o u s  s o u r c e s  $359 m i l l i o n .  The  F u n d  p a r t i -  

c i p a t e d  t h r o u g h  O E E C  and the  Un i t ed  S~tates G o v e r n m e n t .  In the  va l -  

n&tion of the  T u r k i s h  c u r r e n c y  t h e r e  i s  an  i m p r o v e m e n t .  T h e r e  i s  in 

f ac t  a b a l a n c e  in  the  e c o n o m y  and  t h e r e  i s  m o r e  c o n f i d e n c e  in  the  

c u r r e n c y .  But I th ink  i t  i s  i m p o r t a n t  f o r  the  P r i m e  M i n i s t e r  to b e g i n  
5 
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to r e a l i z e  that  s u p p o r t  of the  s t a b i l i z a t i o n  p l a n  i s  good p o l i t i c s ,  b e -  

c a u s e  p e o p l e ,  a f t e r  a l l ,  l i k e  to have  a good c u r r e n c y .  

Then ,  in  the s u m m e r  of l a s t  y e a r ,  the  F u n d ,  t o g e t h e r  wi th  O E E C  

and  the  U n i t e d  S t a t e s  G o v e r n m e n t ,  p a r t i c i p a t e d  in  the  p r e p a r a t i o n  and 

the  i m p l e m e n t a t i o n  of a s t a b i l i z a t i o n  p r o g r a m  f o r  Spain.  Spain  o b t a i n e d  

a to t a l  of $325 m i l l i o n .  Tha t  was  a c l e a n  b r e a k  wi th  the p r e v i o u s  

S p a n i sh  po l i cy .  T h e y  had  a m u l t i p l i c i t y  of b l a c k  r a t e s  in  the m a r k e t ,  

and  a v a r i e t y .  T h e y  had  a g r e a t  d e a l  of i m p o r t  r e s t r i c t i o n s .  A l m o s t  

any  i m p o r t  had to be  l i c e n s e d .  Spain  b e c a m e  a m e m b e r  of O E E C  and 

t h e r e  was  a l i b e r a l i z a t i o n  of t r a d e  at the  s a m e  t i m e .  It w a s  d i f f i cu l t  

to t e l l  what  wou ld  happen .  T h e r e  w e r e  c e r t a i n  c h a n c e s  that  i t  would  

go we l l ,  b e c a u s e  in Spain,  one  i m p o r t a n t  th ing  i s  tha t  the  new  y o u n g  

m i n i s t e r s ,  at  the  age  of about  45, w h o m  M r .  F r a n c o  has  appo in t ed ,  

r e p r e s e n t  a new  g e n e r a t i o n  in  Spain,  and  the  y o u n g e r  p e o p l e ,  at about  

ag e  40 to 45, who a r e  e x p e r t s  in  the  M i n i s t r y  of F i n a n c e  and in  the  

B a n k  of Spain,  a r e  ab l e  p e o p l e ,  and Mr .  F r a n c o  has  l e t  t h e s e  p e o p l e  

t ake  o v e r  and c a r r y  out a new p o l i c y  that  s t a r t e d  a f ew y e a r s  ago but  

h a s  now c o m e  to a head .  

F r o m  a f i n a n c i a l  po in t  of v i ew ,  the  S p a n i s h  s t a b i l i z a t i o n  p l a n  has  

b e e n  p e r h a p s  the  g r e a t e s t  s u c c e s s  I h a v e  e v e r  s e e n .  S ince  the  end of 

J u l y  of l a s t  y e a r  un t i l  today,  the  S p a n i s h  a u t h o r i t i e s  h a v e  a d d e d  $130 

m i l l i o n  to t h e i r  r e s e r v e s  out  of t h e i r  own e a r n i n g s ,  wi thou t  c o u n t i n g  

the  c r e d i t s  t hey  o b t a i n e d .  So the6th ing  has  b e e n  c a r r i e d  t h r o u g h  a l m o s t  



without any utilization of the credits that were granted. 

Naturally, in such a situation success helps to give support to 

the plan. It is interesting to hear from the plans we have with the 

Spanish government that the Minister of Foreign Affairs became a 

strong supporter for the Cabinet in other measures, because he 

suddenly found that it changed Spain's international position when it 

took these international monetary steps. I believe he was convinced 

that without this program there would be no chance of a visit from 

President Eisenhower to Madrid, as there was last December. 

Now I would like to mention certain characteristics of the stabi- 

lization plans. A very detailed program is worked out which has to go 

into the internal measures of the country. The budget and the credit 

policy very often have to deal with wage policy and investment policy. 

This program is usually laid down in a letter written to the Fund, to 

me as the Managing Director, and then also the main points are em- 

bodied in standby agreements with the country concerned. 

We have certain principles and practices under which the use of 

the Fund resources is available, and the credits are granted according 

to them. In the implication of them we are able to introduce a certain 

amount of discipline in these countries. People donlt so much as they 

did believe in the old gold standard, but some discipline is necessary, 

and I think the work of the Fund is, so to say, a substitute for the old 

adherence and allegiance to the gold standard rules. 
7 



Y o u  w o u l d  th ink  tha t  th i s  i s  d i f f i cu l t ,  and  i t  s o m e t i m e s  i s ,  to d e a l  

w i th  the  i n t e r n a l  m e a s u r e s  of a g o v e r n m e n t ,  but  i t  i s  l e s s  d i f f i cu l t  

t han  i t  w a s  in  the  p a s t .  One  th ing  I a l w a y s  do w h e n  s u c h  a p r o b l e m  i s  

r a i s e d  i s ,  I t u r n  to the  r e p r e s e n t a t i v e s  who c o m e  to the  F u n d ,  and s a y ,  

"Do  y o u  th ink  tha t  t h e s e  m e a s u r e s  a r e  u s e f u l  f r o m  the  po in t  of v i e w  of 

your country?" They say, 

you don't think is useful?" 

"Yes." I say, "Is there any measure that 

They say, "I think they are all useful. " 

I s ay ,  " D o n ' t  c o m e  then  and  say ,  ' T h e s e  a r e  t he  c o n d i t i o n s  of the  F u n d .  

T h e s e  a r e  m e a s u r e s  w h i c h  you  h a v e  to t ake  in  y o u r  o w n  i n t e r e s t ,  and 

you  know i t  v e r y  w e l l ,  and  i t  i s  you  who h a v e  the  r e s p o n s i b i l i t y  of 

c a r r y i n g  i t  out .  " T h e r e f o r e ,  a l l  t h e s e  p r o g r a m s  a r e  a l w a y s  p r e s e n t e d  

a s  the  p r o g r a m s  of the  g o v e r n m e n t s ,  and  we  in  the  F u n d  m a k e  as  l i t t l e  

p u b l i c i t y  a s  p o s s i b l e  abou t  t h e m .  So the S p a n i s h  g o v e r n m e n t  and  the 

F r e n c h  g o v e r n m e n t ,  w h e n  t hey  t ake  the  h a r d  m e a s u r e s  and  h a v e  to 

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

t h e r e  i s  f o r  the  s u c c e s s  w h e n  i t  c o m e s ,  

T h e  s e c o n d  th ing  I wou ld  l i k e  to s a y  i s ,  w h e n  you  h a v e  had  i n -  

f l a g o n  in  a c o u n t r y  and  wan t  to s top  tha t  i n f l a t i o n ,  i t  t a k e s  a c e r t a i n  

t i m e  b e f o r e  b u s i n e s s  ge t s  go ing  aga in ,  b e c a u s e  t h e r e  a r e  m a n y  b u s i -  

n e s s  f i r m s  tha t  h a v e  b e c o m e  so u s e d  to i n f l a t i o n  in a l l  t h e i r  p r a c t i c e s  

and  h a b i t s  tha t ,  w h e n  p r i c e s  b e g i n  to be  s t a b l e ,  t hey  h a r d l y  know how 

to d e a l  w i th  the  s i t u a t i o n ,  and  s o m e  of t h e m  wi l l  t hen  ge t  b a n k r u p t  

and  s o m e  of t h e m  wi l l  l i ve  w i th  i t .  T h e r e f o r e ,  you  h a v e  p a i n s  of 
8 
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a d j u s t m e n t  and  a t r a n s i t i o n a l  p e r i o d  b e f o r e  th ings  r e a l l y  get  go ing  

a g a i n .  

We had that  in  F i n l a n d  and  in  E n g l a n d ,  and  we h a v e  it e v e r y w h e r e .  

L a s t  s u m m e r  w h e n  I s a w  G e n e r a l  F r a n c o  I to ld  h i m  that  th i s  p e r i o d  

w o u l d  c o m e ,  that  i t  wou ld  i n c r e a s e  h i s  r e s e r v e s  but  tha t  i n t e r n a l l y  

t h e r e  w o u l d  be  a c e r t a i n  p e r i o d  of s l a c k n e s s .  I a s k e d  h i m  if  he cou ld  

t ake  i t  c o o l l y .  He  l o o k e d  at  m e  and sa id ,  "You  n e e d n l t  w o r r y .  I h a v e  

to t ake  so m a n y  t h i n g s  c o o l l y  in  m y  l i f e  tha t  I th ink  I c a n  t ake  th i s ,  too. " 

Bu t  i t  i s  b e t t e r  to w a r n  t h e m  in a d v a n c e  that  i n  the t r a n s i t i o n  t hey  

n e c e s s a r i l y  h a v e  to h a v e  a c e r t a i n  s l o w i n g  down b e f o r e  p e o p l e  ge t  

u s e d  to t h i s  and  l e a r n  to l i ve  wi thou t  i n f l a t i o n .  

T h e  t h i r d  po in t  I w o u l d  l i ke  to s a y  i s  tha t ,  e v e n  so,  it  i s  u s u a l l y  

p o l i t i c a l l y  not  d a n g e r o u s  to t ake  t h e s e  m e a s u r e s .  T h e  f a c t  tha t  the  

M a c m i l l a n  g o v e r n m e n t  had a l a r g e  bank  r a t e  r a i s e  to 7 p e r c e n t  did 

not  p r e v e n t  M a c m i l l a n  f r o m  g a i n i n g  the  e l e c t i o n .  W e  h a v e  found  in  

o n e  c o u n t r y  a f t e r  a n o t h e r  that ,  e v e n  the g o v e r n m e n t s  tha t  t ake  s t r i c k  

m e a s u r e s ,  when  the p e o p l e  f e e l  that  the i n f l a t i o n  i s  o v e r ,  f ind  tha t  

the  p e o p l e  w i l l  t r u s t  t h e m .  I a l w a y s  t r y  to t e l l  the  p o l i t i c i a n s  and  the 

m e m b e r s  of g o v e r n m e n t s  who c o m e  tha t  i t  i s  l e s s  d a n g e r o u s  than  t hey  

th ink .  I th ink  p e o p l e  a r e  t i r e d  of i n f l a t i on ,  and ,  i f  you c a n  ho ld  ou t  to 

t h e m  tha t  i n f l a t i o n  is  o v e r ,  t hey  a r e  w i l l i n g  to t ake  and  s w a l l o w  t h o s e  

m e a s u r e s  w h i c h  a r e  n e c e s s a r y  t6 b r i n g  abou t  d e s i r a b l e  r e s u l t s .  
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Y o u  m a y  a s k  m e :  How does  the  Un i t ed  S t a t e s  G o v e r n m e n t  o r  o t h e r  

g o v e r n m e n t s  w h i c h  a r e  m e m b e r s  of the  F u n d ,  l ook  a t  t h i s  w o r k ?  I 

th ink  it i s  p o s s i b l e  to s a y  tha t  t hey  a r e  v e r y  m u c h  in  f a v o r  of it  f o r  one  

r e a s o n ,  and  that  i s  that ,  w h e n  they ,  t h e m s e l v e s ,  d e a l  w i th  d i r e c t  

a s s i s t a n c e  to a c o u n t r y ,  t hey  f ind  i t  i m p o s s i b l e  to go in to  the  i n t e r n a l  

a f f a i r s  of tha t  c o u n t r y  a n d  d e a l  w i th  b u d g e t  p r o b l e m s ,  c r e d i t  p o l i c y ,  

and  w a g e  p o l i c y .  T h a t  wou ld  b e  i n t e r f e r e n c e  in  the  i n t e r n a l  a f f a i r s  of 

a f r i e n d l y  g o v e r n m e n t .  It w o u l d  be  c a l l e d  d o l l a r  d i p l o m a c y ,  and  it  

wou ld  no t  be  p a l a t a b l e .  

T h e  s a m e  a p p l i e s  in  L o n d o n .  I had  o c c a s i o n  to t a lk  l a s t  y e a r  to 

a t  l e a s t  one  of the  l e a d i n g  m e n  in  the B r i t i s h  a u t h o r i t i e s ,  and  he  s a i d  

tha t ,  e v e n  a m o n g  the  C o l o m b o  P l a n  c o u n t r i e s - - I n d i a ,  C e y l o n ,  and  so 

o n - - t h e  B r i t i s h  f ind  it i m p o s s i b l e  to do a n y t h i n g  about  the i n t e r n a l  

a f f a i r s  of t h e s e  v a r i o u s  c o u n t r i e s .  It wou ld  b e  r e g a r d e d  as  v e r y  

w r o n g ,  i n d e e d .  So they ,  too,  s a y  tha t  w h a t e v e r  i n t e r v e n t i o n  of tha t  

k ind  i s  n e e d e d  h a s  to be  m a d e  by  an  i n t e r n a t i o n a l  o r g a n i z a t i o n  f o r  the  

m o n e t a r y  s i d e  of the fund .  W h e n  i t  c o m e s  to l o n g - t e r m  i n v e s t m e n t s ,  

i t  i s ,  of c o u r s e ,  the  r o l e  of the W o r l d  B a n k .  T h e  r e a s o n  i s  tha t  t h e s e  

c o u n t r i e s  can  a c c e p t  a n  i n t e r n a t i o n a l  o f f i c i a l  and  a l l o w  h i m  to look  in to  

the  i n t e r n a l  a f f a i r s  w h e n  t hey  wou ld  not  a c c e p t  the o f f i c i a l  f r o m  a n y  

p a r t i c u l a r  c o u n t r y .  I m i g h t  e v e n  s a y  tha t  i t  d o e n s ' t  m a t t e r  at  a l l  who 

it  i s .  An  A m e r i c a n  o f f i c i a l ,  w h e n  he  c o m e s  a s  a n  o f f i c i a l  of the  F u n d ,  

I h a v e  found ,  n e v e r  has  any  d i f f i c u l t y .  He  w i l l  t hen  b e  a c c e p t e d  as  a 

F u n d  o f f i c i a l  i n s t e a d  of  a s  a r e p r e s e n t a t i v e  of the  Un i t ed  S t a t e s .  
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It m e a n s ,  of c o u r s e ,  a l so ,  that  in  the  F u n d  a l l  the  g o v e r n m e n t s  

a r e  r e p r e s e n t e d .  The  B o a r d  of the F u n d  c o n s i s t s  of  r e p r e s e n t a t i v e s ,  

o r  you can  s ay  c i t i z e n s ,  of  18 d i f f e r e n t  c o u n t r i e s .  "When th ings  a r e  

b r o u g h t  to that  B o a r d ,  they  a l l  r e p o r t  at h o m e  to t h e i r  g o v e r n m e n t s .  

So, in  fac t ,  f o u r  A f r i c a n  n a t i o n s ,  l i k e  the  A m e r i c a n  G o v e r n m e n t ,  

t h r o u g h  the  F u n d  have  o b t a i n e d  i n f o r m a t i o n  and k n o w l e d g e  about  the  

s t a b i l i z a t i o n  m e a s u r e s  in  E u r o p e  and e l s e w h e r e  in  a way that  they  

could  not  o b t a i n  in  any o t h e r  m a n n e r .  It i s  not  found  in  the  n e w s p a p e r s  

to the ex t en t  that  it i s  found  in  ou r  o f f i c i a l  d o c u m e n t s  that  a r e ,  of c o u r s e ,  

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

a r o u n d  to the v a r i o u s  g o v e r n m e n t s .  

One  o u t w a r d  and v i s i b l e  s ign  of the  f e e l i n g  about  the  u s e f u l n e s s  

of the F u n d  w a s  the i n c r e a s e  in the  r e s o u r c e s  of the  F u n d  l a s t  y e a r  

and  of the  W o r l d  Bank  at the s a m e  t i m e .  The  i n c r e a s e  in  the  F u n d  r e -  

s o u r c e s  c o m e s  to about  $5 b i l l i on ,  wh ich  i s  a f a i r  a m o u n t .  Abou t  a 

q u a r t e r  of a b i l l i o n  was  pa id  in  gold.  

b y  p a r l i a m e n t s  a l l  a r o u n d  the  wor ld .  

Th i s  i n c r e a s e  had  to be  v o t e d  

W e  w e r e  v e r y  anx ious ,  of 

c o u r s e ,  to know what  the  d e b a t e s  wou ld  be  l i ke .  W e  found  t h e r e  was  

h a r d l y  any d i v i s i o n .  It wen t  t h r o u g h  m u c h  e a s i e r  than one  could  have  

e x p e c t e d .  It was  g e n e r a l l y  v o t e d  by both  l e f t i s h  and r i g h t i s h  p a r t i e s .  

I th ink  th i s  i s  i n t e r e s t i n g ,  b e c a u s e ,  when  t h e s e  i n s t i t u t i o n s  w e r e  s e t  

up in  1945-46,  t h e r e  was  a g r e a t  d e a l  of d i s c u s s i o n .  The  s e c o n d  t i m e  

t h e r e  w a s  h a r d l y a n y  d i s c u s s i o n  a t  al l ,  and~ , if  I m a y  say  so,  the 
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U . S .  C h a m b e r  of C o m m e r c e  t e s t i f i e d  a g a i n s t  t h e s e  i n s t i t u t i o n s  in  

1945 and t e s t i f i e d  in  f a v o r  of the  i n c r e a s e  l a s t  y e a r .  

Now, I h a v e  dea l t  w i th  the  i n d u s t r i a l i z e d  c o u n t r i e s  in  E u r o p e .  

E u r o p e  has ,  of c o u r s e ,  had  e c o n o m i c a l l y  a v e r y  g r e a t  p r o g r e s s .  P r o -  

duc t ion  i s  at  l e a s t  50 to 60 p e r c e n t  h i g h e r  than  i t  was  b e f o r e  the w a r .  

And  I t h ink  that  in  the  B r i t i s h  g o v e r n m e n t  M a c m i l l a n  won the e l e c t i o n  

wi th  the  s logan ,  "You  N e v e r  Had It B e t t e r ,  " a n d  I th ink  it a p p l i e s  to the  

w h o l e  of W e s t e r n  E u r o p e  today .  

W h e n  we c o m e  to o t h e r  c o u n t r i e s  of the  w o r l d ,  the  n o n i n d u s t r i a l -  

i z e d ,  u n d e r d e v e l o p e d  c o u n t r i e s ,  the  r a w - m a t e r i a l - p r o d u c i n g  c o u n t r i e s ,  

o r  w h a t e v e r  you c a l l  t h e m ,  ou r  w o r k  in  the  F u n d  ha s  b e e n  m o r e  wi th  

t h e m .  It has  not  b e e n  wi th  so  l a r g e  a m o u n t s  as  in  r e l a t i o n  to E u r o p e ,  

but,  in  L a t i n  A m e r i c a ,  f o r  i n s t a n c e ,  we have  had r e l a t i o n s  wi th  a l l  

e x c e p t  two o r  t h r e e  of the  c o u n t r i e s ,  i n  South A m e r i c a ,  and in  L a t i n  

A m e r i c a .  A f ew  in the  N o r t h  have  m a n a g e d  who l ly  on t h e i r  own e f f o r t s .  

In A s i a  we h a v e  g r a n t e d  c r e d i t s  to J apan ,  to India ,  to P a k i s t a n ,  to 

I n d o n e s i a ,  and to A u s t r a l i a .  So t h e s e  c o u n t r i e s ,  too, have  b e e n  

w o r k i n g  wi th  the  F u n d .  The  F u n d  s t a r t s  wi th  the m o n e t a r y  s t a b i l i t y .  

T h e r e  a r e  t h e r e f o r e  s h o r t - t e r m  c r e d i t s  that  the  F u n d  g ive s ,  r e p a y a b l e  

b e t w e e n  t h r e e  to f i ve  y e a r s .  T h e  r e s o u r c e s  o b t a i n e d  f r o m  the  F u n d  

canno t  t h e r e f o r e  be  u s e d  f o r  i n v e s t m e n t  p u r p o s e s .  F o r  that  you  n e e d  

l o n g - t e r m  funds .  Tha t  i s  the t a s k  of the  W o r l d  Bank .  So m a n y  of t h e s e  

c o u n t r i e s ,  Ind ia  e s p e c i a l l y ,  want  l o n g - t e r m  r e s o u r c e s ,  l o n g - t e r m  
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l o a n s  f o r  i n v e s t m e n t .  

c o n c e r n e d  wi th  t h e m .  

c h a n g e s ,  and s t r a i n s .  

T h e r e f o r e  i t  i s  o f t en  the  W o r l d  B a n k  that  i s  m o r e  

They  have ,  of c o u r s e ,  m o n e t a r y  d i f f i c u l t i e s ,  

F o r e i g n  funds  do not  c o m e  in  as  qu i ck ly  as  

they  e x p e c t  t h e m ,  and they  h a v e  to c o m e  to the  F u n d .  

In L a t i n  A m e r i c a  we h a v e  had s t a b i l i z a t i o n  p l a n s  wi th  A r g e n t i n a ,  

Ch i l e ,  P e r u ,  Bo l iv i a ,  and  P a r a g u a y .  We h a v e  g i v e n  c r e d i t s  to M e x i c o  

s e v e r a l  t i m e s .  T h e r e  a r e  on ly  t h r e e  c o u n t r i e s  that  we h a v e  not dea l t  

w i th  t h r o u g h  c r e d i t s .  E c u a d o r  i s  m a n a g i n g  v e r y  w e l l  i t s e l f .  U r u g u a y  

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

r a t e s  w h i c h  i t  does  not  know how to get  out  of. T h e y  put  f o r w a r d  a new 

b i l l  to the  P a r L i a m e n t ,  but  i t  s e e m s  to t ake  a l o n g - t i m e .  T h e n  t h e r e  

i s  a d i f f e r e n t  p r o b l e m  in  B r a z i l ,  w h e r e  the  P r e s i d e n t  i s  m o r e  i n t e r e s t e d  

in  d e v e l o p i n g  a new c a p i t a l  in  B r a s i l i a  than  he i s  in  m o n e t a r y  s t a b i l i t y .  

One  can  n e v e r  w o r k  wi th  the  c o u n t r y  if  the  g o v e r n m e n t ,  i t s e l f ,  i s  

not  i n t e n t  upon s t a b i l i z a t i o n  of the c u r r e n c y  and g i v e s  that  h igh  p r i o r i t y .  

If t hey  want  to put  o t h e r  t h i n g s  f i r s t ,  i t  i s  i m p o s s i b l e  f o r  the F u n d  to 

i m p o s e  c o n d i t i o n s .  B r a z i l  i s  a r i c h  c o u n t r y .  It e a r n s  f o r e i g n  e x -  

c h a n g e ,  p e r h a p s  $1, 200 m i l l i o n  a y e a r .  T e c h n i c a l l y  i t  would  p r o b a b l y  

not  be  v e r y  d i f f i cu l t  to put  that  c u r r e n c y  in o r d e r ,  but  i t  c anno t  be  done  

wi thou t  the  w i l l  of t h e  g o v e r n m e n t .  

Now, i f  you  look  a r o u n d  the  wor ld ,  

m o n e t a r y  s t a b i l i t y  r e s t o r e d  e v e r y w h e r e .  

you f ind  in  E u r o p e  p r a c t i c a l l y  

In A s i a ,  India ,  P a k i s t a n ,  

Japan, Australia, Malay, and most of the countries are stable in their 

money, lh Latin America more and more countries have effective 
13 
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stabilization schemes. I don't say that they are all definitely 

successful yet. There are exceptions--Brazil and Uruguay, which 

I mentioned. The others are making valiant efforts. There are still 

difficulties in Indonesia and some in the Phillippines, but there, too, 

there is great stability, internally, over the last year and one-half. 

When people ask me about it I say that it is like learning to play 

golf. At the beginning you are very happy if you make a few good 

strokes and remember them. So three or four years ago you were 

very happy about the few countries that had good money. Then you get 

much better in golf, you get very good, but you remember that there 

are a few bad strokes which anger you very much. We have almost 

gone so far with the monetary stability in countries that we are now 

more worried about the few countries that remain as not having come 

up to the  s t a n d a r d ,  a c k n o w l e d g i n g  that  m o s t  of  the c o u n t r i e s  h a v e  m a d e  

o v e r  r e c e n t  y e a r s  a v a l i a n t  e f fo r t .  

I m a y p e r h a p s  say  a f ew w o r d s  about  how a l l  th i s  has  a f f e c t e d  the  

U n i t e d  S t a t e s .  In s o m e  w a y s  i t  h a s  b e e n  a g r e a t  a d v a n t a g e ,  and in 

o t h e r  w a y s  it h a s  r a i s e d  new  p r o b l e m s  f o r  th i s  c o u n t r y .  It ha s ,  of 

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

E u r o p e a n  c o u n t r i e s  a r e  m o n e t a r i l y  in  good o r d e r .  I had  o c c a s i o n  to 

s e e  in  N o v e m b e r ,  w i t h i n  a week ,  bo th  Mr .  D e G a u l i e  and Mr .  A d e n a u e r ,  

and  lo t s  of p e o p l e  in  F r a n c e ,  G e r m a n y ,  and  E n g l a n d .  I s a i d  to t h e m  

that ,  if  t h e r e  a r e  d i s c u s s i o n s  wi th  R u s s i a  c o m i n g ,  at  l e a s t  W e s t e r n  
14 
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E u r o p e  e n t e r s  t h o s e  w i thou t  a n y  m o n e t a r y  c r i s i s .  T h r e e  y e a r s  ago i t  

would  h a v e  b e e n  qui te  a d i f f e r e n t  p i c t u r e .  T h e r e  i s  in  E u r o p e  good 

m o n e y  and good t r a d e .  T h a t  m a k e s  p e r h a p s  s o m e t i m e s  p e o p l e  m o r e  

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

than  go ing  to d i s c u s s i o n s  on w a v e r i n g  m o n i e s  and p o o r  t r a d e .  

P o l i t i c a l l y ,  t h e r e f o r e ,  i t  i s  a n  a d v a n t a g e .  F r o m  the po in t  of v i e w  

of repaymenf i s  to the  U n i t e d  S t a t e s  i t  i s  a l s o  an  a d v a n t a g e .  T h e  c r e d i t s  

tha t  w e r e  g i v e n  to E n g l a n d ,  F r a n c e ,  Ho l l and ,  

c o u n t r i e s  w e r e ,  of c o u r s e ,  g i v e n  in  d o l l a r s .  

t i m e  w a s  d o l l a r s .  T h e s e  h a v e  b e e n  r e p a i d .  

and  B e l g i u m  to a id  t h e s e  

W h a t  t hey  n e e d e d  a t  tha t  

N e t h e r l a n d s ,  D e n m a r k ,  

B e l g i u m ,  and J a p a n  have  r e p a i d  e v e r y t h i n g  tha t  was  g iven  in  t h e s e  

y e a r s .  F r o m  the U n i t e d  K i n g d o m  we h a v e  o b t a i n e d  $1, 300 m i l l i o n ,  and 

$500 m i l l i o n  f o r  the  E x p o r t - I m p o r t  B a n k .  T h a t ' s  $1, 800 m i l l i o n .  A l l  

tha t  r e m a i n s  unpa id  i s  $300 m i l l i o n .  T h e  E x p o r t - I m p o r t  B a n k  h a s  b e e n  

pa id  in  fu l l ,  and the F u n d  h a s  got  b a c k  m o r e  than  o n e - t h i r d ,  but  

a c t u a l l y  i t  w a s  p a i d  out i n  d o l l a r s .  F r a n c e  h a s  r e p a i d  n e a r l y  o n e - h a l f ~  

$200 m i l l i o n ,  to the F u n d ,  l a s t  au tumn .  

h a v e  a g r e e m e n t s  on m o n t h l y  r e p a y m e n t s ,  

E u r o p e  w i l l  be  f i n i s h e d  w i t h i n  a y e a r ,  o r  c e r t a i n l y  w i t h i n  two y e a r s .  

I o f t en  t e l l  p e o p l e  tha t  the  m o s t  e f f e c t i v e  m o n e y  tha t  i s  handed  out  

i s  p r o b a b l y  t h r o u g h  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 ,  b e c a u s e  one  

o b t a i n s  s t a b i l i z a t i o n  p r o g r a m s  wi th  m e a s u r e s  in  the i n t e r n a l  c o u n t r i e s ,  

and  one g e t s  the  m o n e y  b a c k  w i t h i n  t h r e e  to f i ve  y e a r s .  T h a t  h a s  b e e n  
15 
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the  e x p e r i e n c e .  I s e e  no o t h e r  a g e n c y  tha t  ha s  the  s a m e  e f f e c t s  o r  

ge t s  i t s  m o n e y  b a c k  so qu ick ly .  

Of C o u r s e  i t  i s  a l s o  i m p o r t a n t  f r o m  the  po in t  of v i e w  of the t r a d e  

of the  W e s t e r n  W o r l d  that  E u r o p e  i s  in  a good s i t u a t i o n .  F r o n  the  r a w -  

m a t e r i a l - p r o d u c i n g  c o u n t r i e s  E u r o p e  buys  about  tw ice  as  m u c h  as  the 

U n i t e d  S t a t e s  in  i t s  i m p o r t s  of r a w  m a t e r i a l s  and  foods tu f f s .  So the  

m a r k e t  of E u r o p e  i s  of c o u r s e  of g r e a t  i m p o r t a n c e  f o r  the p r i c e s  of 

r a s  m a t e r i a l s  and  fo r  the  t r a d e  p o s s i b i l i t i e s .  

T h e n  E u r o p e  ought  to be  ab l e  to t ake  p a r t  m o r e  e f f e c t i v e l y  in  the  

a id  g i v e n  to the  u n d e r d e v e l o p e d  c o u n t r i e s .  It i s  a p r o b l e m ,  as  you 

know,  w h i c h  i s  v e r y  m u c h  d i s c u s s e d  at p r e s e n t .  

Now, t h e s e  t h i n g s  a r e  p r e t t y  c l e a r .  I n e e d  not  dwe l l  on t h e m  l o n g e r ,  

But  t h e r e  i s  one  f r e s h  p r o b l e m  w h i c h  th is  s t a b i l i z a t i o n  h a s  r a i s e d  fo r  

the  U n i t e d  S t a t e s .  T h e  p o s i t i o n  was th i s :  that  the  Un i t ed  S t a t e s  

e c o n o m y  u s e d  fo r  y e a r s  to be  the  on ly  e c o n o m y  that  cou ld  p r o m p l y  

d e l i v e r  g o o d s  that  w e r e  n e e d e d .  It was  a s e l l e r ' s  m a r k e t ,  and t h e r e -  

f o r e  p r i c e  did not  m a t t e r  so m u c h .  The  Un i t ed  S ta te s  was  s u r e  to be  

ab l e  to e x p o r t  w h a t e v e r  goods  i t  o f f e r e d .  F r o m  1951 o n w a r d  to two 

y e a r s  back ,  at  l e a s t ,  t h e s e  c o n d i t i o n s  have  c h a n g e d .  E u r o p e  i s  now 

in  a p o s i t i o n  to d e l i v e r  as  p r o m p t l y  and  e f f e c t i v e l y  a s  the Un i t ed  

S t a t e s .  Tha t  m e a n s ,  of c o u r s e ,  that  p r i c e  d i f f e r e n c e s  b e g i n  to count  

m o r e  than  they  did b e f o r e .  W a g e s  in  E u r o p e  a r e  ha l f  of wha t  they  a r e  
? 

h e r e  in  m o n e y  v a l u e s  in  the  U n i t e d  S t a t e s .  T h e r e  i s  g r e a t  e f f e c t i v e n e s s  

in  a g r i c u l t u r e  and in  i n d u s t r y ,  bu t ,  of  c o u r s e ,  e v e n  f o r  the  U n i t e d  S t a t e s ,  
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the  a d v a n t a g e s  of a l a r g e  m a r k e t  of h i g h l y  d e v e l o p e d ,  t e c h n i c a l l y  

d e v e l o p e d ,  p r o d u c t i o n  i s  to s o m e  ex t en t  d i s a p p e a r i n g ,  b e c a u s e  

E u r o p e a n s  h a v e  pu t  up new f a c t o r i e s ,  and,  t h r o u g h  the r i s i n g  s t a n d a r d  

of l i v i n g  and  o t h e r  w a y s ,  the  m a r k e t s  in  E u r o p e  a r e  w i d e n i n g  and  t h e y  

h a v e  the s a m e  a d v a n t a g e  i n  e x p o r t s  of the  w o r l d  m a r k e t s  a s  does  th i s  

c o u n t r y .  T h e r e f o r e ,  s o m e  of the  a d v a n t a g e s  tha t  the  Un i t ed  S t a t e s  

had in  i t s  e x p o r t s  i n  the  e a r l i e r  y e a r s  have  r e a l l y  d i s a p p e a r e d .  

T h e n  c a m e  a n o t h e r  c i r c u m s t a n c e  in  1958, 

t h i s  c o n n e c t i o n .  T h e r e  w a s  a r e c e s s i o n  h e r e .  

w h i c h  p l a y e d  a r o l e  in  

One way  of g e t t i n g  out 

of a recession is, of course, easier credit and more demand from the 

Government. There was that year a deficit in the budget of over 

$12 billion, and there was a credit expansion sustained by the Federal 

Reserve Banks to the extent of at least $12 billion. Now, if there is 

such a credit expansion, new money put out by the central bank, in a 

smaller country, one can take for granted that the credit expansion, 

together with the deficit in the budget, immediately affects the balance 

of payments. The Govenor of the Bank of Mexico said to me, "If I 

expand credit, I must realize that almost all effect goes abroad and 

that I lose so much of my monetary reserves. Therefore, I have to be 

very careful." Even in a large country like the United States a con- 

siderable p a r t  of the c r e d i t  e x p a n s i o n  i s  a b s o r b e d  i n t e r n a l l y ,  but  one  

c a n n o t  expec t  i t  a l l  to be  a b s o r b e d .  And when  t h i s  c r e d i t  e x p a n s i o n  

c a m e  t o g e t h e r  wi th  the c h a n g e  i n  the e c o n o m i c  s i t u a t i o n ,  i n  the  
17 



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

and  led  to the  ou t f low of gold .  As  you  know,  i f  one  adds  an  i n c r e a s e  

of  d o l l a r  gold in f o r e i g n  c o u n t r i e s  to the ou t f low of gold,  t h e r e  i s  a 

change ,  and t h e r e  was  an o v e r a l l  de f i c i t  in  the U, S. b a l a n c e  of p a y -  

m e n t s  of $3.  5 b i l l i o n  in  1958, and v e r y  m u c h  the s a m e  in  1959. The  

Un i t ed  S ta te s  ha s  shi l l  p l e n t y  of gold,  $1g. 5 b i l l i on .  T h e r e  a r e  d o l l a r  

l i a b i l i t i e s  v e r y  m u c h  to the  s a m e  ex t en t ,  but  t h e s e  a r e ,  u n d e r  the  

cond i t i on  of c o n f i d e n c e ,  to a v e r y  g r e a t  ex t en t  he ld  h e r e  in  t h i s  c o u n t r y .  

Now, what  s t e p s  shou ld  be  t aken ,  b e c a u s e  a de f i c i t  of th i s  m a g n i -  

tude canno t  be  s u s t a i n e d  f o r  l o n g ?  You  know that  the G o v e r n m e n t  ha s  

dea l t  wi th  th i s  p r o b l e m ,  and the  i n t e r n a l  s t e p s  that  a r e  t aken  a f f ec t  the 

s u r p l u s  in  the  budge t .  P r e s i d e n t  E i s e n h o w e r  p r o p o s e d  in  J a n u a r y  a 

r e s t r a i n t  of c r e d i t .  T h i s  was  a p p l i e d  by the F e d e r a l  R e s e r v e  S y s t e m  

and was  not d i s p u t e d  in  C o n g r e s s .  T h i s  a t t e n d a n c e  to c o s t  n a t u r a l l y  

l e a d s  to s t r i k e s  and d i f f i cu l t  s e t t l e m e n t s .  But,  a l so ,  t h e s e  a r e  s i g n s  

of the n e w  s i t u a t i o n .  T h e n  t h e r e  a r e  e x t e r n a l  m e a s u r e s ,  to w h i c h  I 

wi l l  c o m e  b a c k  a l i t t l e  l a t e r ,  about  s h a r i n g ,  of c o u r s e ,  the  o p p o r t u n i t i e s  

g i v e n  to A m e r i c a n  e x p o r t .  

Wi th  r e g a r d  to the d a n g e r  of in f l a t ion ,  you r e a d  a lot  in  the  n e w s -  

p a p e r s ,  and p e o p l e  c o m e  in  and  ta lk  to m e  a l m o s t  e v e r y  w e e k  and say  

that  h e r e  in  the  U n i t e d  S t a t e s  we  want  to h a v e  a b ig  m e e t i n g  to i n f o r m  

the  p e o p l e  about  the d a n g e r  of i n f l a t i on .  T h e y  want  to say  that  we wi l l  

s e e  to i t  that  t h e r e  i s  no wi ld  i n f l a t i o n  i n  the U n i t e d  S t a t e s .  I th ink 
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there will be no wild inflation. I don't even personally believe that 

there will be much creeping inflation. I hold the opinion that world 

inflation is over, after the Second World War. I said so last September 

at the Fund and Bank meeting, and I think I believe it even more now 

than I did then. What are the reasons? There is a great increase in 

the supply of all kinds of goods. You see it most clearly in fuel, in 

coal, and in petrol. There is a surplus, you read in the newspapers, 

The raw material prices are low. Foodstuff prices are low in the 

world markets. Freight rates are low. There is much keener com- 

petition. There are generally more balanced budgets around the world, 

and there is a policy of a credit restraint. Under such conditions I 

cannot see that on the world markets we will get any great increase 

in prices. It is even remarkable that , in the present boom that we 

have had over the last year, and very intense in Europe, there has 

been no increase to speak of in the prices of raw materials. That is 

a very rare occurrence. 

For my part, I think that the recent decline of quotations on the 

stock exchange is very much due to the fact that people have come to 

realize that they cannot count with continued inflation. One used to 

say about the stock exchange that the discount was not only for the 

future but for always hereafter. Then they suddenly found a general 

increase in prices to be less likely. Therefore, they will have to 

have selected purchases on the stock exchange. There will still be 
19 
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m o v e m e n t s ,  of c o u r s e ,  but  t h e r e  w i l l  be  m o v e m e n t s  of the  k ind  t h e r e  

w e r e  when  they  a s k e d ,  s o m e  20 o r  30 y e a r s  ago,  a f a m o u s  b a n k e r  

in  New Y o r k  w h e t h e r  the  s t o c k  e x c h a n g e  would  r i s e  o r  fa l l ,  and he  

r e p l i e d ,  " b o t h . "  That  i s ,  of c o u r s e ,  the s i t ua t i on .  T h e r e  w i l l  be  m o r e  

s e l e c t i v e  t h ings .  One  canno t  r e a k o n  wi th  a c o n t i n u e d  in f l a t ion .  

Tha t  r a i s e s  a n o t h e r  p r o b l e m ,  and that  i s  what  we have  s e e n  in  

t h e s e  d i f f e r e n t  c o u n t r i e s  in  E u r o p e .  T h e y  h a v e  to l e a r n  to l i v e  w i t h -  

out  i n f l a t i on .  When  p e o p l e  h a v e  had  n e a r l y  20 y e a r s  of i n f l a t i o n a r y  

p r a c t i c e s ,  and w a g e  i n c r e a s e s  and e v e r y t h i n g  e l s e ,  that  has  b e c o m e  

p a r t  of t h e i r  e x p e r i e n c e  and p r a c t i c e ,  and  now they  h a v e  to c h a n g e  i t  

to the p r a c t i c e s  that  a r e  n e c e s s a r y  f o r  a m o r e  s t a b l e  p r i c e  l e v e l .  

T h a t  i s  not  a l w a y s  an e a s y  th ing .  I b e l i e v e  that  one  c a n  have  f r o m  

p a s t  e x p e r i e n c e  as  m u c h  e c o n o m i c  g rowth ,  o r  m o r e ,  u n d e r  a s t a b l e  

p r i c e  l e v e l  and no in f l a t i on ,  than  u n d e r  a r i s i n g  p r i c e  l e v e l  wi th  i n -  

f l a t i on .  But  i t  n e e d s  o t h e r  p r a c t i c e s ,  i t  n e e d s  o t h e r  wage  s e t t l e m e n t s ,  

m o r e  r e l a t e d  to the a v e r a g e  i n c r e a s e  in  p r o d u c t i v i t y .  

I th ink  that  i s  one  t h ing  that  one  has  to a t t end  v e r y  m u c h  to in  th is  

c o u n t r y .  W h e n  t h e s e  p e o p l e  c o m e  and a s k  m e  what  we shou ld  do about  

i n f l a t i on ,  I say,  " T r y  to t e a c h  p e o p l e  what  i t  m e a n s  to l i ve  wi thout  i n -  

f l a t i on ,  as  a lot  of  E u r o p e a n  c o u n t r i e s  h a v e  had to do, u n d e r  a s o m e -  

what  d i f f i cu l t  and not  a l w a y s  e a s y  t r a n s i t i o n  p e r i o d .  " 

Now a f ew  w o r d s ,  s t i l l  about  f o r e i g n  c o n d i t i o n s  and th i s  new  s i t u a -  

t ion.  The  q u e s t i o n  of s h a r i n g  of a id  i s  v e r y  i m p o r t a n t ,  but  i t  m e a n s  in  
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practice that in England, Germany, and France, these people have 

their own institutions for giving aid. If you give aid, you first have to 

have the amount of money in your own currency. The Germans have 

to have the German marks, and the English have to have the sterling. 

These institutions that you have in the United States, the Export- 

Import Bank, the Development Loan Fund, and the ICM--perhaps not 

the same, but somewhat similar institutions--should be in the other 

countries. There are beginnings of such institutions in Germany and 

in England. They have to be developed. 

The second question is discrimination. There has been discrimi- 

nation against dollars that in my opinion has been continued too long. 

The Fund said last October that those countries that have now made 

convertibility of ~heir currencies in Europe have no balance-of-pay- 

ments reason for discrimination. There has been a great reduction in 

the past discrimination against American goods. Now comes the new 

question of the possibility of new discrimination under these thriving 

areas in Europe, the Six and the Seven. This is a problem to which 

the State Department, naturally, and the American authorities, have 

to pay great attention, and the Europeans, too because one should be 

blind and deaf not to see and to hear that there can be a danger for re- 

newed protechionist pressures in the United States because of this 

European competition and change in the balance-of-payments situation. 

That would be one of the worst things, from the European point of view 
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and  f r o m  the  w o r l d  po in t  of v iew,  b e c a u s e  e c o n o m i c  c h a n g e s  and 

s e p a r a t i o n s  u s u a l l y  c o m e  p o l i t i c a l l y .  

T h e  S ta te  D e p a r t m e n t  w i l l  h a v e  to d e a l  wi th  t h e s e  p r o b l e m s  of 

the  A m e r i c a n  i n t e r e s t s .  I t ake  it  that  i t  i s  s o m e t h i n g  not  d i s s i m i l a r  

f rom what  the  B r i t i s h  F o r e i g n  Of f i ce  had to do a f t e r  Suez .  T h e  S ta te  

D e p a r t m e n t  h e r e  cou ld  u s u a l l y  d e a l  wi th  t h e s e  p r o b l e m s  of t r a d i n g  

a r e a s  wi thou t  b e i n g  c o n c e r n e d  about  the  U . S .  b a l a n c e  of p a y m e n t s .  

It has  b e e n  good f o r  100 y e a r s  and n e v e r  c r e a t e d  any  w o r r y .  Now i t  

b e g i n s  to be  a p r o b l e m  h e r e ,  too.  T h e r e f o r e ,  a new e l e m e n t  has  b e e n  

b r o u g h t  in to  the  s i t u a t i o n .  W h a t e v e r  one  s a y s  about  t h e s e  t r a d i n g  a r e a s ,  

the  th ing  that  i s  i m p o r t a n t  h e r e  i s  that  w h a t e v e r  c o m m o n  t a r i f f s  a r e  

e s t a b l i s h e d  they  s h o u l d  be  as  low as  p o s s i b l e ,  so  that  they  l e a d  to m o r e  

a c t i v i t y  i n t e r n a l l y  and in  w o r l d  t r a d e  t h a n  o t h e r w i s e .  Only u n d e r  t h o s e  

c o n d i t i o n s ,  i t  s e e m s  to m e ,  c an  the  t r a d i n g  a r e a s  be  a c c e p t a b l e  f r o m  

the  po in t  of v i e w  of w o r l d  t r a d e .  

T h e  w o r l d  i s  at  p r e s e n t  at  the  c r o s s r o a d s .  We h a v e  th i s  r e d u c t i o n  

in  t a r i f f s ,  of wh ich  the  C o m m o n  M a r k e t  and t r a d i n g  a r e a  i s  an e x a m p l e .  

We h a v e  a l s o  d a n g e r o u s  t e n d e n c i e s ,  w i th  d e m a n d  f o r  m o r e  p r o t e c t i o n  

no t  on ly  in  t h i s  c o u n t r y  but  e l s e w h e r e .  T h e  q u e s t i o n  i s  w h e t h e r  the 

w o r l d  wi l l  t ake  a new  tu rn .  I t h ink  th i s  o r g a n i z a t i o n  f o r  a N o r t h  A t l a n t i c  

C o m m u n i t y  w h i c h  was  p r o p o s e d  in  P a r i s  l a s t  J a n u a r y  i s  a v e r y  i m -  

p o r t a n t  one ,  f o r  m a n y  r e a s o n s .  W h e n  p e o p l e  a sk  m e what  wi l l  h a p p e n  

to the d o l l a r  and what  w i l l  h a p p e n  to w o r l d  t r a d e ,  m y  a n s w e r  i s ,  "I t  
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depends upon what we do." There is no fatalism. What would have 

happened to the pound in the World after Suez if steps had not been 

taken in England and credits given by the Fund? So much can be 

influenced by conscious governments and actions by the governments 

together that we should not think of it as something fatalistic but as 

something which we can influence ourselves. 

I believe that in the Western World there is need for more coordi- 

nated direction in the economic field. It is true that the Monetary 

Fund is the center for cooperation in monetary matters, that GATT 

deals with tariffs, and that the World Bank deals with long-term in- 

vestments. But there are many other problems about general ten- 

dencies in booms and depressions. There is the question of how the 

government takes steps when difficulties arise. There are all these 

troubles that can arise from specialized trading areas if the thing is 

not dealt with correctly. And there are fights that can arise between 

them if those matters are not taken in hand. Things can go wrong. 

If they are taken in hand and steered in the right direction, things can 

go well. 

I therefore say that so much depends on the policies that are 

adopted. I am not a pessimist, but I do not subscribe to any quasi- 

optimism. I can see many danger spots in the present situation, and a 

great deal of diligence and discipline and courage and determination is 

needed to make a free market economy work well. We krow that the 
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p e o p l e  on the o t h e r  s i d e  in  s o m e  w a y s  have  it e a s i e r  by  the c e n t r a i i z e d  

d i r e c t i o n ,  but  in s o m e  w a y s  t hey  have  m o r e  d i f f i c u l t y  b e c a u s e  they  

h a v e n ' t  the  he lp  of c o m p e t i t i v e  m a r k e t s .  

We h a v e  done we l l ,  in  s o m e  w a y s  r e m a r k a b l y  w e l l ,  s i n c e  1945, 

and  t h e r e  is  no r e a s o n  why  we shou ld  not  do w e l l  in  the 1960 ' s  i f  we 

a r e  w i s e .  

T h a n k  you .  

C O L O N E L  SILLS:  G e n t l e m e n ,  M r .  J a c o b s s o n  i s  r e a d y  f o r  y o u r  

qu e s tio ns .  

QUESTION:  S i r ,  i n  y o u r  r e p o r t  on  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  

you  s t a t e d  tha t  the  Un i t ed  S t a t e s  in  1958 and  1959 took  c e r t a i n  f i s c a l  

m e a s u r e s  to o f f s e t  the r e c e s s i o n ,  and you  wen t  a h e a d  to s a y  that  t h e s e  

m e a s u r e s  a d o p t e d  to r e m e d y  the s i t u a t i o n  have  b e e n  on the s a m e  l i n e s  

a s  t h o s e  that  have  b e e n  t a k e n  in  s i m i l a r  s i t u a t i o n s  in o t h e r  c o u n t r i e s .  

S o m e  e c o n o m i s t s  in  o t h e r  c o u n t r i e s  h a v e  s a i d  tha t  t h e r e  i s  no d i s c i p l i n e  

in  the f i s c a l  p r o c e d u r e s  of the  Un i t ed  S t a t e s .  W o u l d  you c a r e  to c o m -  

m e n t  on that ,  s i r ?  

MR.  JACOBSSON:  I don ' t  know w h o m  you r e f e r  to a s  s a y i n g  tha t .  

I s h o u l d  s a y  that  t h e r e  h a s  b e e n  a c h a n g e  in  the a t t i t u d e  t o w a r d  the 

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

p r e s e n t  G o v e r n m e n t  and  a n n o u n c e d  l a s t  a u t u m n  t h r o u g h  th is  budge t .  

O n c e  the E u r o p e a n s  found  that  t h e r e  w a s  a p o l i c y  of a b a l a n c e d  b u d g e t  

and  a s u r p l u s  in the b u d g e t  h e r e  in  the  Un i t ed  S t a t e s  and  c r e d i t  r e -  

s t r a i n e d  by  the  F e d e r a l ,  I t h ink  the a t t i t u d e  t o w a r d  the d o l l a r  c h a n g e d  



qui te  c l e a r l y  on  the e x c h a n g e  m a r k e t s  in  the  w o r l d .  I th ink  that  c h a n g e  

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

by the p r e s e n t  G o v e r n m e n t .  

In fac t ,  to s p e a k  qu i te  p l a in ly ,  the v i e w  in  E u r o p e  i s ,  of c o u r s e ,  

that  t h e r e  shou ld  be d e t e r m i n e d  e f fo r t  and  s u c c e s s  by  th i s  G o v e r n m e n t  

to m a i n t a i n  the  v a l u e  of the  d o l l a r .  In the  c o m i n g  e l e c t i o n  in the a u t u m n  

they  wi l l  a s k  t h e m s e l v e s  what  the  nex t  G o v e r n m e n t  w i l l  do. Tha t  i s  the 

k ind  of q u e s t i o n  I get  f r o m  m y  E u r o p e a n  f r i e n d s .  I have  m a n y  r e p l i e s ,  

of c o u r s e .  One  i s ,  if you c o m p a r e  the  budge t  p e r f o r m a n c e  of M r .  

T r u m a n ' s  G o v e r n m e n t  wi th  that  of Mr .  E i s e n h o w e r ' s  G o v e r n m e n t ,  

Mr .  T r u m a n  was  c e r t a i n l y  as  c a r e f u l  in  h is  b u d g e t i n g  as  the f o l l o w i n g  

R e p u b l i c a n  G o v e r n m e n t ,  wi th  the  i n c r e a s e  in  debt ,  and so on. So, on 

p a s t  r e c o r d s ,  t h e r e  is  not  m u c h  d i f f e r e n c e  b e t w e e n  the two p a r t i e s  in 

t h i s  c o u n t r y .  They  a s k  m e  if  that  w i l l  be  the  s a m e  in the  f u t u r e .  I say  

that  i t  i s  v e r y  d i f f icu l t  to te l l ,  b e c a u s e  s o m e  of m y  A m e r i c a n  f r i e n d s  

m a y  f ind  it  e a s i e r  to e x p l a i n  the d i f f e r e n c e  b e t w e e n  D e m o c r a t s  and 

R e p u b l i c a n s  than  I do, but,  a s  I l ook  at  the pas t ,  I canno t  s e e  any  g r e a t  

d i f f e r e n c e  in  t h e i r  b u d g e t a r y  p e r f o r m a n c e .  

QUESTION:  T u r n i n g  to f o r e i g n  aid,  if we c o n t i n u e  to have  the u n -  

f a v o r a b l e  b a l a n c e  of p a y m e n t s  w h i c h  we have  had in the p a s t  coup le  of 

y e a r s ,  do you c o n s i d e r  that  i t  wi l l  be  p o s s i b l e  f o r  the  Uni ted  S t a t e s  to 

keep  f o r e i g n  a id  on the l e v e l  that  t hey  a r e  do ing  now wi thout  ty ing  it  to 

Buy A m e r i c a n ,  s i n c e  it  i s  e s s e n t i a l l y  a t h r e e - c o r n e r e d  m o v e m e n t ?  
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MR.  J A C O B S S O N :  I a m  s u r e  that  if  the d e f i c i t s  w e r e  a l l o w e d  to 

c o n t i n u e  a t  th i s  r a t e  in  the  b a l a n c e  of p a y m e n t s ,  i t  w o u l d  be  v e r y  

d i f f i cu l t  to t e l l  w h a t  p o l i c i e s  wou ld  be ,  and ,  t h e r e f o r e ,  I th ink  tha t  the 

m e a s u r e s  t a k e n  to s e e  to a r e d u c t i o n  in  the  d e f i c i t  by i n t e r n a l  m e a s u r e s  

a n d  o t h e r s  a r e  v e r y  i m p o r t a n t .  I w o u l d n ' t  d a r e  to g u e s s  wha t  the r e -  

a c t i o n  in  the C o n g r e s s  and  in  the p u b l i c  wou ld  be if  t h i s  w e r e  to c o n t i n u e .  

T h e r e f o r e ,  I a m  p e r s o n a l l y  v e r y  g lad  to s e e  t h e s e  p o l i c i e s  that  a r e  b e -  

i ng  p u r s u e d  h e r e ,  w h i c h  I th ink  c e r t a i n l y  w i l l  have  an  i n f l u e n c e  on the 

b a l a n c e  of p a y m e n t s .  It i s  on ly  f r o m  the  nex t  b u d g e t  y e a r  that  we  s h a l l  

have  the  s u r p l u s .  T h e r e  w i l l  a l r e a d y  be a c h a n g e  in  the s p r i n g ,  and  I 

th ink  the v e r y  f a c t  tha t  t h e r e  has  b e e n  th i s  d e c l i n e  on  the  s t o c k  e x c h a n g e  

s h o w s  tha t  the A m e r i c a n  p e o p l e  do not  e x p e c t  i n f l a t i o n  to c o n t i n u e  in  

th i s  c o u n t r y .  If the i n f l a t i o n  c o n t i n u e d  and  the s e n t i m e n t  f o r  i n f l a t i o n  

w a s  s t r o n g ,  then  I th ink  i t  w o u l d  be  v e r y  d i f f i cu l t  f o r  e v e r y b o d y  to 

m a n a g e  the  m o n e t a r y  s i t u a t i o n  in  t h i s  c o u n t r y .  But  I c a n  s e e  r e c e n t l y  

a c h a n g e  in  tha t  s e n t i m e n t ,  and that  i s ,  t h e r e f o r e ,  a hope fu l  d e v e l o p m e n t  

a s  to the p o s s i b i l i t y  of  m a i n t a i n i n g  b e t t e r  i n t e r n a l  v a l u e  of the d o l l a r ,  

b e c a u s e  it i s  the i n t e r n a l  m e a s u r e s  in  the  f i r s t  p l a c e  tha t  d e t e r m i n e  the  

v a l u e  of any  c u r r e n c y .  

As  r e g a r d s  the q u e s t i o n  of b u y i n g  A m e r i c a n ,  o r  ty ing  to the a id  

the  o b l i g a t i o n  to buy  f r o m  th i s  c o u n t r y ,  so f a r  the m e a s u r e s  t a k e n  I 

s a y  a f f e c t  on ly  a m i n o r  a m o u n t  of A m e r i c a n  e x p o r t s .  In f a c t ,  i f  you  

look  c a r e f u l l y  in to  how m u c h  of the a id  i s  s p e n t  in  t h i s  c o u n t r y ,  i t  i s  
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qui te  obv ious  tha t  m u c h  m a c h i n e r y ,  m a n y  th ings ,  a l l  the  a g r i c u l t u r a l  

e x p o r t s  of w h e a t ,  and  so  on, c o m e  n a t u r a l l y  f o r m  t h i s  c o u n t r y ,  so an  

ou t f l ow  of goods  f o l l o w s  the g r a n t i n g  of a id .  To  what  e x t e n t  s p e c i a l  

m e a s u r e s  a r e  n e e d e d  to m a k e  th i s  l ink  m o r e  p r e c i s e ,  I th ink  it wou ld  

to s o m e  ex ten t  d e p e n d  upon  wha t  p o l i c i e s  a r e  a d o p t e d  in  E u r o p e .  A f t e r  

a l l ,  t h e s e  p r o b l e m s  wi l l  now be  d i s c u s s e d  in th i s  n e w  o r g a n i z a t i o n  tha t  

i s  b e i n g  se t  up, and  the E u r o p e a n s ,  too, have  b e e n  l i n k i n g  t h e i r  a s s i s t -  

a n c e  to p u r c h a s e s  in  t h e i r  c Q u n t r i e s .  

So h e r e  i s  one  of the p r o b l e m s  that  the g o v e r n m e n t s  w i l l  h a v e  to 

c o n s i d e r  t o g e t h e r ,  and  I th ink  the  d e c i s i o n  tha t  w i l l  b e  t a k e n  w i l l  u l t i -  

m a t e l y  d e p e n d  upon  wha t  g e n e r a l  d e c i s i o n  w i l l  be t a k e n  by the  A t l a n t i c  

c r e d i t o r  p o w e r s  tha t  a r e  p a r t i c i p a n t s  in  th i s  b u s i n e s s  of a id ,  if I m a y  

s a y  so .  It cou ld  be a s e t b a c k  to the  p r o m o t i o n  of w o r l d  t r a d e  if you  got  

t h e s e  two d e f i n i t e  l i n k s  b e t w e e n  a id  and  e x p o r t s  , and,  t h e r e f o r e ,  if  one  

c o u l d  i n t e r n a t i o n a l l y  a r r i v e  a t  f r e e  a s s i s t a n c e ,  i t  wou ld  p r o b a b l y  be  to 

the  a d v a n t a g e  of a l l  c o n c e r n e d .  But  i t  i s  not  on ly  the U n i t e d  S t a t e s  that  

s u c h  a c h a n g e  w o u l d  a f f e c t .  It  wou ld  a f f ec t  c e r t a i n  p r a c t i c e s  of the 

E u r o p e a n  c o u n t r i e s - - G r e a t  B r i t i a n  and  G e r m a n y .  F r a n c e ,  of c o u r s e ,  

i s  in  a s p e c i a l  p o s i t i o n .  T h e  F r e n c h  a i d  to A l g e r i a  i s  a l m o s t  a l l  

F r e n c h  e x p o r t s .  

I th ink  th i s  i s  one  of t h o s e  q u e s t i o n s  tha t  we  s h a l l  h e a r  a lot  abou t  

in  y e a r s  to c o m e .  My on ly  hope  i s  tha t  the E u r o p e a n  c o u n t r i e s  w i l l  

r e a l i z e  to wha t  an  ex t en t  they ,  too, a r e  f a v o r e d  by  a c o n t i n u a t i o n  of 
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f r e e r  t r a d e  p o l i c i e s ,  and  that  they ,  in  the  m e a s u r e s  t hey  a r e  t ak ing  

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

w i th  the U n i t e d  S t a t e s .  

If I m a y  say  so,  I t h ink  the d i f f i c u l t y  in  the U . S .  b a l a n c e  of p a y -  

m e n t s ,  t hough  it  r a i s e d  m a n y  p r o b l e m s ,  ha s  had  s o m e  good e f fec  t s .  

T h e  ou t f low of go ld  i s  h e a d e d  to i n c r e a s e  the m o n e t a r y  r e s e r v e s  of 

o t h e r  c o u n t r i e s ,  and  in  f a c t  the  r e d i s t r i b u t i o n  of gol~ was  to a l a r g e  

e x t e n t  n e e d e d .  S e c o n d l y ,  i t  h a s  t augh t  the  U n i t e d  S t a t e s  tha t  they  h a v e  

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

a d e q u a t e l y  than  in  the  p a s t .  T h e  c o u n t r i e s  n e e d  to be  p u l l e d  up at  c e r -  

t a i n  m o m e n t s ,  and  go ld  h a s  s t i l l  s u c h  a d o m i n a n c e  o v e r  the m i n d s  of 

m e n  tha t  i t  i s  on ly  an  ou t f low of gold  that  b r i n g s  hope  to a c o u n t r y  and 

h e l p s  i t  to cope  w i th  the  p r o b l e m s  that  f a c e  i t .  O t h e r  t h ings  ought to do 

i t  j u s t  as  w e l l ,  but  the p u b l i c  n e e d s  s o m e t h i n g  s p e c t a c u l a r  and  r a t h e r  

s e n s a t i o n a l  to be  a w a r e  of a p r o b l e m .  T h e  t h i r d  t h ing  is  that  I th ink  

tha t  the c h a n g e d  p o s i t i o n  of the U n i t e d  S t a t e s  has  g i v e n  r i s e  to a r e -  

c o n s i d e r a t i o n  of a lo t  of p l a n s  that  w e r e  m a d e  abou t  the C o m m o n  

M a r k e t ,  the  F r e e  T r a d e  A r e a ,  and  so  on,  two o r  t h r e e  y e a r s  ago.  

M o s t  of t h e s e  p l a n s  w e r e  m a d e  at  the  t i m e  w h e n  e v e r y b o d y  t a l k e d  

abou t  d o l l a r  s h o r t a g e  and nobody  e n v i s a g e d ,  o r  v e r y  few,  tha t  t h e r e  

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

n e e d  f o r  r e c o n s i d e r a t i o n  of the  p l a n s  that  w e r e  m a d e  two, t h r e e ,  o r  

f o u r  y e a r s  ago w i thou t  a t t e n t i o n  to t h e s e  p r o b l e m s  that  h a v e  a r i s e n  in  

the  m e a n t i m e .  
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QUESTION: Sir, we have heard certain voices within the Organi- 

zation of American States say that the International Monetary Fund is 

not really aware of the problems which exist in Latin America, and 

they have threats for the development of another bank. My question 

i~, is it really necessary to have another bank? Could not the IMF be 

modified in its loan policies to the extent that would satisfy the require- 

ments of these Latin American countries? 

Mr. Jacobsson: There are many impressions involved. First, 

the International Monetary Fund has our definite task about monetary 

stabilization and the monetary influence on growth of world trade. It 

gives short-term credits. It helps countries with their temporary 

balance of payments problems, but not with long-term investment, i 

think it is very useful to have an institution specialized for this parti- 

cular task. If it also went into the long-term lending business, which 

is a task of the Bank, then it would be diverted from its own primary 

business. You must remember that, with the difference in world 

b a n k i n g  and a l l  the o t h e r  i n s t i t u t 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  

has ,  so to say ,  c e r t a i n  s o v e r i g n  p o w e r s .  C o u n t r i e s  canno t  f ix  the  p a r  

v a l u e  of  t h e i r  c u r r e n c i e s  wi thou t  the  a g r e e m e n t  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 .  Now that  they  a r e  a b o l i s h i n g  p a y m e n t s  r e s t r i c t i o n  by 

the  c o n v e r t i b i l i t y ,  t hey  wil l  t r a n s f e r  f r o m  what  we c a l l  A r t i c l e  14 to 

A r t i c l e  8, a m o n g  o u r  a r t i c l e s  of a g r e e m e n t .  F o r  any  new i n t r o d u c t i o n  

of p a y m e n t s  r e s t r i c t i o n s  t hey  have  to h a v e  the  a p p r o v a l  of the  F u n d  in  

o r d e r  to m a k e  t h e s e  r e s t r i c t i o n s  i n t e r n a t i o n a l l y  l ega l .  
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T h e r e  i s  t h e r e f o r e  one  i n s t i t u t i o n  that  has  c e r t a i n  d e f i n i t e  p o w e r s  

that  a r e  of i m p o r t a n c e  to the p o l i c i e s  and p r a c t i c e s  of the v a r i o u s  

g o v e r n m e n t s .  It c anno t  be  d i v e r t e d  f r o m  this  p r e c i s e  t a s k  and  go in to  

the  l o n g - t e r m  i n v e s t m e n t  b u s i n e s s .  T h e s e  p o w e r s  a r e  of i m p o r t a n c e  

and  they  g ive  a f i e l d  day  to the  l a w y e r s .  W h e n  t h e s e  q u e s t i o n s  c o m e  up, 

t h e r e  a r e ,  of c o u r s e ,  p o s s i b i l i t i e s  of i n t e r p r e t a t i o n ,  and  so  on. F o r  

the  r e a l  i n f l u e n c e  of the F u n d  in  s t a b i l i z a t i o n  p r o b l e m s ,  they  a r e  of l e s s  

i m p o r t a n c e ,  b e c a u s e  we canno t  b a s e  ou r  c o n c e r n  wi th  budge t  and c r e d i t  

p o l i c i e s  in the  i n d i v i d u a l  c o u n t r i e s  on any l e g a l  p o w e r .  We  h a v e  the  

r i g h t  of c o n s u l t a t i o n ,  but i t  i s  on ly  if  the g o v e r n m e n t s ,  t h e m s e l v e s ,  

want  to w o r k  wi th  the  F u n d  in  fu l l  c o n f i d e n c e  that  an e f f e c t i v e  s t a b i l i -  

z a t i o n  p l a n  can  be  e l a b o r a t e d  and i m p l e m e n t e d .  

T h e r e f o r e ,  i t  i s  the  c o n f i d e n c e  of the  c o u n t r i e s  and  the  i n f l u e n c e  

that  g i v e  us  o u r  r e a l  i n f l u e n c e ,  and that  has  b e e n  the e x p e r i e n c e  c e r -  

t a i n ly  i n  the  y e a r s  s i n c e  I have  b e e n  c o n n e c t e d  wi th  the F u n d .  

As  r e g a r d s  that ,  I don ' t  th ink we  s h a l l  s e e  an  e x t e n s i o n  of the  

f u n c t i o n 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 - - a n d  why s h o u l d  w e ? - - i n  

the  i n v e s t m e n t  f i e l d .  You  h a v e  the  W o r l d  Bank ,  the  E x p o r t - I m p o r t  

Bank ,  the  D e v e l o p m e n t  Loan ,  the  B a n k  in  G e r m a n y ,  the  i n s t i t u t i o n s  in  

E n g l a n d ,  and the I n v e s t m e n t  B a n k  in  E u r o p e .  T h e r e  a r e  so m a n y  in  

that  f i e l d  that  s o m e t i m e s  one  a s k s  if  t h e r e  a r e  not too m a n y .  And  the 

n e w  A m e r i c a n  B a n k  i s  a l s o  in  the  l o n g - t e r m  b u s i n e s s ,  not  in  the s h o r t -  

t e r m  b u s i n e s s .  T h e y  do not  r e a l l ~ 0 c o m e  in to  ou r  f i e l d  of ac t ion .  



I t h ink  t h e r e  i s  a c e r t a i n  a d v a n t a g e  of h a v i n g  s u c h  a bank  f o r  L a t i n  

A m e r i c a ,  b e c a u s e  the L a t i n  A m e r i c a n s ,  t h e m s e l v e s ,  w i l l  h a v e  to 

b a t t l e  wi th  the  p r o b l e m s .  T h e y  wi l l  l e a r n  the f a c t s  of l i fe  when  they  

s e e  how di f f icu l t  it  i s  to r a i s e  the  m o n e y  and how c a r e f u l  and cau t ious  

o n e  m u s t  be  in  the  i n v e s t m e n t .  I th ink  one  of the a d v a n t a g e s  of h a v i n g  

that  bank  i s  f o r  t h e m  to ge t  r e s p o n s i b i l i t y  of t h e i r  own.  I th ink,  p e r -  

s o n a l l y ,  that  t h e r e  i s  r o o m  f o r  s u c h  a bank  in L a t i n  A m e r i c a .  The  new 

P r e s i d e n t  i s  an old f r i e n d  of m i n e ,  Mr .  G a r r e r a .  He was  E x e c u t i v e  

D i r e c t o r  on  o u r  B o a r d  and we a r e  l o s i n g  h im  now b e c a u s e  he i s  t ak ing  

o v e r  the  new  bank.  He wi l l  c e r t a i n l y  h a v e  no i n t e n t i o n  of t r y i n g  to go 

in to  the  f i e ld  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 .  He is  deep in  the 

f i e l d ,  and  i t  would  be  s u f f i c i e n t l y  d i f f icu l t  f o r  h i m  to m a s t e r  h is  p r o b l e m  

i n s t e a d  of b e g i n n i n g  wi th  o u r s .  

I c an  qu i te  s e e  that  in  E u r o p e  e s p e c i a l l y  t h e r e  i s  a p r o l i f e r a t i o n  

of a g e n c i e s ,  and r a t h e r  too m a n y ,  and  I th ink  that  out of t h i s  w o r k  now 

wi l l  p e r h a p s  c o m e  c e r t a i n  g r e a t  s y s t e m a t i z a t i o n  of t h e s e  a g e n c i e s .  But ,  

f o r  L a t i n  A m e r i c a ,  I th ink,  p e r s o n a l l y ,  that  i t  i s  r a t h e r  a good th ing  

that  th is  bank  was  e s t a b l i s h e d .  

QUESTION:  Sir ,  the  C o m m u n i s t  b loc  c o u n t r i e s ,  of  c o u r s e ,  a r e  

i n c r e a s i n g  in e c o n o m i c  s t r e n g t h  a l l  the  t i m e ,  and  t h e i r  t r a d e  wi th  the 

n e u t r a l s  and  the u n c o m m i t t e d  c o u n t r i e s  i s  i n c r e a s i n g .  W o n ' t  th i s  add 

p r o b l e m s  to the  m o n e t a r y  s t a b i l i z a t i o n ,  in  wh ich  not  m u c h  as  ye t  has  

b e e n  done  to t ry  to t ake  c a r e  of  t h e s e  p r o b l e m s ?  W i l l  you  d i s c u s s  that,  

p l e a s e ?  31 



MR. JACOBSSON: As f a r  as  R u s s i a ,  i t s e l f ,  i s  conce rned ,  the 

l~uss ian  a u t h o r i t i e s  do not be l i eve  in  in f la t ion .  In t he i r  own c r e d i t  

po l i cy  they  a r e  v e r y  c o n s e r v a t i v e .  In  fac t ,  Mr .  B .K .  Nehru ,  who is  

the A m b a s s a d o r  fo r  the Indian  g o v e r n m e n t  fo r  a id  ques t i ons  and eco-  

nomic  q u e s t i o n s - - a  second  cous in  of the P r i m e  M i n i s t e r ,  I think--.  

v i s i t e d  Moscow l a s t  autumn.  When he c a m e  back  I m e t  him, and he 

a l so  saw W i l l i a m  M c C h e s n e y  Mar t i n ,  the C h a i r m a n  of the F e d e r a l  

R e s e r v e  Boa rd .  He s a id  the s a m e  thing to us.  He had been  in  contac t  

with the C e n t r a l  Bank  in  Moscow and ta lked  to the R u s s i a n s .  He sa id  

he found them so c o n s e r v a t i v e  in  t h e i r  c r e d i t  p o l i c i e s  that ,  in  c o m -  

p a r i s o n  wi th  them,  both the F e d e r a l  R e s e r v e  S y s t e m  and the I n t e r -  

na t i ona l  M o n e t a r y  Fund  would be l i b e r a l ,  not to s a y  r a d i c a l .  So he 

adv i sed  ~the counc i l  f r o m  R u s s i a  to India in handl ing  t he i r  c r e d i t  po l i cy  

and avoid ing  inf la t ion .  I t  i s  jus t  the s a m e  advice  as  c o m e s  f r o m  the 

I n t e r n a t i o n a l  M o n e t a r y  Fund.  

The  R u s s i a n s  had a f t e r  the F i r s t  Wor ld  W a r  and the Second Wor ld  

w a r  in f l a t ion ,  and the peopl  e have  had wide inf la t ion .  They  don' t  l ike  

i t ,  and they  get  cured .  T h e y  m a y  no t  be ab le  to p r e v e n t  i n f l a t i o n a r y  

p r e s s u r e s ,  and they have  had d i f f i cu l t i e s ,  but t h e y  have  not had a bad 

p e r f o r m a n c e  and have had r e l a t i v e l y  s t ab le  p r i c e s  o v e r  r e c e n t  y e a r s .  

T h e i r  o f f i c i a l  doc t r ine  i s  c o m p l e t e l y  a g a i n s t  in f la t ion .  They  te l l  that  

a l so  to the c o u n t r i e s  they v i s i t .  So I don ' t  th ink that,  f r o m  the point  of 

v iew 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 he r e  wil l  be any d i f f icul ty .  
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With  r e g a r d  to the  a id ,  w h e t h e r  t h e r e  c a n  be  a k ind  of c o o r d i n a t i o n  

of a id ,  t h e r e  a r e  s o m e  p e o p l e  who ta lk  abou t  i t .  G e n e r a l  D e G a u l l e  had  

a n  i n t e r v i e w  l a s t  a u t u m n ,  and he  h i n t e d  tha t  he  w o u l d  b e  in  f a v o r  of  a 

c e r t a i n  c o o r d i n a t i o n  b e t w e e n  the W e s t e r n  a i d  and the  a id  f r o m  the  

Sov i e t  b l o c .  I d o n ' t  th ink  it  w i l l  h a p p e n  in  the U n i t e d  N a t i o n s ,  b e c a u s e  

M r .  K h r u s h c h e v  has  s p o k e n  v e r y  s l i g h t i n g l y  abou t  the Un i t ed  N a t i o n s  

a id ,  that  i t  is  not  i n  b ig  a m o u n t s .  I t h ink  R u s s i a  wou ld  l i ke  to exp lo i t  

the aid they give for political reasons, as much as they can. I think 

the coordination may be difficult. But, at the same time, I don't thinkit 

will affect much the monetary policies that the various countries are 

advised to follow from either Moscow or Washington. 

QUESTION: Sir. I have two questions about gold. (1) What are 

your views concerning the advisability of raising the price of gold? 

(2) What would happen to international monetary systems if gold were 

traded freely as are other mineral and metal commodities? 

MR. JACOBSSON: You know, raising the price of gold can be done 

in two ways. You can do it generally for all the countries of the Western 

World. It would be certainly very welcome to South Africa and Russia, 

the two main gold-producing areas. It would not alter the relative ex- 

change rates between the dollar and the European currency, but people 

say it would help world liquidity, in that the reserves of the central 

banks would be bigger, and it would give them greater freedom. 
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My p e r s o n a l  op in ion  i s  that  the w h o l e  q u e s t i o n  of g e n e r a l  w o r l d  

l i q u i d i t y  i s  not  s u c h  a d i f f i cu l t  q u e s t i o n  as  p e o p l e  thought  a f ew y e a r s  

ago.  T h e  E u r o p e a n  c o u n t r i e s  wi l l  s o o n  h a v e  the  r e s e r v e s  that  they  l i ke  

to have  and  that  a r e  s u f f i c i e n t  f o r  t h e m .  T h e  B r i t i s h  would  l ike  to i n -  

c r e a s e  t h e m ,  and the  F r e n c h .  

a t  l e a s t  f o r  the  c u r r e n t  y e a r ,  

of deb t s ,  l a r g e l y  in  d o l l a r s .  

the  g o l d  in  t h e i r  v a u l t s .  

T h e r e  is  the q u e s t i o n  of the  d o l l a r ,  

But  the  i n c r e a s e  in  t h e i r  r e s e r v e s  wi l l ,  

l a r g e l y  c o m e  in  the f o r m  of r e p a y m e n t  

So they  wi l l  not  be  ab le  to add m u c h  to 

w h e t h e r  the r e l a t i o n  b e t w e e n  

the  a m o u n t  of gold h e l d  in  d o l l a r  l i a b i l i t i e s  i s  the  p r o p e r  one .  Tha t  I 

th ink  wi l l  d e p e n d  upon c o n f i d e n c e .  If p e o p l e  c o n t i n u e  to h a v e  c o n f i d e n c e  

in  the  d o l l a r  they  wi l l  h o l d  the  d o l l a r s .  W h e t h e r  the debt  q u e s t i o n  wi l l  

be  m u c h  c h a n g e d  by a l t e r a t i o n  in  the  p r i c e  of gold,  I a m  not  s u r e ,  b e -  

c a u s e  in  the  end  i t  w i l l  d e p e n d  upon  wha t  h a p p e n s  to the  Un i t ed  S t a t e s  

b a l a n c e  of p a y m e n t s .  

I a m  a l w a y s  a f r a i d  that  p e o p l e  th ink t h e r e  is  s o m e  e a s y  way out,  

l i k e  r a i s i n g  the  gold  p r i c e  to s o l v e  t h e s e  p r o b l e m s ,  w h e n  in  f a c t  i t  i s  a 

q u e s t i o n  of r e l a t i v e  p r i c e  l e v e l s  and  c o s t  l e v e l s  and budge t  p o l i c i e s .  

It r a t h e r  t e n d s  to d i s g u i s e  the  r e a l  p r o b l e m  that  we  h a v e  to s o l v e .  In 

fac t ,  in  1933 and 1934, w h e n  P r e s i d e n t  R o o s e v e l t  i n c r e a s e d  the gold  

p r i c e  and  u n e m p l o y m e n t  r e m a i n e d ,  he  found  h i s  p r o b l e m s  w e r e  not  

s o l v e d  by th is  m e a s u r e .  I th ink  th i s  t aught  us ,  p e r h a p s  o n c e  and f o r  

a l l ,  that  t h e r e  i s  no such  e a s y  way out a s  s o m e  p e o p l e  wi l l  t r y  to m a k e  

us  b e l i e v e .  34 



About  gold b e i n g  t r a d e d  f r ee l :5  I don ' t  th ink  i t  would  m a t t e r  m u c h .  

T h e  S w i s s  in  E u r o p e  t r a d e  gold  f r e e l y ,  and the  F r e n c h  have  t a k e n  

p r o b a b l y  the  h i g h e s t  a m o u n t  of h o a r d e d  gold  in  the w o r l d .  T h e y  h a v e  

not  y e t  got s u f f i c i e n t  c o n f i d e n c e  in the  f r a n c  to a l low any  of that  gold 

to c o m e  out of the  h o a r d .  C o n f i d e n c e  i s  a p l an t  of s low growth ,  and  i t  

w i l l  t ake  m o r e  than a y e a r  o r  two b e f o r e  any gold  c o m e s  out of h o a r d i n g .  

But ,  anyhow,  no new gold  s e e m s  to h a v e  gone  in to  h o a r d s  o v e r  the l a s t  

y e a r  in  F r a n c e ,  w h i c h  a l r e a d y  i s  an a d v a n t a g e .  In S w i t z e r l a n d  t h e r e  

h a s  b e e n  s o m e  gold  h o a r d e d ,  and in  G e r m a n y ,  too.  T h e s e  a r e  m i n o r  

a m o u n t s .  I donl t  b e l i e v e  that  m a n y  p e o p l e  would  take  gold  e x c e p t  as  a 

h e d g e  a g a i n s t  i n f l a t i on ,  i f  t hey  l o s t  c o n f i d e n c e  in the  d o l l a r .  If c o n f i -  

d e n c e  w e r e  l o s t  to the e x t e n t  that  p e o p l e  b e g a n  to h e d g e  a g a i n s t  i n f l a t i o n  

and  buy gold,  m a n y  th ings  would  happen .  It would  be a v e r y  d i f f i cu l t  

s i t u a t i o n .  

My i n t e r p r e t a t i o n  of the d e c l i n e  in  v a l u e s  of q u o t a t i o n s  on the  s t o c k  

e x c h a n g e  i s  that  p e o p l e  a r e  b e g i n n i n g  h e r e  to r e a l i z e  that  t h e r e  w i l l  not  

be  i n f l a t i o n  f o r e v e r  but  that  p e r h a p s  we wi l l  go a g a i n s t  a p e r i o d  of 

g r e a t e r  p r i c e  s t ab i l i t y .  

I u s u a l l y  t e l l  a l s o  the g o l d - p r o d u c i n g  c o u n t r i e s  that  t hey  h a v e  at 

p r e s e n t  a gold  p r o d u c t i o n  of a b i l l i o n  d o l l a r s  a y e a r  in  the W e s t e r n  

W o r l d ,  and the  c e n t r a l  b a n k s  a r e  w i l l i n g  to t ake  m o s t  of t h i s  and pu t  i t  

i n  the c e l l a r s ,  b e c a u s e  they  know that  o t h e r  p e o p l e  wi l l  t ake  i t  in  c a s e  

of  n e e d .  I t  i s  a k ind  of c o n v e n t i o n  that  the  w o r l d  has  had  fo r  as f a r  back  
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a s  h i s t o r y  g o e s ,  tha t  p e o p l e  t ake  th i s  gold .  T h e r e  is  no i n t e r n a t i o n a l  

l a w  abou t  i t ,  but  they  a r e  c o n f i d e n t  to do it .  The  e x p e r i e n c e  of m a n -  

k ind  is  tha t  you  on ly  c o l l e c t  a n d  s a v e  and  g a t h e r  wha t  i s  r a r e .  If we  

i n c r e a s e d  the ou tput  by  a n  i n c r e a s e  in  the  gold p r i c e  to s a y  $ 2 . 5  b i l l i o n  

a y e a r ,  i s  i t  c e r t a i n  tha t  p e o p l e  wou ld  c o n t i n u e  t h i s  c o n v e n t i o n  and  t ake  

the  g o l d - - t a k e  i t  out  of  the g r o u n d  in  Sou th  A f r i c a ,  and put  it  in to  the  

c e l l a r  of s o m e  c e n t r a l  bank  in  the  w o r l d ?  

s e r v e  a n y  l o n g e r ,  i f  p e o p l e  wen t  too f a r .  

It m a y  b e  the  t r i c k  w o u l d n ' t  

T h e r e f o r e ,  wi th  the  p r e s e n t  

1951, 

w i s e .  

ou tpu t  of gold ,  I t h ink  the w o r l d  wi l l  c o n t i n u e  to u s e  i t  as  a b a s i s  f o r  i t s  

c u r r e n c y ,  and  i t  s e r v e s  a v e r y  u s e f u l  p u r p o s e .  

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

a s  a b a s i s  f o r  c u r r e n c y .  And,  if the gold p r o d u c e r s  wou ld  p r o d u c e  too 

m u c h  gold ,  the s a m e  m i g h t  one  day h a p p e n  to t h e m .  T h e r e f o r e ,  I 

th ink  that ,  e v e n  f r o m  t h e i r  po in t  of v i e w ,  i t  i s  not  too w i s e  to a s k  f o r  

the  h i g h e r  p r i c e .  

QUESTION:  S i r ,  the  Un i t ed  S t a t e s  s h a r e  of w o r l d  e x p o r t s  ha s  r e -  

m a i n e d  a p p r o x i m a t e l y  the  s a m e ,  a c c o r d i n g  to U . N .  s t a t i s t i c s ,  s i n c e  

and  has  i n c r e a s e d  in  a b s o l u t e  t e r m s  by  o v e r  50 p e r c e n t  d o l l a r -  

I w o n d e r ,  if we  i n c r e a s e d  o u r  c o m p e t i t i v e  p o s i t i o n  e n o u g h  to 

t ake  a l a r g e r  s h a r e  of th i s  m a r k e t  of e x p o r t s  by, s a y  abou t  $3 b i l l i o n ,  to 

r a i s e  the  d e f i c i t  in  the  b a l a n c e  of p a y m e n t s ,  w h e t h e r  o r  not  th i s  wou ld  

not  h a v e  a n  a d v e r s e  e f f e c t  on  the  E u r o p e a n  e c o n o m i e s  that  h a v e  j u s t  

now r e c o v e r e d .  
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MR.  JACOBSSON:  I a m  a l w a y s  s u s p i c i o u s  w h e n  I h e a r  a c o u n t r y  

not  do ing  a n y t h i n g  out  of c o n s i d e r a t i o n  to o t h e r s .  I h a v e  h e a r d  i t  so 

o f t en .  I t h ink  that  the t r u t h  of  it  i s  tha t ,  

w o r l d  t r a d e  g e n e r a l l y ,  at  the s a m e  t i m e ,  

if t h e r e  is  an  e x p a n s i o n  of 

e v e r y b o d y  w i l l  ge t  m o r e .  

T h e  g r e a t  a d v a n t a g e  f r o m  1950 to da t e  h a s  b e e n  that  t h e r e  has  b e e n  a 

r i s i n g  c u r v e  of w o r l d  t r a d e .  I th ink  t h e r e  etre c h a n c e s  that  that  w i l l  

c o n t i n u e ,  b e c a u s e  t h e r e  i s  a n  e x p a n s i o n  in  the  s t a n d a r d s  of l iv ing ,  

p e o p l e  l i k e  f o r e i g n  goods ,  and ,  wi th  t h i s  i n c r e a s e  in  n a t i o n a l  s p e n d i n g  

and  s t a n d a r d s  of l i v ing ,  we  get  m o r e  w o r l d  t r a d e .  I th ink  we know 

s u f f i c i e n t  abou t  m o n e t a r y  p o l i c y  so  tha t  we  c a n  p r e v e n t  d e f l a t i o n  of the 

k ind  tha t  c a m e  i n  the  1930 ' s  and  b r o u g h t  so m u c h  t r o u b l e  a t  tha t  t i m e .  

I a m  not  r e a l l y  a f r a i d  of tha t .  I t h ink  we  know how to s top that  now.  

But  I a m  s o m e w h a t  a f r a i d  of a l l  t h e s e  t r a d e  a r e a s ,  a l l  the  t e n d e n c i e s  

to i n c r e a s e  p r o t e c t i o n  tha t  I c a n  d i s c o v e r  in  the  w o r l d ,  and  a t  t h e  s a m e  

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

Six and a m o n g  the  S e v e n .  I c a n  s e e  t e n d e n c i e s  in  the  w o r l d  in  e i t h e r  

d i r e c t i o n ,  at  the  p r e s e n t .  

I s a id  b e f o r e  tha t  we a r e  a t  the c r o s s r o a d s ,  and  we  h a v e  to be  v e r y  

c a r e f u l  that  we  do not  get  i n c r e a s e d  d i s c r i m i n a t i o n  and i n c r e a s i n g  p r o -  

t e c t i o n i s m  in  the  U n i t e d  S t a t e s .  T h e n  I d o n ' t  know wha t  wou ld  h a p p e n .  

But  I th ink  tha t  p e o p l e  a r e  s u f f i c i e n t l y  a w a r e  of t h e s e  p r o b l e m s ,  I 

s h o u l d  say ,  s i n c e  l a s t  s u m m e r ,  w h e n  p e o p l e  b e g a n  to d i s c u s s  t h e s e  

t h ings .  And  I th ink  t h e s e  i d e a s  of h a v i n g  s o m e  k ind  of a t l a n t i c  



e c o n o m i c  o r g a n i z a t i o n  to d e a l  w i th  t h e s e  m a t t e r s  i s  v e r y  i m p o r t a n t - -  

w h e t h e r  we  t a k e  the  w r o n g  r o a d  o r  the  r i g h t  r o a d .  T h e r e  a r e  m a n y  

t h i n g s  tha t  c a n  h a p p e n .  

U n d e r  the  C o m m o n  M a r k e t ,  i f  it  i s  a c c e r l e r a t e d ,  t h e r e  wi l l  be  an  

i n c r e a s e  i n  d u t i e s  to the  c o m m o n  t a r i f f  of r a w  m a t e r i a l s .  I w a s  in  

G e r m a n y ,  and  l o t s  of the G e r m a n s  s a i d  tha t  i t  wou ld  be  f o r t u n a t e  f o r  

the  c o u n t r i e s  tha t  h a v e  the h i g h e r  t a r i f f  to add to t h e i r  c o s t .  T h e y  

h a v e  s t i l l  to w i t h s t a n d  i n f l a t i o n  and  h i g h e r  c o m p e t i t i o n .  It  s h o u l d  a l s o  

r e d u c e  the  e a r n i n g  p o w e r s  of the  r a w - m a t e r i a l  p r o d u c i n g  c o u n t r i e s .  

I s a y  tha t  s u c h  t e n d e n c i e s  out  of the  C o m m o n  M a r k e t  and  the  Seven ,  i f  

t hey  m a t e r i - l ~ z e ,  w i l l  be  v e r y  d a n g e r o u s .  A f t e r  a l l ,  i t  i s  in  the  r a w -  

m a t e r i a l - p r o d u c i n g  c o u n t r i e s  tha t  the  C o m m u n i s t  p r o p a g a n d a  i s  the  

s t r o n g e s t .  T h e r e  one  h a s  to be  v e r y  c a r e f u l .  T h e s e  t h ings  a r e  b e i n g  

l o o k e d  in to  m o r e  f u l l y  now than  t hey  w e r e  b e f o r e .  I know that  th i s  i s  a 

p o l i t i c a l l y  i m p o r t a n t  q u e s t i o n ,  too.  T h e r e  a r e  d i f f e r e n c e s  of o p i n i o n  

b e t w e e n  the d i f f e r e n t  g o v e r n m e n t s  a m o n g  the  Six.  T h e  S e v e n  a r e  a l s o  

p e r t u r b e d  about  i t .  You  h e a r  i t  a l l  o v e r  the p l a c e .  

T h e r e  a r e  t h i n g s  tha t  p e o p l e  c a n  s ay ,  tha t  if  y o u  c a n  i n c r e a s e  

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

e a r n i n g  p o s s i b i l i t i e s ,  and  then  i t  w i l l  be  a l l  r i g h t .  We c a n  s e e  to i t  

tha t  tha t  h a p p e n s ,  but  I c a n  s e e  m a n y  th ings  tha t  c a n  go w r o n g .  But  I 

c a n  a l s o  s e e  tha t  t h i n g s  a r e  b e i n g  t u r n e d  to the r i g h t  d i r e c t i o n .  A f t e r  

a l l ,  we  t a lk  abou t  a s s i s t a n c e  to the  r a w - m a t e r i a l - p r o d u c i n g  c o u n t r i e s ,  
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but  m o r e  i m p o r t a n t  i s  t h e i r  e a r n i n g  p o s s i b i l i t i e s ;  and  t h e i r  d i v e r s i -  

f i c a t i o n  of i n d u s t r y  and t h e i r  e c o n o m i e s  w i l l  d e p e n d  v e r y  m u c h  upon 

the  p o s s i b i l i t i e s  of s e l l i n g  t h e i r  p r o d u c t s  to the  i n d u s t r i a l i z e d  c o u n t r i e s .  

T h e r e f o r e ,  the  t a r i f f  p o l i c i e s  of t h e s e  c o u n t r i e s  m u s t  be  so 

a r r a n g e d  that  he lp  i s  g i v e n  in  a m o r e  e f f e c t i v e  way than  s i m p l y  by 

f i n a n c i a l  g r a n t s .  I b e l i e v e  that  t h e s e  p r o b l e m s  wi l l  h a v e  to be  d i s -  

c u s s e d  t h i s  s p r i n g  and o v e r  the next  y e a r ,  and  I can  s e e  d i f f e r e n t  

t e n d e n c i e s  when  I go a r o u n d  the w o r l d .  I can  s t i l l  hope  that  the  th ing  

wi l l  be  m o v e d  in a sound  d i r e c t i o n .  But  you know the  d e f i n i t i o n  of 

sound .  S o m e b o d y  a s k e d ,  "What  do you  m e a n  by a sound  o p i n i o n ? "  

And  the r e p l y  was ,  " T h a t ' s  m y  op in ion .  " T h e r e  a r e  o t h e r  p e o p l e  who 

th ink  that  a n o t h e r  op in ion  is  the  sound  op in ion .  

T h a n k  You.  

C O L O N E L  SILLS:  M r .  J a c o b s s o n ,  I a m  s o r r y  ou r  t i m e  has  r u n  out .  

We c e r t a i n l y  a p p r e c i a t e  y o u r  c o m i n g  h e r e  today  and g iv ing  us  the  b e n e f i t  

of y o u r  w i s d o m  and e x p e r i e n c e  i n  t h i s  f o r e i g n  a r e a  of i n t e r n a t i o n a l  

e c o n o m i c  s t a b i l i z a t i o n .  T h a n k  you v e r y  m u c h .  

(19 A p r i l  1 9 6 0 - -  ) O / d w : b b n  
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