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MONETARY PROBLEMS IN THE WORLD OF TO-DAY
DRAFT RESOLUTTON

.adopted by the Committee on Monetary Reletions
at its meeting on November 27th znd 28th, 1946

Having considered the Tindinge of -its Committee on Monetary Relatioms,
vhich are set out in the appended report, the International Chamber of
Commerce submits to govermments and to the international monetary
institutions concernea the following statements on the principles of
monetoxy policy it feels to be best appropriate to the present world
situation,

l, The present generat‘on, vhich has twice experienced war time inflation
and in the inter-war period a disastrous oeflation, should be opnly too well
‘aware of the damage caused by monetary disturbsnces. The impediate danger
in most countrieg is now one of continued inflation, This danger must

be countered, Vith that end in view, the Chamber submits the following
observations and suggestions

(i) To a considerable extent, the upward tendencies of prices is due
to non-monetary causes, arising malnly from destruction and disorganization
brought about by the war, such as the shortage of goods, deficient
production, and the rising costs largely attributable to higher wvages.

Among the most essentiael tagks ere én increase iu the production of power,
a general recovery in efficiency, and firm measvres to avoid the vicious
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spiral of rising wages and prices, It should now be clear everyvwhere that
until sufficlent supplies beccme available, an attempt to improve the
peoplets standard of living merely by raising money wages 1s doomed to
failure, for it will simply lead to a rise in prices which will tend to
imperil the intesrity of national currencies.,

{11) Bat in many countries inflationary pressure is still largely the
result of monetery causes in the form.of large accumulaticns of purchasing
pover continually increesed by deficit financing and a policy of excessively
cheap money, vhich involves the monetization of debis and artificially
increases the money velvation of capital assets.

(iii) Therefore, the first task is to arrest the increase in beying power
by bringing budrets under control, so that no new notes need to be printed to
111 @he gap between expenditure and revenuse,

Government expenditure must be subJject to & thorovgh overhauling
B0 as to eliminate superfluities and rrevent too large an administrative
-esgtablishment from reacting unfavourably on the budget position and on the
standard of living - this being a measure which all countries should adopt
after the var, The task of reviewing the State finances, with particular
emphaesis on cuts in expenditure and the revision of the taxation system,
may in payrt be entrusted to independent persons of experieace, collaborating
Jwith members of official bodies, ‘

(iv) In order to achieve financial and economic recovery, e country
must have a resolute government assured of adequate stebility and continuity,
In the occupled countries, the responsibility necessarily rests on the
occupying powers in so far as they carry out the functions of government,

(v) Vhen the deterioration in the position of eny country or area
has gone so far that gerious inflation threatzms; no piece-meal solutions
will suffice, but there is more nesd than ever to devise a really comprehensive
gcheme providing for a proper balance in the central and local budgets,
the recoastitution of adequate monetary reserves, a sound relationship in
the cost and’ price structure both internally‘and in relation to other
countries, with sufficient resources available for economic development.
Foreirn payments on reparation and other sccounts must be adjusted to the
volume of foreign deliveries which can be made without unduly straining
the finencial position of the debtor countries,

(vi) Vhile efforts are being made to arrive at a permanent policy,
pelliative measuvres of relief will usuvally be essential, but they should
be fitted at the earliest possible moment info a more substantial scheme.
Foreizn financial aid is urgently needed by certein countries, but such
aid should be used to rebuild what the war has destroyed and for other
constructive developments as indicated in (v) above. If it were used to
evade the task of adjustment, it might easily become a dovmright misfortune,

2, On the other hand, practicall; all countries, even those which heve a
sound budget position, are faced with domestic difficulties inherent in a
period. of transition- from var to peace,

(1) In ver-time, vhen the main task was to reduce private consumption,
price control reinforced by such measures as subsidies, quotas, restrictions
on wage increases, rationing, etc., helped to keep back the rise in prices.
Now that peace has returned and private congumption should expand; the
price and cost sretem has again to function in a normel manner, and control
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mey prove a definite obgtruction ﬁo grbater activity ond increased output,
As soon as the acute war-time shortages disappear, in one branch after the
other, the control should be lifted. 1n view of the gvezt skortege of
houses, rents may have to be regulated for some time to come, but theve
also, a gradual adjustment should be made in each country to the new level
_of average purchasing power of the nationsl currency.

(11). Government subsidiés of different kinds have more often than
not been further increased since the war ended, These subsidies should be
graduelly liquidated, for not only do they distort the cost and price
structure (a serious metter in itself), but they delay the momént when a
true equilibriun in the nationsl accounts can be establighed, the deficits
ebsorbing amounts which may be badly nseded 1n the task of. recoastruction.

(111) Particuler attention mast Ye devoted to moderabing the present
boon induced by a stronz demend for consumption goods and supported by,
great investment sctivity in ecesential goods industries. According to the
widely accepted principles of modern business cycle policy, the task of
the government is to moderate such & boom by achieving a resl budget surplus,
which meens, among other things, the limltation of expenditure including
the postponement of new public works in every.practiceble way. But other
measures must be added, including meens td*guard egainst unduly eeasy
conditions on the money end capitsl markets, end great caution in making
price end wage increases -and in regard to industrial expansion.

[

There seems to’be little likelihood that the next dowmward turn
of the business cycle will resemble the great depression of 1930-33, If a
comparison 1ls to be made, it might be better to make it with the brief
recession of 1920-21, The Chamber wishes to point out how dangerous it is
for wide circles to, think too much in terms of past experince at a time
vhen the fundamental conditions obtaining are in meny respects totally
different, -

(1iv) To guard egainet an increase in the already heavy public debts,
& resl reduction should in the future be mede during any period of
relatively prosperous years; the opportunlty should in perticular be taken
vhenever possible to devote the proceeds of seles of war-time government
agsets to the retirement of debt. Moreover, efforts should be made to
bring new government issues, whether long or short term, as well as bank
holdings of government bonds into the hands of the investing public and
of such institutions as insurence companies and savings banks.

(v) During the war, treasuries have had (and in some cases st1ll
have) a monopoly poeition on the money end cepitel markets and have, as
monopolists, been able to fix lower rates of interest in spite of all their
horrowing, Bubt very low interest retes are not necessarily innocuous, The
Perpetuation of such rates would make monetary menagement more difficult,
since one of the instruments would be lost which proved useful in the past
for influencing economic developments. Treesuries snd other monetery
euthorities should begin to think in flexible and not in rigid terms in this
field elso.

3. In modern econcmic life, the neationgl and internationa} aspects
are closely interwoven, but gome problems arg, even so, primarily
international 1n character,

(1) To restore a swoothly working internapional monetary systen,
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it will be necessary to arrive at egonomically tenable rates of exchange to
be kept stable. within a system of free excihange markets for all current
peyments.end for norusl transfers on capitsl account, There cen be little
hope of esveblishing such a system without vigorously furthering a free
exchange of goods and services, |

The Chamber welcomes the intention snnounced by the International
Monetary Fund -to prcceed with establishing initial par values for currencies
that have an element of stability, although realizing that conditions are
not ideal for determining at this time the ultimate structures of exchange
rates, Thus, the par value determination for some currencies must be
deferred until the economic and monetary situation of the countries
concerned hes improved, but a core of exchange stebility should in the
meentime make it possible gradually to fit all currencies intc the exchange
rate structure and enhance the prospect of orderly exchange arrangements,

The Bretton Woods scheme allows variations in’exchange rates in
cages of fundamental disequilibrium and, vhen such & disequilibrium exists
and cannot in practice be corrected by cost adjustment, it is in the general
interest that en alteration in the exchange rate should be made as soon ag
Prossible, . But, even so, the advantagg of stable rates should not lightly
be thrown .away end no country should be allowed to resort to an alteration
in its rate of exchange simply as a matter of business cycle policy. A
"beggar~your-neighbour" attitude is incompatible with a growth of confident
collaboration,

(11) The ebandonment of the old gold stenderd has in meny countries
brought about a situation under which importent monetary changes can be
maede simply‘by administrative decree. Adherence to the Bretton Woods
scheme already involves some greater definiteness of policy; but beyond
that, further steps may suitebly be taken in each individual country by
parliamentary control over currency matters end, whenever practicable, by
the adoption of specific monetary provisione with the force of law,

To achieve greater monetary security, the ceptrul banks mugt
not be subservient to any particular interest. It is eleo important that
the verious international monetary suthprities esteblished by inter-
governmental agreement should “presexrve independence of outlook when
confronted with all the different interests which are bound to bear upon
themn.

(iii) Many countries possess a gufficilency of monetary reserves, but
some need substantial financial’support from abroad., So far, most '
international lending has been arranged between public egencles, but
official finaencing needs to be supplemented whenever possible by private
activity, and this activity ought graduelly to gain in importence. An
increased employment of funds through private chennels is more capable
of - satisfying a great variety of needs., Individual private credits, more
closely linked to a movement of goods, can as & rule be more easily adapted
to changing circumstances than large blocks of official finemcing, Privete
credits, moreover, meke use of funds naturally accunulating in the market
from current savings instead of relying on new money derived from the
central banks,

The resources of the main lending countries are necessarily
limited, these countries being forced to pey close attention to the
possibilities of actual deliveries of goods end services - & realistic
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conslderation vhich the borrpwers also must take into account.

(iv) The Chamber recommends that 8ll countries should adhere as soon
as_possible to the Bretton Woods institutions, which, although not perfect,
offer a real chence of internationel monetary collaboration. The Chamber
hopes that, wvhen difficulties arise, these institutions will be in a
position to teke action at an early stage and thus stave off currency
depreclations and other disturbhing measurssg, Care must be taken to ensure-
that the resources of the Fund and the Benk are not dissipated in a way
which would only prolong the duration of e serious maledjustment, Finally,
the Chamber hopes that in time various modifications msy be made in the
statutes and practices of these institutions according to the experience
acquired,

(v) Perheps the most urgent problem to which the Bretton Woods Benk
should give its attentlion is the economic and financial recovery of
countries that have perticularly suffered from the war, In lire with the
principles set out above, the Chamber recommends that, however urgent the
need, the lending should be done as part of a oconstructive scheme holding
out the hope of real economic recovery on the basis of a finenciel
stabilizetion,

(vi) In this connection, the Chamber wishes to make one general
observetion and recommendation to ell countries, great and small, In
connection with the importent work carried out by the Lesgue of Nations
for finencial reconstruction after the first world war, it unfortunately
came to be regarded as a sign of inferlority for a country to have resort
to the expsrt advice which the Leegue could give, In some earlier periods
of Europeen history, es in the sliteenth snd seventeenth centuries, the
most powerful countries did not hesitate to call in eminent persons from
abroad for consultaticn. It would be & great advantage if a similar
Practice were to prevall again. The outside expert, trained in a
different milieu, is of'ten better eble than the nationals of the country
concexrned to get & new slant on ite problems, Representatives of an -
international institution will moreover, as a rule approach a problem with
real objectivity - a circumstance of importance in matters of currency end’
international lending, The Chember hopes for signs of a general
willingness to have resort to outslde erpert aid and urges its National
Committees to ask their governments to take into consideration the
advanteges which internationel consultation mey bring.

L, While there are certein universal features in the world's monetery
situation, some problems and responsibilities are peculiar to.particular
gountries _end sreas, The various countries of the vorld show a variety
of conditions, with great achievements In some ceges and less progresé,
sometimes even acute distress, in others, A speclal importence attaches
to the realization in the Unilted States of a level of economlc activity
steady enough to serve generally as a basis of adjustment of prices and
exchanges. The Chamber further hopes that the United States will continue
to teke a lead in the movemeat for freer trade, which is so important also
from a monetary point of view,

5,7 Finally, the Chamber must emphasize what is so obvious but still so
important, namely that without expeansian in the output of goods and
services, there can be npo steady increase in the standerd of living and
no true basis found for a solution of the monetary problems., In fact,
monetary end economic policy must be so fremed as to stimulate the
development of available resources and the working out of new ideasiwith
gufficient scope given to enterprise and initiative for men to assume the
risks involved in all economic progress.





