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FRANK ALTSCHUL
120 BROADWAY
HELW YORE CITY

Februery 17, 1943

Dear Mrs. Hoosevelt,

In accordance with your sugpestion,
T shull try to summerize the views which you were kind
enocugh to give me an opportunity of expressing to you
yesterday. For the sake of brevity, I shall state
these possibly somewhat too dogmatically, with little
uttempt to set forth the reasoning which lies behind

them.

1. After the war, the possibility will exist of one
of the greatest forward movements in human well-
being and humsn liberty the world has ever expe-
rienced.

2. Uhether this possibility is realized will depend
in large meusure upon the wuay we conduct ourselves
in the United Stites of America.

4. The pattern of American post-wur conduct iz being
set now; and it fills me with apprehension.

4. There is evident in thiz country a distinet drift
toward extreme reaction which, unerrested, might
leave us in the paradoxicul positicn of sucecumbing
at home to the very forces we set out to congquer
ubroad.

5. Such & development would be & disaster for the
world as a whole no less thun for the United Stutes;
end it would postpone indefinitely even the partisl
realization of the four freedoms.

€. The forces of extreme reactlon are obiuining an in-
creasing degres of influence in the Repu:ilicun or-
genization. They nov hold & number of key positions,
end they find & considerable measure of support among
the more shortsighted elements in the business commu-
nity. In zllisnce with reactionary Democrats, they
huve ulready uttuined a pesition of guite undue in-

luence in government.
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They do not, in my opinion, really represent the
desires or espirutions of the rank end file of
Hepublicung, but they are so placed that they may
determine to & great extent the character of Party
policies. They sre growing incremsingly confident
that riding the "wave of the future", they will
sconer or later land in positions of the highest
authority.

Meanwhile, liberal Republicuns with meny of whom I
heve cpoken are becoming exceedingly disturbed by
this situstion, without having found as yet any way
of coping with it. They sre unorganized, have a
diminishing volee in the Party machine, and have no
leader around whom to rally.

Under these circumstances, there is & growing denger
thet large numbers of men and women of pood will and
of lliberal views may find themselves following leader—
ship with whose reml purposes, if elearly understood,
they would be completely out of sympathy.

This danger is sggravated both by circumstances be-
yond and by circumstances within the control of the
Administration.

In the first cutegory are the Russisn victories.
Fear of the extreme Left is being used as a whip to
drive people into the arms of the extreme Right.

In the second category, of many items I mention
merely two which seem of some importence:

() Those pin prick sggravetions which lend color
to the ery of "buresueratic tyranny"”.

There is little or no compleint cbout the
personel sacrifices and restraints that the
war invelves. These are recognized ms
necessary.  However, on all sides, there

is econstant grumbling ebout the complicated
methods through which these sscrifices and
restroints are lmposed. As B result, the
cliché "burewucratic tyranny" is used effec-
tively to coneceal an attack which is primerily
being leveled at the purposes of the Adminis-
tration rather than at its methods.



(b) The failure to implement the dream of the brave
new world with the development and disclosure
of any practical plans for making the dream come
true.

This plays into the hands of the reaction-
arles who make sbundant political eapital
out of whet they term the fvisionary" and
the "unrealistie™. Concrete plans, even
in limited areas, which suggest an approach
to the step-by-step solution of post-war
probleme would meet with ready response in
many quarters.

11. It appears to me that there is great danger in & poliey
of continuing appessement of the extremists. I hope
that, soocner rather than later, the President will find
& way to isolate them from the wast majority in both
Parties with whom they have in faet 1ittle in common.
Possibly this could be accomplished at the proper moment
by an sppeal to the country for support of a certain
number of conerete projects in connection with the
economic organization of the post-war world. On this
account, I am supplementing this letter with & tentative
suggestion in one specific field, which may at least
have the advantage of not requiring the approval of the
Senate Foreign Releations Committee in its present temper.

With renewed thanks for your gracious reception, and
apologles for a letter that has gromm intolerably long, I am,

Yours faithfully,

D iy




MEMORANDUM IN REGARD TO POST-WAR EXCHANGE

STABILIZATION

It is highly desirsble that, before the end of the war,
plans ghould be developed looking towsrds an early
stabilizatlon of the exchunges over as large an area of
the trading world as possible.

There have been rumors of disecussions about the establish-
ment of a World Bank, and sbout some highly confidentiaml
memorandum prepared by Lord Keynes. I am not Informed as
to the accuracy of these rumors, and I have no information
a8 to the nature of the plans, if any, which have been ad-
vanced. I heve some misgiving sbout schemes which are

too grandlose in thelr nature. Vhat I think must be
sought in the first instance, is some essentially practical
arrangement which requires a minimm of public debete and
of legislative sanction, and which can be put into opera-

tion promptly.

On this account, it seems to me desirable to limit the
discussion of post-wer exchange stabilization te the search
for an agreement between the United States, representing the
dollar area, and Great Britain, representing the sterling
area. If the dollar area 1s considered to include broadly
the Americas, and the sterling area is considered to include
the British Commonwealth, with the exception of Canada, the
British Empire and the Scandinavian countries, approximately
55% of the pre-war international trade would be covered.

If such an agreement were subsequently adhered to by The
Netherlands, Belgium and France, snother 11§ of pre-war
international trade would be covered.

Unless many countries, and notably Great Britain, are to be
driven in the direction of bilateral trade agreements, the.
besis for a prompt return to the ordinary channels of multi-
lateral trade should be laid. It would seem as if this
could best be done through a stabilization agreement between
the dollar and the sterling areas.

In approaching the problem of such a stabilization agree-
ment I am assuming that operations in connection with lend-
lease, and operations in connection with relief and re-
habilitation, which will ceftainly, in one instunce, continue
and, in the other instunce, grow in importance in the early
post-war world, will be dealt with cutside of any stabiliza-
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tion agreement. The debits arising in connectfon with
either of these operstions will ultimately have to be
elther funded or forgiven in whole or in part.

The breskdown in the system of intemational exchanges,
which we witnessed during the period between two wars,
was in large measure a result of the disturbed inter-
national political relaticnships which chaorscterized the
period. This produced the phenomenon of flight cupital
and disorganized the mechanism of internatiocnal lending.

We must assume that the war will end in such a manner as

to justify the hope of & prolonged periocd of world peace.
Under such circumstances, there should be a tendency for
large scale movements of flight capital to come to an end,
and ultimately there should be s teniency for international
lending to revive,

On the other hand, any stabilization agreement must be
protected against the impact of the repatriation of flight
eapital, and must be buttressed by some intergovernmental
mochanism for international lending capable of responding
to world requirements for a prolonged period.

If appropriste measures to these ends have been devised,
then the problem of dollar-sterling stabilization resolves
itself largely into & question of the determination of an
initisl rate of exchange. Only experience will show
whether this Anitial rate was too high or too low. The
best one gan hope for is that experience will reasonably
Justify the initial determination.

As the purpose of exchange stabilization is to allow inter-
national trade to develop as rapidly as other factors, such
ag avallable shipping space, will permit, the initial rate
should be fixed for a reasonable period ahead, possibly
two or three years. At the end of this time it can be ad-
Justed in the light of experience. If large balances -
whether In sterling or in dollars - have been accumulated,
the readjustment would involve of necessity a loss. Where
this loss, if any, should fall must be a matter of prior
agreement between the participeting governments.

Collateral egreements betwsen the United States and par-
ticlpating Nations within the dollar area, and between Great
Brituin snd participating Netions within the sterling area,
would have to be negotiated se part of & whole. In some
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instances, these would involve questions of the utmost
delicacy, because it is clear that frivolous domestic
policies could be financed at the expense of a stabiliza-
tlen fund. On the assumption, however, that agreements

are entered into in good faith, the damage that might bae
done over the two or three year period would seem relatively
incensequential; and when the renewal of the agresments
entered the stage of negotiation toward the end of the

trial peried, any representations which circumstances seemed
to warrent could ap;ropriately be made without the appear-
ence of using a stabilization fund to abbreviate in any
degree national soversignty. In all this, there is ob-
viously an element of risk; but it seems to be incomperably
lesa than the risk of failing to stabilize at all.

In regard to the control of the repatriation of flight
cepltal, it would eppear that this must be allowed only at
such times and in such amounts as is consistent with the
operaticns of the exchange stabilization fund. However,
in so far as this repatriation tock the form of the purchase
of gold in the United States at $35 an ounce for account of
participating Nations, such repatriation might well be en-
couruged, because in this manner the gold necessary to re-
constitute banking and currency systems abroad could be
supplied. Thus the groundwork would be laid for a gradual
return to some form of gold standard, in the restoration

of which the United States of America has a considerably
larger stake than any other country.

An international lending agency should be created in which
the United States and Great Britain would be the leading
participants, and which other Nations adhering to the
stabilization agreement could join. Such an agency would
serve an exceedingly useful purpose in the post-war world.
Capital would no lenger move in response to the mccidentsl
eppraisal by bankers of the relationship between interest
rates and risks, but in response to the prudent determina-
tion by government where this cupitul could best be used

in faeilitating world expension. If Ruesia and China, for
example, required important sums for development, these sums
could thus be made availsble far more readily than through
the processes of private lending. Through the operationa
of such an inpgtrumentulity, large markets could be developed
and the dream of tRe expending world in measure reulized.
If, in America, we have come to understand that a healthy
economic development in Great Britain is essentizl to a
healthy development in the United States, then, although we
would have to have the largest participation in the lending
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agency itself, we might be satisfied with considerably
less than our pro rata share of the orders placed by
virtue of credits so granted. The diversion to Great
Britain of more than its pro rata share of such orders
would help to reestablish an equilibrium so largely
disturbed by the lmpact of wer.

As 8 collatersl feature to the contrel of international
lending, there would have to be a continuing centrol

of the international movement of funds seeking invest-
ment or speculative employment. In any transition
period, stable and free exchanges for ordinary commercial
transactions ure going to impose the necessity of contin-
uing eontrols in certain non-commercisl eresg.

Those who believe thet the United States should retire
behind some sort of an economic Maginot Line are guided
by considerations of real or fancied self-interest. If,
on the bausis of some well-considered program of dollar-
sterling exchange stubilization, they can be shown that
thelr real interest lies in the hopes it carries of an
expanding world, even attitudes in regerd to tariffs and
reciprocal trede treaties might undergo a change.

This memorandum does not purport to be any such well-
considered program. It is merely intended as suggestive
of an approach to the problem.

February 17, 1943
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Wrs Stephen T. Early,
fthite Houss,
Washington, D. C.

Daar Steve:

I wonder if the President mirht not be interssted
to plance at the attached compilation of statements on ijar and Feacs
Aims which is being released to the press on Sunday by the United
Nations Information Office, of which, as vou knew, this Coverrment
is a full and active membar?

I think the statement ias interesting for +twe
TeROoNse

First, it fives a cross-sectional view of thought
to date, arranged in line of interesst. The contents, as you will
sem, cover the sipnificance of the presant strugrle, the probhlems
which will come immediately afterwards, ways to prevent another
war, msasures to assura prosperity, specific rafarsnces to certain
socinl, political and territorial nroblems, the kind of international
orpanization forseen, und the texts of decumsnts already in hand,

Secondly, it is a product of a thorourhly prounded
United Mations apency which, thourh vary modest, iz neverthalscs
active within its particular field. The Eoard meets regularly svery
two weeks; the various tecinical committess on nress, radio, filma,
exhibite, post war, etc. maet steadily; and a small parmansnt inter-
national staff is on constant service at the headquartars in Maw York.

It is strange, iz it not, that we seem to mest aven
less frerusntly than when I was in Geneva? Perhars I had better go
back and pet n new startl

Cordially vours,

J\Aj=k*-aﬁan 5§-~44hi!t3Ll1\

Arthur Sweetser,
™R Deuuty Uirector
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) ! I THE SECRETARY OF THE TREASURY
WABHINGTOMN

MAR 2. 1943

MEMORANDUM FOR THE FPRESIDENT

In his memorandum, Mr. Altschul proposes that
plans be developed for early stabilization of foreign
exchange through some practlcal arrangement which can
be put into operation promptly. Specifically, he
proposes an agreement for exchange stabillzation be-
tween the Unlted States, representinz the dollar areas,
and Great Britaln, representing the sterling areas,
with subsequent adherence to thils agreement by the
countrles of Western Europe.

The Treasury has proceeded much farther in this
direction than Mr. Altschul's suggestion. You may
recall that I sent you a memorandum last May outlining
a study of a Stabllization Fund for the United and
Assoclated Nations and an Internatlional Bank for
Reconstructlon and Development together with a pro-
posal for the calling of & conference to be held in
Washington of the Finance Minlastera of the United and
Assoclated Nations after we had worked the matter out
with the Interested agencles of thls Government.

You indicated you were interested In the sugges-
tlon and instructed me to contlnue the studies in
conjunctlon with the State Department, Board of Economlc
Warfare end the Export-Import Bank and to aspeak to you
agaln after this had been done and after I had obtalned
the opinion of the State Department. Since that time,

a great deal of work has been done. In cooperatlion
with other departments and agencles, the Treasury staff
has prepared a draft proposal for an International
Stabillzation Fund of the Unlted end Assoclated Natlons.
The representatives of the State Department and the
Treasury Department have discussed this draft proposal
with the technlcal experts of Grest Britain, snd coples
have been given on an informal basla to the representa-
tives of Russle and China for consideration by their
technlical experts.
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With the approvel of the Secretary of State, I
intend to write to the Ministers of Finance of cther
countries celling their attention to this draft pro-
posel and Inviting its critical study by their tech-
nical experts. After they have had an opportunity
for study, it 1s our hope that thelr technical experts
willl be sent to Washington for unofficial and prelimin-
ary dlscussion with our experts here. This procedure
has the spproval of Vice President Wallace, Secretary
Hull eand Secretary Jones.

After there have been same discussions among the
technicians, our informal committee consisting of the
Vice President, Secretary Hull, Secretary Jones,
Governor Eccles and myself will examine the area of
agreement among the techniclens of the various coun-
tries and decide whether there is enough agresment to
warrent pursulng the matter further. If we are agreed
that there is, I will then take up the matter with you
end find out whether you wish to take the next step
which would be the calling of a conference of Finance
Minlsters to discuss the matter formally,

I am attaching a copy of our draft proposal which
you may wish to glance at. Incidentelly, the British
Treasury alec has prepared a draft proposal covering
somewhat the same ground, They have already submitted
their proposal to us and, we understand, to the Govern-
ments of Russla and China and are about to distribute
1t to meny other governments,

If you should wish to acknowledge Mr. Altschul's
letter and memorandum you may find the attached letter

apprepriate,
c‘/‘%ﬁw;%"“j“

Attechments



March 5, 19435

FRANELIN D, ROOSEVELT

sltachul,
»
How York,

r. Freak
New York,
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MEMOR ANDUM
A Stebilizption Fund
; of the
United and'Associated Notions

It 18 8t511 too socii to-know the precise form and magnitude of poste
war monetary problems, Dut i1t is certain that we shall be confronted with
the tesk of desling with three insepsrable monetary problems: to rrevent
the disruption of foreign exchanges, to avoid the ccllapse of some monetary
systems, and to fecilitste tha restorstion and belaneced growth of intere
’nationﬂ trade, Clearly, such ¢ formideble task can be successfully hendled
only through internationsl action, |

The ereation of instrumentalities adequate to depl with the inevitable
post-wer monetary problems should not be postponed until the end of hostil-
ities, It would be ill-pdvised if not dangercus to leave ourselves unpres
pered gt the end of the war for the difficult tesk of international monctary
eooperation, We should begin now to devisc an internetionsl monetary
sgeney, for the tesk is eertsin to teke mony monthe at lcest, GSpecifie end
preeticel rroposels must be formulsted by the experts end must be carefully
considered by the policy-shrping officirls of the werious countries. In
sach country acceptance of a definitive plan cen follow only upon legisle-
tive or exceutive setion, And even when & plan is finelly sdopted, much
time will be consumed in gethering personnel end in csteblishding an organize-
tion before &n intornetionrl institution for monetary cooperction een begin
effeetive work,

There ie enother imnortant resson for initicting now concrrte dis-

eussions of speeifiec mroposrls, A plen for internetional menetery
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cooperation can be a factor in.;inning the war. It has been suggested, and
with much cogency, that tha- task of assuring the defeat of the pxis powera
would be made easier if the victims of aggression, actual and potential,
could have greater assurance that a victory of the United Nations will not
mean in the economic sphere a repetition of the exchange instability and
monetary ccllapse that followed the last war. That assurance should be
given now. The people in all of the United lNations must be encouraged to
feel themselves on sclid ground. They must be given to understand that a
victory of the United Hations will not usher in another two decades of
widespread economic disruption, The people must know that we at last
recognize the fundamental truth that prosperity, like peace, is indivisible,

One of the appropriate agencies to desl with international economic
and monetary problems would be an international stabilization fund with
resources and powers adequate to the task of helping to achieve monetary
stability and to facilitate the restoration and balanced growth of inter—
national trade. §# proposal drafted by fmerican tcchnical experts is
appended. The draft presents only the cssential clements of an intemational
stabilization fund, The provisions of the proposal are in ocvery scnse
tentative, intended as a basls for discussion and cxchange of views,
Obviously, there are many detoils that have been omitted and that ecan be
better formulated nftor there is agreement on the general principles.

It is recognized that an international stabiliietion fund is only one
of the instrumcntalitics which may be necded in the field of internaticnal

economle cooporation. Other agoneles ere also necded to provide capital
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for post-war reconstruction and development, to provide funds for
rehabllitation and relief, and to promote stability in the prices
of primary international commodities. There is & strong temptation
to embrace within & single international agency the responsibility
I If.‘ar dealing with these and other international econcmic problems,

We believe, however, that intermational economic institutions can
operate more effectively if they are not burdened with important but
extraneous duties for which they have not been devised and for which
they are unsuited., For example, the highly specialized nature of
international ménetary stabilization and the provision of long-term
capital would seem to call for separate institutions each designed
to deal with its distinet problems,

It should be emphasized that the appended draft deals only with
an international stabilization fund. It is anticipated that there
will also be subnitted for considerstion a preliminary draft of a pro-
pesal for an intermstional agency whose funetion will be to provide
capital for reconstruction and develepment, It is hoped that the
appended draft will call forth from the cxperts of the United Nations,

.eritical comment and constructive suggestions, It is our belief that
& workable and accepteble plan can emerge only from the joint efforts

of the United Nations,

Bashington, D. C,
January, 1943,
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U. 8. Treasury Department
January, 1943

Preliminary Draft of
Froposal for @ United and Asscoclated Natlions
Stebilization Fund

I. Composition of the Fund

1,

s

S

b4

The Fund shall consist of gold, currencies of member
eountries, and securities of member governments, which
shall be used for the purpecse of stabllizing the values
of the currencles of member countrles with reapect to
each other.

Each of the member countriss sghall be given a guota

which shall represent its partlecipation in the Fund; l.e.,
the baals for its purchase of foreign exchange in the
Fund and 1ts undertaking to provide assets te the Fund.
The aggregate gquotas of the member countries shall be the
egquivalent of at least §5 billion.

The quotae for each member country shall be determined by
an agresd upon formule. The formula should glve due
welght to the Important factors relevant to the deter-
mination of gquotas, e.g., & country's holdinge of geld and
forelgn exchange, the magnltude of the fluctuatlons in lts
balance of internaticnal payments, and its natiomal
income,

Each member country shell provide the Fund with 50 percent
of its quota on or before the date set by the Board of
Directors of the Fund on which the Fund's coperations are
to bagin.

The initlal payment of each country conslsting of 50 per-
cent of its quota shall be 12.5 percent 1n gold, 12.5
pereent in local currency, and 25 percent in 1ts own
(L.e., government) interest-bearing securitles. However,
any country having less then %300 million in gold need
provide initially only 7.5 percent of its quota in gold,
and any country having leas than £100 million in gold
need provide inltially only 5 percent of 1ta queta In
gold, the contrlbutieon of leocal currency being increased
correspondingly. A country may, at its optlon, substitute
gold for 1ts leocal currency or securities in meeting 1ts
quota requirement.

The member countries of the Fund may be called upon to
make further provialon towurd mecting thelr guotas at
such times, in such amounts, and in such form as the
Beard of Directors of the Pund mey determlne, provided
that all countrles shall meet thelr juotss pro rata,
and provided that a four-fifths vote of the Board shall
be reguired for subscguent cells to meet guotas.

Changes 1n the wigregate or proportionate guotas of
member countrics shull be mede only with the approvel
of & four-fifths vetc of the Board.
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II. TPowera and QOperationa

The Fund shall have the followlng powers:

1,

To buy, sell, and hold gold, currencies, billa of ex-
change, and gove ent bonds of member countries;

to accept deposita’'and to earmark gold; to lssue its
own oblisations and discount or offer them for sale
in member countrles; and te ect as & clearing house
for the settling of internatlonsal movementa of
balancea, bills of exchanse, and gold,

All member countrles agree that all of the local currency
holdings shall be free from any restrictions as to their
use, This provislon does not apply to abnormal war
belances acquired in sccordance with the provisionas of
II-9, below,

To fix the rates at which 1t will buy end sell one member's
curreney for another, and the rates in locel currencles

at which It will buy and sell gold. The gulding princlple
in the fixing of such rates shell be atabllity 1in exchange
relationships. Chenzes In these rates shall be made only
when essential to correcticn of & fundamental disequillb-
rium, and only with the approval of four-fifths of member
votes,

To sell to the Troassury of any memboer country (eor
stabilization fund or centrel bank acting as its agent)
ot & rate of exchenge determined by the Fund currency of
any member country which the Fund holds, provided that:

. The forcign exchange demonded from the Fund 1s re-
quired to meet an wdverse balence of payments on
current sccount with the eountry whose currency ls
being demended.

b. The not scgulsitlon by the Fund of the ecurreney of any
member country shall not excecd during the filrst year
of the operation of the Pund, the quotn of that
country; 1t shell not exceed during the first two yeare
150 pereent of such quotm; and thersofter it shall not
excecd 200 pereccnt of such guota; cxcept thot upon
approval by the Board of Dircetors, the Fund may pur-
chase any local currency in cxcess of these limlts,
provided that:

1. The country whosc currency 18 being sejulred by
the Pund ozrecs to adopt end carry out measurcs
recommended by the Fund deslgned to corrict the
disegquilibrium in the country's balance of pey-
menta, or

11, It is8 belleved that the entlelpated balanecca of
poyments of the country whosc curreney 1ls boing
sequircd by the Fund wre such as to werrant the
expectation thot the exccss currency heoldain ss of
the Fund can b. dlisposed of within a ressonchle
time,
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¢. When the net acquisition by the Fund of any local cur-
rency exceeds the quota for that country, the country
shall deposlt with the Fund a special reserve in
accordance wlith regulations prescribed by the Board of
Directora, .

d. A& chorge at the rate of 1 percent per annum payable in
gold shall be levied against any member country on the
amount of 1ts ecurrency in the Fund in cxcosa of the
quota of thut country., Abnormal war balances ac-
quired by the Fund shall not be inecluded in the com-
puted balance of local curreney uscd ws s basls for
the obove charge.

&€, When the Fund's holdinga of the local currency of &
member country cxec:d the juote of thet country, upon
regquest by the member eountry the Fund shall resell to
the member country the Pund's excess holdings of the
currcney of that country for gold or scceptable forcipm
cxchange,

The right of a member country to purchese foreign exchange
from the Fund with 1ts locel currency to the amount of [ts
quota fer the purpose of meeting sn cdverse balance of pay-
menta on current cocount 18 recognized, subject to the
limitation in II-T, below.

Wlth the approvel eof four-fifths of the menber votes, the
Fund In exceptlenal eircumstances may sell foreizn ex-
chenge teo & menber country for its local currency to
focilltate a tronsfor of cspital, repoyment or adjustment
of o forelgn debt, inecluding debts alrecdy in default,
when 1ln the judgment of the Boird such a transfer 1s da-
slroble from the point of visw of the general internationa’
econommic situation.

When the Fund's holdin,s of any partleular currency drop
beleow 15 percent of the gquoto of thet country, cnd after
the Fund will haove used for opdditicnsl purchases of that
currency,

n., Gold in an smount egucl to the eountry's contribufion
of zold to the Fund, mnd

b. The country's interest-besring obllsutlons originally
contributed,

the Fund hes the autheorlty and the duty to render u repert
to the country embodying un wnalysils of the causes of the
depletion of ita holdinga of that currency, & forecost of
the prespective bulance of poyment in the sbsence of
speciil mesnsures, wnd [inelly, recommendutions designed to
inerevse the Mund's heldings of that currency. The mem-
ber of the country In gquestion should be ¢ member of the
Fund committec eppointed to draft the report. This report
should be seént to wll member countries ond, 1f deemed
degliruble, maoy be mude publie,

Membor countrics agzree thot they will glve Ilmmediatc wnd
carcful cttention to rocommendantions made by the Fund.,
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Whenever it becomes evident to the Beard of Directors
that the demand for any partliculsr currency 1s proceeding
at & rate which gives early promise of exhausting the
Fund's holdin_a of that currency, the Board of Directors
of the Fund shall inform the member countries of the
probable aupply of this currency and of a preposed method
for i1tas equltable distribution, together with su,zestions
for helpling to eguate the antlcipated demand end supply
for the currency.

"Ihe Fund shall moke every effort to increcss the supply

of the scarce currency by acjuiring that currency from
the heldings of member countrles. The Fund may make
speclial arrangements with eny member country for the
purpese of providing en emergency supply under condlticns
appropriate and aceeptable to both the Fund and the
member country.

The privilege of 'any country to sequire un amount of
other currencies egquual to or in excess of lts guota
shall be limited by the necesslty of azsuring an sppro-
priote distribution emons the verlous members of any
currency the supply of which la belng exheusted., The
Boord of Dirsctors shell determine the apportionment

of siles of such scarce currency, cnd in such apportion-
ment it shell be gulded by the principle of satisfying
the mest urgent needs from the point of vicw of the
generel Internutioncl sconomle situstion, mnd it shall
consider the speeliul necds and resouwrces of the portleu-
ler countries moking the rcoguest for the scurce currency.

In corder to promote the most effective use of the
evelileoble snd cceumuluting supply of foreign exchonze
resources of member countrles, coch membor country
pgrées thet 1t will offcr te sell to the Fund, for 1lts
lecel currency or for forclgn currencles which 1t needs,
8ll forcign exchangce ond gold It neguires In exeoss of
the cmount 1t posscssed when Joining the Fund., The
Fund mey accept or reject the offer. "

To effectunte this objective each membor country cgrces
to dlscourcge the unnocessary acgumulantion of forelgn
belunces by 1ts nutlonals. The Fund shall inform any
memb:r country when, Iln 1ts opinien, any further growth
of priveotcly-held forcign belances sppturs unwirranted.

To buy frem the govemments of membor countrles, asbnormal
wer baleonecs held ir othor countrices, provided all the
following conditlona wre met:

cs The cbnormaol wor balenecs cre In membor ecuntricsa
end arce roported cs such (for the purpose of this
provisien) by the membor govirnment on dote of 1ts
begoming n membor,
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The country selling the abnormal war balances to the
Fund agrees to transfer these bolances to the Fund
end to purchose back from the Fund L0 percent of
them with 20ld or such free currencies aa the Fund
may wish to occept, ot the rate of 2 percent e year
beglnning not later than three years cfter the dcte
of transfer.

The country in which the abnormal war balences are
held ogrees to tranafer those balances to the Fund,
and te purchese back from the Fund L0 percent of them
with gold or such currencles us the Fund may wish

to accept, st the rate of 2 percent o yeur beglnning
not loter than 3 years efter the dote of transfer.

A chorge of 1 percent, in such cuse paycble in

gold, shull be levied pgolnst the country selling

lts obnormel wer belances ond ugoinst the country in
which the belonees ore held. In addition o cherge
of 1 percent payeble 1n geld shall be levied annually
against eauch of them on the amount of such balunces
remaining to be repurchased.

If the country selling abnormal wer belances to the
Fund ssks for forelign exchonie rother thon loeal
currcney, it musat need the fereign exchange for

the purpose of meeting wn oadvirse balance of pey-
ments not arising f'rom the nejuisition of gold or
the acccumulation of forelgn bolances or other
copital tronsoectlions.

Elther country can, at its option, increcse the
omount 1t, repurcheases aonnually,. But, in the cese
of the country which seld anbnormcl wer brlaonces to
the Fund, not more thon 2 percent per znnum of the
originc]l aum taken over by the Fund shell become
free, wnd only efter 3 years shall heve slopsed
sinec the sale of the brlonces to the Fund,

The Fund shall be frec to disposc of any of 1ts hold- |
ings of cbnormzl weor bilonées in the form of frea
Tunds after the 2% yoour perled 1la passed, or sooncr,
provided

1 1ts holdin;zs of the f'ruc funds of the country
in which the bzlanecs ure being held fell
below 15 percent of 1ts gJuots; or

ii. the spprovel is obtnined of the country in
which the bulenees cre held.

The country in which the cbnormal woer belencos are
held agrees not to Ilmposc any rostrlections on tho

use of the instcllments of the L0 perecent portion

grodunlly to be repurchesed by ths country owning

such balancea,
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1, The Fund on ite purt agrees not to sell the gbnormal
war bolances acquired under the ebove outhority,
except with the permlssion, or at the rejuest of the
country in which the baolonces ore being held, but
the Fund cun inveet these brlances in regular or
speclol government securltles of thet country. The
Fund shsll be free to sell such securlties 1n any
eountry provided that the cpproval of the lssuing
government 1a firat obtoined.

J: The Fund sh:zll determine from time to time whet
sholl be the moximum preportiecn of the wbnormal wer
brlances Lt con afford to toke over under this
provision,

Abnermol wer bolsnces wegquired under this preovislon
sholl not be included in computing the cmount of
forelzn exchonge cvailoble to member countries
under thelr juotas.

To buy and sell currencies of non-member countrles, but
shall not be aouthorlzed to hold such currencles beyond
aixty deys nfter dete of purchonsze, except wlth the
cporoval of four-fiftha of the member votes.

To berrow, -t such rites is the Fund meoy recommend, the
currency of wny country, provided four-I'ifths of the
member votes upprove the terms of zuch borrowing.

To sell member-country obligrtions owned by the Fund
provided the representutlve of the country in which
the securitlies tre to be sold cpproves.

To use its heoldings to obtein rediscounts or cdvinces
from the centrcl bonk of wny country whose currency
the Fund rejquirea,

To invest wny of 1ts currency heldings in "shert-term"
securities -- commerclicl or zovimment -- of the country
of thot currency provided four-fifths of the membir votes
approve, wnd provided further thot the cpproving votes
inelude th:t of the Bocrd representutive of the country
in vhieh the lrweatment is to be moda.

Te lend to ony moember country loscl currcney from the
Fund for onu yeor or lesas up to 75 perccnt of the
gurrcney of thoat ecountry held by the Fund provided such
lozn 18 apyroved by four-{ifths of the mumbir votes. A
country borrowing such funds shall puy Interust to the
Pund .t & rotc to be dotermined by the Bourd.

To mulee - scrvlee chorge of 1/l perecnt or morc on all
cxehenge md Zold transcetions.

To levy upon momber countrics o pro roto shoare of the
cxpensca of opurating the Fund, poyeble in locil currency,
not to cxcced .1 pereunt poer unnum of the juote of coch
country. Thet levy ouy be mide only when the ecrnings of
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the Fund ore inodequate toc meet i1ts current expenses
ond cnly with the epprovel of four-fifths of the member
votes, ond only to the extent necessory to meet its
current expenses,

The Fund shall deal only with or through
ts The governments ol member countries,

bs The centrcl bonks or Flsecnl ngencles of those
countries (ond then only with the consent of the
member of the Bocord representing the country
in guestion); omd

= An},r internationcl banks owned predominantly
by member governmen ta,

An exception to the gbove limitotion 1s that the
Fund moy, with the cpprovol of the member of the
Boerd representing the govemment of the country
concerned, sell lts own securitlies, or securltiea
1t holda, te the public or to instltutions of
member countrles.

III+ Monetary Unilt of the Fund

1.

Lis

The monetory unlt of the Fund shzll be the Unitus (EW)
consls ting of 137 1/7 grains of fine sold (equivolent
to §10 U.S.)s The wccounts of the FPund shall be kept
and publlshed In terms of Unltus.

The vclue of the currency of each member country shull
be fixed by the Fund in berms of gold or the Unitas
and may not be cltered by sny member country without
the opprovnl of tie Fund,

Deposits in terma of Unlitas accapted by the Fund from
member countries upen the delivery of gold or Unitaa
oredit te the Pund shell be tranafernble ond shall
be redeomable in gold or the curroney of ony membur
country ut the rate estoblished by the Fund.

No chonge In the veolue of the currencics of member
countries shall be permitted to clter the velue In

gold or Unites of the assets of the Fund., Thus, 1f

the esrrency of & particlputing country should de-
proegiote (in terms of gold or the Unitos), thot country
must deliver to the Fund on smount of its lecal currcncy
egqual to the decrensed wolue of thaot currency held by
the Fund. Likewlse, if the curreney of o particuler
country ahould wppreclute, the Fund muat rcturn to

that country on cmount (in the currency of that country)
¢quaol to the rosulting inerecsc in the gold or the
Unitas velue of the Pund's holdings., The sumc pro=
visiona shall clso opply te the securitics of mamber
countrics held by the Fund. However, this provision
shell not opply to currcneles cegulred undsr II-9
{sbnormal wor balencos).
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IV. Management

1.

The sdministration of the Fund shall be vested in &
Board of Directora., Ench government shell appeoint &
director and an alternate, in & manner determined by
1t, who shell serve for & period of three years subject
to the plessure of thelr government. Directors and
alternates may be reappolinted.

In all voting by the Board, the director or slternate
of mach member country shall be entltled te cest a
number of votes to be agreed upon. The distributleon
of veoting power shall be eclosely reluted to the guotas
of member countrles, although net in preciac propor-
tion to the guotas, An sppropriocte distribution of
voting power would seem to be the following: Esch
country ahall have 100 wvotoa plus 1 vote for the esquiv-
alent of ench $1 milllen of 1ts quota,

Notwithstanding the approved formule for distributing
voting power, no representutive shaoll cest more than
cne=-fourth of the o .gregate votes regurdless of the
quota of his country. All declslons, except where
speeiflenlly provided othoerwise, shall be made by &
majority of the votcs cost.

The Bonrd of Directors shall select o Managing Director
of the Fund wnd one or morc csslstants. The Monaging
Director shull became ox off'lclo & member of the Board
and shull be chilef of the opcrating staff of the Fund.
The Monaging Director end the assistents sholl hold
office for two yeurs, shall be eligible for reelection,
end muy be removed for couse at eny tlme by the Board.

The Managing Director of the Fund shaoll select the
operating ataffl In sccordence with regulations estab-
lished by the Bonrd of Dirsctora. Members of the staffl
shgll be ovalleble upon request of member myuntriles

for consultotion iIn comneetion with internatilonal
economic problems and pollcies,

The Borrd of Direccteors shall sppoint from omong 1ts
merbirs on Exccutive Commlttee to consist of not less
thon cleven members, The Chulrm:n of the Poard dhiu.l
be Chalrmun of thce Executlve Commlttec, and the
Monoging Dircetor of the Fund sh.ll be ex of f'iecln

u membcr of the Executive Comnlttie.

The ZExccutlive Committec shull be continuously wvalleble
: the hood offlec of the Fund and shell exerelse the
authorlity deleguated to 1t by the Board. In the sbsunce
of mny member ol the Exceutlve Commlttec, his alternate
shall set In hls place., Membors of the Execeutlive Com-

mittee shall reeslve cpproprlate remunerstion,

The Bonrd of Dircctors may cppolnt suech other commlttecs
u8 1t finds ncecssar; for the work of the Fund., It may
ls0 wppoint advisory committees chosun wholly or
]E‘:mélhlly frem persons not rcgulurly employcd by the

nila
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The Poord muy et ony meeting, by & four-Tifths vote,
authorlze any officers or committees of the Fund to
exerclse any specifled powers of the Board. Such
powers shaoll be exerclsed only until the next meet-
ingz of the Bourd und shall be exerclsed in o manner
consls tent with the teneral policles mnd practices
of the Board.

The Beaord of Directors mey not delegate, excopt to. the
Exceutive Commlttee, wny cuthority which can be exer-
clsed only by o four-fifths votc,

The Bourd, by o four-fifths vote, may estoblish regu-
lations govurning the operotions of the Fund, sand the
oificers ond committces of the Fund sholl be bound
by such rcgulutions,

The Bourd shell hold one annucl mceting and such
other mictings ws 1t muy be desirable to convenc.

‘On requcst of member countrics costing onc-fourth

of the wvotes, the ehairmen shell ccll o mecting of
the Bocrd for the purpesc of consldering any mottors
ploccd before 1t.

A country falling to mect 1ts obli.ntiems to the Fund
shall be deelored In dofoult ond may be suspended dur-
ing thc purlod of 1ts defsult provided o majority of
the mumbir votes so deelde, While under suapenalon,

o country in dcfeult shall be denicd the privile scs
of membirship but shzll be subjcet to the seme oblign-
tiens &3 uny other membor of the Fund. Uhen o country
hns boen in defzult snd under susponsion for tweo yCars
it shall zutematlenlly be drepped from membership in
the Fund.

Any country moy withdruw frem the Fund by giving notice
te that cffcet and fts withdrownl will take effcct

Lwo yeurs from the date of such notlec. During the
Intirvol botvicen notice of wilthdrowsl end the taking
cffcet of the notiee, such country sholl be subjoct

to the swme oblictlons ma wny other member of the
Fund.

A country which i3 dro ed, or wvhich withdrrws, from
mimbuershlp shall hove roturncd te it cn mmount in its
own currcine) cquul te 1ts contributed gquote, plus other
obll.tlons of the Fund to the country, ond minus any
sum duu frem thit country to thc Fund. Any reallzed
lozscs of the Fund mey be deducted pro rota from the

Jeontributed guot. to be roturred to the country droppcd

or withdruwlng from membcrship, The Fund shnll hove
Flve yours in which ta liquldste {ts obligetion to such
ecuntry. “hon rny country withdrows or is dropped from
the Pund, the rights of the Fund sholl be fully saofe-
gunrdoed,

NMet profltz corned by the Fund shell by distributed in
the following monners:
]
. 50 perecnt to rescrves untll the roscrves ore
cqual to 10 perecent of tho oizrogzote contrlbuted
quotns of the Fund,
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b. 50 percent to be divided euch yeor umeng the mem-
bers in proportion to their quotcs, Dividends
distributed te ench country shall be poid in its
own currency or in Unites ot the diseretion of
the Fund,

V. Policles of Member Countrles

Each member country of the Fund undertokes the following:

1. Te mainteln by eppropricte uctlon exchin e rates
estubllished by the Fund on the currencles of other
countries, wnd not to ulter exchunge reotes except
with the conaent of the Fund :nd enly to the extent
end In the dlrection c.usroved by the Pund., Exchonie
rotes of member countrlcs may be permitted to fluctu-
ste within o speeifled ronge fixed by the Fund,

2. To cbendon, 2& socon o8 the member countrs doeldes
thrt cenditlons permlit, 2ll restrictlons mmd econtrels
over forclgn exchingc trenazctions (other then those
involving ccopitil transfors) with other membor countrics,
ond not to lmpese Lddltlencl rostrictions witheut the
approvel of the Fund.

The Pund mey meke represcntotlons to membor countrics
that conditlens :re¢ fovoruble fer the sbandonment

of restrictlions cnd cantrols over forcizn cxchonge
trinscetlons, cnd cuch mumb.r eountry shull give con-
slderrtion to the represcntitions of the Fund.

3+ To coopercte cffectively with oth.r membor countrics
when such countrlcs, with the spprovel of the Fund,
edopt or continue controla for the purposc of regu-
lating intcrn.tlonul moviments of copltul, Coopurition
shull ineclude, upon rceommend:tion by the Fund, mosurcs
thet can cppropriitoly be tukeons

s Mot to ceecpt or pormit cequislitien of decposits,
scecurltica, or invcstments by notlioncls of wny
memboer country Impeosing rcestrictlions on the truns-
fcr of erpltrl execept with the pormission of the
Governmunt of thit countr; ind the Fund.

b. To mike rvril:iblc to the Fund or to thce Govern-
mcnt of sny mombor country full Infermwtion on
cll property in the Torm of dcposits, sceuritics
and Investmints of the nutionazls of thot mombor
country: nnd

¢. 3Such oth r missurcs '8 the FPund sh-11 rccommeond.,
. Hot to intur upen uny new bil.t.rul fercizn cxchange

¢lecring wrrenemonts cxecpt with the cporevel of the
Fund,
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Toe give consideratlon to the vilews of the Fund on any
sxiating or proposed menetary or economle polley,

the effect of which would be to bring about sconsr
or later a serious disequilibrium in the balance of
peyments of other countries,

Te furnish the Fund with all Informatlion 1t needs for
its operations and to furnish such repeorts as 1t may
reguire In the form and st the times requested by

the Fund.

Tc adopt appreprlate legisletlon or decreea to carry
cut lts undertakings to the Fund and to facilltate
the activitles of the Fund,
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From the very start, and, indeed, before the outbreak of this War,

public discussicn all over the world h;l focussed on the order of things
which may eventually emerge from the struggle between Cermany and the Allied
powers. The principal issues of the peace programs emanating frem this
diseussion can already be plainly discerned,

Most proposals published hitherto seem to take an Allied victory
for granted. The possibility of a stalemate through mutual exhsustion has
scarcely been contemplated, while the possibility of a German victory is
generally ipnored.

The relative merits of these predictions shall not be discussed
here. Ever sinee Wilsen proclaimed that there should be "no victors and ne
vanquished," effort has not been lacking to disscciate the task of making an
enduring peace in puopla'n. minds from the military ocutcome.

It is the purpose of the following memorandum to suggpest from a
new angle that, whichever way hostilities may come to an end, it will prove ,
of inestimable value if the Allies - even at this early stage - have put on
public record, in clesr and unmistekeble terms, the kind eof peaca for which
they are fighting. Timely clarification of definite war aims, in this sense,
must be regarded as not only extremely helpful, but, in fact, indispensable
in order %o bring this war to a desirable conclusion.

In arrviving at this conviction we recognize that there are two
fundamentally opposite premises:

(o) COne school of thought starts from thgproposition that Germamy
has now given final pro#f of her inability to live on equal terms with other
Buropean states. Consequently it considers it imperative to weaken Germany
beyond hope of recovery and, with that end in wview, to break her up into

several parts. Only thus could all future attempts at political and military



concentration be frustrated from the start. Even the Versailles treaty had
not been sufficiently drastic to achieve t.hlu. A really orushing peacs
treaty must therefore be drawm up this time.

To this end, they either advocate umitigated severity towards
Germany end uncompromisingly self-interested protection of their territories
from further German aggression, or they plead for & "more constructive"
solution to these problems. They argue that the creative side of the German
national character would be given sufficient chance of development if their
interests were confined to industrisl and oultural fields. This could be
achieved by depriving the Germans of every possible lever and hope of
political initimtive abroad. A certain emotional oompensation for Germany'e
former political stetus, according to this view, could be found in exploiting
the antagonism latent between her northern and southern parts. There would
be no danger for the rest of Burope if the states south of the Main were
permitted to form & union including Austris, if not the Hhineland, Such &
union might well be economically successful and might in time develop a

national conscicusness sufficient to offeet moves towards a restoration of

F’ ¥

German unity. F

(b} 1In direct contrast to this, the other school of thought starts
from the proposition that the Versailles treaty and especially the spirit of
its spplication was too harsh, and that the present war is its natural outocome.
That treaty has brought to power the aggressive forces in Germany, as such a
peace settlement might have done in any other self-respecting nation. A
future settlement, then, would have to avoid all stimuli to a repetition of
the aftermath of Versailles. Germany, in their view, should be granted a fair
basis for national existence. Measures which might rekindle her persecution
complex and supply new material for demapogues must be avoided. These

crities of the Versailles treaty coneider the breaking up of Germany, under
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whatever ciroumstances, as disastrous to the future pemce of Burope. Never,
in the long run, would the German people submit to thism foreed partition.
This group would demand a radical departure from all experiments based on the
cld ecnception of "power politics." They consider Burope, and Germany within
Burope, a8 ripe for an attempt at other methods, taking into more adeguate
ageount the underlying economic and social factors. They regard as a dangerous
dogma the view that this war of 1939, following on previous ocutbreaks ever
since 1864, proves the perpetual bellicosity of the German. The period since
the Treaty of Versailles must, in their opinion, be regarded as an abnormal
state of affairs which was bound to result in wholly extradedinary reactions,
such as the submission of Germany to an extremist govermment. There are, in
this view, sufficient reliable elements in the Germen make-up to warrant an
attempt to form & new order in Hurope in cooperation with a liberated Germany,
provided that she is not made & victim of new grievances, and thereby again

driven into channels of irrational escape.

The Allied Governments, snd each Government whieh will participate
direotly or indirectly in amy eventual settlement, must decide between the
merits of these two points of view before they on their part approach the
problem of pemce terms.

If the theory is mccepted that Germany is bound to rénain & nefariocus
element in the Buropean femily of natioms, any proclamation of war aims on
this basis can only do harm. Such an mct could only centribute to the
prolongation of the war. Even though the German people are inereasingly
opposed to the National-Socislist Government and embittered by its policies,
it is olear that only a negligible minority of Germans will deny their support
even to the present regime, if the preservation of the German nation is at stake.

- # *

Most, if not all, considerstions, on the other hand, support an



early declaration of the Allied peace aims, Af a departure from the treaty of
Versailles and its philosophy ocould be envisaged, The practical purpose in
proclaiming the Allied peace program would be:

(1) to finish the war quiekly;

(2) to reduce mctual and potentisl fricticn in
Burope to a minimum by & negotiated peace;

(3) to set moving machinery for Buropean cooperation.

The extreme importance of & timely clarification of war aims derives
not merely from the fact thet it would resssure and consolidate opposition in
Germany and thereby contribute to the diserediting and undoing of Nazi
domination. It is of vital importence also for the future internal situation
within the Allied states themselves, All experiences of the last war sub-
stantiate the likelihood that this internal factor will form & ceuse of
acute anxiety for all belligerant govermments cnce hostilitiew are ended.

* * *

Looking at it frem an international point of view thers would be a
distinetly favorable remotieon in Germany to the proclsmation of resscnable
and definite peace aims, provided that this proclamation will be convineing.

The Nazi Govermment has so far effectively kept the German people
from realizing the reamsons that made the Allies go to war. Should it prove
possible to dispel the view hitherto prevailing in Germany, that the Allies
are fighting to erush & young end rising nation whatever its leadership, this
would be a tremendous step ahead,

The attempt to disentagle past history offers little prospect of
clarification. However, the vision of a constructive and fair penoes, as the
pledged aim of Allied war efforts, could substantially disprove the Nazk
explanation why war became necessary. The realization of Hitler's incepacity
to conelude such a desirable peace would intensify the deep discontent which

is growing in Germeny, causedby physioal distress and the spectacle of Naszi

miemanagement.



The working classes in Germany especially are certain to break
through their present attitude of ressrve, which is partly due to their
defeat in 1933, and also to the fact that they see no practical alternative
to the present international deadlock. If & way ocut were to smorge clearly
from the present maze of domestic and foreign propaganda whioh envelops them,
their grievances against the Nazi regime will be felt to be no longer
tolerable and, in so far as such discontent cannot be vented in the heavily
policed factory yards and military ranks, it will find an even more impressive
outlet in the hames and, through the women, im the gtreets. It must be
realized that the German proletariat still retain in essance their internatimal
inelinations, even though the hopes of Communism have been shattered and
disoredited by the Hitler-Stalin Pact. There ares 8igns that even beyond this
profound disillusionment all politicel ereceds have lost their hold on
pecple's minds - a natural cutoome of the Machiavellian cynicism of both
Communist and Nezi policies. The political thinking of the German working
man tends to be eminently "matter of fact” nowadays,

The middle and lower strata of the German middle oclass are committed

_to follow any violent mass movement, whatever its origin. They are rapidly
losing the new pride with which National Socialism had inflated them;
concentration of Nezi power in recent times has proceeded at their expense, and
they have lost all politieal initiative,

The propertied or otherwise privileged classes ("libaral® professimas,
espeeially university teschers) are struggling in silent, but desparate.
opposition to the regime which, however, oontrives to retain their ultimate
loyalty with the threat of national annihilation by the Allies, if all
patriotic Germans do net stand together in this supreme moment of danger, The
upper bourgecisie in partioular hope that eventually the army officers will
take matters in hand and libarate them from their prezent yoke and from the

threat of an effective Nazi-Bolshevik fraternization,



Up to now the attitude of the German officer corps towards the
regime has not been uniform. The present High Command must be regarded as
somewhat hypnotized by Hitler. But the likelihood of a change in this
respect is the greater as pressure on responsible army opinion inoresses,

The higher ranks are bound to revert to their previous conviction that
Germany, in her present state on the military as well as the homs front, should
not be sxposed to the stress of a major Surcpean war, Thbir primary concern,
naturally, will noW be to bring this war to a satisfactory conolusion, but
they will be all the more disposed towards anm oquitable peace if opinion is
erystallized on the fact that Hitler had forced this sonfliet and is precluding
its honorable and ressonable settlement by his headstrong disregard of the

rational and responsible elements in the state.

Taking Germeny as & whole, the fellowing can be statéd with sortaint y;
Hitler came into power by promising the destruction of Communiam to all who
still had eomething to lose, and by promising the restoration of Germany's
gEroatness without war, In dupust 1936 Hitler finally destroyed thess two
fundamentals of his power. FHis rule is now supported merely by the direc
nemessity of the German people to back the regime in its war against the alleged
intention of the Allied powers to destroy Germany once more, While Hitlar's
two promises have been blatantly broken, this last fear still holds the
majority of Germans in the thrall of Naxi war measurss so long as they appear
to be the only means to national survival., The reelization that centinued
National Socialist control is the chief obstacle to peaceful survival will
of necessity bring a profound change and an overwhelming sense of having
bes betrayed by Hitler. If the prospect appears that this government may be
removed and simultaneously I.Ptﬂlﬂrl.blﬂ pesition for Germany in a new Burops muld
be secured, this realization would provide the German pecple with a paychele-

gleal pre-requisite without which the instinct of national presarvation must



outrule even the most passibmate urge to liberate themselves.

If, on the other hand, the German people - groping for some
bearable alternative to Hitler - are met with continued vagueness and intran-
sigeanca from the Western powers, their desparate hopes are bound to turn
eastwards onos more. The snsuihg resurgence of popular unrest forms as yot
& remoter possibility than might be taken as the obvious immediate implieatim
of the Nazi-Soviet threat. But ultimately the nightmare of another erushing
Peace settlement and ite keenly remembered humiliations must drive the
Gormans into close union with Fussia as the only remaining slternative.

&nd it is diffioult to sse how the revolutionary developments folllowing
such & change of attitude within Germany could be confined to the frontiers af
that country.

* * *

In their own states, too, the Allied Governments now in power must
anticipate profound paychological changes if this war E098 oh.

They have a vital interest in guiding these changes in order to
preclude unexpected and undesirable outbreaks at the end, or even before the
end, of this struggle. The British Prime Minister has regognized this
necessity in his spesch of October 12th. He emphasized the fact that the
HBurope emerging from the present confliot will be very different from the
Burope we know now. This does not merely mean territorial changes and the
iiko. Mr. Chamberlain must have been thinking also of the inevitable and
profound elterations in the inner political temper of the belligerent
pecples and the incaloulable effect of this on the life of the state,

The Governments, both in Paris and in London, have from the very
start of this war realized that the mood of their peoples differed profoundly
from that hitherto cbserved in wars which had to be fought by popular armies.

The people this time were net carried away into a frenzy of passion. Their
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attitudes remained wholly rational, All observers have stated this with
amazement. Consolously or unconsoiously, the speeches of Daladier as well

as of Chamberlain, communiecating to the people the Govermment's desisien to
fight, have respected this mood. Neither have used the terms, "Glory", "Pres-
tige", or "National 'Grandeur", as the primary motivation for the necessity
of such a grave step. As distinet from any such general eppeal, they have
concentrated their arguments on the interests of svery individual Frenchman
or Britisher, his way of life, his personal liberty, and his desire for an
undistrubed existenoe.

These arguments, too, are the cause of the common man's readiness
to fight for England and Franoe; it is neither enthusiasm, revengefulness
or greed which drive him to do so. It is in the interests of both Allied
Govermments to support this attitude. There is no reason to intensify the
conduet of war by replacing these motives with those propaganda slogana
which were customary in previous wars. But it is necessary to sustain this
rational and deliberate attitude by supplying it with a oclear objective,
the emotional as well as rational appeal of which justifies the terrible
smorifices which are demanded. It is imperative to tell the people not ;
only why they were forced to fight, but moreover what they are fighting for,

The permanence of what has here been characterized as a rational
attitude is not to be relied upon. The enormous efforts whish War imposea
on the people even now increase their irritability and the wiolence of their
reactions. If popular passions get beyond control, grave dangers in the
nature of those hinted at by the British Premier are inevitable,

There is a definite threat that on both sides popular opinion may
lay this war to govermmental failure and denounce it as "their" war, Hitler

may have wanted it, but the other cabinets did not successfully prevent

his having his way. The popular fury - as after 1514-1§18 - may well direct



iteelf againet ocertain political eystems, or, indeed, against government

as such: & kind of semi-religious revival with chaotic socialUconsequences
may surge up, and revolutionary tendencies, already latent, may manifest
themselves in a more drastic and destructive form the longer this war lasta,
Governments will only lend substance to their former dealings and their
present suthority if tftqr rally public opinion in good time arcund a peace
program which meets with sufficlently broad approval to serve as a safety
valves They will otherwise become vioctims of the ocatastrophiec events, whisch
any realist must presage, and will be blamed for having embarked on & course
of destructlion without the vision of a tolerable future on whioch their
sucoessors will base their olaim to power.

If one has to oount on an increase in the elements of pmssion in
popular thinking, it becomes imperative to cenalize these foroes into ocon-
structive channels, They are dangerous, but they also have the advantage
of permitting a radical remolding of ideas. The present Govermments have
no better means to erystallize popular emotions than to proclaim the goal
of a peace which is just and mbz;utrunt.ir- and worth fighting for.

It may be remarked in passing that nationalism of the kind
which finde its most extreme expression in Nazidom has been distinotly on the
down=-grade in Burcpe for some time. This assertion may seem paradoxiocal. But
it must not be doubted t.hllt the same coocl reasonableness which prevails on
the Allied side is llu;.prununt in the German popular attitude towards this
wars Even Hitler, in deference to this, had to present the decision te fight
as an act of gemerally shared deliberation. He had to let the war "slide
in by the back door". The regime was acutely consclous of the fact that
the onslaught on Poland was unpopular, as certainly the extension of hosti-

lities to the West was dreaded by the Jerman masses.
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Almost imperoceptibly, the whole complex of national prestige,
has lost its hold on the pepples of Burope. For this resson a definite
move towards Buropean cooperation will be much easier tham it was after
the last war.

If, therefore, the Allied Govermments deoided upon the necsssity
of & peace of reconciliation with Germany, they would not only be able to
deal with their own eritioal internal problemes after the war, but they

will slso find the neceesary mdteriel for building o steble and cooperative

future for Burope.

* * *

The technique of an early proclamation of Allied peace aims ocer-
tainly presents formidable difficulties. Ttes communication to the people
of Germany is but cne of the smallest smong them.

The procedure herein advocated has been applied before. Woodrow
Wilson published his Fourteen Points on Jamuary 22, 1917, less than two
weeks before severing diplematic relations with Germany. His action turned
against itself in the latter couree of events, and now it forms one of the
strongest impedimente to o successful repetitiom of such action in the
present war.

And yet, this unparalleled and high-minded initiative on the part
of the Fresident of the United States had been perfectly right as & guiding
prineiple and might, if properly followed up, have set the standard for a
lasting demooratio peaces It had its effect, under even less favorahle in-
ternal conditicms in Germany, for the duraticn of the war. The Fourteen
Points, without any doubt, spurred the unleashing of democoratic foroces
in Germeny. Their unfortunate later effect was due to mistakes which must

and ocan be avoided this time.
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Germany has felt herself betrayed by what followed after the
Fourteen Points. This feeling is sincere. When the first oonfirmed news
about the nater stipulations of Versailles, at the end of February 1918, reached
Berlin, the German nation stood aghast.

It is evident that this later perversion of President Wilson's
honest intentions, as pxpressed in the text and commentaries of his
Fourteen Points is at present being successfully ueed by the Nazi Govern-
ment to convinee the German pecple that ancther betrayal is at the back
of all peace proposals.

The fundamental question therefors arrises; Eow can the diffi-
dence, which any stipulation advanced by the Allies at present is bound to
.nut in Germany, be modified or even avoided?

The best means lies in the nature of the proposal itself, in the
practical and unequivoocal character of its terms. The Buropean future must
appear as the result of common sense reasoning, not of lofty ideals. The
latter approach is blocked by past disillusicmment but the former will

strike a powerful chord of consent. '

It follows that a maximum of precision is neceasary, It will
certainly not be possible to be exhaustive on all points, because a full
understanding between the Allied Govermments cannot be expeoted. But it
should be possible, for instance, to state certain maximum ocncessione which
are golng to be asked of the German people or to assure that their territorial
status of 1933 shall be disputed under no olroumstances,

Certain minimm commitments on the Allied side should be subjeoted
to equally careful consideration, not only regarding economis concessions

whioh the Allies should be prepared to make for a constructive pease, but

also regarding the actual conditions and forces which would enable Germany
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te participate in a cooperative Buropean future.

Any peace based on the ocutcome of military viotory would mean
sbandomment of Burope's cammon traditions in sharp diseriminatibn against
one or some of her great peoples. The natural consequences would be con-
timued tension between the powerful and the helpless which, ascording to
the laws of history, would egain resolve itself in new oatastrophes.

It will not be attempted to even sketch in this limited context the
material adjustments which would have to be made in Burope's politieal and
economioc structure. The necessity of relinquishing same, especially of the
economic attributes of national sovereignty is rightly emerging as cne
of the chief problems. The contribution from both sides will have to be
substantial, but even large saorifices, if made on the basis of negotiation,
mist be considered as infinitely preferable to the indefinite toll of life
and treasure which a drifting on of the Burocpean catastrophe will necessi-
tate.

Granted that the Allies do not intend te partition Germany, her
own contributionfust consist first and foremost in the sbandomment of
her present political leadership. But this is clearly not enough, beocause
there must be assurance also that the Germany which may emerge after the
downfall of Hitler will be an honest and effective partner to such a peace,.
The question, how this function of Germany can be made to work in terms of
her scoial, economic and politiecal structure, must be answered separately. @
Germany must be able to satisfy the desire of the Buropean peoples as a
whole that another war amongst them is ruled out as a posaibility.

This is not a victor's peace, but conditions worked out on sush
& basis of negotiation would restore to Burope tranquility and potential

well-being, and they would answer the inherent trend of her pooplets

aspirations,.
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dmerica's tremendous suthority in helping to deocide t;hq
character of a future Eurcpean and world peace oould, in our view, be asserted
in various effective ways.

The mementous inorease of diplomatic influence now at the disposal
of the United States all over the world is one of the most signifioant
results of the first two months of the war., The manner in which this
influence ocould be used, ties ocutside the range and ocompetence of the
authors of this memorandum. But if it were felt all over Burcpe, in the allied
countries as well as in Germany, that the authority of the United States is
backing the effort of devising a fair and durable peace settlement, this
woild be & most substantial aid in setting pecple's minds to work in con-
structive directions. And this, in our view, would be achieved most effeg-
tively by Aimerican diplomatic insistance on & timely and explieit pledge of
the allies to a ratiocnal war aim,

The early publication of war aims has been frequently urged
by various quarters in the allied countries and foreshadowed in a general
manner by several governmental speeches.

To be fully convineing, however, such a proclamation would have to
be enhanced by some specifioc pledge which would bring it home to the
German people that peace will be negotiated on this and no other basis.

It is obviously out of the question that the American Eovernment
could attmch their guarantee to such an allied pledge, though this would
certainly be the most convinoing mssurance available in presesnt-day world pol-
itics., Isclationist forces would oppose this guarantee, though it might
afford an excellent oppertunity to define the character and content of
dmerica's peace policy and its fundamental attitude towards the war in

Buropes Yet the United States will probably not wish to be implicated to
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the extent of & guarantee which might put them in the position of
having to enforoe certain peace conditioms.

If then, it is impossible to grant such & measure of Ameriosn
participation, it might still be feasible to bring the meral welght of this
country to bear upon the Buropesn situation by eliciting some sclemn
promige of the Allied governments, addressed to the fmerican pecple and itas
government, that they will fight for and stick by their declared war
aims, This would not, in case of default, imply the enforcement of their
stipulations by Mmerics, but would leave the way open for later construc-

tive influence on the Buropean situatiom.
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Beyond this diplometio measurs whioh it may be oconsidered
feasible to administer tc the present state of Buropean bewilderment and
indecision, America is already preparing for an even broader and far-reach-
ing contribution to the future peace. The British Ambassador toc the
United States hae pointed ocut in a recent epeoch (New York, October 2%)
that, not being involved in the immediate implications of warfare, Amerioa
may find herself in a better pnlit:ln.n than any of the belligerents in the
task of defining the fundsmentals of & lasting peace,

Americs, not divided as we are by sceial and naticnal boundaries,
may well raise the standard of all peace discussion above our complax
prejudices of the past, provide a foundation for Personal contaet, mutual
informetion and confidence end extend her sympathy to the constructive
elements even of those countries, which in their present frame are con-
sidered the chief disturbers of peace. Such understanding, especially, if
ever there is to be a permanent settlement in our view constitutes a erying
nesd at & time which is increasingly obscured by propegenda and indiserimi-
nating war passion. Contacts, which link up the demestlic potentislities in
Germeany with scund judgment of the internaticnal situation, seem to us pre-
requisites for & peace built on the firm basis of the aetusl popular condi-
tions and not on formulas which breed future maladjustment and conflict,

It may be possible, befors the conflict hes become too pasvionate for
dmerice not only to insist on & responsible declaration of war aime but to
help substentially in oclar ifying those profound and comprehensive pelitionl
adjustments which will really contrive to rule out way emonget the Western

Natlone.
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