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. Prmcetan Unwerszty

I INTRODUCTION
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’I "\HE mternatlonal monetary problems Whlch w1ll confront the
world after the war are of two types, temporary problems, which. -
will arise only in the period of-transition to * normal" condltlons,
and problems of a miore permanent character. : ,

.~ During the perlod of reconstriiction some countries w111 tend to have '
a strongly passive balance ‘of -payments. As-an-example we may take
Great Britain. There is no doubt that the long withheld ‘demand for
faw materials and agricultural products will lead to an increase in Brit-
ish 1mports The Dominions, moreover, hold ‘considerable -short term
“balances in London, frozen for the time. belng, but likely .to be. with-

. drawn as soon as forelgn exchiange control is- dropped. In the absence

" of any international cooperation, Great Britain would have the choice
of retaining foreign exchange control, along with bilateral agreements,
for a considerable period after the war, or of letting sterling find its
own level. Neither of the alternatives is very attractive. There is an

~understandable desire to get rid-of all the impediments to international
trade and, of these, foreign exchange control is one of the most severe.

" To let the forelgn exchange rate fluctuate freely immediately after the

_war is, on the other hand, far 'from advisable. Quite apart from the’
disturbing influence which speculation in the currency may have on its

_ general level, it is safe to say that, under the impact of the sudden de- -
mand for foreign exchange from the two sources mentioned above, .
sterling would depreciate much miore than would, in the long run, be '
required. Other countriés would then complain about “unfair” compe-
tition, based on an.undervalued pound sterling, with the result that we -
‘might again find ourselves ina perlod of competitive exchange depre— ‘
“ciation and currency wars.

Of the problems of a more permanent nature three deserve partlcular
mention.

= -1) Under the gold standard the total volume of international cur- :

rency was dependent on the accidents of gold production. As the quan-
tities of national currencies were based on the monétary gold stocks of A
the countries concerned, the world was thrust into periods of alternate
-deflation’ and inflation. A better method of regulatlng the volume of
-rmternatlonal currency must be sought ' : oo

3




