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PREFACE 

ALTHOUGH the plan of the Bank for International 
Settlements was a matter of lively discussion during 
the last few months, its critics have confined them
selves almost I10mpletely to its general aspects. This 
is only natural. Technicalities are out of the range of 
theoretical economists, .and the scheme, at its present 
stage, is too vague to provoke bankers to criticise its 
details. The author, who occupies an intermediate 
stage between academic economists and practical 
specialists, attempts in this book to fill the gap, 
and aims at providing material for tJte discussion of 
neglected technical aspects of the proposed institu
tion. In doing so, he has to break entirely new ground, 
which explains, and perhaps excuses, the shortoomiDIJ 
of his book. If the attempt has no other result than 
to'stimulate the discussion of the practical details-

. upon which the scheme will, after all, stand or fall-he 
will feel that his efforts were ]lot altogether wasted. 

The book gives oom~tively little attention to the 
reparations aspect of the scheme, as in that respect the 
Young Plan is for the most part self-explanatory. Its 
chief concern is with the problems connected with the 
international banking activities of the Bank for Inter
national Settlementa, such as the proposed gold clearing 
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system, the problem of a "world bank rate", the 
possibility of credit infiation, the danger of political 
interference with the management of the Bank, &c. 
For the convenience of readers, the text of the pre
limin8.ry awiouncement of the scheme, the statutes of 
the Bank, and those portions of the Young Plan which 
touch the Bank are reproduced in the Appendices. 

It will be seen that the author;though in favour of 
the scheme as a whole, nevertheless shares the fears 
of those who consider the Bank a potential source of 
international credit inflation. It is of great import
ance that public opinion should realise the extent of 
the danger of political infiuences upon the Bank. While 
in the case of the League of Nations-with which the 
Bank is frequently compared-this factor coUld, at 
its 'Yorst, merely lessen the beneficial effects of the 
actiVities of' that institution, in the case of the Bank 
it could wreck the scheme altogether, and might cause 
incalculable harm to the credit system of the world. 

Part of Chapter X. was published in the September 
1929 issue of The Economic Joornal, while parts of 
various chapters appeared anonymously in the daily 
"Lombard Street" collJIDll of The Financial New8, and 
in an editorial article published in the December 
1929 issue of The Banker. The author wishes to thank 
the editors of these publications for their permission 
to reproduce them here. He is also indebted to those 
bankers with whom he has discussed the problems 
dealt with in this book; these exchanges of views 
helped him to a very great extent to make up his mind 
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on several controversial points. His thanks are especi
ally due to Mr. C. I~ Carr Bosanquet, for his valuable 
suggestions and candid criticism, which have been of 
great assistance to the author. He is equally indebted 
to one of the participants of the Baden-Baden Con
ference for having revised the book, while in proof, 
with critical eyes . • P. E. 
20 BmBOPSOAH. E.C.I. 

Dtoember 1929. 



PREFACE TO THE SECOND 
EDITION 

SINCE this book was written the Bcheme of the Bank for 
International Settlements has been definitely adopted 
by all the parties concerned, and arrangements have 
been made for the new institution to begin business at 
an early date. The Statutes elaborated at Baden-Baden 

4Iwere adopted at The Hague practically without altera
tion, so that. when revising the book for this eecond 
edition, there has been no need to make any changes 
in the text on that account. On the other hand, in re
sponse to constructive criticism, and in view of the de
velopment of the scheme, the author has made some 
minor alterations in various chapters and has added 
another chapter. The Appendices have also been 
completed by the addition of the Charter, Trust Agree
ment and all clauses of The Hague Agreement of 
January .20, 1930, and its annexes which referred to 
the Bank. 

The author's main thesis, that the new system carries 
the pOBBibility of inflationary credit expansion-a con
tingency which neoessitates most conservative manage
men~was contested by various critics. Nothing that 
has been said, however, has altered his views, as ex-.. 
pressed in Chapter VIII., which has been reprinted here 

iz 
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practically without modification. On the other hand, 
the author considered it necessary to remedy an im
portant shortcoming of the first edition; he owes a debt 
of gratitude to Sir Josiah Stamp for having drawn his 
attention to it in his review of the book published in the 
columns of The Fina;n,ciaZ News. As Sir Josiah rightly 
pointed out, the book did not lay sufficient stress upon 
the importance of the Bank's task in arresting a de
cline in the world level of prices. This criticism induced 
the author to conquer his dislike for metaphysics and 
to devote an additional chapter to the fascinating but 
elusive subject of "The Bank and World Prices". This 
chapter and the preceding chapter on the "Credit Re
sources of the Bank" are complementary to each other. 
Both deal with the Bank's power to bring about an ex
tension of internatiopal credit resources; while Chapter 
VIII. gives warning against the abuse of that power for 
inflationary purposes, the new Chapter IX. indicates 
the scope for its legitimate and desirable use, i.e., to 
prevent a decline of the international ptice level. 

The new chapter, too, contains a warning that even 
the legitimate use of the Bank's exceptional resources 
for fighting deflation is not without dangerous possi
bilities. An institution which sets itself the task of 
regulating world prices may easily become a hunting
ground for doctrinaires. The worship of index numbers
which is as fashionable among the economic experts of 
our generation as was the cult of the "economic man" 
among nineteenth-century economists-if practised 
without due discrimination as to the causes of the 
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changes in the price level, may easily lead to the 
adoption of an unsound policy in the matter of price 
regulation. 

By the time the present edition reaches the reader 
the Bank will probably be in operation. The Board 
and Management will be faced with a series of difficult 
initial problems, and the way in which they solve them 
will powerfully influence its future course. It is, there
fore, of particular importance that informed opinion 
should follow closely its activities during the early 
period, and should be able to criticise if and when it 
beoomes necessary, before any initial errors develop 
intO integral parts of the syetem. Hence the necessity 
of greater knowledge on the part of the general publio 
of the organisation, potentialities, means and ends, 
resources and shortcomings of the Bank for Inter
national Settlements. 

!!O Bmro1'8o...... E.Q.i, 

..v ...... 1930. 

P. E. 
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CHAPTER I 

INTRODUCTORY 

IN March 1929, almost to a day two hundred years 
after the death of John Law, and within a few hundred 
yards of the scene of his activities, the scheme of a bold 
experiment, worthy of the genius of that financier, was 
elaborated in Paris by a body of distinguished experts. 
It is ~i!!MImth immense pmlllibjljtjllll. qllt also with 
~at dangers, It is as ambitious and as perilous as was \ 
John Law's scheme for a bank of issue in the less ad
vanced conditions of eighteenth-century France. 

The world was taken by surprise when it was 
announced that the Committee of Experts on Repara
tions had decided to propose the establishment of an 
International Bank. The novelty and boldness of the 
idea appeared fascinating to some people. bewildering 
to others. Although many months have passed since 
the announcement was made. and fuller details of the 
scheme have been published in the meantime. public 
~inion has Jound it difficult .. to. ~~jlJ,W.JU!Y 
definite attitude upon the merits. oLdemetitL oL1.he 
proposed plan. Expert opinion is fairly evenly divided 
betWeen adherents and opponents of the scheme, while 
the predomina.n.UeeHnlf amon~~~Q.lio is 
~~tof curi~tr..mjngledwith djstruat-that instinctive 
distrust of the average man towards any creation of 
genius which threatens to interfere with the routine of 
the Universe. 
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Ever since the war, it has been a commonplace all 
over the world that the uunAdy of our present..erill! mIl 
have to come through natural development. and not as a 
result of any brilliant ideas. Any suggestion of miracu
lous remedies was dismissed with disdain by econo
mists and by those responsible for official monetary 
policies. Without warning, these same ultra-conserva
tive quarters produced nowa scheme full of imagination 
and innovation. It is not surprising that the uninitiated 
public, which has always been told to beware of radical 
remedies, is confused and is at a loss to decide what 
attitude to take up. 

If the scheme of the International Bank were nothing 
more than the product of a few imaginative brains, 
there ~ould be, no doubt, good reason to receive it with 
distrust. The fact is, however, that the proposal made' 
by the Young Committee is the logical outcome of the 
evolution of post-war financial history. It is not a mere 

1 
acriident that the creation of the Bank was proposed in 
1929 and not in 1913, or 1923, or 1933. Anybody bold 
enough to make such a suggestion before the war would 
have been regarded at best as a dreamer who ought not 
to be considered seriously. A proposal for an Inter
national Bank a few years after the conclusion of the 
Peace would still have been premature, and would have 
been doomed to failure. Had the proposal been delayed 
for another few years, on the other hand, it would 
probably have missed its psychological moment, as 
Europe would have adjusted itself to the changed 
conditions as best it could, and the need for an excep
tional remedy involving considerable risks would not 
have been as pressing. 

Post-war Financial History has been characterised by 
two strong currents: the endeavour to ~re monet;gy \ 
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s~ilit;ythrough the co-operation of central bank!., and I 

the endeavour to adjust reI>...arationB and gther.claima., 
arising from the war to realities. It will be seen in the 
next two chapters that both currents were moving 
towards the establishment of an international orga.riisa
tion of some kind. It was perhaps a coincidence that 
both movements, though advancing independently 
from each other, should reach simultaneously the stage 
when the need for the creation of an international body 
had made itself felt more acutely, and when its realisa
tion had come within the realms of practical politics. 
The signatories of the Young Report were men with a 
sense of reality and no dreamers. They would certainly 
have hesitated to put forward a proposal for the 
creation of a Bank for International Settlements a few 

• years ago, but in March 1929 ,they were 'satisfied that 
the time had arrived for that solution. 

The much-debated question whether it is ideas that 
shape History, or whether it is the stream of History 
that shapes ideas, finds its answer once more in a 
synthesis. Without the developments that led up to the 
present situation, the idea of an International Bank I 
would have been rejected, no matter how ingenious the 
form it &8Bumed, no matter how convincing the argn
ments of its authors. On the other hand, though the 
situation has matured sufficiently to make the plan 
acoeptable, it would not have materialised but for 
the elaboration of a BC\l~e by a group of experts 
who coupled imagination with a sense for realities, anel 
whose prestige as practical men placed them beyond 
the charge of being Utopians. Their ideas, put forward 
at the right moment and in an acoeptable form, have, 
doubtless, contributed to make History. They are none 
the less the instruments of historical foroes which have 
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prepared the ground for their scheme, and which have 
induced the nations concerned to accept it. 

The circumstances are strikingly simiIar to those 
surrounding the creation of the League of Nations. 
Before the war, it would have been useless to attempt 
to put forward such a scheme; itwas the events between 
1914 and 1919 that brought about the conditions which 
made the establishment of the League possible. And 
here again the idea had to be put forward by statesmen 
of prestige in order to be taken seriously. The authors 
of the Covenant have certainly contributed to make· 
History, butitwas the trend of historical evolution that 
has made their scheme both necessary and feasible. 
-\ There is, indeed, a great deal of simiIarity between 
the origin, scope, functions and limitations of the Bank 
for International Settlements and those of the League 
of Nations. The League was the outcome of the war, 
the conception of an International Bank was the out
come of the currency chaos of the war and post-war 
period. The object of the League is to liquidate the 
inheritance of war and to prevent the repetition of 
such diaasters; the object of the Bank for International 
Settlements is to liquidate the currency chaos and to 
prevent any relapse. The taSk of the League is to safe
guard the existing treaties, that of the Bank is to 
carry out the agreeIllen,ts _~m repl1!3Ji()!iB. In neither 
case is the international organisation entitled to alter 
the treaties except within the limits prescribed in the 
text of the treaties themselves. The Bank for Inter
national Settlements is not designed as a superior 
authority over central banks, any more than the 
League is meant to be a super-State over the existing 
States. The central banks do not intend to cede the 
new institution any part of their privileges and powers, 
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any more than the meq),oers of the League have re
linquished, or intend to cede, to the League any pm 
of their sovereignty. No legal or political power, but 

. the recognition of the necessity to co-operate and the 
development of a strong pUblic feeliIlg against the 
disturbers of harmony are the main factors which 
maintain the League, and it is upon these that the 
Bank will depend for its existence. The advantages of 
the Bank for International Settlements are expected 
. to be of the same nature as those of the League, in the 
financial instead of ilie political domain. To mention 
only one: it will establish regular and frequent per
sonal contacts between the heads of central banks, of 
the kind that the League has established between the 
leaders of nations. This is a matter of great importance. 
Before the creation of the League, no statesman was 
able to cross, the frontiers of his country to meet 
another statesman without arousing suspicion and 
irritation in some pm of the world. The League meet
ings now provide an opportunity for them to meet at 
regular intervals without any such undesirable conse
quences. The Bank for International Settlements is 
intended to provide the same facilities for heads of 
central banl..-s. 

As to their weaknesses and limitations, both League 
and Bank for International Settlements are exposed 
to the pitfalls of political intrigues. Their important 
decisions are liable to be 80vemed largely by the neces
sity of political compromise. Their ability to serve the 
best interests of mankind is likely to be handicapped~ 
therefore, by political cross-eurrents and undercurrents., 
In spite of this, they are capable of rendering valuabl~ 
services. 

It is easy to fall into extremes when judging ilie 
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importance of the establishment of the Bank for Inter
national Settlements. 'The one extreme is represented 
by that small group of idealists who regard the creation 
of the Bank as marking a new era in human progress. 
In their imagination, they foresee the growth of a 
super-Bank of unprecedented magnitude and power, 
which will attain in time a predominant position in 
the direction of the financial destinies of mankind. The 
notion of an International Bank suggests to them an 
~~§M~~!~JrrYe to unite the existing mone
tary stocks of gold; the issue of a uniform international 
currency in the place of national currencies; the.,pool
ing of all credit resources and their redistribution ac

/" cording to a sched.tih! prepared to meet the respective 
requirements of the participating countries; the fixing 
of a "J! orld Bank Rate" which is to become a predomi
nant faCtor in the mternational money market. They 
hope that the activities of the Bank will cause a period 
of imprecedented international prosperity, by foster
ing the development of the immense natural wealth 
and resources of unexploitedcountries. They include 
among the labours of the new financiIU Hercules the 
reconstruction of Russia and China, a task too big for 
any but an International Bank. They have gone even 
further in their imagination. They ascribe to the new 
Bank the role of a supreme internationaUu:hlgator, 
not only in questions of finance and economics, 1>ut 
e~ven ~~liti~-'lu§tions, as the possessor of mono
poliStic powers m the distribution of credit resources. 
The Bank, they hope, could distribute rewards or 
punishments by granting or withholding credit, and 
would thereby become the guarantor of inte~tiQnal _ 
'-p~ce.~ ~.. - ---

The idea is magnificent-but it is not banking. 
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Those who expect the new Bank to become all that 
and more lose sight of realities: There is no reason to 
hope or to fear-whichever the case may be-that our' 
generation would witness such developments. 

It is not only enthusiastic adherents who view 
the Bank with such exaggerated ideas, but also its 
fierce opponents who, for the same reason, are fright
ened by the latent powers of the spirit evoked by the 
Paris Conference. The other extreme is represented by 
those who minimise the importance of the Bank, either 
because they think that it is not worth the trollble 
spent over it, or because they believe that, if it cannot 
do much good, it can, at any rate, do very little harm. 
In their view, all the Bank is meant to do is to fuse the 
existing Dawes organisations with the existing system 
of co-operation between central banks. They think 
that it will be hardly more than an office of repara
tionS payments and a meeting-place of central bankers. 

The actual position of the Bank will probably lie 
somewhere between the two extremes. It is difficult to 
see, however, at the present stage, how far either ex
treme will be right. The fact is that not even the authors 
of the scheme know how the Bank will develop. Never 
before has anything of the kind been attempted. At 
this stage it is impossible to prophesy the exact or even 
the approximate limitations of the possibilities of the 
Bank. It may begin its work in a modest and unassum
ing way, and indeed it .'Yould be a grave mistak~ to 
launch out at once into too ambitious schemes. It may; 
gradually put forth its powers and develop into a mosf" 
important institution. Time only can show how far th 
hopes and fears of its friends and foes are justified. . . 

There are at least as many people who fear and 
oppose the new institution as there are people who 
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welcome and admire it. Just because it is difficult to 
foresee im functions, none of the existing financial insti
tutions know what to expect through it. Some central 
banks may fear that the new institution may over
shadow them in their own spheres, and may encroach 
upon their jealously guarded control over the manage
ment of the monetary affairs of their country. Some 
co=ercial banks are inclined to regard it asa potential 
rival for deposit and credit business. Some acceptance 
houses see in it a potential rival in the financing of 
international trade. Some issuing houses fear that they 
may lose part of their business as a result of the 
activities of the new Bank. The natural dislike of 
vested interesm towards any aggressive newcomer is 
complicated by their vague fear of a supreme authority, 
as yet undefined, against whom, they imagine, it will be 
difficult to compete on equal terms. 

The idealist adherenm of the scheme regard with 
indignation as narrow and selfish all who look at 
the problem from that angle. They maintain that 
the benefit mankind as a whole will derive from the 
activity of the Bank will be so i=ense as to counter
balance any sacrifice of individual iIiteresm. They 
hold the opinion, at the same time, that there is no 
need to talk of sacrificing the interesm of any existing 
bank, for, taking the long view, all banks are bound to 
benefit by the general advantages obtained through the 
creation of the Bank. The greater stability will reduce 
the risk attached to banking, and greater prosperity 
will increase the possibilities of profit. 

Again, opinions are diViided between those who fear 
that the Bank will become a power independent of the 
Governments to which it owes its existence, and those 
who are concerned lest it remain too much under the 



INTRODUCTORY 9 

control of the political authorities. If the fears of the 
former were justified, it would infringe the ppwer of 
Governments; should the latter be better prophets, 
questions of finance would be settled on political 
grounds, and Board meetings of the Bank would become 
the battlefield of political intrigues and controversies. 

Another point on which general uncertainty prevails 
is the proposal for an international gold clearing. 
system. It is difficult to define the precise object of the 
scheme; whether it aims at the monopoly of gold trans
actions; or at the elimination of the physical displace
ment of gold; or merely at the saving of the expenses of 

. shipments of the kind which are undertaken by central 
banks even at the present time. It is an open question 
whether the new Bank will aim at interfering with gold 
arbitrage by means of confining e;change movements 
within limits narrower than those fixed by gold points. 

Over and above all, it remains to be seen how far the 
super-Bank will make use of its immense facilities for 
credit expansion. This is the aspect of the scheme which 
deserves the most attention, as it opens up a vista of • 
alarming possibilities. The scheme itself is Bound, and 
it is far from its authors' intention to make of the 
Bank a means for international credit inflation. But 
then, the bank scheme of John Law was also in itself 
Bound. The question is whether the new institution will 
be tempted to use its resources for financing schemes 
as bold as the LouisiaDA venture whose failure con
tributed to the downfall of Law. The creation of "new' 
possibilities for commerce" is one of the objects of the 
Bank, as defined in the Report of the Young Com
mittee, and this phrase may easily be regarded as giving 
sanction to adventures outside the normal scope of 
banking. It also remains to be seen whether the scheme 
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of our modem John Laws-however sound their inten
tion may be-will not be brought to shipwreck by 
political interference in the management of the Bank. 
The spirit of the Duke of Orleans and his entourage 
may survive, although in the changed circumstances it 
may assume a different form. 

The statutes of the Bank, in themselves, do not give 
any adequate answer to the questions raised. Every
thing depends upon the interpretation given to these 
statutes in practice, and upon the manner in which the 
Board of Directors makes use of its wide discretionary 
powers. The chapters which follow attempt merely to 
indicate some of the problems which the new institu
tion is likely to encounter. They give a critical analysis 
of the plan of the Bank, and enumerate some of the 
alternatives in its development. 



CHAPTER II 

CO-OPERATION BETWEEN CENTBAL BANKS 

THE year 1923 witnessed the culmination of the post
war crisis in European finance. Monetary conditions 
exhibited a picture of desperate chaos. Both France 
and Germany were paying the price for the Ruhr 
adventure in the depreciation of their currencies; the 
franc dragged with it the other two "Latin exchanges", 
while the slump of the mark contributed to the de
moralisation of Central and Eastern European cur
rencies. It was rare to find a budget on the Continent 
which was properly balanced. Budgetary deficits, 
currency inflation, depreciation of exchanges, rising, 
prices, increasing expenditure were chasing each other 
in a complete disorder. It was impossible for any of the 
former Continental belligerents to raise an extemal loan 
so as to break that vicious circle. The few experiments 
with such issues resulted in a failure, discouraging 
further attempts. Even the countries which had re
mained neutral during the war were, to some extent, 
swimming with the tid", instead of assisting in the 
restoration of normal conditions by maintaining their 
finances on a sound basis. 

In those dark days of the post-war financial crisis 
of Europe, the sign of dawn was the stabilisation of 
the Austrian e..~cha.nge. The credit for this is due to the 
League of Nations, for it was under the auspices of the 

11 
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Finance Committee of the League that a reconstruc
tion scheme was elaborated and put into operation, 
and to the Governments which, by relinquishing the 
priority of their claims and by guaranteeing a portion 
of the Reconstruction Loan, enabled Austria to obtain 

. the funds required for the stabilisation of the krone. It 
is necessary, however, to recognise the great importance 
of the advance granted by the Bank of England to the 
Austrian National Bank for the purpose of maintaining 
the stability of the exchange during the transition 
period between the conclusion of the agreements for the 
reconstruction scheme and the actual issue of the loan. 
Without this advance, the exchange would have con
tinued to depreciate, which would have jeopardised the 
success of the reconstruction scheme. 

The support granted by the Bank of England to the 
• Austrian National Bank was the first public act of co

operation between central banks after the war. The 
idea of co-operation between banks of issue of different 
countries is by no means new; it existed already before 

• the war, one of the most conspicuous examples being 
the support given by the Bank of France to the Bank 
of England during the Baring crisis. Dining the war, 
there was, of course, some co-operation between the 
Allied central banks and also between the Reichsbank 
and the other banks of issue of Germany's allies. It 
was not until after the war, however, that a systematic 
movement began, with a view to facilitating the stabil
isation of currencies. It was largely, if not exclusively, 
due to the initiative of Mr. Montagu Norman, Governor 
of the Bank of England. He has fulfilled a historical 
part, the importance of which cannot be sufficiently 
appreciated. It was largely through his personal friend
ship with the late Mr. Benjamin Strong, Governor of 
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the Federal Reserve Bank of New York, that the 
United States was gradually induced to co-operate to 
some extent-financially if not politically-in Euro
pean affairs. Most of Mr. Norman's work for recon
struction was done behind the scenes, and, owing to 
his dislike of publicity, neither his contemporaries nor 
posterity will be able to judge the· full significance of 
his activity. 

The movement of co-operation began as a one-sided 
support of the weak banks by the strong ones, but 
gradually developed into a j!!.sfit\D!..Q{ ~cipro()aJ sup
~rt. It began as the alliance of a select group of lead
mg institutions, but gradually came to include almost 
all European central banks. Nor was it confined to 
Europe. Apart from the Federal Reserve system-and 
more particularly the Federal Reserve Bank of New 
York-which played a leading part in it from the very 
onset, the Ja'pane96 and Egyptian banks of issue were 
also included. A number of central banks which availed 
themselves of the support were soon in a position them
selves to help others in co-operation with the group 
that gave them assistance. Although it was one of the 
unwritten rules of the movement that only central 
banks on a ~!qJ!~ should participate, on several 
occasions central banks of countries with inconvertible 
paper (mrrencies were. also admitted. The tendency 
pomteiItOwards the inclusion of all central banks within 
and outside Europe. 

There were two main objects in view of those 
directing the movement. The one W1I8 the support of 
economic reconstruction and monetary stabilisation. 
The other W1I8 the prevention of a scramble for gold • 
by central banks. There W1I8 also a secondary object, 
which W1I8 a means to an end rather than an end itself. 
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i.e., the establishment of closer business relations be- • 
tween central banks. At the same time, the co-opera
tion of central banks also helped- to solve the problem 
of the reparations transfers. ' 

Although the prominent part played by the League 
of Nations in the economic reconstruction is generally 
known, comparatjvely little has been written of the 
highly important part played by the central banks 
which joined forces to that end. The above-mentioned 
case of the Austrian reconstruction duly illustrated 
the significance of the services rendered. The advance 
placed at the disposal of the Austrian National Bank 
enabled Austria to benefit by the loan months before 
it was actually issued. Even after the issue of the Re
construction Loan, the Bank of England continued to 
support the Austrian National Bank by placing funds 
at its disposal. Similar services were rendered to the 
Hungarian National Bank. It is understood that the 
BaDk of England returned the interest paid on its 
advances to theBll institutions, for the benefit of their 
pensions fund. 

In the case of both Austria and Hungary, the sup
port was given by the Bank of England 'alone, without 
the co-operation of other central banks. When Ger
many's turn came, however, a group of central banks 
was formed to support the Reichsbank by means of 

'placing capital at the disposal of the Gold Discount 
Bank. The number of participants continued to in
crease as there were more and more banks in a posi
tion to help others. The stabilisation of the Belgian 
franc, the lira, the zloty, the drachma, etc., was carried 
out through the aid of the credits granted by the 
growing group of central banks. This time, there was 
no question of an advance, merely of a credit to be 
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drawn upon if and when necessary for the purpose of 
. maintaining the stability of the exchange. In the case 

of the restoration of the gold standard in Great Britain, 
the support was granted exclusively by the Federal. 
Reserve system. 

Although the efforts of central banks were gener
ally conducted within the framework of the League of 
Nations schemes, on occasions they acted independ
ently. In the case of Poland, for instance, a scheme was 
worked out without the assistance of the League of 
Nations. Nevertheless, the Bank of England lent ita 
support, and participated with a considerable amount 
in the credit arranged by a group of central banks for 
the Bank of Poland. The same was the case in the 
Rumanian stabilisation scheme. Notwithstanding the 
fact that the Rumanian Government gave ita prefer
ence to the Franco-American scheme and that the 
Bank of England was in favour of a League of Nations 
scheme, the latter took a due share in the credit 
arranged for the National Bank of Rumania. 

Similar credita were granted in the case of the stabil
isation of the Bulgarian and Estonian currencies under 
the auspices of the League of Nations. In the case of 
Greece, the settlement of refugees from Asia Minor 
and other partB of Turkey was financed to a great 
extent with the aid of advances granted by the Bank 
of England. The Bank of Danzig has also been largely 
supported by the Bank of England, especially during 
the early stages of ita career. , 

Although the merita of the work of co-operation 
between central banks in the restoration of stability 
in Europe are inoontestable, their action did not escape 
oooasimial criticism. They were reproached with being 
too dictatorial towards the countries which needed 
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their support. It was probably for this reason, and 
also because it was considered a sign of inferiority 
to be supported by such means, that several coun
tries, which were able to do without the support of 
the group of central banks, obtained support from 
other quarters. For example, the Danish National 
Bank stabilised its exchange with the aid of credits 
grsnted by Hambros Bank and American banking 
interests. The Bank of Spain preferred to deal with 
Anglo-American banking groups headed by the Mid
land Bank and Messrs. J. P. Morgan & Co. It was said, 
and not without reason, that the principles of the 
Finance Committee of the League-which were largely 
inspired from Threadneedle Street-were too dog
matic, and failed to take into consideration the differ
ence between a financially developed and undeveloped 
countries. The insistence of the authorities, for in
stance, in the case of Bulgaria and Estonia, that the 
central banks should be controlled by private share
holders instead of the Government has caused both 
countries considerable inconvenience, as it was not in 
accordance with local conditions. In the long run, 
however, the countries concerned are likely to, benefit 
by the rules imposed upon them contrary to their 
immediate convenience, not only for the private con
trol of the central banks, but also for the detachment 
of business which was not within the sphere proper 
to a central bank. Although conditions in some coun
tries are not sufficiently advanced for a pure central 
bank, the establishment of such an institution under 
foreign pressure will itself accelerate the progress 
towards more developed conditions. 

Beneficial as the dictatorial methods of the Finance 
Committee and the group of co-operating central banks 
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were, the countries in need of their assistance have 
gradually become less and less inclined to submit to 
them. In cases of emergency, they may reluctantly 
consent to accept dictation from outside. The more 
conditions approach the normal the less are they likely, 
however, to accept interference inconsistent with their 
dignity. It has therefore become desirable at this stage 
to devise arrangements whereby the countries wanting I 

support could participate in the authority which deter
mines the terms of the support. To ask for and receive 
assistance would thereby become less humiliating, and 
unpopular terms would become more palatable. This is 
one of the raisOfl8 d'etre of the Bank for International 
Settlements. 

Admittedly, the assistance given by central banks to 
countries desirous of stabilising their currencies was 
not prompted exclusively by eonsiderations of pure 
philanthropy. It was to the interest of the countries 
on a gold basis that the greatest possible number of 
oountries should adopt the gold standard. If there are 
only two free gold markets they have to stand the full 
burden of fluctuating demand, while if there are a 
number of comparatively free gold markets the burden 
is more evenly distributed and the principal gold 
markets are relieved of part of the pressure. Up to 
now, however, this benefit has not shown itself to any 
noteworthy extent, because most central banks which 
have returned to the gold standard have been buyers 
rather than sellers of gold,'in order to replenish their 
reserves. Thus, while in the long run the initiators of 
the movement of co-operation will benefit by their 
action, for the time being they sufier from the addi
tional demand for gold of central banks which they 
assisted in their task of restoring the gold standard.. 

o 
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This brings us to what is the second principal aim of 
the movement of co-operation: the regulation of de
mand for gold by central banks, in order to avoid a 
scramble. Most central banks are authorised to include 
foreign exchanges into their gold reserves, but there is 
a tendency on the part of most of them gradually to 
replace these currencies with actual gold. In possession 
of considerable balances in foreign centres--especially 
in London and New York-they are well able to draw 
upon the gold resources of these centres. Although the 
principal holders of gold are willing to assist these 
central banks in their endeavour to build up their 
gold stocks, they have a natural desire to prevent any 
sudden demand upon their own resources. Even in 
the case of New York, the coincidence of heavy with
drawals by a number of foreign central banks could be 
embarrassing. In the case of London, even a compara
tively small withdrawal by central banks is incon
venient, because of the narrow margin with which the 
Bank of England has for some years been working. An 
understanding has therefore been reached by which cen
tral banks undertake not to withdraw any gold from 
each other without each other's corlsent. The same 
principle governs the earmarking and release of gold 
held by the Bank of England and by the Federal Reserve 
Bank of New York on account of foreign central banks. 

The principle of non-interference with each other's 
gold reserve has also been extended to the South 
African gold dealt with in the open market in London. 
This gold has always been regarded as the natural 
source from which the Bank of England replenishes its 
supply_ For this reason, the other central banks have 
agreed not to make any purchases without the consent 
of the Bank of England, which carries out their buying 
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orders on their behalf. Whenever the gold is stated "to 
have been acquired for undisclosed destination" it is 
understood that the buyer is the Bank itself but the 
purchase was made on account of another central bank. 
It is to the interest of the central banks themselves 
that their demand for South African gold should be co
ordinated, so as to avoid competition, which would 
force them to pay a higher price. The order in which 
their requirements are met in the market is determined 
by agreement with the Bank of England, which takes 
due care of the interest and susceptibilities of all of 
them. For instance, knowing the harmless rivalry that 
exists between the Austrian National Bank and the 
Hungarian National Bank, the Bank of England en
deavours to get equal amounts for both institutions. 

This co-operation worked satisfactorily as far as the 
central banks of small countries are concerned. An 
example to show how far the spirit of co-operation 
is carried was provided by the gold purchases of 
the Bank of Poland in August and September 1929. 
Although sterling was then at a considerable discount 
in relation to the dollar and it would have been 
cheaper to buy the gold in London, the Bank rJ. Poland 
met its requirements, amounting to about £1,000,000, 
in New York, overpaying to the extent of thousands of 
pounds, out of consideration of the difficult situation. 
of the Bank of England. 

Unfortunately, the eame considerate attitude has 
not always been noticeaBle on the part of all central -
ba.n1..'ll. The principal offender against the co-operation 
has been the Bank of France, which withdrew from the . 
Bank of England and purchased in the open market 
considerable amounts in 1927_ An understanding was 
reached at the conference of central banks held at 
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Washington in July 1927, when the Bank of France 
agreed to abstain from making any purchases' with
out the consent of the Bank of England. Since then 
there have been no direct purchases by any central 
banks (either from the Bank or in the market) which 
could be regarded as a violation of the principle of 
co-operation. . 

In spite of this, the state of affairs is far from ideal. 
There is nothing in the agreement between central 
banks to prevent the withdrawal of gold by means of 
special transactions disguised as commercial trans
actions. In fact, the source of the embarrassment of 
the Bank of England in the summer and autumn of 
1929 was due exclusively to such transactions carried 
out by the Reichsbank and subsequently by the Bank 
of France. Although it is difficult to ascertain the exact 
extent to which either of these institutions was re
sponsible for the withdrawals of gold from London, 
there is no doubt that had the spirit of the Washing
ton agreement been followed, and not merely the letter, 
most of those withdrawals would never have taken 
place. The German withdrawals were officially de
fended 011. the ground that they were not objected to 
by the Bank of England, while the French withdrawals 
were explained as being the natural consequences of 
the withdrawal of private balances from London, 
towards which the Bank of France adopted an atti
tude of strict neutrality. In an ideal co-operation, more 
is wanted than mere neutrality towards obviously un
natural gold movements tending to embarrass another 
central bank. It is, thus, plain that co-operation has 
not reached perfection. The Bank for International 
Settlements will have, therefore, an opportunity in this 
respect also to fulfil a useful task. 
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An auxiliary means by which central banks have 
been co-operating is the establishment of closer busi
ness relations with each other. Before the war there 
was fairly close co-operation between the central 
banks of the members of the Latin Monetary Union 
and between the Scandinavian central banks, made 
necessary by the regulations of their respective mone
tary unions. Apart from that, business relations be
tween central banks were the exception rather than 
the rille. The Reichsbank conducted most of its 
London business through the London branch of the 
Deutsche Bank, while other central banks also pre
ferred to make use of banking connections other than 
central banks. When after the war new central banks 
were established or the existing ones were recon
structed, the Bank of England requested them to agree 
to give, on a basis of reciprocity, exclusive representa
tion in Great Britain. The existing accounts of central 
banks were transferred to the Bank of England. This 
has caused considerable ill-feeling among the joint
stock banks and financial houses which were thereby 
afiected. The foreign central banks themselves were 
also reluctant to give up old-established connections 
which worked to their satisfaction, all the more as the 
facilities offered by the Bank of England did not always 
meet their requirements to the same extent as facilities 
offered elsewhere. 

It was considered desirable, however, from the point 
of view of closer eo-opdl'ation, that the accounts of 
central banks should be concentrated in the hands of 
each other. A number of central banks did not fall in 
line with these requirements. The Bank of France is 
the most conspicuous exception. As it oontrols sub
stantial resources in London, it works with a large 
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number of banks. On the whole, however, it may be 
1 said that business relations between central banks are 
much closer than before the war. On the Continent, 
central banks have established accounts with each 
other. For the first time in their history the Reichsbank 
and the Bank of France recently established accounts 
with each other. The Reichsbank has introduced a 
system facilitating the transfer of funds from one 
country to another through the intermediary of central 
banks. Most European central banks, whether or not 
on a gold basis, have joined this arrangement. 

Another auxiliary function of the co-operation of 
central banks was to facilitate the task of the Agent
General for Reparations Payments o~ the transfer of 
funds. Little is known of the arrangements that have 
been made behind the scenes to secure the smooth 
working of transfers. The fact that Mr. Parker Gilbert 
frequently participated in the conference of central 
bl\.nks indicates that the association of the movement 
oleo-operation with the reparations problem was fairly 
close. About this, however, more will be said in the 
next chapter. 

Although the movement of co-opetation of central 
banks has rendered invaluable services to the progress 
towards restoration of normal conditions, its short

, comings have been evident. It is at once too informal 
\ and too vague in character. Its agreements have no 

binding force and may easily be given too vague an 
interpretation. Its working is too casual and clumsy. 
Although the heads of central banks are anxious to 
maintain personal contact, the meetings are very few 
and far between, and are far from representative. 
Moreover, the movements of prominent bankers are 
followed closely by the international press, and ex-
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aggerated importance is occasionally attached to them. 
When the object of a journey of a bank governor is 
merely to discuss routine business as to co-operation, 
many people are inclined to scent someth;ing of great 
importance, such as loan negotiations. The secrecy 
with which the movement is surrounded is, admittedly, 
largely responsible for this state of affairs. 

The need for the creation of an organisation which 
would systematise the co-operation of central banks 
has been felt for some time. From the point of view of 
the co-operation of central banks, such an organisa
tion presents the following advantages: 

(1) It places co-operation on a systematic basis. At 
present there are no definite rules to govern it, no 
definite list of participants, no meetings at fixed inter
vals. The new organisation would replaCe the casual 
character of the movement by a systematic move
ment. 

(2) It provides a central administrative organisa
tion. At present there is no body engaged in organising 
and co-aMinating the movement_ Although the mem
bers are likely to wish to retain their authority upon 
matters of principle, such an a.dministrative body is 
certainly needed for routine work_ 

(3) It facilitates personal intercourse of central 
bankers. While in the course of the movement they 
only met about once a year, the new organ would 
provide an opportunity and a necessity for frequent 
meetings. . 

(4) It will help to establish discipline among central 
banks. Although the body will have no power to en
force its decisions any more than the League, its exist
ence will none the less reduce the number of violations 
of the principles. To accept the ruling of the Bank 
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is less humiliating than to submit to the decision of 
individual central banks or groups of central banks. 

(5) It will render the movement more efficient. Much 
waste of time in the arrangement of credits, etc., can 
be avoided. 

(6) It may result in the restriction of the scramble 
for gold, and it may offer a means to counteract the 
faIling tendency of the international price level. 

(7) It will tend to increase the number of countries 
on a gold basis. Being excluded from participating 
in the share capital of the Bank will be a stigma of 
inferiority, and for this reason every central bank will 
be anxious to qualify for admission. 

(8) It will facilitate the exchange of statistical and 
other information. ' 

It is thus obvious that, apart altogether from every 
other consideration, the interests of the movement of 
co-operation itself would justify the establishment of a 
central organ. 



CHAPTER III 

PROBLEM OF REPARATIONS 

, BEFORE the war the international movement of capital 
assumed the shape of a fairly systematic flow from 
countries possessing a surplus to countries whose re
quirements exceeded their own supply. A compara
tively small number of countries-in the first place 
Great Britain, and to a 'less extent France, Germany, 
Holland and Belgium-exported their surplus of capi
tal to the economica.lly undeveloped countries, such as 
the British Dominions, Latin America, China, Russia, 
Turkey, etc. The payment of interest and principal 
often assumed the shape of fresh borrowing. Apart 
from cases where political or financial difficulties 
affected the credit of borrowers who were unable 
to raise funds to meet maturities, everything went 
smoothly. The distribution of capital and the redemp
tion of debt were gradual processes, and did not disturb 
the international money market to any substantial 

. extent. 
Conditions underwent a fundamental change after 

the war. Germany is cozppelled by the Treaty to make , 
huge reparation payments, while the Allied nations 
have to repay the amounts they borrowed from Great 
Britain and the United States. The necessity of such 
debt payments has introduced a new factor in the 
foreign exchange market the importance of w]Lich 

• 
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is occasionally considerable. The principal exchange 
which is affected by them is, of course, the Reichsmark, 
but it ~ould be a mistake to underestimate its effect 
on the currencies of othercoun1;ries which have to make 
such payments~ 

It is characteristic of the spirit in which the Treaties 
and subsequent agreements were made that no appa
ratus whatever was provided for the purpose of dealing 
with this exceptional factor. The transfers of repara
tion payments were allowed to take care of themselves, 
no matter what their effect upon the exchanges. This 

~ lack of foresight was largely responsible for the currency 
chaos which followed the Peace Conference. 

It is impossible to ascertain the extent to which the 
Ruhr adventure was responsible for the final collapse 
of the mark, but there is reason to believe that it 
merely accelerated an inevitable process. The necessity 
of making huge payments and the inability to borrow 
abroad would in any case have brought about a col
lapse of the exchange, though without the effect of 
passive resistance in the Ruhr the decline would have 
been more gradual. 

The Dawes Committee in 19~ fully realised the( 
necessity of putting an end to this state of anarchy. 
The Dawes Plan provided machinery to regulate the 
transfers of reparations payments 80 as to inflict upon 
the mark exchange th~ least possible harm. The Agent-
, General was charged with the collection of reparations 
and the choice of the most opportune moments for 
their transfer to the Allied creditors. Another appa
ratus, the Transfers Committee, was set up with the 
object of stopping transfers as soon as ~ey endangered 
the stability of the Reichsmark. I 

This system was incomparably ~tter than the 
, .', , 

Ji. 
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regime of complete anarchy in reparations transfers. 
The German Government wa.s relieved of the responsi
bility for transfers; its duty in respect of reparations 
was confined to making payments in Reichsmarks. The 
Agent-General, in co-operation with the leading central 
banks, arranged the tra.nsfers so a.s to ca.use the lea.st 
possible incon~e~ence in the foreign excha~ge.mark~ts.) 

As the applica.tion of the Dawes Pla.n COinCided With 
an unprecedented inflow of foreign funds into Germany, 
the efficiency of the system established in 1924 did not 
undergo a real test until early in 1929, when external 
borrowing wa.s checked. It soon beca.me apparent that 

'Germany could not continue to make reparations 
payments for any length of time unless it wa.s made 
possible for her to borrow abroad at the sa.me tim4 
Thus it appea.red that the fact whether or not the 
tra.nsfers of reparations payments disturbed the ex
change depended not so much on the efficiency of the 
orga.nisstion of tra.nsfers a.s on fluctua.tions in the inter
nationa.lloan market. But for the repla.cement of the 
Dawes Pla.n by the Young Plan, the cla.use of the 
former providing for the suspension of tra.nsfers might I 

have had to be applied in order to avoid another 
collapse of the Reichsmark. 

It is obviously undesira.ble that the continuity of 
repara.tions tra.nsfers should be made dependent upon 
such fluctuations in the internationa.lloa.n market. To 
some extent this is unavoidable, especially so long 88 

the payments exceed cOnsidera.bly Germany's norma.l 
resources. The influence of the,caprices of the capita.! 
market ca.n be moderated, however, by mea.ns of , the 
co-opera.tion of centra.! ba.nks to facilitate tra.nsfers. So 
long as there is no centra.! organisation to direct this 
co-opera.tion. it would be a slow and cumbersome pro-
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cess to enlist the support of all central banks to assist 
Germany during a period of transfer difficulties. To 
overcome this disadvantage, the continuous existence 
of an organisation equipped with the powers proper to 

I that purpose is necessary. The same organisation is 
destined to act as trustees for reparations payments, 
and to assist in the commercialisation of reparations 
payments as well as in the financing of deliveries in 
kind. 

A change in the system of reparations payments was 
also made necessary by the greater weight which 
Germany had come to occupy in international relations. 

\ Immediately after the war, Germany was regarded as 
'a. nonentity in international politics, to be subjected 
to any humiliation by her late enemies\ This attitude 
reached its culminating point in the Ruhr adventure. 
Since 1924 Germany has been making immense pro
gress towards the restoration of her political prestige. 
She was admitWd tD t,be T"mgue of NationsiJ1.1926, and 
was imm~ly given a seat on the Council among 
the other leading Powers. Once more her voice carries 
considerable weight in international conferences. In 
such circumstances, it was politically' impossible to 
maintain a humiliating system of control, such as had 
been established by tlie Dawes Plan. That system had 
its justification in History, both from an economic and 
a political point of view, as an intermediate phase. By 
the march of events the need for its revision became 
evident. Naturally enough, the German Government 
was as anxious to be relieved of this reminder of its 
recent political inferiority as to terminate the Rhine
land occupation. 

The obvious alternative to the control established 
by the Dawes scheme appeared to be a return to the 
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state of anarchy that existed previous to the London 
Agreement of 1924. Although the amount of the 
annuities had been reduced to more normal figures, it 
would none the less have been hazardous to resort to 
a complete laissez1aire in the matter of transfers. The 
problem before the Experts Committee in Paris was to 

(find a solution consistent with the dignity of Germany, 
without, at the same time, causing trouble in the I 
foreign exchange market. One possible solution would 
have been the establishment of 'I t!.ansfers Offi~ 
reconstructed Reparations Commission upon which 
Germany would possess a seat. The predominantly 
political character of such an organ would have made 
it, however, hardly an acceptable solution from a 
German point of view. It was necessary to form an in
stitution which should be non-political in form at least, 
and in which, if possible, neutral countries should also 
participate. It was also considered desirable that the 
institution to be established should confine its func
tions, as far as transfers are concerned, to assisting the 
German Government if and when it became necessary, 
leaving the responsibility for the transfers with the 
debtor nation. 
CThe necessity for the establishment of a special 

international organ for the management of reparations \ 
payments has thus coincided with the necessity for 
the creation of an organ for the co-operation of central 
banks. It was, therefore, the natural consequence of 
the trend of evolution ti'hen in the spring of 1929 a 
plan was put forward for the combination of the two 
purposes in the same bod~ As we pointed out in the 
previous chapter. central banks had during the past 
few years been forced to concern themselves in the 
problem of reparations transfers. From this point of 
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view, therefore, the difference between the old posi
tion and the new will be largely one of degree. 

As the object of the co-operation of central banks is 
to regulate anything tending to disorganise exchanges, 
they should extend their activities over all war debt 

, payments. It is, therefore, desirable that the new Bank 
should take charge not only of repara.tions but also of 
inter-Allied debts. Although less troublesome than 
reparations, the transfers required by these payments 
are also large enough to cause inconvenience to the 
international markets, and their regulation by the new 
Bank would be a progressive step. The combination of 
inter-Allied debts and reparations would also have the 
advantage of lessening the humiliating character of 
the latter for Germany and other nations which have 
to pay reparations. No special provision has been 
made to extend the Bank's scope in this direction, but 
the organisation is clearly fitted for it, and is likely to 
be applied accordingly sooner or later. 

The combination of the functions of a central office 
for central banks with those of an office for reparations 
payments has been severely criticised on the ground 
that it combines two morally and materially incongru
ous matters. The point has been made that, whereas 
co-operation between central banks is a product of 
idealism, the endeavour to exact reparations is a sur
vival of a spirit of hostility. It has been ~eared that 
the one will prove incompatible with the other. But 
reflection makes it impossible to regard the problem in 
this way. Reparations. it is true, are an unplAAMnt in
heritance from the war, and the sooner the world is rid 
of them, as well as of inter-Allied debts, the better. 
This does not mean, however, that the handling of re
parations payments would compromise the institution 
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which has for its object to bring nations together in 
friendly co-operation. 

It is most unlikely that either of the two currents 
which have together created the plan for the Bank 
would have been strong enough by itself to overcome 
the general hostility of public opinion and official 
circles against bold innovations. A Reparations Bank, 
with its task limited to receiving and distributing re
paration annuities and other functions associated with 
reparations, would be merely another name for the 
combination of existing reparation authorities. The 
movement of central banks is not sufficiently known 
or appreciated outside the circle of those directly con. 
cerned to enable its leaders to obtain sufficient support 
for its concentration into an International Bank. The 
combination of the two purposes was, therefore, a • 
necessary evil. It is, moreover, a temporary state of 
affairs; reparations will not go on for ever, while it 
is to be hoped that the existence of the Bank will be 
permanent. 



CHAPTER IV 

THE BANK PLAN IN THE YOUNG REPORT 

WHEN in March 1929 the Committee of Reparation 
Experts .announced its intention of suggesting the 
estl/-blishment of an International Bank, a section of 
public opinion was inclined to interpret the statement as 
an indication of the failure of the Conference to arrive 
at a solution of the main problem of reparations. It was 
believed that the Committee, having arrived at a dead
lock upon the task for which it was summoned, was 
trying to save appearances by producing an agreement 
on a side-issue. Newspaper comments declared that the 
establishment of such an organisation would not in the 
least contribute to the solution of the problem as to 
the transfer of reparations payments: all it could do 
would be to combine the existing reparations organisa
tions, and to give them a new name. This interpreta
tion of the announcement was, however, hardly justi
fied. It would do less than justice to the experts to 
suppose that they put forward the Bank scheme as a 
last refuge in order to avoid having to acknowledge 
their complete defeat. In fact, an agreement upon the 
Bank by itself would have been valueless without an 
agreement on the reparations problem as a whole. 
Although it constitutes the most important innova
tion as compared with the Dawes scheme, it would 

u 
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not have been practicable without a general agreement 
on the wider issues. 

Undoubtedly, in the course of the vicissitudes of the 
Paris negotiations, there were many moments when 
it seemed that a deadlock had been reached. But the 
Bank scheme was not intended to mask the failure of 
the Conference. The introductory remarks of the Young 
Report give an acceptable exp~ation of the process 
by which the Conference was led to the conclusion 
which elaborated the Bank scheme as part of the re
parations scheme. The experts realised the difficulties 
of estimating the limits of Germany's capacity to pay, I 
without knowing whether or not there would be an 
adequate organisation to deal with situations of emer
gency. In other words, a higher figure for the total 
sum payable as reparations would be more acceptable 
to Germany if provisions were made for obtaining 
temporary relief without either having to depend upon 
lengthy and complicated diplomatic procedure or 
having to submit to any humiliating form of control. 
To the creditors a reduction of the annuities was more 
acceptable if it was compensated for by the creation of 
an organisation calculated to increase the possibility of 
the payment of these reduced annuities. Thus, before 
continuing the discussion of the amount of cOnditional 
and unconditional annuities, it was found advisable 
to determine the nature of this organisation. 

It is, of course, true that, in itself, the Bank does not 
solve the problem of transfers. But the character of a 
Bank for International Settlements seemed to offer a 
more hopeful solution than any alternative scheme. 
Such an institution might, to some extent, increase 
Germany's capacity to pay, and might help to improve ' 
the eft!.!liOD.C~ 9f th~ re~tions systAml. Th.e.ady"ll' 

n 
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tages of the inclusion of the Bank scheme in the Young 
Plan, from the point of view of reparations, may be 
summarised as follows: 

(1) By unifying the existing clumsy, complicated 
and cumbersome reparations organisations, it simpli
fied the whole reparations problem. The elimination of 
some of the organisations set up by the Dawes scheme 

, should result in economy in expenses. The concen
tration of all functions connected with reparation 
payments in the hands of one single body is more eco
nomical and more efficient. A Bank is more suitable 
than any other organisation to act as trustee for the 
reparations payments. 

(2) It will be of great help in the co=ercialisation 
and mobilisation of the reparations debt. Once the 
principles on which the co=ercialisation may take 
place are laid down, it is necessary to have a per
Jll!1nerit organ to carry out the mobilisation of the 
debt as and when opportunity arises. Although the 
Bank will have to consult with the Governments 
concerned before undertaking the mobilisation of any 
part of the debt, it is a much simpler.procedure than 
the negotiation of an agreement through diplomatic 
channels. Considering that any delay may result in 
the missing of the psychological moment for such 
transactions, the importance of a permanent and 
business-like organisation in charge of the matter 
cannot be sufficiently emphasised. 

(3) It will play an important part in the direction, 
control and financing of deliveries in kind. By grant
ing advances to the firms engaged in making such de
liveries, it will greatly facilitate these operations. 

(4) It will provide an authority able to advise the 
creditor Governments as to the German Government's 



IV THE BA.N.K PLAN IN THE YOUNG REPORT 35 

declaration of its inability to continue the tra.nsfer of 
postponable annuities. It would perhaps have been 
desirable. from the point of view of ihe debtor, that 
instead of appointing a special committee for that 
purpose, consisting only of the experts of countries 
directly concerned, the Board of Directors of the Bank 
itself should have been authorised to fulfil this func
tion. But such a solution would have accentuated 
the political character of the Bank, which had to be 
avoided. 

(5) It will give Germany &8Sistance to avoid the 
necessity of suspending tra.nsfers, if her difficulties 
appear to be of a temporary nature. Under the Dawes 
scheme, temporary difficultieB-fluch as were experi
enced in the spring of 1929, when temporary factors 
caused a depreciation of the Reichsmark and resulted 
in a heavy efflux of gold-may necessitate the sus
perunon of tra.nsfers; while under the Young Plan 
assistance in the form of credits would be provided for 
such cases. . 

(6) It will take charge of the investment within 
Germany of Reicbsmark payments made by the Ger-
man Government during the period of suspension of 
tra.nsfers. 

(7) It will create additional facilities for German 
exports by facilitating the reconstruction of certain 
countries and the fresh development of others. Upon 
this subject the wording of the Young Plan is rather 
vague, and it gives no indication whatever as to the 
schemes that its authors may have had in mind. 

(8) It will contribute, out of ita profits, towards the 
payment of the last 22 annuities. Whether or not these 
profits will be of import it is imposs1"ble to foretell. 
Should the I¥ltivities of the Bank attain a verr large 
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scale, the profits accumulated at compound interest 
may provide an important contribution towards the 
relief of Germany from her reparations debt. 

(9) It will reduce considerably the political character 
of the reparations problem, though few people will 
agree with the Young Report that it altogether elimi
nates the political element. 

(10) It has increased neutral elements in the ad
ministration of reparations. While some of the appoint
ments made under the Dawes scheme were neutral, 

. from this point of view the composition of the Bank's 
Board and its shareholders represents distinct pro
gress. 

(11) It will tend to improve financial relations be
tween former belligerents, by the establishment of a 
permanent link between their financial authorities. 
Personal intercourse between the heads of central 
baI).ks of plflitical rivals will tend to lead to a better 
understanding. 

(12) It may prevent a fall in the international 
price level and may thus avert a corresponding in
crease in the burden of reparations and inter-Allied 
debts. 

The plan produced by the Young Committee, though 
incomparably superior to the Dawes scheme, is far 
from ideal. Possibly, and even probably, it is not the 
final solution of the reparations problem, but it pro
vides the means for testing the application of the re
duced annuities within the next few years. 

The Young Plan discriminates between what are 
the essential and obligatory functions of the Bank, 
namely, those connected with reparations, and its 
alllri1iary or permissible functions, which are largely 
the continuation of co-operation between central !)anks. 
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The Report recognises, however, that no clear distinc
tion is possible between the two sets of functions, 
because the first leads naturally into the second, on 
account of the necessity of assisting Germany in case 
of temporary transfer difficulties and of creating addi
tional facilities to increase her capacity to pay. The 
Paris experts foresee a gradual increase in the relative 
importance of the auxiliary functions of the Bank, 
and exprese their belief that a time will come when 
these functions will overshadow the reparation func- ' 
tions for which the Bank was primarily created. 

Without minimising the importance of the Bank as 
a channel for the liquidation of reparations, it seems 
that, for the business community, the so-called "auxili
ary functions" are by far the more interesting and im
portant. The change in the system of reparations mainly 
concerns Governments. It does not directly affect the 
business world or the man in the stree1Jtnor does it 
excite the imagination of the public. On the other 
hand, the international banking activities of the insti
tution are calculated to exercise a direct effect upon 
the actual financial situation, and upon the system of 
international financial intercourse. Owing to the com
plete uncertainty of the extent and the nature of this 
activity. it attracts much more interest. even outside 
the business world. than the reparations functions 
which have their well-defined limitations. 

The non-reparations Wnctions of the Bank. as fore
shadowed by the Young Plan. are discussed in detail 

. in the next chapter. 
Annex I. of the Young Report indicates the out

lines of the organisation of the Bank for International 
Settlements, and will remain. notwithstanding subse
quent modifications, the foundation upon which the 
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detailed structure of· the Bank has been built. It 
deserves, therefore, special attention. 

Part I. applies the name as "Bank for International 
Settlements", instead of "Bank for International Pay
ments", as was originally suggested. The choice of the 
name is satisfactory, in that it covers the reparations 
functions of the Bank, without emphasising them 
specifically, so that the original name can be retained 
after the reparations functions have ceased. An alter
native would have been to call the Bank simply the 
"International Bank", but, because there are already 
several banks with that title, the choice of a new name 
was desirable. 

The purpose of the Bank is declared to be to pro
vide additional facilities for international financial 
relations and to assist the administration of the 
Young Plan. The terms are sufficiently vague to allow 
the extension of the Bank's activities should circum
sta:ii.ces make it desirable. No provision was made for 
the location of the Bank, because the experts were 
unable to come to an agreement at the Paris meeting. 

Part II. deals with the share capital. which is fixed 
at the equivalent of $100,000,000, of which 25 per cent 
is to be paid up. At first sight, a sum of £5,000,000 
may appear as inadequate for the initial capital of a 
bank of the importance of the Bank for International 
Settlements. It indicates, however, that the authors 
do not wish the Bank to embark upon unduly am
bitious schemes at the very start. The distnl>ution of 
the shares between the various countries is calculated 
to retain the control in the hands of the seven countries 

• responsible for the scheme. Other participants may 
include countries interested in reparations and coun
tries on a gold or gold exchange basis, but their total 
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interest can never exceed 44 per cent of the share 
capital. Although the central banks who wiU subscribe 
the share capital are enabled to p&88 shares on to the 
public if they do not desire to keep them as an invest
ment, the central banks will retain the voting right 
attached to the shares. 

Part Ill. provides for the establishment of the 
Organisation Committee, on which the seven countries 
are to be represented on a basis of equality. The task 
of the Organisation Committee waS described as the 
elaboration of the statutes and charter, and the mak
ing of all preliminary arrangements required until the 
Board of Directors actually takes charge. 

Part IV. indicates the scope of the Board of Directors 
and Management. The Board of Directors are given 
exceptionally wide powers. They are even entitled to 
modify the statutes so far as such alteration is not 
inconsistent with the provisions of the Young Plan. 
(This power has subsequently been curtailed by the 
Organising Committee.) The experts, anxious to safe
guard the independence of the Bank from political 
influences, declared that the functions of Directors 
were incompatible with those involving national politi
cal responsibilities. To maintain the essentially Euro-I 
pean oharacter of the institution, they stipulated that 
aU Directors should be resident in Europe, or should 
at least be in a position to attend Board meetings 
regularly. 

The composition of tlie Board is such as to give to 
the seven original countries a voting strength greater 
than their participation in the share capital of the 
Bank. While they are to take 56 per cent of the 
shares, they obtain 16 seats out of 25 on the Board, 
which is equivalent to M per cent ,of the votes-
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omitting the casting vote of "the Chairman. This does 
not necessarily mean, however, that the interests of 

" the small participants will be sacrificed, as there will 
seldom be unanimity among the seven principal parti
cipants when questions of importance are at issue. 
Moreover, inasmuch as for every decision of imporl
ance a majority of two-thirds is required, the sixteen 
Directors representing the seven principal countries, 
even if unanimous, will have to obtain the support of 
at least one Director ).'epresenting smaller holders in 
order to obtain the necessary two-thirds majority. 

It is interesting to note that the Board is not meant 
to consist exclusively of bankers, but is to include the 
representatives of industry and commerce,"in accord
ance with modern tendencies. 

Part V. deals with the various categories of deposits 
which the Bank is entitled to receive. They include 
deposits on annuity account from the creditor Govern
ments, ordinary deposits from central banks, deposits 
on clearing accounts from central banks, consisting of 
gold, deposits in connection with the Bank's repara
tion functions, and a special deposit frem the German 
Government. The Bank has the right to pay interest 
on deposits not liable to withdrawal except on one 
month's notice. In this respect it differs from many 
central banks. The rate of interest will vary according 
to the nature of deposits. 

Part VI. is of special importance, as it enumerates 
some of the operations the Bank is entitled to under
take. The list is by no mearui exhaustive, and the 
Board of Directors is entitled at its discretion to in
clude others. Of vital importance is the clause whereby 

, the central banks are entitled to veto any transaction 
of the Bank in their currency or with their country. 
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The Bank is entitled to buy and sell gold coin and 
bullion, which may be interpreted as an indication 
that the authors of the scheme had in mind the 
establishment of a gold reserve. It is also entitled to . ' earmark gold on account of central banks, which fore-
shadows a scheme of international gold clearing. The 
Bank may deal in bills and other short-term obliga
tions, it may open deposit accounts with central banks, 
may rediscount bills presented by central banks, may 
make advances to central banks on security, it may 
buy and sell long-term securities (other than shares). 
It may issue obligations which have investments in 
Germany as collateral security, or other long- or short
term obligatioris of its own. The terms of this article 
are rather vague, and provide no safeguard against I 
the possibility of competition with existing banks. 
The only restriction specifically mentioned, in addi
tion to the veto of central banks, is that which forbids 
the Bank to acquire a predominant control over busi
ness interests in any country. If the Young Report 
had included provisions limiting the Bank's scope
of the kind which were subsequently included in the 
statutes-much of the adverse criticism which fol
lowed the publication of the report could have been 
avoided. 

Part VII. deals with the general aspects of the 
Bank's Trustee functions, which are to include the 
service of the German'External Loan of 1924, the 
various certificates and obligations to be issued by 
Germany in connection with the Plan, and the service 
of annuities. The same article deals with the Bank's 
functions as regards deliveries in kind, the convoca
tion of the Special Advisory Committee in case of SUB

pension of transfers. The Bank may act as Trustee 



• 
42 BANK FOR INTERNATIONAL SETTLEMENTS OK. 

under special agreements, either at the request of 
Germany, or any creditor Government, or any central 
bank. 

Part VIII. deals in detail with the Bank's functions 
as depositary for the service of the German annuities. 
It describes at some length the process of collection 
and distribution of annuities. While the international 
banking functions of the Bank are left largely to the 
judgement of the Board of Directors, its reparation 
function is subject to precise regulations. 

Part IX. deals with the agency functions of the 
Bank, either on behalf of central banks, or on behalf 
of creditor Governments desirous of mobilising their 
share of the reparations bonds. Its relations with 
central banks are based on the principle of reciprocity ; 
while in the relation of a central bank with other banks 
it is always the latter that acts as agent on };ehalf of 
the former-being a bankers' bank-in the case of the 
relations between central banks and the Banlc for 
International Settlements services of the same kind 
are mutually rendered to one another. . 

In regard to the mobilisation of annuities, the Bank's 
task is to advise the Governments whether or not the 
moment is opportune for such operations, and to get in 
touch with the central banks in whose countries the 
issue is to be made. Should a creditor.Government wish 
'to issue reparations bonds in its own market only, the 
Bank's task is confined to the creation of bonds, while 
the operation is handled by the particular Government 
concerned. ' 

Part X. determines the reserve requirements of the 
Bank. Curiously enough, it fixes a minimum ratio such 

• as applies in the case of some central banks ; the per
centage fixed by the Young Report is 40 per cent for 

• 
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sight liabilities imd 25 per cent for time deposits. As the 
reserve may include, in addition to gold, short-dated 
securities in gold currencies, the fixing of a minimum 
ratio does not seem to have any useful purpose, for the 
Bank is obliged in any case to hold practically all its 
assets in the shape of such securities. As the Bank for ' 
International Settlements is not a bank of issue, it does 
not seem necessary to fix a minimum reserve ratio. 
(The provisions in this respect were omitted from the 
statutes of the Bank.) 

Part XI. deals with the distribution of profits. The 
shareholders are entitled to a cumulative dividend of 
6 per cent, while the maximum dividend they can 
expect is 12 per cent. After making ample provisions 
for reserves, the remaining net profits are to be used, 
to the extent of 75 per cent to remunerate the time 
deposits 'of the Government or central banks of the 
creditor countries or of Germany, and to the extent of 
25 per cent to accumulate a special fund for the reduc
tion of 'thli last 22 German annuities, provided that 
Germany deposits with the Bank 400,000,000 Reiche
marks. 

Part XII. contains some general provisions as to the 
termination of the Dawes regime, the balance-sheet and 
the auditing of the Bank's accounts, and arbitration in 
case of disagreement. 

Other sections of the Young Plan make also frequent 
reference to the Bank for International Settlements, 
when dealing with varioull'aspects of the Plan in which 
the Bank is to play some part. The importance of the 
Bank plan in the proposed regime can be measured by 
the space its description occupies in the Young Report. 



CHAPTER V 

SCOPE OF THE BANKING DEPARTMENT 

WHILE the duties of the Bank in the handling of re
parations-which will be carried out by its Reparations 
Department-are strictly defined, the Young Report is 
rather vague as to its tasks in the general field of inter
national banking, which will be carried out by its Bank
ing Department. The exact nature of the services it can 
usefully perform in that direction will be ascertained 
by experience. It is, nevertheless, poBBible to form a 
general conception as to the principal tasks it is meant 
to fulfil. The statutes of the Bank give little positive 
information, but there are some fairly clear indications 
in the Young Report as to what were the intentions of 
the authors of the scheme. It is necessary to emphasise 
that those who credited them with the intention of 
trying to produce a miraculous remedy able to heal 
our present-day econQ.mic evils do not do justice to 
their sense of reality. The work marked out for the 
Bank is work of a sort that is already being performed 
to some extent by existing organisations such as central 
banks and the League of Nations. The difference will be 
one of degree rather than of kind, so long as the Bank's 
activities do not overstep the limits planned for them 
by the authors of the scheme. 

It is, of course, possible that, under a too ambitious 
management, the Bank would disregard the intentions 

" 
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of ita originators, and would embark upon adventurous 
schemes, or would lose ita sense of proportion as to the 
extent to which ita expansion is sound and safe. We 
propose to deal with these, possibilities in another 
chapter. Here we confine ourselves to the normal 
functions of the Banking Department. 

The following are some of the most obvious tasks 
which lie within the scope of the Bank : 

(1) Assistance to countries wishing to restore the 
gold standard. 

(2) Assistance in the maintenance of a gold standard 
in oa.se of emergency. 

(3) Assistance in the relief of temporary pressure. 
(4) Establishment of ail international gold 'clearing , 

system. 
(5) Regular collection and exchange of information 

upon the international monetary situation. 
Although many countries have restored the gold 

standard since 1925, sither through their own etlorta or 
with the aid of central banks and the League of Nations, 
there is still much left to be done in this direction. 
Countries which have yet to achieve legal Btabilisation of 
their ourrencies are Spain, Portugal, Brazil, Yugoslavia, 
and Turkey; the Bank could perform invaluable services 
in assisting them,'It is most desirable that this task 
should be left to the Bank, and that individual central 
banks should not compete with it in this respect. There 
has already been too muc4 rivalry between central banks . 
in the past-inspired by political or other considerations 
-to playa prominent part in the financial reconstruc
tion of certain countries. Once there exists a special 
organ in which all leading central banks participate, 
which has for one of its main tasks the assistance of the 
stabilisation ,of currencies, any a~pt by a partic.ule:r 
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central bank to secure a moral stronghold in any 
country by undertaking the stabilisation of its currency 
should be inadmissible, as it would necessarily be 
detrimental to the interests of the new institution and 
to the spirit of co-operation which is the CC'fUl,itio aine 
qua non of its success. 

As the departure from gold standard of any country 
which had returned to it exerts a demoralising effect 
and tends to create distrust towards the stability of • 
the gold standard in other countries, it is of a great 
importance that, in any cases of emergency, the Bank 
should come to the rescue. The Young Plan makes it 
the duty of the Bank to assist Germany if difficulties 
arise, and points out that the case of Germany is by 
no means the only opportunity before the Bank. It 
is much easier to obtain support that is urgently 
wanted from the Bank than to be forced to organise 
specially a group of central banks for that purpose. 

While the support of the Bank should be employed 
in the first place to relieve emergency when the sW 
bility of a currency is in danger, it should also serve as 
far as possible to bring relief in less .extreme cases. 
Those countries in which there is imminent danger of 
the suspension of the gold standard should have a 
prior claim to the support of the Bank, but, so far as 
pOBBible, countries suffering from any temporary em
barrassment which does not amount to emergency 
should also benefit by its assistance. In fact, it is to 
be hoped that, after the restoration of international 
financial stability, cases of emergency will be very rare, 
and the support of the Bank will be used as the normal 
means to ·assist central banks to meet seasonal press
ure upon the exchange or any other inconvenience. As 
commercial banks regard their re-disco~ting facility 
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with the central bank as the ultimate means, to which 
they only resort if other means are exhausted, similarly 
central banks should regard the Bank for International 
Settlements as their last resort. 

Formerly it was believed that the establishment of 
an international clearing system would necessarily 
involve the establishment of an international gold re
serve. The statutes of the Bank provide, however, the 
means for such a clearing system without the creation 
of any central gold reserve. The Bank is authorised to 
accept gold deposits on account of central banks, and 
also to earmark gold in the vaults of central banks on 
its own account. It is thus possible to have an inter
national gold reserve without establishing a central 
gold reserve. The Bank of England may, for instance, 
deposit £10,000,000 of gold on the books of the Bank, 
while the latter may leave the gold with the Bank of 
England. This system will facilitate the transfer of 
gold from one central bank to another without having 

'"to make actual gold shipments. Chapter X. will deal 
in greater detail with this subject. 

Although the central banks which have been &880-

ciated in the movement of co-operation have inter
changed statistical and other information-there was 
even an informal conference in Paris in 1928 to regulate 
this interchange-there has hitherto been no central 
authority to collect and distribute the material, and 
to examine it from an international point of view. 
The new institutioo. wiiI. fill a distinct gap in this • 
respect. 

Apart from the tasks of the Bank which have been 
enumerated. there are others which are less obvious 
but which may become none the less feasible in the 
course of time. The following are a few examples: 
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(1) To undertake the administration of all war debt 

payments. 
(2) To take an interest in the financial reconstruc

tion of Russia and China. 
(3) To assume the role of trustee for all debt services 

under international control-for instance in the case 
of the Greek external debt. 

(4) To appoint financial advisers to Governments 
and central banks. 

(5) To assume the control of the arrangements to 
prevent the counterfeiting of bank notes. 

(6) To publish precise information as to the practice 
of various central banks in the matter of gold ship
ments. 

It is disappointing that the Young Plan did not 
include among the duties of the new Bank the ad
ministration of all inter-Allied debts. The reason for 
this is that every Government is desirous to retain its 
freedom of action in that respect. But it would be per
haps possible to find a solution which did not interfere 
with their freedom of action and yet secured for the 
Bank the possibility of marshalling the transfers to the 
best advantage of all parties concerned. 

The question of the financial reconstruction of 
Russia under the existing regime is delicate and com
plicated, and cannot be considered apart from the 
sore question of the settlement of old claims. The time 
may come when a formula is found by which the Soviet 
Government will undertake the payment of an agreed 
compensation, provided that the creditor countries 
asSist it in the task of duly increasing its capacity to 
pay. No institution would then be more suitable to 
undertake the trsnsactions required than the Bank for 
International SettlemenUi. It .would necessitate, of 
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course, the admission of the State Bank of the U.S.S.R. 
to participation in the Bank. Possibly some time may 
have to elapse before conditions are such that this can 
be regarded as practical politics. 

As for China, once civil war has ceased it will 
be necessary to assist the Chines~ to reorganise their 
country. Although the currency is not on a gold basis 
-and from the point of view of international monetary 
stability it is hoped that she will be in no hurry to 
adopt it-the new Central Bank of China may eventu
ally be admitted to some form of participation in the 
Bank for International Settlements. Chinese opinion 
would be probably more willing to submit to some 
form of control when the time comes for the country's 
monetary reconstruction if the control were exercised 
by an international authority in which the Chinese 
Central Bank also participated: 

Once the Bank is established and has surmounted 
the initial difficulties, there is no reason why a gradual 
expansion of its operations should not be undertaken. 
There are at present a number of international financial 
organisations which could perform their duties much 
more favourably under the auspioes of the Bank. For 
example, the Caisse Commune of Paris or the In~ 
national Financial Commi8!!ion of Athens should be 
merged into the Bank. There is no need. however, to 
hurry forward such expansion. In the beginning, the 
management will have sufficient difficulties in organis
ing the immediate activities of the Bank and it would 
not be desirable to complicate its task any further until 
it has settled down in its work. 

As the Bank is expected to take charge of the 
stabilisation of the few remaining unstable currencies. 
the appointment of financial advisers or observers is 

II 

. 
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- another logical outcome of its task. Being less political 
than the Leagueof Nations, possibly advisers appointed 
by the Bank would be more welcome in some countries 
than those named by the League. 

The international bureau established in Vienna for 
the prevention of counterfeiting bank-notes should be 
brought under the auspices of the Bank, whose close 
associations with banks of issue would assist it in that 
task. 

At present very little is known as to the technical 
details of the rules applied by various central banks in 
buying and selling gold. As gold arbitrage will remain 
in existence notwithstanding the establishment of an 
international gold clearing, it would be of great assist
ance to banks if the details were to be made available 
from time to time. In addition, the publication of other 
technical details as to central banks' practice would 
also be useful. 

'The allusion of the Young Report to the Bank's task 
of opening up new fields for commerce leaves a wide 
scope for imagination. Possibly it may merely refer to 
the anticipated increase of international commercial 
activity as a result of the stabilisation of currencies. The 
statutes exclude the possibility of acquiring shares or of 
taking a controlling interest in business undertakings, 
so that there can be no question of any direct par
ticipation in enterprises aiming at the creation of new 
markets for export trade. As the opening up of new 
countries requires long-term investments, the Bank is 
hardly suitable for that purpose, though it may assist 
any scheme by supplying the short-term funds required, 
once the long-term capital has been provided for. Such . 
ventures are necessarily of a speculative nature-they 
would bear a too strong resemblance to John Law's 
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"Mississippi Venture"-and it would be contrary to 
the spirit of the principles on which the Bank is ba.sed 
if it were to take any risk that a centra.l bank would 
not be prepared to take. 

The non-reparation functions of the Bank will con
tribute to bring about a more equal distribution of the I 
world'sfinancia.l resources a.s between various countries. 
They will tend to eliminate the abnorma.l discrepancies 
between interest rates that developed since the war. 
Over and above a.ll, they will tend to stabilise the 
internstiona.l price level, and to counteract a general 
and prolonged decline of prices. They will thus render 
a great service in the restoration of norma.l conditions. 
Through improving the spirit of co-operation between 
centra.l banks, the Bank will be instrumenta.l in a 
regulation of the demand for gold; by such means, and 
through expanding or contracting credit it may be in a 
position to influence world prices. 



CHAPTER VI 

STATUTES OP THE BANK 

THE Conference of The Hague confinned the principle 
of the establishment of the Bank for International 
Settlements, and left the elabora~ion of its details to 
the Organising Committee which met at Baden-Baden 
in October. The task of the Organising Committee was 
anything but easy. First of all, they had to settle the 
highly controversial question of the location of the 
Bank, about which more is said in the next chapter. 
Apart from this, they had to reach a compromise 
between the necessity of leaving the Board of the Bank 
a comparatively free hand and satisfying those who 
considered it essential to define as exactly as possible 
the scope of the institution. As the Bank is entirely 
without precedent, it is in the nature of things im
possible to draft hard and fast rules to determine its 
exact sphere of activity. The rules will have to grow 
from the experience of the institution; to tie it down 
within too narrow limits would be equivalent to pre
venting it from developing its natural scope. 

On the other hand, there is the legitimate fear of 
vested interests that the new institution will become 
a formidable rival. Hence the desire to exclude it from -
certain branches of activity. The Young Report ~m
phasised that the Bank is so designed that it will not 
interfere with the functions performed by the existing 

u 
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institutions, but it is to cut out for itself supplementary 
functions in a special field of its own. This was not 
sufficient, however, to reassure banking interests, which 
claimed more specific guarantees against the competi
tion of the new Bank. They maintained that even if the 
authors of the scheme did not intend to develop the 
Bank into a rival of the existing banks, their desire 
might be disregarded in practice unless it were em
bodied in the statutes. 

It was, of course, impossible to include in the statutes 
a clause to the effect that the Bank should not compete 
with existing institutions, for such a clause would have 
paralysed its activities altogether. Certain clauses offer
ing safeguards against competition have,however, been 
inserted; they are calculated to reassure vested interests 
to some extent, though they are far from sufficient to 
eliminate their fears altogether; 

One of the interesting departures of the statutes 
from the Young Plan is the inclusion of a list of trans
actions from which the Bank is debarred. The first 
commandment shatters the dream of those few ideal
ists who hoped that the Bank would issue international 
currency, because it prohibits the issu'e of notes to' 
bearer. Even if a scheme of an international currency 
could be worked out on paper, conditions are oertainly 
far from sufficiently advanced. To link up an Utopian 
dream with the practical and feasible objects of the 
Bank would be to compro~ the scheme in advance. 

The Bank is also forbidden to undertake acceptance 
business. This will doubtless reassure the acceptance 
houses, which were at first alarmed by the poesibility 
of the appearance of a new and powerful rival. At the 
present time, acceptance business is probably the most 
competitive branch of banking. and, as a result of keen 
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competition, commission rates have declined although 
the risks attached to it have increased. It is only 
reasonable, therefore, to treat that branch with dis
crimination, and to exclude the possibility of any com
petition on the part of the new Bank. Moreover, the 
authority of granting acceptance credits would open 
immense possibilities for credit inflation. In any case, 
as the task of the institution is to re-discount bills from 
the portfolio of the central banks and not to introduce 
the habit of drawing bills by central banks, the 'pro
hibition does not in any way handicap its normal 
activities. Its relations with firms other than central 
banks will be the exception rather than the rule, and 
its freedom of action will not sufier, therefore, to any 
extent by the restrictions. 

It would be a mistake to imagine, however, that the 
exclusion of the Bank from acceptance busin1lSS would 
in itself technically prevent it from competing with 
banks in the financing of foreign trade. The Bank will 
be entitled to establish contact with foreign banks, 
with the authorisation of the central banks of the 
countries concerned, and it is in a position to discount 
their bills. Although in highly developed countries the 
central banks would probably object to such practice, 
in countries anxious to encourage the influx of foreign 
capital no objection is likely to be raised. Thus, it is 
possible for the Bank to finance foreign trade by dis
counting bills, thereby diverting business from accept
ance houses. It would be a grave error, however, if 
the Bank were to resort to such direct competition. 
If it is desirous of supporting a country in need of 
foreign funds, it is in a good position to give all the 
support required through the intermediary of central 
banks. The result would be, of course, practically the 
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same: for if they enable the central banks to finance a 
larger portion of the foreign trade of their countries, 
they will thereby divert business which would normally 
have found its way to acceptance houses and to banks 
engaged in acceptance business. 

The restriction preventing the Bank from granting 
acceptance credits is thus more apparent than real. 
The ultimate result is the same whether the Bank 
grants direct acceptance credits or whether it re-dis
counts some of the bills held by central banks, enabling 
them to increase, in turn, the limit of re-discounting 
facilities granted to the banks in their countries. The 
competition is, however,less obvious and less aggress
ive, and is calculated to provoke less hostility on the 
part of vested interests. It is left to the management 
and Board of the Bank to use their powers of com
petition with discretion. The primary object of the 
Bank is not to provide for a more equal distribution of 
the world's financial resources, but to support a cur
rency in case of emergency. In doing so, they cannot 
help competing to some extent with banking interests, 
but there is no justification for going further in that 
respect than is inevitable in the interest of inter
national monetary stability. 

Another restriction aims at preventing the Bank 
from establishing with Governments any relations 
other than those originating from its role in connec
tion with reparations. The Bank is not allowed to open 
current accounts for Governments, though it is allowed 
and will even encourage the opening of time deposit 
accounts; and it is forbidden to grant any loans to 
Governments. As for the latter, it can be circumvented 
by the acquisition of Trea.smy bills. The Bank is at 
liberty to buy or discount ahort-term obligatio.ns of 
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Governments which are currently marketable. It is 
also entitled to grant to central banks loans secured by 
short-term Treasury bills. Thus, here again it is the 
spirit rather than the letter of the rules by which it 
is hoped that the Bank will be prevented from taking. 
an interest in the financing of Governments. As central 
banks are most anxious to prevent such practices, 
they are in a position to veto any transaction with the 
Government of their country even though in accord
ance with the letter of the statutes. 

The original Young Report imposed a restriction on 
the acquisition of the control of any business interests 
in any country. This restriction has been confirmed and 
amplified by the statutes, and has been supplemented 
by a clause prohibiting the acquisition of real property 
other than that required for the Bank's own purposes. 
While the restriction on acceptance business is calcu
lated to reassure financially advanced countries, this 
latter restriction is for the benefit of countries in a com
paratively backward stage, where public opinion may 
object to the possibility of the acquisition of land and 
other vital resources by the international banking trust. 

Another most important modification of the Young 
Report by the Organising Committee is the qualifica
tion of the right of central banks to veto any trans
action in their country or in their currency. If the veto 
is unrestricted, it would mean that any central bank 
could object to the withdrawal of funds invested by 
the Bank in their country, which would, of course, 
immobilise the Bank's resources and interfere with its 
freedom of action. The result of such legal situation 
would probably be that the Bank would not invest its 
funds in any currency unless the central bank under
takes not to veto their withdrawal at any time. 



v, STATUTES OF THE BANK: 57 

The restriction of the veto considerably reduces its 
significance. After all, it is only in exceptional cases 
that central banks would object to the inflow of funds. 
Had the Bank existed in 1927, the Bank of France 
would probably have vetoed any attempt to invest its 
funds in francs, as it found the influx of foreign funds 
rather embarrassing. Had it existed in 1928 and 1929, 
the American authorities would probably have objected 
to any transfer of funds to the United States, as it 
would have been contrary to the monetary policy they 
pursued. In the great majority of cases, however, an 
influx of funds is welcomed, while their withdrawal 
is very often viewed with disfavour. The question is 
whether, notwithstanding the restriction on the veto, 
the Bank will be at liberty in practice to withdraw its 
funds from any country whenever convenient. Should 
the withdrawal cause inconvenience to the central bank 
concerned, its request to the Bank would be almost as 
effective as a veto: for, after all, the Bank is intended 
to avert such emergencies and not to create them. At 
present there is no legal means whatever to prevent 
the Bank of France, for instance, from withdrawing all 
or a great part of its funds invested in London and New 
York. If it abstains from doing 80 it is because it wants 
to ,avoid causing embarrassment to either of these 
markets. It is most unlikely that a Bank established. for 
the purpose of assisting the co-operation of central 
banks would be less consi.qerate in this respect than the 
institution which has been regarded as the principal 
offender against the principles of co-operation. 

The veto may serve a useful purpose on ooca.sions 
when the central bank of a country is anxious to main
tain tight money conditions. It may also be used with 
benefit to prevent the Bank from investing its funds in 
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certain types of securities. For example, if a central 
bank is anxious to develop a bill market and the supply 
of bills is inadequate, it would be unwise to allow the 
Bank to buy up the whole supply, as it would prevent 
the development of a regular demand. 

The statutes provide for the conclusion of special 
arrangements between the Bank and the central banks 
authorising the former to carry out certain types of 
business without any further steps to obtain the 
latter's permission. Such arrangements would be 
indeed highly desirable, for the necessity of obtain
ing special permission for every transaction would 
paralyse the activities of the Bank. 

Another important point in which the statutes 
depart from the rules laid down by the Young Report 
is the omission of the clauses as to a minimum per
centage of reserve ratio on sight liabilities and time 
deposits. The fixing of such ratio by the Expert Com
mittee was based on a misconception of the scope and 
nature of the Bank's activities, both from a theoretical 
and a practical point of view. From a theoretical point 
of view, the Bank, not being a bank of issue, should be 
under no obligation to keep a minimuIil reserve ratio. 
From a practical point of view, as the minimum reserve 
may include, apart from gold, any short-term claims in 
approved currencies, there is no object in fixing a 
minimum percentage, as the Bank has to keep almost 
all its assets in such form that its reserve will not be 
much short of 100 per cent in any case. It would make 
a considerable difierence if part of the reserve had to be 
kept in gold. But such a measure would be highly 
undesirable both from the point of view of general 
interests-as it would accentuate the scramble for gold 
. -and from the point of view of the Bank's earning 

, 
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capacity. While it is only reasonable to expect a bank 
of issue to keep Bome of its assets in the form of non
interest-bearing security, it ;would hardly be fair to 
inflict such a burden on the Bank for International 
Settlements, which does not enjoy the benefit of being 
able to loan its own notes on which it need pay no 
interest. The decision of the Organising Committee to 
waive the minimum reserve requirements was, there
fore, fully justified. 

At the same time, however, it may well be asked 
whether it would not have been advisable to make 
Bome kind of provision for establishing Bome kind of 
reserve ratio, BO as to fix a limit to the possibilities of 
credit expansion. This aspect of the problem will be 
dealt with in detail in Chapter VIII. on "Credit Re
sources of the Bank". 

The statutes confine themselves to emphasising the 
necessity of maintaining the Bank's liquidity and 
enumerating the assets which may be considered as 
liquid. They also point out that, in determining the 
proportion of the Bank's assets which may be invested 
in any particular currency, the Board is to pay due 
regard to the distribution of the bank's liabilities. This 
cannot, of course, be regarded as a hard and fast rule, 
for its literal application would mean that the Bank 
can lend to any country only the amount it borrows 
from it, in which case there would be little benefit in its 
activities. It means, however, that, apart from special 
cases in which the Bank's support is required, it should 
hold its balances as far as possible in the currencies in 
which its liabilities are expressed. Thus, if various 
central banks transfer some of their sterling balances 
to the Bank for International Settlements. the latter 
will have to keep these funds, as far as possible, in their 
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original form instead of transferring them into another 
currency. 

The importance of this interpretation of the statutes 
is particularly great during the transition period. It is 
hardly likely that in the beginning any central bank 
will part with any substantial part of its gold reserve to 
deposit it with the Bank. In order to establish contact 
they will probably transfer part of their foreigu ex
change reserves to the Bank. The wholesale transfer 
of sterling reserves would cause considerable incon
venience if it were to be accompanied by their wholesale 
conversion into another currency. In the long run, the 
London market would probably lose some of the foreigu 
balances which it is in a position at present to re-lend 
to its customers, but the loss is not likely to be either 
sudden or substantial. 

There is a marked tendency in the statutes to em
ph8:Sise the international character of the Bank-as 
compared with its character of a Reparations Bank
to a greater extent than the Young Plan. It slightly 
altered the possible composition of the shareholders 
by laying stress on the desire to include the greatest 
possible number of central banks, and by enabling the 
Board to include additional central banks with full 
voting right on the occasion of future capital increases. 
It curtailed to a great extent the powers of the Board 
of Directors, on which reparations Powers have a 
stronger representation than at the shareholders' 
meeting, by depriving them of their authority to alter 
statutes. While according to the Young Plan vacancies 
on the Board are to be filled by the nominees of the repre
sentatives of the seven founder banks only, according 
to the statutes the decision rests with the whole Board. 

The question may arise whether it would not have 
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been advisable to include in the statutes provisions 
as to the voting rights of shares subscribed by 
central banks which abandon the gold standard, or 
which fail to pay their debts to the Bank. It may be 
argued that it was wiser not to meet trouble half-way 
by making provisions for such unpleasant cases, as'it 
would disclose a lack of confidence in the success of 
the Bank's efforts. After all, the Bank is established 
largely to prevent central banks from having to sus
pend the gold standard or from getting into difficulties. 
In spite of that, a clause providing for the suspension 
of the voting right of the shares of the offenders would 
not have been out of place. Another point which could 
have usefully been dealt with in the statutes is the 
attitude of the Bank in case of a war. This matter is 
discussed in greater detail in Chapter XI., which deals 
with the political aspects of the scheme. 

The Hague Conference of January 1930 passed the 
Statutes practically without alteration. The only modi
fication made was in Article 20, the purpose being to 
give a more precise definition to the right of central 
banks to veto any transaction on their market or in 
their currency. It is gratifying to record the fact that 
politicians abstained from interfering with the work 
accomplished by the financial experts of the Organising 
Committee,as far as the Statutes of the Bank were 
concerned. 

The Charter and ~ Agreement elaborated at 
Baden-Baden underwent, on the other hand, substan
tial modifications at The Hague. It was necessary to 
modify the former, 80 as to make it acceptable to the 
Swiss Government. The Trust Agreement had to be 
modified in compliance with the wishes of the various 
parties concerned. 



CHAPTER VII 

BEAT OF THE BANK 

THE point on which the experts found it most difficult 
to agree was the choice of the city which should be 
the headquarters of the Bank for International Settle
ments. As a matter of course, every nation would have 
welcomed it on its own territory, not only because of 
the material advantages involved, but also for reasons 
of prestige. It was obvious that the conflicting claims 
for the headquarters of the Bank could not be settled 
by financial considerations alone. From the point of 
view of the success of the scheme, the ideal solution 
woUld have been to establish the Bank in the centre 
which offered the most technical advantages as the 
site of an institution of that kind. The requirements of 
such a centre are the following: . 

(1) It should be a financial centre of some import;. 
ance, with lively international banking activity. 

(2) It should possess a good foreign exchange 
market, with adequate facilities to transact business 
in every important currency. 

(3) It should possess a good gold market, with ample 
supplies and a regular demand, and a complete free
dom of gold movements. 

(4) It should possess a good bill market. 
(5) Its geographical position should be advantage

ous, with special regard to the intercourse with New 
York. 
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It is obvious that no other centre satisfies these 
requirements to the same extent as London. H the 
matter had been considered from a purely financial 
point of view, the choice would have fallen upon 
London without hesitation. The reasons why London 
is more suitable than any other centre for the housing 
of the Bank are the following: 

(1) It is still the most important international 
financial centre in the world, with an unparalleled 
banking organisation to transact international busi
ness, supported by experience and traditions. From 
that point of view, no other centre can be compared 
with London. New York may, for the moment, possess 
larger resources for lending overseas, but its inter
national banking organisation lacks experience, and 
the mentality of the marke~ is predominantly pro
vincial and not international. Paris may possess, for 
the moment, ample liquid resources for lending over
seas, but her total external resources are much smaller 
than those of this country. In any case, her inter
national banking organisation leaves much to be 
desired, and its development is handicapped by a 
mentality which renders business on an international 
seale rather difficult. Amsterdam possesses inter
national banking organisation and alse international 
spirit, but it compares unfavourably with London 
as to resources and the extension of its international 
activities. Berlin has co!pparatively little international 
business. The same is true of Brussels, while from an 
international point of view neither Milan nor any 
Italian centre deserves consideration. Switzerland 
transscts a great deal of international business, but it 
is divided between Zurich, BasIe, Geneva and Berne. 

(2) London possesses an excellent foreign exchange 
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marli:et, with a highly developed technical organisa
tion and well trained staff. Although certain Eastern 
European currencies may have a better market in 
Paris or in Switzerland, their importance is compara
tively small. London's superiority in the market for 
dollars, on the other hand, is incontestable, and 
that is the currency which matters more than any 
other. London is, moreover, in an almost monopolistic 
position in Europe as regards Latin American and 
Eastern currencies, and has the actual monopoly of 
most of the exchanges of the British Empire. Wherever 
the Bank is situated it will have to transact any busi-, 
ness in these currencies via London, so that it would 
have simplified matters to establish the Bank in 
London itself. 

(3) London possesses the only gold market where 
there are regular supplies of gold in addition to the 
reserves of the central bank. For the moment the 
gold stock of the Bank of England compares un
favourably with those of the Federal Reserve banks 
and the Bank of France. But this is obviously a tem
porary state of affairs. After all, Great, Britain is still 
the largest creditor nation, and, by realising some of 
her foreign investments, is well in a position to draw 
gold. As the Bank is not meant to be established for a 
year or a decade, but as a permanent institution, it is 
the long view that matters. There is no doubt about 
it that, in the long run, the Bank of England will be 
as well in a position to part freely with any amounts 
of gold without inconvenience to the market as any 
other central bank. Moreover, the regular free supplies 
of gold will also continue to come to London, wherever 
the Bank is established. Owing to its close political, 
commercial, and financial association with London, 
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and owing to the exceptional transport facilities to 
this centre, South Africa will always continue to send 
her surplus gold to the London market, where it can 
depend on a regular demand. 

It is, moreover, not at all certain that central banks 
possessing gold stocks larger than ours will part with 
gold as freely as the Bank of England in all cir
cumstances. Their willingness to part with gold has 
not undergone a real test since the war. Although the 
Federal Reserve banks possess huge surplus stocks, 
even now there is some uneasiness when French with
drawals assume large dimensions. As for the Bank of 
France, before the war it had the 'reputation of handi
capping by various means the free outflow of gold. 
The franc is at present at a premium, and there is a 
huge foreign exchange reserve to support the exchange 
if necessary, so that the willingness of the French 
central institution to carry out the letter and spirit of 
itsgqld standard cannot be tested for some time. Con
sidering the exceptionally difficult situation of the 
Bank of England during 1929, and the willingness with 
which it nevertheless parted with gold, it may be 
safely stated that in the long run London is a better 
gold market-even apart from the supply in the open 
market-than either New York or Paris. It possesses, 
moreover, houses specialising in gold transport which 
do not exist in any other centre. 

(4) London's superiOl::i~y as a bill market is so 
generally known and admitted that this point needs 
no further arguments. It is, in fact, the only really 
good bill market in the world. Notwithstanding all 
efforts, New York is still inferior to London, and will 
remain inferior so long as the market for loans to 
brokers remains the principal facility for short-term 

I' 
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investment of funds. The French financial authorities 
are endeavouring to establish a bill market in Paris, 
but there are a number of technical as well as psycho
logical obstacles, and while the former may be elimi
nated in a few years, it may take generatioIIB to over
come the latter, if they can be overcome at all. The 
Amsterdam bill market is about the best on the Con
tinent, but it cannot be compared to London. As for 
Switzerland, the system of discrimination adopted by 
the National Bank against bills financing foreign trade 
between two foreign countries makes the development 
of an active bill market impossible. . 

(5) London's geographical position may not be as 
advantageous from the point of view of intercourse 
with Continental countries as that of some Continental 
centres--especially Switzerland-but it is certainly 
more advantageous from the point of view of the inter
course of Europe with other continents in general and 

_ with the United States in particular. It would be a 
mistake to regard the Bank as being destined to remain 
an essentially European institution. Admittedly Euro
pean interests predominate-although American and 
Japanese interests are also well represented-but its 
natural evolution points towards the establishment of 
a world bank. No Continental centre, nor even New 
York, is in such an advantageous geographical position 
as London as the clearing house of the world. Mail routes 
and cables from East and West converge upon London 
to a greater extent than upon any other single centre. 

In addition, London has a stronger claim than any 
other centre to house the head offices of the Bank also 
on moral ground. Having been the financial centre of 
the world for many generations, it has a justified claim 
to regard that position, with its privilegea and burdens, 
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as its personal property. The establishment of the Bank 
in any other centre tends to weaken London's position 
to some extent, while it does not affect the position 
of other centres which cannot lose what they have 
never possessed. Thus, the centre receiving the Bank 
will gain largely at the expense of London. AB there is 
no special British interest attached to the establish
ment of the Bank, therewasnoreason why Great Britain 
of all countries should sacrifice part of the advantages 
it possesses for the sake of it. Had the centre been estab
lished in London, it would have merely confirmed the 
existing state of affairs. AB it is established elsewhere 
it gives a present to Bome country which has no more 
claim than any other country to receiving such a 
gratuitous gift. 

The advantages attached to the possession of the 
head offices of the Bank cannot be ascertained in 
advance, as nobody knows into what the institution 
will develop. It is exactly because of this uncertainty 
that it would have been desirable to secure the head 
offices, in case it should develop into something of pre
dominant importance. As far as can be seen at present, 
the main advantages, in order of their probability, are 
the following: 

(1) As the head office of the Bank will employ 
hundreds of well-paid clerks, and will result in the 
visit of foreign bankers, it contributes to a small extent 
to the prosperity of the town and the country in which 
it is situated. • . 

(2) As it will carry on a certain amount of foreign 
exchange transactions, it will contribute to the de
velopment of the foreign exchange market. 

(3) As it will buy and sell gold, it will create an active 
gold market. 
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(4) AB the chances are that a comparatively large 
proportion of its assets will be held in the currency of 
the country where it is located, it will contribute to the 
development of the local bill market and money market. 

(5) AB the presence of the Bank enhances the im
portance of the centre, it constitutes a psychological 
factor tending to result in an all-round increase of its 
international activities. 

(6) It is a matter of prestige to possess the head 
offices of the World Bank, apart altogether from its 
material advantages. 

It is thus not surprising that there has been such 
keen competition to obtain the head offices of the 
Bank. For the moment the Bank is predominantly 
European, and is concerned with reparations which 
are an essentially European affair, and therefore 
centres in other continents, such as New York or Tokio, 
were never seriously considered. From the very first, 
the claim for establishing the head offices in London 
was put forward in the British Press, but official circles 
did not seem to have attached sufficient importance to 
it. The British monetary authorities have been credited 
with the opinion that, as the Bank itself will be little 
more than an administrative office, and everything 
essential will be decided by the Board, it does not 
matter where it is located. Mr. Snowden did not make 
any effort at The Hague to secure the head offices for 
London, although he would have then been in a posi
tion to obtain such a concession from .the other parties 
involved. 

Although in some quarters in France there was a 
strong desire to secure the Bank for Paris, the French 
Government itself did not press the point particularly, 
except 80 far as it was desirable to oppose the British 



SEAT OF THE BANK 69 

claim. The main efforts of the French Government 
were focussed upon opposition to London. The French 
official view may be summed up that it does not matter 
where the Bank was so long as it was neither in London 
nor in Berlin nor in Italy. Ai! Berlin and Italy have 
never been put forwayrd seriously the opposition was 
directed exclusively against London. The British claim 
was also opposed by Belgium, because she hoped to 
obtain the Bank for Brussels. Ai! to Germany, she 
officially did not oppose London, but there was a very 
strong curre~t of public opinion against it, because of 
public resentment against the liquidation of German 
property in this country after the war. Germany was 
also determined to oppose Paris to the utmost, but 
there was no need for any strong action in that direc
tion. On the other hand, it was the German opposition 
to the choice of Brussels that eventually determined 
the choice of Basle. Ai! for Italy, she displayed a neutral 
attitude, though the choice of Paris would have prob
ably irritated her. 

The attitude of the interested parties may thus be 
summed up as follows: 

Gnat Brilain.-A strong claiJIi in favour of London, 
or, if impossible, to accept Amsterdam in the first place 
and some other small centre in the second place. 

FrafICfJ.-To oppose London to the utmost. To 
oppose Amsterdam on the ground that German in
fluences were strong thl\~ To favour Brussels in the 
first place and Switzerland in the second place. 

Belgium.-A atrong claim in favour of Brussels, to 
oppose every other centre, especially Amsterdam. 

Gmnany.-To oppose to the utmost either Paris or 
Brussels, to favour Amsterdam and accept any other 
centre. 
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ltaly.-No particular opposition against any centre, 
preference for a small centre. 

United States and Japan.-To endeavour to con
ciliate these apparently irreconcilable standpoints. 

The Paris Conference of Reparations Experts left the 
choice of the centre open. The Young Report states that 
the Bank " ... shall be located in a financial centre 
hereafter to be designated. In selecting the country 
of incorporation due considerl1tion shall be given to 
obtaining powers sufficiently broad to enable it to per
form its functions with requisite freedom and with 
suitable immunities from taxation." This clause merely 
determines that the Bank shall be located in a financial 
centre---a rather elastic notion, which none the less 
precludes the possibility of placing the Bank ina neutral 
town of no financial importance, 80 as to avoid favour
ing any existing financial centre. As to obtaining broad 
po:wers and immunity from taxation, there is no doubt 
that any Government desirous of obtaining the Bank 
would be pleased to grant them. 

It is understood that, in the course of the Paris Con
ference of Experts, some vague verbal promises were 
made to Belgium that the Bank would be given to 
Brussels. It was trusting in these promises that the 
Belgian delegates agreed not to insist upon the settle
ment of the Belgian claim for mark notes (issued during 
the German occupation) as part of the Young Plan. 
This promise had no binding force, however, because 
they were not incorporated in the Young Report, and 
in any case tlie Governments concerned did not con
sider themselves bound by that Report. Moreover, the 
mark claims were subsequently settled by means of 
direct negotiations between Belgium and Germany, on 
terms most favourable to Belgium. 
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It was hoped that the matter would be settled at The 
Hague. In fact, it was stated in the foreign press that 
the firm attitude of Mr. Snowden about the revision of 
the Young annuities had for object to obtain in com
pensation for a retreat the head offices of the Bank 
for London. Unfortunately, this was entirely without 
foundation. The location of the Bank was not subject 
to negotiations in connection with the revision of the 
annuities. After an agreement had been reached on the 
principles of the Young Plan, then-a.nd only then
the British delegates began to press their claim for a 
decision on the location of the Bank, but met with 
opposition from more than one quarter. It was decided 
to leave the decision to the Organising Committee. 

When the Organising Committee met at Baden
Baden, the location of the BanIi was the problem which 
they found it most diJP.cult to settle. It was believed for 
some time that the article in the statutes dealing with 
the location of the Bank might have to be left open. 
Eventually, however, an agreement was reached in the 
shape of a political compromise. The two extreme solu
tions of choosing London or Paris were rejected. The 
two intermediate solutions of choosing either Brussels 
or Amsterdam met with a similar fate. The latter was 
not pressed by either of the parties represented. A com
promise was reached exactly half-way between the two 
extremes. 

The choice of Switzerland was nndoubtedly a poli
tical compromise, but eVen from a financial point of 
view it is better than some other solutions suggested. 
In fact, from a British point of view, if not from the 
point of view of the prospects of the Bank, -it is 
the second best solution. From the point of view of 
the interests of London, BasIe is better than any of the 
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big centres, especially Paris, and it is decidedly better 
than Amsterdam, which is in many ways her rival. It 
is also better than Brussels, because of the predomin
antly French influence and the strong political atmo
sphere in that city. It will have to operate largely via 
London when dealing with other continents, while 
Amsterdam, Brussels or Paris would have transacted 
a greater proportion of such business direct. Its only 
disadvantage from a British point of view is that it is 
at a fairly long distance from London. Fro~ the point 
of view of the Bank, Basle is hardly the ideal centre. 
Its favourable geographical position and its political 
':neutrality" are practically the only advantages it has. 
Apart from that, it is in a less favourable position than 
either Zurich or Geneva. 

Possibly in the course of time everybody may real
ise the necessity of placing the Bank in a centre of 
first-rate importance. In that case, London's claims 
may possibly be put forward with a better chance of 
success. 

Until experience shows the significance and nature of 
the Bank's activities, it is impossible to form an idea 
as to the extent to which its establishment in another 
centre is likely to affect London's position as an inter
national financial centre~ In dealing with this question, 
it is necessary to discriminate between temporary and 
permanent effects. The establishment of the Bank 
may bring about a fair amount of shifting of balances, 
as several central banks will transfer part of their 
sterling holdings to the new institution. This does not 
necessarily mean, however, that the funds would be 
actually withdrawn from London. As was pointed 
out in Chapter VI., the statutes of the Bank indicate 
the necessity of keeping the assets as far as possible 
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in the currencies in which the Bank's liabilities are 
expressed .. 

The situation is somewha~ less reassuring as far as 
the permanent effects of the change are concerned. 
The Bank, if successful and active, is bound to divert 
some business from this market, though the extent of 
the possible loss should not be exaggerated. The pro
posed gold clearing scheme may also interfere to some 
extent with London's position as an international gold 
market, but it is unlikely to cause much harm in this 
direction. In any case, it is reasonable to hope that 
the general increase of international financial activity 
brought about by the Bank will benefit London to a 
sufficient extent to compensate the City for any loss. 
caused by the establishment of the new institution at 
Basle. 



CHAPTER VIII 

CREDIT RESOURCES OF THE BANK 

THE extent to which the Bank will be able to supply 
credit to central banks and to provide support when 
required is undoubtedly the most interesting aspect of 
the scheme. It is here that we are confronted with an 
innovation at least as revolutionary as the bank of 
issue created by John Law in France in the eighteenth 
century. The public knows as little about its significance 
and experts are as puzzled by its possibilities as were 
John Law's contemporaries. The object of the present 
chapter is to prove that there are inherent in the scheme 
for the Bank for International Settlements dangers of 
a similar kind to those latent in John Law's bank of 
issue, and to emphasise that nothing but an ultra
conservative credit policy and a fundamentally sound 
management can prevent the Bank from being the 
cause of something approaching an international 
disaster. 

Although the Bank will begin business with a paid-up 
capital of 125,000,000 Swiss francs (under £5,000,000), 
it will possess from the very first an almost unlimited 
goodwill and almost unlimited resources. Its actual and 
potential resources may be enumerated as follows: 

(1) Its paid-Up capital. 
(2) Its callable capital. AB the authorised total of 

500,000,000 Swiss francs is subscribed by central banks 
74 
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and guaranteed by the seven founder banks, the un
called capital may be considered as an asset of absolute 
certainty. 

(3) Reparations annuities held until their distribu
tion to the creditor Governments. 

(4) The non-interest bearing deposit of 125,000,000 
Reichsmarks paid into the "National Sub-Divisions" 
of the Annuity Trust Account in which the creditor 
Governments participate in proportion to their per
centages in reparation payments. 

(5) The German Government's non-interest bearing 
deposit of an amount not exceeding 100,000,000 Reiche
marks, in accordance with Annex III of The Hague 
Agreement. 

(6) The French Government's guaranteed deposit of 
500,000,000 Reichemarks. 

(7) The German Government's deposit of 400,000,000 
Reichsmarks. Although there is no absolute obligation 
on the part of Germany to deposit the full amount, in 
view of the advantages attached to it she may possibly 
do so. 

(8) Other Governments' five-years deposits. Pre
sumably every one of the seven founder countries will 
deposit a certain amount, so as to participate in the 
distribution of the balance of profits. 

(9) Central banks' deposits and/or current account 
balances. There is no doubt that every participating 
central bank will take tJ!.e first opportUnity to open an 
account with the Bank. 

Over and above these resources, the Bank will possess 
an immensely wide possibility for expanding credit. It 
is true that the statutes deprive it of the right to grant . 
acceptance credits, thereby blocking one most import
ant channel through which an excessive expansion of 
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credit might have taken place. In spite of this limita
tion, the Bank will be in a position to increase its 
resources to an extent that is entirely without pre
cedent in the history of commercial banking. It can do 
so in the pursuance of its normal functions of making 
advances to and receiving deposits from its customers, 
the central banks. In this respect its position is similar 
to that of a commercial bank rather than that of a 
central bank. 

It is now generally admitted that a commercial 
bank is able to increase the amount of its deposits by 
increasing the amount of the advances it grants to 
its customers. If a joint-stock bank grants a com
mercial firm an advance of, say, £1,000,000, most 
probably the total amount will not be drawn upon, but 
part of it will be left on deposit with the bank. Of the 
rest, which goes into circulation, a part will probably 
return to the bank. The same amount-or at least a 
greu.t part of it--ean thus be re-lent over and over 
again, and the process results in a marked increase of 
the total amount of deposits held by the bank. There 
is no reason why it should be otherwise as far as the 
Bank for International Settlements is· concerned. It 
will grant loans to central banks on securities specified 
in its statutes, and the unused balance of the loans will 
increase its total resources. AJJ in the case of com
mercial banks, the same amount can be re-lent over 
and over again, and every transaction increases the 
total resources of the Bank. 

There is one very important difierence between com
mercial banks and the Bank for International ~ttle
ments. The expansion of the resources of the former 
is limited by the necessity of maintaining a traditional 

. ratio of cash to deposits, the observation of which is 
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one of the fundamental principles of sound banking, 
Cash includes gold, notes, and balances with the central 
institution. Its amount is largely determined by the 
credit policy of the central institution and by the gold 
position. Thus, commercial banks are by no means at 
liberty to increase the amount of their advances, once 
their deposits have swollen to about ten times their . 
cash holding. 

The Bank for International Settlements is restrained 
by no such limitations. Even if the traditional ratio 
applied by the commercial banks-or possibly a more 
conservative figure-is observed, this does not pre
vent it from expanding credit to a very great extent. 
Its cash supply necessarily includes its balances with 
central banks, which constitute a very considerable 
proportion of its assets. Its liquid assets also include, 
however--according to the statutes-all its holdings of 
short-term bills, etc.: in one' word, almost every asset 
they are entitled to hold. This means that the increase 
of its deposits brought about by the granting of fresh 
advances also increases its liquid assets almost to the 
same extent, and this, in turn, would enable the Bank 
to grant fresh advances by a multiple of the increase. 
The potential lending capacity of the Bank would thus 
tend to increase in geometric progression. The pro
cess has all the characteristics of an avalanche, unless 
checked in time by inherently sound management and 
conservative principles. 

It may be objected that the Bank would only grant 
advances on good security. But a central bank would 
find it easy to provide security that satisfies the Bank. 
It holds large amounts of genuine first..class com
mercial bills which would pass for good security, 
especially if the central bank endorses them. Moreover, 
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central banks are in a position to give part of their gold 
or foreign exchange reserves in security of advances 
from the Bank. Although it is highly anomalous that 
the same gold or foreign currencies should serve as a 
security both for the note issue of the central bank and 
for the advances granted by the Bank for International 
Settlements, there have been similar cases in the past 
and there is nothing in the statutes of most central 
banks to prevent them from making such double use of 
their reserves in future. As the Bank would have a prior 
claim on those resources, its advances would be well 
secured; but it would be anything but fair to holders 
of the notes issued by the central bank. As the Bank is 
not likely to judge the merits of credit applications 
exclusively from the point of view of its own business 
interests, but is bound to pay due regard to general 
interests, it is hoped that such practice will be dis
couraged. Otherwise any central bank would be able to 
increase its note circulation almost indefinitely by 
obtaining an advance from the Bank, depositing with 
it the securities acquired with the aid of the foreign 
currency thus obtained, raising on the security another 
advance, and repeating this process ad mfinitum. 

We do not suggest that the authors of the scheme 
have envisaged such an expansion of credit. They are 
all sound bankers, economists, and business men, who 
would be the first to condemn any rapid credit ex
pansion in their respective countries. Nor it it likely 
that the institution controlled by highly conservative 
central banks would get a management which would 
willingly depart from the principles of sound banking. 
But the possibility of inHationary expansion will be 
present under the existing statutes, and it is certain 
that there will be both temptation and pressure to 
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induce the Bank to make use of it. Ail will be seen in 
the chapter devoted to the political aspects of the 
scheme, in order to satisfy the conflicting claims of 
various countries there will always be temptation to 
make extensive use of the Bank's resources. If country 
A is given a credit, its political or economic rival, 
country B, will feel aggrieved unless it also obtains an 
equivalent credit. It is to be feared that the application 
of country A for a credit will be opposed by country B 
and its supporters on the Board unless assurance is 
given by country A and its adherents that a similar 
application on the part of country B will be received 
favourably. There will be a strong inducement to treat 
everybody favourably, and this cannot be done other
wise than through making use of the dangerous possi
bility of expanding credit. Ail the possibility exists, it • 
will be most difficult to reaistpolitical pressure. 

The situation can best be compared with that of a 
commercial bank whose Board of Directors consists of 
representatives of ambitious industrial enterprises, all 
anxious to expand with the financial support of the 
bank. Ail the means of the bank are restricted, the 
available resources are divided among those who con
trol the bank by a series of compromises. Every appli
cation will be reaisted by the Directors other than the 
applicant himself, as there would be less ava.ilable for 
the rest if his request is granted. If. however, the bank 
somehow.obtains the means of creating credit, then 
all Directors are willing .to satisfy the requirements of 
their previous rival applicants, in anticipation of simi
larly favourable treatment on their part. It is much 
easier to satisfy a vigorous claim by sinning against the 
canons of sound banking than to antagonise any of the 
shareholders or Directors by refusing their applicatiOIL 
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commercial bank whose Board of Directors consists of 
representatives of ambitious industrial enterprises, all 
anxious to expand with the financial support of the 
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available resources are divided among those who con
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The case is purposely presented here in a very 
extreme form. Unquestionably, any unsound credit ex
pansion will be resisted to the utmost by most members 
of the Board of the Bank, so that it would be unduly 
pessimistic to present the danger of a credit inflation 
as the logical outcome of the system. But exaggeration 
of this sort is sometimes necessary to draw attention 
to certain weak points which might otherwise be 
neglected. Although there is no danger whatever that 
the Bank will begin its activities by letting loose a 
.cataract of inflation, the existence of such a danger. 
ought to be borne in mind. Perhaps the first step in 
the wrong direction will be hardly noticeable. In fact, 
owing to the novelty of the system it will be impossible 
to define in advance the line which separates sound 
from unsound credit expansion. It is, therefore, possible 
that the Bank may gradually drift, unnoticed by the 
public, by the experts and by its own management, 
towards dangerous areas, and that, by the time it is 
noticed, a retreat will become difficult. 

The danger is accentuated by the fact that both the 
Bank for International Settlements and its customers 
-who are at the same time its shareholders-possess 
an almost unlimited goodwill. The credit standing of 
central banks is high, and although the shareholders' 
liability for the Bank for International Settlements 
is limited to the uncalled amount of the subscribed 
capital, in reality there is an "nlimited moral liability. 
Thus, loans granted by the Bank to central banks or 
by central banks to the Bank, are to be regarded as 
gilt-edged and equivalent to cash. A pyramid of entries 
in the books of the Bank will assume the appearance 
of reality. 

To some extent, the credit expansion is justified. 
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When two strong and solid banks amalgamate, the 
result is that the limits of the credit of the new 
institution are usually higher than the total of the 
two banks previous to their amalgamation. If the lead
ing central banks of all countries establish a bank for 
which they are all morally responsible, naturally this 
will tend to produce the same effect, on a larger scale. I 

Within reasonable limits, the judicious use of the new 
supply of credit is bound to be productive. After all, 
financial history provides a long series of examples of 
the transformation of credit into actual goods and ser- . 
vices. Moreover, a general extension of credit may 
appear justifiable if it aims at counteracting a decline , 
of world prices caused by an excessive demand for gold. 
The problem is to find the limit beyond which it is 
not advisable to go. 

There should be an index designed to signal the 
danger, which would enable the Board to refuse appli
oations irrespective of political pressure. If a legal 
minimum gold reserve were to be fixed, that would 
provide such an index. For reaaons of a theoretical as 
well as a practical nature, however-as indioated in 
Chapter VI.-the fixing of a minjmum gold reserve is 
not practioable. It would increase the demand for 
gold, which would render the benefits of the non
reparations ~·tions of the Bank rather problematic. 
An alternative solution would be to exclude from the 
oau>gory of liquid assets ~y form of investment apart 
from sight liabilities of the founder central banks 
towards the Bank. Apart altogether from the possi
bility of irritation oaused by the discrimination. there 
would remain the danger of political pressure, as those 
anxious to obtain credit would inSist upon the invest
ment of an unduly large portion of the Bank's assets 

Q 
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in that form. There would, however, be a considerable 
difference in degree as far as the danger is concerned. 
It might be necessary, therefore, to attempt a solu
tion of that kind. The absurd state of affairs that, 
whatever business the Bank might do-within the 

. limits of its statutes, of course-it would always be re
garded as practically 100 per cent liquid, is untenable. 
There is no need for any alteration in the statutes 
in order to apply the principle suggested. After all, 
though there is no provision in the statutes of the joint
stock ~anks for a compulsory minimum ratio between 
cash and deposits, they nevertheless consider it their 
duty to maintain a customary average. The figure is 
not rigidly fixed-iIi the case of the nine clearing banks 
the percentage declined between the second half of 
1927 and that of 1929 from about 111 per cent to 
about 101 per cent; all banks followed, none the less, 
the same course. No bank is likely to make any re
duction in the self-imposed ratio unless the other banks 
follow the same tendency. It will be essential for the 
Bank to adopt the same principle. 

An alternative solution would be to adopt the 
Continental method of maintaining a certain ratio be
tween the Bank's own resources (paid-up capital and 
reserves) and its deposits and other liabilities. As the 
site of the Bank is in Switzerland, possibly it will follow 
Continental traditions in this respect. This solution 
would have the disadvantage of inducing the partici
pants in the Bank to increase the capital whenever a 
further expansion of credit is wanted. Yet another 
solution would be to fix the maximum limit of credits to 
be granted to any central bank, in accordance with the 
amount of its gold and foreign exchange reserves, ex
cluding the amounts serving as a security for advances. 
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In the absence of any precedent, it is difficult to 
suggest any concrete rule to follow, but it is to be 
hoped that the Board will find an acceptable solution 
in accordanoe with the conservative traditions of the 
banks represented on the Board. What is essential is 
that there should be an index which would automatic
ally give warning if ever the Bank were about to over
step the limit of sound finance. 



CHAPTER IX 

THE BANK .AND WORLD PRICES 

WE have shown in the previous chapter that the Bank 
for International Settlements possesses for good or 
evil-the means of bringing about international credit 
extension. It is thus in a position to influence to a great 
extent the tendency of the international level of prices, 
by means of regulating the amount of its credits to 
central banks. The exceptional power it possesses is not 
altogether without precedent. Since the war the mone
tary policy of the Federal Reserve system has become 
by far the most important single factor influencing 
world prices. During the last year or two, its promin
ence has been somewhat eclipsed by the rising import
ance of another factor, the gold policy of the Bank of 
France. As experience has shown that it is pOBBible for 
an institution to acquire such fatal power it is much 
more .desirable that the power should be held by an 
international body rather than by any national insti
tution. Thus, far from being disquieting, the pOBBibility 
that the Bank for International Settlements Inayexert 
an influence upon world prices should be regarded as 
decidedly reassuring. 

Although it is unquestionably flattering to the pres
tige of any central bank to be able to determine by its 
policy the tendency of world prices, the privilege also 
carries certain obligations. A central bank in such a 

M 
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position is tom between the desire of serving the inter
ests of its own country and of abstaining from causing 
inconvenience or embarrassment to the rest of the 
world. In many cases, these two considerations con1lict 
with each other, so that the central bank is faced with 
the dilemma of taking the broad international view 
-in which case it becomes the target of political 
attacks at home-or serving domestic interest with no 
regard for the convenience of the rest of the world-in 
which case it is condemned by international public 
opinion, a factor which even the moat powerful of 
financial institutions can ill afiord to ignore nowadays. 
Moreover, the hegemony of any central bank in the in
ternational money market does not last for ever. The 
Federal Reserve authorities had to cede that place, in 
consequence of the events of 1929 in Wall Street, to 
the Bank of France, while the latter will also be super
seded sooner or later. It is thus the best solution in the 
long run for all parties conoerned to come to a com
promise and to leave the task of in.fI.uencing world 
prices to an international body on which all central 
banks are represented. 

This does not, however, mean that the Bank for 
International Settlements will become in time the sole 
institution which has the power of in.fI.uencing inter
national price level. Apart from the natural and arti
ficial causes of price movements, the con1licting in.fI.u
ences wielded by individual central banks will also 
continue to exist; but the Bank for International 
Settlements will have a moderating in.fI.uence upon 
them. 

Although, as was pointed out in the previous chap
ter, the danger of international credit in.fI.ation through 
the abuse of the Bank's power exists, it is by no means 
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imminent. For the moment it is not international in
Hation but international deflation that is threatening 
us. The persistent fall of prices cannot be regarded 
with indifference either from the point of view of the 
problem of reparations or from the point of view of 
general trade conditions. Its continuance is calculated 
to cause immense harm to every country. 

From the point of view of reparations, inter-Allied 
debts, and other debts, public and private, this is a 
question of great importance, as the real burden of 
these debts tends to increase in proportion to the de
cline of prices. When in June 1929 the German dele
gates accepted the annuit~es fixed by the Young Plan 
as representing the maximum of Germany's capacity 
to pay, they acted on the assumption that the real 
burden represented by the figures would remain ap
proximately unchanged. Meanwhile, the average level 
of prices declined, and the real burden of the amounts 
increased considerably. Should the fall of prices con
tinue, it may easily lead to a collapse of the Young 
Plan as a result of an excessive increase of the burden 
of reparations. 

The falling trend of prices is equally detrimental from 
the point of view of business prosperity. Amongst 
the several factors which have contributed to the pres
ent world-wide depression the fall of prices occupies a 
predominant place. It is to the interest pf both repara
tions debtors and creditors, and of the prosperity of 
trade, that the fall of prices, so far as it is artificial, 
should be checked. Thus, once more the identity of 
interests of Governments interested in reparations and 
central banks interested in maintaining prosperity be
'Comes evident, and provides a justification for the crea
tion of an organisation combining the functions of a 
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Reparations Office with those of the movement of c0-

operation between central banks. 
It will take some time before the Bank is able to 

develop its powers sufficiently to become a leading , 
factor in the movements of world prices. During the 
initial stages of its activities, it will have to proceed 
carefully, and will be too fully occupied with its own 
infantile troubles to launch into ambitious experiments. 
The extent to which it will be able to make itself felt 
will tend to increase gradually, and it is reasonable to 
assume that, within a few years, it will be in a position 
to assume the role of the principal authority regulating 
the international price level." The judicious use of this 
exceptional power is of extreme importance. The best 
possible intentions may fail to benefit mankind if they 
are coupled with a dogmatic mentality, and with the 
worshipping of that idol of the twentieth-century 
economists: the index number. 

It is essential to discriminate between the causes of 
the fall in prices. The mere fact"that the index number 
shows a decline does not in itself justify a policy aiming 
at a corresponding increase. If, &8 was the case during 
1929-30, the fall is due largely to natural causes, such 
&8 agricultural over-production, it would be a fatal 
mistake to try to remedy the evil by means of credit 
expansion. Such expansion would not be in that case 
a measure against deflation but. decidedly inflation
ist policy. It is only if ¥1d when, and 80 far as, the 
decline is due to monetary causes that an intervention 
on the part of the Bank for International Settlements 
is desirable. If it is an excessive demand for gold t.hd 
is nosponsible for • tendency of fal.Iing prices then it 
should be the aim of the Bank to counteract the tend
ency, and to enable the international banking system 
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to maintain an adequate volume of credit in spite of the 
inadequacy of the volume of gold. 

There are several ways by which that end can be 
achieved: 

(1) The Bank can avoid deflation by arranging a 
systematic distribution of gold between central banks, 
thereby preventing excessive demand by some of them. 

(2) Should it fail to attain this end it can prevent 
the contraction of credit caused by a scramble for gold, 
by means of bringing about an extension of interna
tional credit resources. 

(3) By its mere existence it can, make the same 
amount of gold serve as a basis for a larger volume of 
credit. 

The principal aim of the co-operation between cen
tral banks has been to moderate the appetite of some 
of them for gold, and to prevent an excessive demand 
from bringing a,bout a fall of prices. As was pointed out 
in previous chapters, there is every reason to hope that 
this task can be better achieved by a systematic co
operation through the Bank for International Settle
ments than the casual and informal co-operation which 
has hitherto been the practice. 

li, in spite of the e1IortB of the Bank, the scramble 
for gold continues and brings about a scarcity of gold 
in a number of leading countries. the Bank will be in a 
position to prevent deflation by means of transferring 
some of its resources to the countries concerned, which 
would naturally a1Iect the world price level. The Bank 
is also able to check a falling tendency of world prices 
by an all-round extension of credit. 

Even without granting any exceptional support. the 
Bank can, by its mere existence, enable central banks 
to make a fuller use than hitherto of their gold reserves. 



THE BANK AND WORLD PRICES 89 

Hitherto central banks have endeavoured to accumu
late a safety margin over and above the legal minimum 
reserve ratio, so as to be in a position to satisfy a 
fluotuating demand. In future, the maintenance of such 
a safety margin will no longer be 80 essential-and pos
sibly even the legal mjnjmum ratio could be lowered
because the central banks will be in a position to fall \ 
back upon the Bank of International Settlements in 
case of emergency. In determining the extent to which 
central banks can depend upon its support, the Bank 
will be able to influence their policy aiming at making 
the same amount of gold serve as a basis for a larger 
volume of credit. 

Thus, while it is highly essential that the Bank for 
International Settlements should abstain from an ex
pansion of credit of an inflationary nature it is per
missible and even desirable that it should use its re
sources for the prevention of deflation. In practice, it 
is admittedly most difficult to draw the line between 
monetary and non-monetary causes of price move
ments, as well as between anti-deflationary and in
flationary measures. It is desirable that, in case of 
doubt, the Bank should err on the side of conservatism. 



CHAPTER X 

A WORLD BANK RATE 

NErrHER the Young Report nor the statutes contain 
any provisions governing the manner in which the 
Bank for International Settlements shall fix its rates 
of interest. Both Young Committee and Organising 
Committee considered this to oe a matter for the Board 
of Directors to decide. It would be, indeed, difficult to 
lay down any rules, in the absence of any practical 
experience, and it was the wisest course that could 
have been taken, to leave the matter to the discretion 
of the Board of Directors. 

Two obvious problems arise from this uncertainty: 
(1) What rates are to be charged at a given moment 

to different customers on different kinds of loansl 
(2) What principles will be applied to the alteration 

of these rates from time to time as conditions alted 
A question which at once arises when the problems 

. connected with the Bank scheme are discussed is, 
whether there will be a uniform "world bank rate", or 
whether the re-discount rate will vary according to the 
borrower, according to the currency in which the loan 
is granted and according to the nature of the security. 
It is impossible to ascertain what were the intentions 
of the authors of the scheme upon this question of 
fundamental importance. The only mention made 
of interest rates is that the rate on time deposits of 

110 
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Governments should vary according to the size of 
the deposit, the period for which ~t is fixed and the 
nature of the services rendered. The Bank is entitled 
to buy bills-including Treasury bills-in any open 
market at the current rate. The question is what rate it 
will charge to central banks when they present bills for 
re-discount from their own portfolio, and what will be 
the rate charged upon advances made to central banks 
against security. 

It seems obvious that the idea of a "world bank rate" 
in the sense of a uniform rate to be applied indis
criminately is impracticable. It is impossible to de- -
termine a uniform rate irrespective of conditions of 
security and of the rates of interest prevailing in the 
countries concerned. If the rate were to be fixed too 
high it would be prohibitive to some countries, while 
if it were fixed too low it would unduly encourage some 
countries to borrow from the Bank. AB "risks", all 
central banks cannot be classed in the same category; 
the security they provide may also vary; the currency 
in which they desire to obtain the loan is also an 
important factor. 

'When it comes to suggesting a method by which the 
Bank should differentiate, we soon discover that we are 
confronted with one of the most complicated problems 
of modern finance. One solution which suggests itself is 
to determine the re-discount rate on the basis of the 
official bank rate of the would-be borrower. Once that 
principle is accepted, it is necessary to decide whether 
the re-discount rate should be equal to, higher or lower 
than, the bank rates of the countries concerned. It is 
highly questionable, however, whether the adoption of 
the principle itself is desirable.. Central banks requir
ing the assistance of the Bank would be tempted to 
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keep their bank rates at an unduly low figure, which 
would result in an efflux of foreign funds and would 
accentuate the influences that make it necessary to 
apply fora credit to the Bank. It would, indeed, amount 
to authorising the borrower to fix his own terms, and 
would result, in practice, in the repayment of debts owed 
to other lenders in order to replace it with cheaper loans 
from the Bank. The evil consequences of the method 
would become accentuated if the re-discount rate were 
to be fixed at a lower figure than the bank rate of the 
borrowing countries. The idea itself may appear absurd, 
but as, in countries which are the most likely to require 
the assistance of the Bank, the bank rate is usually 
lower than the market rates, it would not be surprising 
to see the claim put forward for a re-discount rate that, 
in turn, should be even lower than the bank rate. 
Apart from its effect of encouraging the"central bank to 
keep too Iowa bank rate, it would also encourage it to 
re-discount as much of its portfolio as possible, for the 
difference between the bank rate and the re-discount 
rate of the Bank for International Settlements would 
be the profit of the central bank. 

There is more to be said in favour of a re-discount 
rate, which, while higher than the bank rates of bor
rowers, should yet bear a fixed relation to them. The 
inducement to keep the bank rate unduly low is less 
pronounced than in the case of the two former alterna
tives, though to some extent it would still be present. 
This solution would not be popular, however, among 
the countries which are most likely to need the assist
ance of the Bank, as the bank rate of most of them is 
already rather high. The bank rate in any country 
is usually determined largely by considerations of the 
home money market. In Germany, for instance, first.. 
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class borrowers are usually able to raise funds abroad 
at a rate below the re-discount rate of their own central 
banks, while in the domestic market they have to pay a 
rate above the re-discount rate of the Reichsbank. 

The question may also arise how far the currency in 
which the loan is made should determine the rate. In 
the case of bills presented for re-discount the currency 
is usually that of the borrowing country, in which case 
the rate is largely determined by the rate current in 
the domestic money market for prime bills, though, in 
view of the endorsement of the central bank, a lower 
rate may be acceptable. Very often, however, bor
rowers would want to raise sterling or dollar or other 
currency credits, in which case it would be unfair to 
charge them an interest in accordance with the rates 
in the domestic market for loans in the domestic cur
rency. As in some cases the leading banks of the 
country concerned are regular borrowers in foreign 
markets, the terms on which they can raise funds may 
be taken for the basis of the calculation of the fair 
rate of interest. 

It appears that the right solution must be to fix the 
re-discountrate and the rate of advances to meet the par
ticular circumstances of each individual case, taking 
into consideration the rate at which the Bank itself 
can borrow in the same currency. This is, undoubtedly, 
a rather complicated proems It would force the 
management to follow. closely the developmenta in 
every money market, and to investigate the position 
of every central bank. The difficulties in thia respect 
are, however. by no means unsurmountable. After all, 
oommercial bsnks are confronted with the same prob
lem. and the solution of it has become part of their 
daily routine. They have no uniform rates for their 
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customers, and their terms vary according to the 
. standing of their customer, the nature of the security, 
etc. In the discount market the rate quoted by different 
houses for fine bank bills may be uniform at a given 
moment, but fractional differences above the prime 
rate indicate a careful discrimination between names. 
The bank rate itself is merely the official minimum, 
and central banks may charge higher rates on bills they 
want to discourage. For instan~, the Hank of France 
has raised its re-discount rate for German and other 
Central European bills to i per cent above the official 
mjnjmum rate. 

Thus, although it would be simpler for the manage
ment of the Bank for International Settlements to 
determine their rates of interest by hard and fast 
rules rather than to judge each case according to its 
merits, there is no need to fear any serious difficulties 
in that respect. In any case, it will be desirable for 
the Board to leave the discrimination to the manage
ment, as far as possible, so as to avoid any introduc
tion of political elements in the determination of 
the rates. In order to avoid any ill-feeling, the rates 
applied to various central banks should be treated as 
strictly confidential. 

Hitherto we have been dealing with the factors that 
determine the discount rates and rates on advances 
charged to various borrowers at a given moment. 
There is, in addition, the equally complicated problem 
of the general movement of these rates over a period of 
time. The Bank will be, naturally, under the influence 
of the international trend. An all-round change of 
bank rates is bound to affect the lending rates of the 
Bank accordingly. The Bank's own position is yet 
another factor of supreme importance which ought to 
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be considered. If the demand for loans is slack, it is 
justified to lend on lower rates. On the other hand, if 
there is a strong demand and the Bank is already over
lent, one of the means of discouraging further borrow
ing is to raise the rates. This is one of the reasons why 
the re-discount rate of the Bank cannot bear any fixed 
ratio to the bank rates of the borrowing central banks. 

Another consideration which will have to be borne 
in mind is that the Bank will have to endeavour to 
balance, as far as possible, its assets and its liabilities 
in any particular currency. For this and other reasons, 
the Bank may find it desirable to encourage borrowing 
in one particular currency by charging a compara
tively low rate, and to discourage borrowing in another 
currency by raising its rates for loans in that currency. 

While the discount rates .of the Bank will neces
sarily be influenced by conditions in the leading money 
markets, it would be to underestimate the importance 
of the institution to suppose that its discount rate 
policy will consist in the adjustment of its rates to 
changed circumstances. The Bank will play an active I 

part in influencing tendencies in the international 
money market with control of the International price- , 
leval as one of its most important objectives. The 
changes in its discount rates should not always be the 
effect of corresponding changes in general tendencies, 
but sometimes also their cause. In this sense there may 
be a question of a '\vorld bank rate", which is, of 
couree, not a single figure as in the case of individual 
central banks, but a scale of percentages applied in 
different cases at a givell moment. Although the scale 
itsslf cannot be published, there is no reason why the 
extent of an all-round change should not be announced 
in public. 
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These are only a few considerations connected with 
the regulation of the rates of interest to be charged by 
the Bank. They indicate the extremely complicated 
nature of the problem. The set of factors affecting 
the scale of rates to be charged by the Bank are con
siderably different from those influencing the bank 
rate in any country. 'fhe task of the management of 
the Bank will be much more difficult than the task of 
managing any central bank. Whereas the latter have 
to baSe their decisions on conditions prevailing in one 
money market-or, to be more accurate, on the reper
cussion of domestic and international developments 
upon the domestic money market-the Bank for Inter
national Settlements has to strike a fair balance 
between the conditions prevailing in every money 
market. Moreover, the system to be established will 
not possess the powers of automatic correction of dis
tuxbing tendencies which characterise the system of 
central banking under the gold standard. 

The solution of the problems that will arise day after 
day in connection with fixing rates of interest will 
require considerable skill and initiative. It is very im
porpant, for the success of the Bank, that its manage
ment should settle these difficulties in a business-like 
way, and that they should not take refuge in the red 
tape of "formulae" drawn up at Board Uleetings. 



CHAPTER XI • 
INTERNATIONAL GOLD CLEARING 

ONE of the objecm before the new Bank is to establish 
an international gold clearing system, with a view to 
reducing unneceSsary gold shipmenm. It was believed 
until recently that the preliminary condition of such a 
system would be the establishment of an international 
central gold reserve. As confidence in international 
relations has no.t been sufficiently established to make 
such a scheme possible on a large seale, it must be many 
years before the clearing system could be inaugurated 
on such basis. Most central banks are anxious to . 
repatriate the major part of their gold holdings abroad 
by the earliest opportunity, and would not contribute 
any large amounm of gold towards an international 
reserve, even if it were to be held in a neutral country. 

The authors of the Bank scheme have, however, hit 
upon an ingenious solution to avoid this difficulty. 
There is no need for any central gold reserve in order 
to enable the participanm to establish a clearing 
system. The statutes authorise the Bank to accept 
from central banks gold in deposit, and to deposit gold 
with central banks. As a result, the contribution of 
every central bank to the international gold clearing 
fund may be kept in deposit with the central bank 
itself instead of having to remove it to the headquarters 
of the Bank. Thus, if the Bank of England has to 

B 
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transfer gold to the Bank of France, the Bank for Inter
national Settlements reduces the amount earmarked 
on account of the former and increases the amount 
earmarked on account of the latter. H before the 
transaction both institutions had £10,000,000 each ear
marked with the Bank, and the Bank had, in turn, 
£10,000,000 earmarked with each of them, the transfer 
of £5,000,000 would leave the amount earmarked by 
the. Bank at the Bank of England unchanged, but 
would reduce to £5,000,000 the amount earmarked by 
the Bank of England at the Bank for International 
Settlements; at the same time, the amount earmarked 
by the Bank at the Bank of France would remain un
changed, while the amount earmarked by the latter at 
the Bank would increase by £5,000,000. Every year, or 
every six months, a balance of claims and counter
claims would be struck, and the difference would 
actually be shipped if necessary. 

Technically, the system does not present any par
ticular difficulties. To some extent it has already been 
practised between central banks. The question is for 
what purpQSe the authors of t~ scheme intend that 
the systemshall be used. There are clearly three possible 
objects: . 

(1) To obtain for the Bank and for the participating 
central banks the monopoly of gold shipments. 

(2) To reduce to a minimum the physical displace
ment of gold across the frontiers. 
. (3) To avoid superfluous shipments in connection 
with special transactions. 

There has been noticeable during the last few years a 
tendency on the part of central banks to arrange gold 
transactions between each other instead of allowing 
free course to gold arbitrage and confining themselves 
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to the normal devices of monetary policy to infiuence 
exchanges 80 88 to initiate or check gold shipments. 
The comparative frequency of such transactions ha.s 
led to the 888Umption that monetary authorities in 
various countries intend to replace normal commercial 
shipments by such artificial tra.nsa.ctions. Doubtless, 
central banks are in a position to compete successfully 
with private arbitrage even without the additional 
facilities, to be provided by the international gold 
clearing system. As their gold-holding constitutes in 
any case an idle reserve which earns no interest whether / 
in their vaults or on its way between ~wo centres, there 
is no need for them to a.llow anything for loss of interest 
when ca.lculating the cost of shipment. For this rea.son 
they are in a position to undertake gold shipments 
profitably before any bank or other arbitrageur can see 
its way to undertake them. The gold points for ,central 
banks are, therefore, considerably different from those 
for other banks. 

This, in itself, would not a.1Iect the stability of gold 
points if it were understood that central banks were 
a.lways supposed to undertake gold shipments when
ever exchanges move beyond their special gold points. 
This, however. is by no mea.ns the case. The primary 
object of gold tra.nsa.ctions between central banks is 
not profit, and they are not likely to undertake gold 
shipments merely for the sa.ke of the margin of profit, 
unless there is a.lso another motive which makes their 
intervention desirable. Consequently, when the ex
changes reach their gold points 88 ca.lculated for 
central banks, gold mayor may not be shipped, accord
ing to the convenience or central banks. This state of 
affairs is bound to create a feeling of uncertainty in the 
foreign exchange market, as nobody knowe whether 
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or not a further depreciation or appreciation of the 
exchanges would be checked by gold transactions. 
While the gold points for private arbitrage provide an 
approximate limit to exchange movements, the gold 
points for central banks are merely optional limits 
which mayor may not operate in practice. 

Possibly the new scheme intends to go further in the 
same direction and to replace commercial shipments 

~ altogether by transfers through international clearing. 
In that case, the cost of gold movements would dis
appear altogether, and the central banks would be at 
liberty to make gold transfers without any loss, at no 
matter what exchange ·rate between the gold points. 
~egally, commercial shipments would remain possible, 
but the central banks would take care not to allow the 
exchange to depreciate beyond gold points, and would 
undertake gold transfers before actual shipments 
became profitable for private arbitrage. This would 
be equivalent to the complete loss of the significance 
of gold points in practice, and the foreign exchange 

~ markets and money markets would thereby lose a 
valuable index. As a result, the influx or emux of gold 
through the clearing system would fail to produce the 
same effect as on the foreign exchange market and 
the money market as gold movements of the same 
magnitude undertaken by private arbitrage. These 
latter usually result in a marked rise or fall, according 
to the case, in the rates of interest, and tend, therefore, 
to set the forces in motion which tend to correct the 
influences responsible for the weakness of the exchange 
of the exporting country. They also tend to provoke a 
reaction in the exchange rate itself. On the other hand, 
if gold transactions are undertaken by central banks 
through the clearing system, this fact is likely to 
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minimise their effect. Though the contraction of credit 
resources tends to create monetary stringency, this 
tendency will not be accentuated by the psychological 
factor as in the case of arbitrage transactions. If a ship
ment is made by private arbitrageurs, it is known that 
so long as the exchange remains at the rate prevailing 
at the moment of the transaction, several similar trans
actions will follow. If, on the other hand, a shipment is 
made by a central bank, it mayor may not be followed 
by other shipments, according to the convenience of 
central banks. Possibly after an isolated shipment the 
exchange is allowed to appreciate or depreciate, as the 
case may be, until it has reached its natural gold point. 

The attempt of central banks to monopolise gold 
shipments would be detrimental to the automatic 
charaoter of our existing monetary system, which is, 
after all, one of the principal advantages of the gold 
standard. It is not likely that the central banks will 
go so far in this direction-at any rate, not during the 
early stages of the operation of the new system. 

The seoond possibility is that the principal aim of 
the clearing system will be to reduce to a minimum the 
physical movements of gold, without aiming at the 
aoquisition by central banks of a monopoly of gold 
transactions. The clearing system enables central 
banks to accept gold delivery at any foreign gold 
centre, and to payout gold at any foreign gold centre. 
If, (or instance, the francwere to appreciate beyond gold 
export point, arbitrageurs need not actually ship gold 
from London to Paris, but could deposit gold with the 
Bank of England; the latter would credit the account 
of the Bank for International Settlements, while that 
institution, in turn, would credit the account of the 
Bank of France. Of course, the buying and ""JJjng price 
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of gold in case of delivery or demand at a foreign centre 
would have to take due account of the cost of trans
port and other expenses, for otherwise the slightest 
deviation of the exchange from par would result in 
withdrawals, which is anything but desirable. Thus, 
gold for the Bank of France would be accepted in 
London at the rate of, sa.y, 123.88, which is in practice 
the rate at which gold shipments to France begin. 
This method is practised already by some central 
banks which keep permanent external reserves, and 
the adoption of the new scheme would merely extend 
it into a general practice. 

By such methods it would be possible to reduce to 
a mjnjmum the physical displacement of gold from one 
centre to another. The question is whether the change 
is worth the trouble. When people talk about reducing 
gold movements they usually have in mind the reduc
tio,n of the unsettling influence of changes in gold 
reserves. Neither the limitation of gold movements to 
central banks nor the reduction of the physical dis
placement of gold by means of the clearing system 
would be helpful in that direction. The tendencies 
which are at present responsible for the fluctuation of 
gold reserves would continue to operate, and, in spite 
of the smaller physical movements of funds, they 
would affect gold reserves to the same extent as the 
present free movements through normal commercial 
shipments. All that would happen is that the changes 
of gold reserve would take place through book-keeping 
entries instead of through actual shipments. 

It may be pointed out that even this development 
offers great advantages, as it would eliminate the 
waste of expenses of gold shipments. In reality, how
ever, the amount involved in the actual cost of gold 



:II INTERNA.TIONAL GOLD CLEARING lOS 

shipments is negligible, and does not, in itself, justify 
the establishment of a complicated apparatus. After 
all, the amount spent on gold shipments increases the 
profits of shipping companies, insurance companies, 
etc., and is hardly to be counted as a loss to the 
national income of particular nations. 

The only way by which a reduction of the volume 
of gold movements could prove beneficial is that 
it should be accompanied by a similar reduction in 
the fluctuation of gold reserves. This could only be 
attained by keeping exchange rates in the vicinity of 
their mint parities, instead of allowing them to fluc
tuate between their gold points. Though individual 
central banks may use their foreign exchange reserves 
to prevent the exchange from reaching its gold points, 
it is hardly likely that the resources of the Bank for 
International Settlements would be available to be 
used systematically for that purpose. It is not the task 
of the Bank to prevent normal exchange movements, 
which, though inconvenient, are sometimes useful as 
shock-absorbers. 

It is probable that the primary object of the inter
national clearing system is to eliminate costs of special 
transactions, Every year a number of shipments are 
ca.rried out which do not represent profitable exchange 
transactions, and which involve unnecessary expenses 
to the central banks in question. To avoid this, the 
operatious will be ca.rried out by means of transfers 
through the clearing system. To some extent this has 
already been done in the past. A characteristic example 
was provided by the trian"oular gold transactions 
arranged in May and June 1929 between the Reichs
bank, the Federal Reserve Bank of New York, and the 
Bank of France, and, to a small extent, between the 



CHAPTER XII 

POLITICAL ASPECTS 

WHEN dealing with the political aspects of the Bank 
for International Settlements scheme, it is necessary to 
distinguish between its functions in connection with 
reparationS payments and its international banking 
activities. As far as the former are concerned, the pre
cision with which the Bank's rights and duties are de
fined in the Young Plan reduces the possibility of politi
cal influences acting upon the Bank or through the 
Bank. As depository of reparations funds, all the Bank 
has to do is to carry out the letter of the Plan by collect
ing the amounts transferred by the German Govern
ment and by distributing them among the creditor 
Governments, after having retained the amounts due 
for the service of the External Loan of 1924 and neces
sary to pay for its own services. In this respect, it 
matters little what the political sympathies and 
&ntipathies of the Board of Directors are. In the case of 
the mobilisation of the annuities, there is a somewhat 
wider scope for political influences, &nd the same is 
true of the preventive meuureB to avert the postpone
ment of transfers. Although the Special Committee to 
examine the circumstances of the German Govern
ment'a declaration to suspend transfers may not 
eliminate politics from its judgement, that oommittee 
is not &n integral part of the Bank. 

106 
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The political aspects of the Bank scheme are far 
more important with regard to the Bank's international 
banking activities. Assuming that the Bank will de
velop into an institution of the first magnitude, will 
be engaged in the distribution of very large credit re
sources, and will playa prominent part in the regula
tion of tendencies in the foreign exchange markets, it 
is by no means indifierent whether or not political con
siderations may influence its attitude. In this respect 
there are two principal questions which require answer: 

(1) Whether the Bank for International Settlements 
will come under political influences? 

(2) Whether the Bank for International Settlements 
will exert a political influence of its own? 

In the former case the Directors of the Bank are 
anxious to carry out the political policy dictated to 
them either by their respective Governments or merely 
by, their patriotic nationalism; while in the latter case 
they detach themselves from the political influences of 
their countries of origin, and the Bank will develop a 
policy of its own, independently of the policy of the 
countries from which its Directors are delegated. 

Should the former be the case, there may be two 
, difierent results: either the conflicting political interests 
would paralyse the activities of the Bank, which would 
then fail to attain its object; or its decisions would 
take the form of political compromises, without regard 
to financial considerations. 

The first alternative would have a highly detrimental 
effect upon the Young Plan, as it would practically re
duce the Bank to the role of a collector and distribu
tor of reparations payments. It is, indeed, difficult to 
imagine how an institution could fulfiI the function of 
international banker if every application for credit 
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were to be discussed from a political point of view and 
the members of the Board would support or oppose it 
according to their political attitude towards the coun
tries concerned. In such circumstances, the country 
anxious to obtain credit from the Bank would have 
to purchase the support of various Governments by 
means ~f political concessions-a highly undesirable 
state of affairs. It is even more likely that an applica
tion for credit by one central bank will be favoured by 
the representatives of other central banks on a basis 
of reciprocity. Each of the leading central banks has 
a number of satellites among the smaller central banks, 
and it is to be feared that the Directors will form more 
or less permanent groups according to the political and 
other interests of their countries. Thus, it is by no 
means impossible that the Central and Northern Euro
pean central banks may ally themselves with the Bank 
of England, while the Eastern and South-Eastern 
European central banks will be in the sphere of the 
Bank of France. If one of the members of one group 
wants a loan. it may be necessary to promise a loan to 
a member of the other group in order to secure a 
majority in favour of the transaction. Rival countries 
may insist on equal treatment, irrespective of financial 
considerations. If Bulgaria gets a loan. Yugoslavia may 
threaten to withdraw unless she gets a similar loan; 
while Austria may be offended unless she gets credits 
simultaneously with Hungary. 

Possibly this picture may be too dark. though in 
such matters it is safer to err on the side of pessimism. 
The fact that the Bank will be in a position to create 
fresh credit will certainly encourage excessive demand 
for credit, and will make it very difficult lor the man
agement to refuse the applications. As was pointed 
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out in Chapter VIII., the peculiar nature of the Bank 
enables it to expand credit to a very great extent. 
Rather than expose themselves to the withdrawal of 
countries whose interests are not satisfied, or to inces
sant party strife in Board meetings, the Bank might be 
tempted to satisfy everybody and thus to go beyond 
the limits of sound banking. 

The other possibility-and here we return to dreams 
of the future-is that the Directors would detach them
selveS from the nation which delegated them, and 
might regard themselves as true citizens of the world 
whose judgement was independent of the political 
views of their countries. A situation would then arise 
for which there is no precedent in history. The Bank 
would become the arbitrator in conflicts between 
nations, not merely in financial and economic ques
tions, but possibly even in political questions. Countries 
bold enough to disobey its ruling would be placed 
under financial blockade, while obedient countries 
would be rewarded by financial support. This would 
be a highly undesirable state of aflairs from the point 
of view of sound banking. It is not properly within the 
scope of a bank--even if it is an international bank
to interfere with politics. H political conditions in a 
country are such as to make it unsafe for the banker 
to invest its money there, then-and only then-he is 
justified in using discrimination against that country. 
This practice was adopted by banking interests especi
ally after the war. No loans were granted to countries 
unless they. had a constitutional government. To 
attempt to influence the outcome of a conflict by 
means of withholding or granting credit facilities 
would be, however, an unjustifiable trespass by the 
Bank in the domain of politics. The ideal state of 
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affairs would be to keep political infI.uences off the 
Bank, and to keep the Bank out of politics. 

There is also a possibility that the Bank would 
develop into an alliance of central banks to secure 
their independence against interference on the part of 
their respective Governments. The statutes show some 
indication of such a tendency, and it is by no means 
impossible that the new institution may become the 
leader of a "hands off central banks" movement. 
Should this be the case, it would be a point in favour 
of the Bank, as Government interference with central 
banks is seldom beneficial to the country concerned. 
On exceptional occasions central banks are at logger
heads with their Governments for considerations other 
than those of public interest. For example, the 
National Bank of Rumania,being controlled by the 
Liberal party, showed for a time signs of passive 
resistance against the Government of the National 
Peasant party. In such cases, however, the Bank will 
certainly abstain from supporting any central bank. 

Very appropriately, the Bank was occasionally re
ferred to as a "financial League of Nations". In fact, -
an attempt has been made to connect the Bank with 
the League of Nations; but fortunately the proposal 
was rejected. on the ground that the association of the 
Bank with the League would deter American interests 
from participating in it. The importance of this con
sideration cannot sufficiently be emphasised. Although 
the State Department is desirous that the Federal 
Reserve System should keep aloof from the Bank, it 
has raised no objection to the participation of private 
banking interests. Should the Bank prove to be suc
cessful, perhaps the American authorities may revise 
their attitude and co-operate officially with the insti.-
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tution. It would have been a mistake to deter them 
from doing so by means of associating the Bank with 
the League, which would have accentuated, at the 
same time, its political character. Meanwhile, though 
officially the Federal Reserve System will keep aloof 
from the Bank, they will nevertheless co-operate with 
it indirectly, through their contact with the Bank of 
England. In this respect the situation will remain sub
stantially unchanged, for even up to now the Federal 
Reserve authorities have preferred to co-operate with 
European central banks through the Bank of England 
as an intermediary. 

Some political quarters on the Continent are inclined 
to regard the establishment of the Bank for Inter
national Settlements as the first step towards the 
realisation of their favourite dream of a united front of 
Europe against the United States. It is hardly neces
sary to point out the futility of their hopes of using the 
Bank as a means of separating the two Anglo-Saxon 
nations from each other. The presence of the repre
sentatives of American banking interests on the Board 
of the Bank is in itself a sufficient guarantee that the 
institution will not assume an anti-American charac
ter. The American banking group, which is entitled 
to a participation equal to that of any of the principal 
European central banks, though unofficisl, is certainly 

, representative, and is likely to play an active part in 
the management of the Bank. Its participation dis
poses of the hopes or fears of a con1lict between official 
United States and the new institution. At the same 
time, it is only natural that the Bank will, if success
ful, tend to restore the balance of power in finance 
which has shifted to a harmful extent towards the 
tUnited States. In other words, European money 
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markets will be no longer at the mercy of the D;).one
tary policy of the Federal Reserve authorities to such 
extent as during the ten years that followed the 
armistice. The change is not likely to be viewed with 
disfavour in Washington and New York, for the re
sponsibility attached to the exceptional position of 
the Federal Reserve authorities since the war has 
occasionally proved to be a burden rather than a 
privilege. The American monetary authorities will be 
glad to be relieved of that responsibility to eome ex
tent, for it will enable them to concentrate on domestic 
affairs, much to the satisfaction of the Middle West. 
Indeed, they may themselves feel the need of outside 
support on occasions when domestic conditions get 
beyond their control, as was the case during the Wall 
Street boom of 1928-29. 

One of the main points of criticism against the con
stitution of the Bank is that it secures a predominant 
interest to the Powers concerned with reparations in 
problems which have nothing whatever to do with 
reparations. There is much to justify this criticism, 
and the only excuse for the arrangement is that it 
was dictated by practical necessity. The Bank scheme 
originated through the necessity of creating a repara
tions bank, and it would be too much to expect that 
the creditor Governments should admit non-repara
tions Powers in such an institution on an equal foot
ing. It would have been·possible, of course, to come to 
a compromise whereby the countries not interested in 
reparations would possess rights proportionate to their 
financial importance, but would have no vote when 
matters concerning reparations are at stake. This 
solution would have been more favourable from the 
point of view of the Bank's international banking 
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functions, but would have been less favourable from 
the point of view of its reparations functions. One of 
the most favourable aspects of the Bank is that it 
includes neutral interests, even though they are only 
allotted a minority participation. It would have been 
unwise to separate the two functions of the Bank into 
watertight compartments. As and when the relative 
importance of the reparations functions of the Bank 
decline in favour of its general international banking 
function, then the problem of revising the balance of 
power established by the Young Plan will arise. Mean
while the reduction (as compared with the original plan 
in the Young Report) in the influence of the Board of 
Directors made by the experts at Baden-Baden and 
embodied in the statutes is a step in the right direction. 

Both the Young Plan and the statutes have omitted 
to deal with the situation that may arise in case of war. 
It is essential that the Bank should remain strictly 
neutral, and should refrain from granting any credit 
to the central bank of a belligerent country. This 
should apply even to wars pursued under the auspices 
of the League of Nations against disturbers of the 
peace. The Bank should, naturally, payout any de
posits it holds on behalf of either party should they 
want to withdraw them, and may also accept fresh 
deposits or carry out orders on behalf of the central 
banks involved. It should not, however, be allowed to 
grant any credits unless secured by gold or equivalent 
security. This is in accordance with the principles of 
prudent banking, as it would be rash to lend to a 
country which is engaged in hostilities. Moreover, as 
belligerent countries nsually suspend the gold stand
ard, that itself would justify the Bank's attitude. 

It is necessary to secure the inviolability of the 
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Bank's gold held abroad, by means of an international 
Convention or by means of direct treaties between the 
Bank and foreign Governments. No gold should be 
deposited with any central bank unless the Govern
ment of its country undertalces not to interfere with it 
under any CircUlDStances, and not to raise any ob
stacle to its withdrawal even if an embargo is placed 
on gold exports. AB far as the assets held in Switzerland 
are concerned, they are duly protected by Article 10 • 
of the Charter, in virtue of which "The Bank, its pro
perty and assets and all deposits and other funds en
trusted to it shall be immune in time of peace and in 
time of war from any measure such as expropriation, 
requisition, seizure, confiscation, prohibition or restric
tion of gold or currency export or import, and any 
other similar measures." It is highly desirable that the 
Bank should conclude similar agreements with every 
country where it intends to hold part of its assets. 



CHAPTER XIII 

CONCLUSION 

THE foregoing chapters have indicated the benefits 
promised by the scheme of the Bank for International 
Settlements, and have also underlined the grave 
q.angers involved. The establishment of the Bank 
constitutes an experiment the result of which, with 
our present inadeqnate knowledge, cannot be fore
C88ted with any claim to accuracy. It is not easy to 
pronounce a preliminary judgement as to whether or 
not the anticipated advantages of the plan justify 
Europe in taking the risks involved. The reader, when 
trying to make up his mind whether to approve or 
condemn the scheme, has to distinguish between two 
questions: whether he is for or against the idea of the 
Bank, and whether or not he approves of the form in 
which it is put into practice. 

There are a great many considerations which may 
influence one's attitude towards the idea of the Bank. 
The following are a few of them: 

(1) Whether we believe in international institutions. 
(2) Whether we consider the present moment as 

opportune for further progress in the process of inter
nationalisation. 

(3) Whether a Bank is the most suitable form for 
an institution which is to handle reparations. 

(4) Whether it is desirable that central banks of 
114 
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di1ierent countries should become partners in a joint 
enterprise. 

(5) Whether it is desirable, or at least permissible, to 
connect reparations with the movement of co-opera
tion of central banks. 

(6) Whether the Bank is likely to become a danger
ous rival to existing institutions. 

(7) Whether its beneficial results to the community 
as a whole would be sufficient to outweigh the 10BBeB 
-if any--caused to vested interests. 

(8) ·Whether it is desirable to create an institution 
which may in time grow to an unexpected and perhaps 
uncomfortable size. 

(9) Whether we believe in the need for credit ex
pansion. 

(10) Whether we believe that the credit expansion 
will be kept within the limits of BOund banking. 

(11) Whether we believe that the Bank will be too 
much under political inftuences. 

(12) Whether we are in favour of artificial interfer
ence with normal gold movements and exchange move
ments. 

(13) Whether we believe that the Bank will interfere 
with gold shipments or the Foreign Exchange Market 
to any great extent. 

(14) Whether we believe that the Bank is in a better 
position than any existing organisation to assist central 
banks to achieve or maintain the stabilisation of their 
currencies. 

On BODle of these questions, many people may have 
strong views which will determine their attitude to the 
idea of an International Bank. For instance, diehards 
of all nations, opposed on grounds of principle to inter
national institutions, or ultra-orthodox economistB. 
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opposed to even the smallest dose of credit expansion, 
are likely to condemn the idea. Those, however, who 
face the fourteen questions with an open mind may 
find that, on balance, the probable advantages out
weigh the probable disadvantages. 

Although existing international institutions-the 
League of Nations in the first place-are far from 
perfect, it is difficult not to recognise the good work 
that they have done, in spite of all their shortcomings. 
There is at present a strong tendency, as a reaction 
from the war, to strengthen existing international 
links and to establish new ones. The International 
Bank starts with the tide. As was explained in Chapter 
III., the Bank scheme may be regarded as the most 
suitable solution of the reparations problem in its 
present stage. In view of the benefits of the co-opera
tion between central banks, their closer association 
is decidedly advantageous. Although a solution which 
links reparations with the movement of co-operation 
is far from ideal, there is nothing inherently evil in it. 
It is unlikely that the new institution will compete 
directly with existing banks, although through its 
activities it may divert some business from them. It is 
reasonable to expect, however, that the banks will be 
compensated for the lOBS by the benefits of a general 
expansion of international financial activities. The 
pOBBibility of the institution overreaching itself nn
doubtedly exists, but the dangers arising from it are 
by no means exceBSive. Credit expansion is to be judged 
not as a principle but as a practice: and it is its abuse, 
not its use, which is to be feared. As to whether the 
management of the Bank will be able to resist political 
influences, the outlook is far from reassuring. This 
is nndoubtedly the most disquieting aspect of the 
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problem, and it would be self-deception to minimise 
the extent of the danger. . 

Most bankers and economista would oppose any 
interference with the automatic working of gold move
ments through exchange transactions, and it is un
likely that the Bank will go very far in that direction. 
It will assist central banks in their task of resisting 
abnormal exchange fluctuations, but is not likely to 
attempt to interfere with normal fluctuations within 
the limits of the gold points. 

The question is whether the advantages we shall 
probably obtain as a result of the Bank's activities 
make it worth our while to run the grave risk of inter
national credit inflation that may occur as a result of 
political influences in the management of the Bank. 
The answer to this question is largely a matter of 
temperament. Many people are desirous of avoiding 
any abnormal risk, no matter how much it is out
weighed by prospects of ultimate benefit. Such an 
attitude, if generally adopted, would lumdicap pro
gress, which is bound to be exceedingly slow unless 
the world is prepared to take some risk. 

It is desirable, however, that, when taking the risk, 
we should do so with open eyes; that we should be 
fully aware of its existence and of its poBBlDle extent; 
that we should be in a position to reduce it to a mini
mum by anticipating the danger. 

Experience will show whether or not the Bank 
plan as elaborated by the Young Committee and by 
the Organising Committee is the best possible method 
for obtaining the maximum advantages from the 
idea, while running the minimum amount of risk. 
In the course of experience, the shortcomings of the 
statutes may become evident-in fact, it would be a 
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miracle if statutes drafted in the complete absence of 
precedents were to satisfy the requirements of prac
tice without amendment. In view of the difficulties 
that will prevent the making of essential alterations, 
the interpretations of the statutes by the Board of 
Directors is of as great importance as the text of the 
statutes itself. Difficulties and conHicts are likely to 
arise, especially at the beginning; but it is to be hoped 
that they will be solved in a spirit of conciliation, with
out which even the best statutes, drafted with a super
human foresight of every possible development, could 
not prevent the Bank from failing to attain its object. 
It is equally important that the men who guide the 
Bank should possess sufficient flexibility of person
ality and of views to allow the Bank to adapt itself to 
changing conditions. 



APPENDIX I 

PRELIMINARY ANNOUNCEMENT OF THE BANK 
SCHEME 

TM Jollowing u I1ae official text oJ I1ae 8tatemem "sued 011 

Marcia 9, 1929, by I1ae Oommittee oJ Experta in PaN 011 a 
"Suggested Plan oJ a Banlc Jew I nUmational Pa!JfMfll8": 

"As heretofore indicated in the public prees, a purely tenta
tive proposal for the organisation of a new International Bank 
was submitted to the Committee of Experts at a plenary session 
on March 7. 

"Discussion, apart from suggestions, has taken place, and will 
be reviewed at a plenary session on Monday, March 11. 

"Emphasis is laid on the fact that the whole scheme as 
presented to the Committee of Experts is as yet tentative in 
character, and, after further examination, is subject to rejec
tion in part or in whole. 

"It is obvious that the Committee of Experts. in deciding to 
explore the possibilities of such a new International Bank. have 
been impreesed with the belief that, in order to achieve a final 
eettlement of Reparations. with which duty the Committee is 
charged, itwill be neoessary aooordingly to do away with a great 
part of the temporary war-time machinery that was created to 
oollect Reparations. and for this, if possible, to substitute a 
permanent. peaoe-time machin<ery. New machin<ery may be 
needed in itself to handle th~ great new international movement 
of funds c.reated by the Reparations and War Debte. 

"Substitution of financial for political machin<ery ehould, it 
is believed, transfer liquidation of Germany's international 
obligations from the realm of political discussion to the ordinary 
forms of buainess which characterise a state of peace. 

"If such an institution were created, its primary function, as 
1111 
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in the past, would be to act as trustees, receiving from Germany 
such annuities as may be arranged and disbursing these among 
creditor nations. 

"As such a link between debtor and creditor, it would facili
tate transfers, and it is contemplated that it would finance 
deliveries in kind; and in important projects coming under the 
general heading of deliveries in kind, it might, under proper 
safeguards, finance the residual part of the work. 

"It also could co-operate with and act as an essential inter
mediary between all the existing central and issuing banks in 
the marketing of such bonds as might be created for the com
mercialisation of Germany's annuities. It could co-operate with 
existing banks of issue, and might, if desired, receive both 
clearing and investment deposits. The large amount of foreign 
exchange which normally it would hold would fit it for this 
clearing function, and as a reservoir of foreign exchange it 
might be of distinct service to existing central banks. 

"The outline, as submitted, makes it clear that should this 
plan meet with financial approval, the institution created would 
simply avoid competition with existing commercial and invest
ment banking institutions, and would consider it to be a prime 
necessity to act in close co-operation with existing central banks 
of issue. In fact, the Bank would co-ordinate and subordinate 
its activities in any particular country with and to the policies 
of the existing issuing banks of that country. 

"The new Bank would be in no sense a super-bank toexercise 
a dominating inHuence over existing institutions. The authors 
of the suggestion believe that the operations of the new institu
tion would tend to increase and strengthen the co-operation 
that already has been developed between central banks, and 
which has been of such marked service during the past several 
years in restoring the gold standard throughout the world and 
in other ways stabilising financial conditions. It would supple
ment rather than duplicate existing institutions, and it would 
assist rather than direct. 

"As to management, the scheme makesit clear that the Bank. 
if organised, must be non-politica1, must be international, and 
free from any dominating financial relationships. 
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"Upon the directorate ehould sit only men of experience and 
financial repute. As supplementary to the directorate, advisory 
oommittees are suggested, composed in such manner as might 
be necessary to seoure sound 'opinion on the problems to be 
dealt with. 

"The offices of the Bank would probably be in one of the 
smaller countries where a suitable legal status and freedom 
from taxation may be obtained. 

"It is believed that the operations of the Bank would be of 
advantage equally to the debtor and creditor nations. With the 
establishment of such financial machinery, Germany would 
stand on her own feet financially, would have the responsibility 
of obtaining her own credit, and would be dealing on a business 
basis with an international financial institution operated on 
sound business principles. 

"In addition to bringing these advantages, the Bank would be 
in a position to aid the Reichsbank and other central banks in 
the work of obtaining the stability of their exchanges, and so to 
assist in obtaining steady business conditions generally. 

"To creditor nations it would be valuable as facilitating the 
uninterrupted flow of annuities and furnishing readier facilities 
for the ultimate commercialisation of the German Debt. 

"The creditor nations would also participate in the profits 
that the Bank might reasonably be expected to earn. 

"The new Bank might serve to fill in possible gaps that now 
exist in the world's banking organisations, and partioularlysuch 
a gap as may have resulted from the new situation created by 
the Reparations and Debt Settlements. 

"The disoussions of the Committee nut week are intended to 
clarify the projeot and to bring the Oommittee to a determina
tion as to whether to proceed further with this plan or whether 
to postpone further oonsidemtion of it." 
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EXTRACTS FROM THE REPORT OF THE COM
MITTEE OF EXPERTS ON REPARATIONS 

The foTlowing is the tezt of tho,e parl8 of the Young &port 
and its .A.1Ine:uB which tleaI with the Bank for 1 ntemalional 
Settlements: 

EXTRACT PROM PART 5 (CoUllSE OJ' THE PBOCEEDDlGS) 

THE arrangements that have been in force under the Dawea 
Scheme for liquidating a part of the annuity by means of de
liveriea in kind required consideration from two points of view: 
(a) the subetitution for the existing methods of a more elastic 
machinery which, as the Dawea Committee recommended, 
should be non-political; and (b) the gradual termination of the 
system at the earliest moment consistent with existing relation
ships and with the interests of Germany, whose economic life 
has been during the past few years gradoally adapted to them, 
and who would feel helll8If prejudiced in an economic sense by 
their too sudden termination. 

The enquiries upon these subjects were found to be con
verging upon one central point, viz., the nature of the authority 
which should act as the chief medium for discharging the 
various funetions under a new plan. 

In the exploration of the problem of subetituting authority 
of an external, financial and non-political character for the 
present J:Il1lIiliinery and controls of the Dawes Plan (viz., the 
administration of the Agent-General and of the various Com
missionem in Berlin, and those functions of the Reparation 
Commission which were involved), they immediately met with 

l%II 
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the necessity for a Trustee to whom the' payments in foreign 
ourrencies and Reichemarks should be made by Germany, and 
by whom the dietribution to the appropriate recipients should 
be managed. 

In the second place, the problems of mobilisation and 
commercialisation demanded a common centre of action and 
authority for the purpose of co·ordinating and controlling the 
arrangements, and there were obvious advantages in suoh an 
authority being of a continuous or permanent character. 

In the third place, the continued existence of Deliveries in 
Kind necessitated special machinery of direction and control, 
at any rate for a period of years. 

They had already considered the desirability of an advisory 
committee which could take any necessary action in connection 
with the declaration of a postponement on the postponable part 
of the annuity. A permanent central authority might include 
among its funotions the convening of such an advisory body, 
international in character and existing 88 a constituent part 
of this central authority, to consider the situation which had 
brought about the necessity for a postponement, or the situa
tion which a postponement itself created. 

Again, the possibility that, eith~ exceptionaJly or regularly 
88 part of the plan, obligations would be diecharged in marks 
within Germany necessitated a financial authority to arrange 
for the dieposition of such funds or 888ets in the intereate of 
the Czeditors, by arrangement with the Reiohsbank or other 
German authority. 

Moreover, in 80 far 88 the task of transferring the payments 
into foreign ourrencies involved, besides a restriction of im
ports, an extension of German export trade, we envisaged the 
possibility of a financial institution that should be prepared to 
promote the increase of worid trade by financing projects, par
ticularly in undeveloped countries, which might otherwise noi 
be attempted through the ordinary existing channels. 

Th_ several considerations led the Committee to the 
elaboration of a plan for a Bank for International Settlements, 
which should, in its various funotiODS, meet all th_ points. 
The outline of this scheme is given in Section 6 and Annex I. 
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~.-BANK FOB !NTElINATIONAL SETl'LEMENTS 

A.-General Rt48O'T11J for the OO'TllJtitution of an lnatitution 
with Banki1lfJ Functiona 

A general pla.n for a complete and final settlement of the 
reparation problem, being primsri1y finsncia.l in character, in
volves the performance of certain banking functions at one or 
more points in the sequence between the initial payment of the 
annuities and the fins! distribution of the funds. A banking 
institUtion designed to meet these requirements justifies and 
makes logical the liquidation of aJ1 politicsl controls, and pro
vides instead machinery essentially commercial and finsncia.l 
in character, which carries with it all the support and, at the 
same time, aJ1 the responsibilities that economic engagements 
imply. The process of removing the reparation problem from 
the politicsl to the finsncia.l sphere, which was begun in the 
Dawes Pla.n, will thus be carried a step further. 

In general terms, the institution will take over such functions 
of the existing agencies as it may be necessary to continue and 
will perform the whole work of externsl ooministration, such as 
the receipt and distribution of payments and the commercia1isa
tion of those parts of the annuities which are susceptible of 
being commercia.lised. 

The operations of the institution will be assimilat,ed to ordi
nary commercia.! and finsncia.l practice. Its organisation will 
be outside the field of politicsl influences, and its powers and 
fscilities will be sufficiently broad to enable it to deal freely 
and promptly with the problems in;'olved in the settlement of 
Germany's obligations. The institution will be equipped with 
machinery which will provide an elastic element between the 
payments to be made by Germany and their rea1isation. In 
consequence, the Creditors will have further assurance that the 
effects of economic changes on the l10w of payments will be 
minimised, and Germany for her part will have the possibility 
of assistance during temporari1y unfavourable conditions. 

It is obviously desirable, in the interest of obtaining results 
with the greatest efficiency, not to limit unduly the functions 
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of the institution. The character of the annuities, and the mag
nitude of the payments to be transferred over the exchanges, 
provide at once the opportunity and the need for supplement
ing with additional facilities the existing machinery for carry
ing on international settlements, and within limitations of 
the sound use of credit to contribute to the stability of inter
national finance and the growth of world trade. We consider 
that by judicious non-competitive financial development the 
Bank should prove a useful instrument for opening up new 
fields of commerce, of supply and of demand; and will thus help 
to solve Germany's special problem, without encroaching on 
the activities of existing institutions. 

In designing the Plan for the Bank for International Settle
ments, which is given in outline in Annelt I., we were therefore 
mindful of the fact that these new facilities should not sup
plant but should augment and perfect existing arrangements 
for carrying through international settlements. The Bank will 
have (0) 88 its essential or obligatory functions those which are 
inherent in the receipt, management and distribution of the 
annuities; and (b) 88 its auxiliary or permissive functions those 
which evolve mere indirectly from the character of the an
nuities. There is no hard-and-fast line between the two sets of 
functions, because the first lead natura1ly into seoond. 

, '" 
, 

In view of the part which the Bank will have to play in the 
general. interest,it isadviaable to plaos the control of itslIl8D8g8-
moot in the hands of the oentral banks, since theee are the 
organisations responsible in each mar!.:et for the convertibility 
of the national currencies and the control of credit. 

At the time of t'he BaDk'a oonstitution the capital will be 
geographiailly distributed in such a way as to associate in the 
Bank's working and in its development all the countries inter
ested in the reparation aettlement and all the financial markets 
which may subscribe to the Bank's issues. 

Provision is made for the utilisation of the net profits of the 
Bank, due allowance being made for the payment of eumu-
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lative dividends on the capital stock, to create suitable reserve 
funds. Provision is also made, in case Governments or central 
banks make long-term deposits with the Bank, whereby they 
shall share proportionately in the remainder of the profits, 
after the requirements on account of dividends and the reserve 
funds have been covered. 

Inasmuch as its international basis is an essential feature 
which distinguishes the institution from all others, it has no 
single fiscal allegiance, and it is desirable that in its movements 
in the various national markets it should not be hampered 
or restricted by considerations of relative fiscal burdens. It is 
therefore recommendea that the Governments of the countries 
concerned enter into a Convention for the avoidance of double 
and triple taxation olthe Bank along the following lines: 

(a) The funds and investments of the Bank to be freed 
from national taxation at the point where they derive 
interest, income and profit; 

(b) all indivi~uals and corporations receiving profit, 
interest or income from the Bank to be fully liable thereon 
'to such taxation 88 such individuals and corporations 
would attract if the profit, interest or income were derived 
from any other source. 

(I) Oapital.-On the formation of the Bank its authorised 
capital will be in the equivalent of $100,000,000. The entire 
amount will be iseued, but only 25 per cent of each share shall 
be called up, until the Board of Directors decides on a further 
call. The allocation of shares by countries is provided for in 
Section II. of Annex I. The shares will carry no voting rights; 
but voting rights. corresponding to the number of shares first 
iseued in each country will be exercised by the central bank of 
that country in general meetings attended by representatives 
of those banks, taking the place of general meetings of share
holders. 

(2) AdminiBtration.-The entire administrative control of the 
Bank will be vested in the Board of Directors. The function. 
of a Director of the Bank are incompatible with those involving 
national political responsibilities, and the statutes of the Bank 
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will make the necessary provision in order to avoid such oon
f1ict of functions. All the Directors and candidatee shall be 
ordinarily resident in Europe, or shall be in a position to give 
regular attendance at meetings of the Board. 

The Governor of the central bank of each of the seven 
oountriea to which members of the present Experte' Committee 
belong, or his nominee, will be entitled to be a Director of the 
Bank ez officio. Each of theee Governors may also appoint one 
Director, being a national of his oountry and representative 
either of finance or of industry or oommerce. During the period 
of the German annuitiea the Governor of the Bank of France 
and the President of the Reichsbank may each appoint, if they 
80 deaire, one additional Director of his own nationality, being 
• representative of industry or oommeroe. Theee fourteen (or, 
u theC&ee may, sixteen) Directors will elect not more than nine 
additional Directors from lista furnished by, and which may 
include, the Governors of central banka in other participating 
oountriee. 

U in the proceee of organising the Bank or in the perform
ance of ite functions after eetablishment, it is found that the 
central bank of any oountry or ita Governor is unable to act 
officially or unofficially in ueroiaing the functions, authoritiee 
or privilegee acoorded to central banka under the Plan, or 
refrains from doing 10, alternative arrangemente not inoon
eistent with theiawa of that oountry will be made. Th_ alter
aative arrangemente are outlined in Section XII. of Annu L 

(3) Dt.sIribvtior& of ProftU.-The profite shall be divided in 
aooordanoe with the provisions oontamed in A.unu: L 

C.--e-al ~ Oft cAe BaM: 

The ~oing outline at'the functions and organisation of 
the Bank for International Settlements, together with the fuller 
~te.tion of the Bank Plan in Annex I., largely ~ for 
itself. It remains, however, to point out certain advantagee 
whk-h the Bank oilers u against the existing Reparation pm
oedlml, and which advantagee accrue both to Germany and to 
the creditor oount.riee, because the Bank in putting the I*Y-
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menta on a business basis makes their receipts the more certain, 
and facilitates their movement. The new facilities introduced 
by the Bank are in addition to the provisions given elsewhere in 
the Plan whereby Germany is entitled to declare a postpone
ment of transfer. They are rather in the nature of forestalling 
circumstances which might of themselves lead to a transfer 
postponement. These measures of prevention are of two general 
sorts: first, the Bank may employ its power of giving credit 
to arrange temporary assistance in transferring the annuities; 
second, the Bank will be in a position, in agreement with the 
ReicIisbank, to invest in Germany Reichsmarks currently accru
ing to its account at the Reichsbank. This measure to the ex
tent to which it may be utilised will return to the German 
economy a portion of the annuity, and through the Bank's 
credit mechanism provide the foreign exchange with which to 
pay the current allotmenta to the creditors on account of the 
annuity. The application of either or both of these measures is 
prompt and decisive, and they operate in advance of the time 
when difficulties present themselves rather than afterwards, 
and serve to ease any strain until such time as the discount 
rate and other corrective measures have had opportunity to 
exert themselves. 

It is not to be assumed that these two measures should be 
reserved for emergency use. The use of the Bank's credit by 
central banks within moderate limits, and over short periods, 
may in time become a normal function scarcely different in ita 
exercise· from the use of central bank credit by banks and 
bankers. All central banks, for ordinary exchange operations 
or for other purposes, would frequently find it advantageous 
to make use of the facility. The second measure, that of invest
ing within Germany some portion of the annuity receipts, should 
also find its uses in normal times. Both measures are neces
sarily limited by the funds which the Bank will have at its 
disposal and by the requirement that it maintains its liquidity 
at all times. . 

These are instances of the Bank's utility to Germany. They 
also illustrate the flexibility which the Bank's facilities give to 
the handling of the disbursements to the creditors. Further 
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instances of joint benefit may be briefly indicated. The Bank 
will be able to give short-term and intermediate credit to pur
chasera of deliveries in kind, notably for the construction of 
publio works on delivery-in-kind account. Intermediate credit 
operatione need not be restricted, however, to anyone country 
or to the purehaee of anyone country's goods. On the contrary, 
it would be desirable to broaden such operatione in the interest 
of world trade to the extent that the Directors of the Bank 
approve. As a stabilising factor in the foreign exchangea its 
advantages are obvious; and if in due time the arrangements 
provided for an international settlement fund are put into e1Iect
ive operation, the Bank should go far to eliminate the costs and 
risks now incurred in the shipping and re-shipping of gold_ 

The Bank excludes from its procedure all political in1luenoea, 
and buainess principles and practice intervene to facilitate the 
settlement of Germany's obligatione without in any way quali
fying her independent and sole responsibility. The Office for 
Reparation Payments and its associated organisatione in Berlin 
will be retired, and the Reparation Commiasion's relatione with 
Germany will be terminated. Germany will assume the responsi
bility for raising and transferring the annuities, and the Bank 
takes over the work of their receipt and disbursement. 

As already stated, the Bank is so designed as not to interfere 
with the functione performed by existing institutions, but it is 
to ereate for itself supplemenwy functione in • special field of 
ita own. To this end every care should be exercised in the 
organisation and administration of the institution. 

In the natural OOIll88 of development, it is to be upected 
that the Bank will in time beoome an organisation, not simply, 
or even predominantly, oonoerned with the handling of repara
tions, but aIao with fumiQing to the world of international 
oommeroe and finance importan, faciIitiea hitherto lacking 
Especially it is to be hoped that it will beoome an increasingly 
close and valuable link in the oo-operatioa of Central Banking 
institutions generally-. oo-operation _tial to the oontinu
ing stability of the world', credit structure.. 
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EXTRACTS PIIOM PART 8 (ANNumES) 

8 (e) MEASURES OF SAPEGUARD 

The essence of the additional margin of safety given to a part 
of the annuities lies in the power to postpone transfer. We are 
recommending, in order to protect Germany against the pos
sible consequence of a comparatively short period of depres
sion; which might, for internal or external reasons, put such a 
sev~e strain on the exchanges as would make the process of 
transfer abroad dangerous, that the German Government 
should have the right, on giving 90 days' notice, to postpone 
transfers for a period not exceeding two years under conditions 
set out in Annex IV. During the period of postponement, the 
liability of the German Government with regard to the SUIDII 

affected would in the first instance be limited· to payments in 
Reichsmarks to the account at the Reichsbank of the Bank for 
International Settlements; under certain conditions, part of 
this payment may also be withheld. 

Upon the declaration of any postponement the Bank for 
International Settlement shall convene the Special Advisory , 
Committee. At any other time, when the German Government 
declare to the Creditor Governments and to the Bank for Inter
national Settlements that they have come to the conclusion in 
good faith that Germany's exchange and economic life may be 
seriously endangered by the transfer in part or in full of the 
postponable portion of the annuities, the Committee shall also 
be convened. 

Upon being convened, the Special Advisory Committee shall 
forth~th consider the cireumstances and conditions which 
have led up to the neoessity for postponement, or have created 
a situation in which Germany considers that her exchange and 
economic life may be seriously endangered by further transfers 
of the postponable portion of the annuity. and make a full in
vestigation of Germany's position in regard to her obligations 
under this Pian. 

In their report to the Governments and to the Bank, having 
(in case of a postponement of transfer) satisfied themselves that 
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the German authorities have used every ellort in their power to 
fulfil their obligations, they shall indicate for consideration by 
the Governments and the Bank what in their opinion are the 
meuurea that should he taken in regard to the application of 
the present Plan. 

It shall further he the duty of the Bank during a poetpone
ment of tranefer to direct, in conjunction with the Reichsbank, 
the employment of the Reichsmarka paid to ita account at the 
Reichsbank by the Gennan Government. (See Section VI. of 
Annu: I. to this Report.) 

The following paragrapha sketch the organisation of the 
Special Advisory Committee of the Bank for International 
Settlemente, referred to in the precwling paragrapha: 

1. The Committee shall act in a purely consultative capa
city. Its findings shall have no ellective force unless con
firmed and accepted by the Bank as Trustee of the Creditora, 
and if neoeesary by the Governments concerned. 

2. The Committee shall play no part in connection with 
the unconditional annuity accepted by Germany and re
ferred to in the Plan as the ''unconditional annuity". 

3. The Committee shall he convened by the Bank accord
ing to the rulee of ita own conetitution when notice shall he 
Jeceived from the German Government. It shall not he re
quired to meet at any other time. 

f. The Committee shall oonsist of seven ordinary and four 
4!O-Opted Members. The ordinary Members shall he nomin
ated one by each of the following: 

The GoverD0J8 of: 
The Reiehabank, , . 
The Banque de Fru.ce, 
The Bank of England, 
The Banque Nationale de Belgique, 
The Banea d' ItaJia, 
The Bank of Japan, 
A Federal Reserve Bank of the United States or_ 

other agreed Ameriean financial iDsQtutioll; 
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in the last two ca.sea, such nominee being ordinarily resident 
in Europe or in a position to give prompt attendance on a 
meeting of the Committee being called. These nominees of 
the Govemom of the Banks shall not be officially connected 
with the banking institutions in question norwith the Govern
ment departments of their respective countries. After being 
summoned they may, if they 80 desire, C(H)pt not more than 
four additional membem with the intent that special88pects, 
whether in finance, exchange, ind118tJy, etc., of the particular 
situation in question shall be represented. During the COUJBe 

Of the prooeedings and until the report is made, the C(H)pted 
membem shall be eqnal in all other respects to the ordinaty 
membem, but they shall thereafter be discharged from office. 

5. The Committee may proceed by way of hearing evidence 
or asking for documents, 88 it may desire, but the President 
of the Reichsbank and/or any other person nominated by the 
German Government may appear before or submit to the 
Committee the re880ns for which a postponement h88 been 
declared or me88ureB are desirable 88 indicated above. 

The Committee shall neither grant nor refuse a postpone
ment. After making enquiry, it shall report to the Govern
ments and the Bank 88 indicated above. 

6. Unless otherwise arranged by consent the expenses of 
the Special Advisoty Committee shall be borne by the Ger
man Govemment. 

The Bank for International &ttIem.ents shall manage the dis
bumements on deliveries in kind account, and in making distri
butions of cash to the Creditor countries shall have due regard 
for those portions of the annuity which are restricted to pay
ments for deliveries in kind. 

10.-(x)JIlIEIICIALISA.TION AND 1I0BILIIIATION 

Having recommended the creation of the Bank for Inter
national Settlements in order to provide machinety for the re
moval of the Reparation obligation from the political to the 
financial sphere, we have further considered what procedure is 
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necessary in order to assimilate this obligation as closely as 
possible to an ordinary commercia! obligation ("cojDDlercia!-
isation").' . 

Further, certain Governmente are known to attach par
ticular importance to the possibility of raising money by the 
issue to the public of Bonde representing the capite.lisation of 
the unconditional portion of the Annuity ("mobiliaation"). 

It is of coUIlle not within our power to advise as to the time 
at which such issues can be made with advantage, or as to the 
terms and conditions on which issues should be made. The 
arrangemente to be made would no doubt vary according as, 
for example, an issue is to be made for cash in the genera! in
terest of all the Creditor Governmente, or an intemal issue is to 
be made in one single country by way of conversion of Govem
lJlent Debt. It will be the province of the Bank iteelf to advise 
upon 8uch matters; but we have thought it neceaaary to advise 
a framework within whioh these operations may take plaoe. 

This framework is given in Annex III. It provides first that 
the Annuities themselves shall be represented by a German 
Government oertificate of indebtedness deposited with the 
Bank, aimilar to those in use in ordinary commercia! practioe 
(a proper distinction being made in the coupons between the 
conditional and unconditional portions of the Annuity). The 
provisions regarding security are given in the Annex and the 
conditions in which mobiliaable Bonde should be created and 
issued are defined. 

One of the most important provisions of this scheme is thet 
annuity moneys should be distributed by the Bank in strict 
proportion to the righte of each party-whether Government 
or bondholder. 

, . 
Ena.a.crs :rao", P.t.1lT 11 (TaB NEW PUN OONTIWITED 

WITH THB D.t.WES PUN) 

(7) FillGJlCial o.y-~ 

The organisation and machinery of the Dawes PIan were 
basOO. on the conviction that it must find ite proper guarantee 
in the intereste of all parties to carry it out in good faith. In 
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aiming as it did at the transference of the Reparation pay
ments from the political to the economic and business sphere, 
it presumed constant co-operation of debtor and creditors 
alike. The new system goes further along the same road, re
placing the collaboration of separate administrative and govern
mental organisation by common work in a purely financial 
institution, in the management of which Germany is to have 
an appropriate part. The present administrative organisations 
cannot have all the elasticity necessary for banking transac
iions of the magnitude of the payment and transfer of the 
annuities; bnt the new Bank in close association with the banks 
of issue and with the banking facilities at its command will 
have all the necessary means of effecting these operations with
out disturbance to the German economy or to the economy of 
other countries. In addition it will be in a position to open 
up to trade new poesibilities of development. The operations 
which it is to undertake cannot be disturbed or hampered with
out irreparable damage to the credit of the countries concerned. 
This assurance should make it possible to limit the guarantees 
established under the present system for the protection of the 
rights of the creditors, to the minimum required for the prompt 
and facile commercialisation of the mobilisable part of the 
annuity. 

ANNEX I 

SUGGESTED OUTLINE FOR THE ORGANISATION OF 
THE BANK FOR INTERNATIONAL SETTI.ElfENTS 

In Section m. of the following outline, provision is made for 
an Organisation Committee, which will have the duty of 
putting the Bank project into effect. This outline has been 
drawn up for the benefit of the Organisation Committee, which 
will have power generally to modify its provisions or to make 
substitutions for any or all of them; provided always that 
euch modifications or eubstitntiona shaD not be inconsistent 
with the essential functions of the Bank with reepect to the 
Experts' Plan as a whole. 
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I.-PURPOSE, NAME AND LoOATION 

The Bank organised under this Plan shall be known 8B the 
"Bank for International Settlements". 

The purpose of the Bank is to provide additional facilities 
for the intsrnational movement of funds, and to alford a ready 
instrument for promoting international financial relations. In 
connection with the German reparation annuities, it sha1l per
form ae trustee for the creditor countries the entire work of 
extema! administration of this Plan, sha1lact 8B the agency for 
the receipt and distribution of funds, and shall supervise and 
aesiat in the commercialiaation and mobilisation of certain 
portions of the annuities. 

It shall be located in a financial centre hereafter to be 
designated. In selecting the country of incorporation, due con
sideration shall be given to obtaining powers sufficiently broad 
to enable it to perform its functions with requisite freedom and 
with suitable immunities from taxation. 

1I.-BHAlUl CAPITAL 

The authorised capital of the Bank may be expreesed in the 
ourrenoy of the country of domicile, and sha1l amount to the 
round equivalent of $100,000,000. Upon the formation of the 
Bank the whole authorised capital shall be issued, but only 
25 per cent of each share shall be then paid in. The Board of 
Directola of the Bank shall have power to call for the payment 
of further instalments; it shall alao have the power to authorise 
an increase or a reduction in the total capital etock of the Bank. 

In each country in which the shares of the Bank may be 
offered for we, the shares sha1l be issued through the central 
bank of that country or other agency to which the central bank 
oilers no objection. In the seven countries to which members of 
the present Committee belong, issues or allocations of shares 
shall al .... ys be made in equal amounts. The central banks of 
th_ countries, or bankjng groups not objected to by them, 
shall guarantee the subscription of the whole of the lim issue 
in the round equivalent of $100,000,000; but they m&YIIgre8 
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with central banks or groups in other countries (particularly 
those interested in reparations) that an amount of the first 
issue not exceeding the round equivalent of $4,000,000 for each, 
and not exceeding the round equivalent of $44,000,000 in all, 
may be issued in other countries. 

In the event of an increase in the authorised capital and a 
further issue of shares, the distribution among countries shall 
be decided by a two-thirds majority of the Directors of the 
Bank on the above principles. In particular, the percentage of 
the total shares issued in the seven countries first mentioned 
above shall not fall below 5Q. 

Apart from countries interested in reparations, only countries 
which have, at the time an offering of shares is made, a cur
rency stabilised on a gold or gold exchange basis may partici
pate. 

The shares may be expressed in the currency of the country 
in which the Bank is domiciled, and shall state ·the amount of 
the share at the gold mint parity of the currency of the country 
in which they are issued; they shall be registered and continue 
to be registered, but may be freely negotiated. Transfers of the 
shares after issue shall not affect the voting power reserved to 
the central banks as described below. Payments to the share
holders on account of dividends or at the liquidation of the 
Bank shall be made in the currency of the country of domicile. 

The .hares shall carry no voting rights; but voting rights 
corresponding to the number of shares originally issued in each 
country shall be exercised by the central bank of that country 
in the general meetings of the Bank (taking the place of the 
general meetings of shareholders), which the representatives 
of the participating central banks will attend. 

The .hares shall be entitled to participate in the profits of 
the Bank as indicated in the section ''Distribution of Profits". 

m.-OBGAlIISATION CoIDllTTBB 

For the purpose of taking the preliminary steps for putting 
the Bank project into effect a temporary Committee shall be 
created, which will be known as the "Organisation Committee". 
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Thia Committee shall be appointed by the Governors of the 
central banks of the seven countries to which members of the 
present Committee belong. The Governor of each of these seven 
central banks shall be entitled to designate two members of the 
Organisation Committee, with due regard for the necessity of 
including in its membership persons versed·in banking, the 
issue of bonds and the work of the present Committee of Ex
perts. If for any reason the Governor of any of these ~entral 
banks shall be unable officially or unofficially to designate 
members of the Organiaation Committee, or refrains from 
doing 80, the Governors of the remaining central banks shall 
invite two fellow-nationals of the Governor not participating to 
act as members of the Committee. The members thus selected 
shall have in all respects an equal vote in the work of the Com
mittee with the members otherwise chosen. The decisions of 
the Organiaation Committee shall be taken by a three~uarters . . 
vote. 

AI. an essential part of its work the Organisation Committee 
shall proceed with drawing up a charter for the Bank, which 
shall be consistent with the provisions of the Plan, and shall 
take such steps as may be necessary to ensure its timely grant
ing or enactment by appropriate public authorities. 

The Organisation Committee shall, until such time as the 
Board of Directors of the Bank is appointed and takes office, 
proceed with the phyaical organisation of the Bank. It shall 
arrange, in accordance with the procedure prescribed in Section 
II., for the subscription of the capital stock, and in acoordance 
with the procedure prescribed in Section IV., for the appoint
ment of the Board of Directors. It shall call the first meeting 
of the Board of Directors, and designate the temporary Chair
man to preside at that meeting pending the election of the 
regular Chairman. It shall dhi.w up the statutee for regulating 
the administration of the Bank and submit them to the Board 
of Directors for consideration. These statutes shall make pro
vision for such matters as are usual in banking organisation, 
and in particular provide for the following: 

(1) The qualifications for membership on the Board of 
Directors. 
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(2) The nature and duties of the permanent committees of 
the Board of Directors, including the Executive Committee. 

(3) The administrative departments to be created within 
the Bank. 

(4) The time and place of the meetings of the Board of 
Directors and of the Executive Committee. 

(5) The form to be used for the convocation of the General 
Meeting, as well as the conditions and the methods for 
exercising voting rights on the part of representatives of 
central banks. 

-(6) The form of trust certificates which the Bank shall 
issue to the creditor Governments under the Plan. 

(7) Provisions with regard to liquidation of the Bank. 

The Organisation Committee shall co-operate with the organ
isation committees provided for in this Plan. 

IV.-DIRECTORATE AND MANAGEMENT 

The entire administrative control of the Bank shall be 
vested in the Board of Directors, whose duty it shall be to 
supervise and direct the operations of the Bank and in general 
so to act as to carry out those purposes of the Plan committed ' 
to the administration of the Bank. In particular, the Board of 
Directors: 

(1) Shall have the right to adopt, modify, limit or extend 
the statutes of the Bank in such a manner as shall not be 
inconsistent with the provisions of the Plan. 

(2) Shall have the power generally to modify the provisions 
contained in the outline of the Bank's organisation or to 
make substitutions for any or all of them, provided always 
that such modifications or substitutions shall not be incon
sistent with the essential functions of the Bank with respect 
to the Experts' Plan as a whole and with its existing engage
ments. 

(3) Shall appoint the chief'executive officer of the Bank, 
and fix his remuneration. . 

(4) May appoint an Executive Committee and delegate 
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luoh powers to it &8 may he provided for in the statutes of 
the Bank. 

(5) May appoint advisory committees to deal with any 
questions upon which information or advice is desired. 

The functions of a Director are incompatible with those in
volving national political responsibilities. The statutes of the 
Bank shall make the necessary provision in order to avoid such 
conflict of functions. All the Directors shall he ordinarily resi
dent in Europa or shall be in a position to give regular attend
ance at meetings of the Board. 

The Board of Directors shall he made up in the following 
manner: 

(1) The Governor (or, &8 the case may he, the chief execu
tive offioer) of the central bank of each of the seven countries 
to which memhera of the present Committee helong, or his 
nominee, shall he a Director of the Bank ez officio. Each of 
these Governors shall alao appoint one Director, heing a 
national of his country and representative either of finance or 
of industry or commerce. In case the Governor or any central 
bank shall he unable to act either officially or" unofficially 
according to the provisions of this paragraph, or refraine 
from doing 10, action shall then he taken in acoordance with 
the alternative procedure given in Section XIL of this out
line. 

(2) During the period of the German annuities the Governor 
of the Bank of France and the President of the Reichsbank 
may each appoint, if they 80 desire, one additional Director 
of his own nationality, being a representative of industry or 
commerce. 

(3) The Governor of the central bank of each of the other 
countries participating iii the share ownership of the Bank 
&8 provided in Section II. of this outline, shall furnish a list 
of four candidates of his own nationality for directorships. 
Two of the oandidates on each list shall be repreaentaQve of 
finance and the other two of industry or commerce. The 
Governors in question may themael.ves he included in this IiR. 
From these lists the fourteen or sixteen Direc:tols mentioned 
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in paragraphs (1) and (2) above shall elect not more than nine 
other Directors. 

(4) From those first appointed, four groups of five Directors 
shall be chosen by lot; their terms respectively shall end at 
the close of each of the first, second, third and fourth years 
from the establishment of the Bank. Subject to this, the term 
of office of the Directors shall be five years, but they may be 
reappointed. 

(5) In case of vacancy in q. position on the Board of 
Directors arising from death, resignation or other causes, 
the vacancy shall be filled in the same manner as prescribed 
for original appointments. H a vacancy occurs before the 
expiration of a term, it shall be filled for the remainder of the 
term only . 

. The Directors shall elect a Chairman annually from among 
their own number. The Chairman's duties shall be to preside 
at meetings of the Board of Directors. At the first meeting, 
until the Chairman shall have been elected, a member of the 
Board selected for the purpose by the Organisation Committee 
shall act as Chairman. 

The ordinary decisions of the Board, including those in
volving elections, shall be made by a simple majority vote. In 
case of an even division the Chairman shall have a deciding 
vote. For decisions involving the adoption or amendment of 
statutes of the Bank, modifications or substitutions in the 
present project for the organisation of the Bank, the distribu
tion among countries of additional issues of stock in the Bank, 
or other matters for which the statutes of the Bank make 
appropriate provision, a two-thirds majority shall be required. 
Should a member not be able to attend a meeting of the Board, 
it will always be open to him to empower one of his colleagues, 
by registered letter or by telegram, to vote for him and on his 
1lehali 

H decisions of the Board are disputed on the ground that they 
are inconsistent with the provisions or intent of the Plan, re
course may be had to arbitration under the procedures laid 
down in Part 8 of the Plan. 

The chief executive officer of the Bank shall select the officers 
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and heads of the departments of the Bank. For the latter the 
appointments ehalI be subject to the approval of the Board of 
Directors. 

V.-DEPOSITS 

The Bank, in carrying out its functions with respect to the 
facilitation of international settlements or in oonnection with 
the German annuitiee, ehalI have the right to reoeive deposits 
of a nature oonsistent therewith. The Board of Directora, or, 
as it may decide, the Executive Committee, ehalI oonsider 
applications to open deposit aooounta, with authority to deter
mine whether IUch applications oome within the 1OOp8 of the 
Bank's functions. Deposita sheJl be reoeived in oo1y those cur
renciee which satisfy in the opinion of the Board of Directors 
the practical requirements of the gold or gold-a:ohange 
standard. 

!By cl&8llification of deposits which the Board of Directors 
may set up sheJl include: 

(1) Deposits on annuity aooount. Th_ deposits the Bank 
reoeivee in its capacity as Trustee for the creditor Govern
ments. They sheJl be managed aoootding to the prooedure 
given in Section VIIL of thia outline. 

(2) Deposits from oentral banb. Th_ may be either 
current acoount deposits or investment aooount deposits. 

(3) Deposits on clearing aooount. The Bank sheJl have the 
right, subject to such terms and oonditiona as the Board of 
Directors may set down, to _pt depceita &om oentral 
banks for t·he purpose of eRahlishing and maintaining a fund 
for settling accounta among them. Such deposits may take 
the fomi of gold deliveri,. at the oountere of the Bank or of 
gold held for ita aooount under eannark by any oentral bank 
participating in the fund for clearing aooounts. The terms 
under whieh oentral banks may enter the clearing system, 
the rules and ~ for ita operation, and the rates of 
uchange at which gold is to be _pted as depceita in the 
clearing fund or to be withdra1l1l from it, ahaIl be deter
mined by the Board of Directors of the Bank. 

(4) .PepcWta originating in the uerciee of the Bank'. 
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in paragraphs (1) and (2) above shall elect not more than nine 
other Directors. 

(4) From those first appointed, four groups of five Directors 
shall be chosen by lot; their terms respectively shall end at 
the close of each of the first, second, third and fourth years 
from the establishment of the Bank. Subject to this, the term 
of office of the Directors shall be five years, but they may be 
reappointed. 

(5) In case of vacancy in ~ position on the Board of 
Directors arising from death, resignation or other causes, 
the vacancy shall be filled in the aame manner as prescribed 
for original appointments. If a vacancy occurs before the 
expiration of a term, it shall be filled for the remainder of the 
term only. 

The Directors ehall elect a Chairman annually from among 
their own number. The Chairman's duties shall be to preside 
at meetings of the Board of Directors. At the first meeting, 
until the Chairman shall have been elected, a member of the 
Bo~ selected for the purpose by the Organiastion Committee 
shall act as Chairman. 

The ordinary decisions of the Board, including those in
volving elections, shall be made by a simple majority vote. In 
case of an even division the Chairman shall have a deciding 
vote. For decisions involving the adoption or amendment of 
statutes of the Bank, modifications or substitutions in the 
present project for the organiaation of the Bank, the distribu
tion among countries of additionallssues of stock in the Bank, 
or other matters for which the statutes of the Bank make 
appropriate provision, a two-thirds majority shall be required. 
Should a member not be able to attend a meeting of the Board, 
it will always be open to him to empower one of his colleagues, 
by registered letter or by telegram, to vote for him and on his 
Dehali 

If decisions of the Board are disputed on the ground that they 
are inconsistent with the provisions or intent of the Plan, re
course may be had to arbitration under the procedures laid 
down in Part 8 of the Plan. 

The chief executive officer of the Bank shall select the officers 
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and heads of the departments of the Bank. For the latter the 
appointments shall be subject to the approval of the Board of 
Directors. 

V.-DEPOSITS 

The Bank, in carrying out its functions with respect to the 
facilitation of international settlements or in oonnection with 
the German annuities, shall have the right to receive deposits 
of a nature consistent therewith. The Board of Directors, or. 
as it may decide. the Executive Committee, shall oonsider 
applications to open deposit aooounts, with authority to deter
mine whether such applications oome within the BOOpe of the 
Bank's functions. Deposits shall be received in only those cur
rencies which satisfy in the opinion of the Board of Directors 
the practical requirements of the gold or gold-exchange 
standard. 

Any classification of deposits which the Board of Directors 
may set up shall include: 

(1) Deposits on annuity aooount. These deposits the Bank 
receives in its capacity as Trustee for the creditor Govern
ments. They shall be managed aooording to the prooedure 
given in Section VIII. of this outline. 

(2) Deposits from oentral banb. These may be either 
ourrent aooount deposits or investment aooount deposits. 

(3) Deposits on clearing aooount. The Bank shall have the 
right, subject to such terms and conditions as the Board of 
Directors may set down. to aooept deposits from oentral 
banks for t.he purpose of eetabHshing and maintaining a fund 
for settling aooounts among them. Such deposits may take 
the fomi of gold deliver\E\B at the oountera of the Bank or of 
gold held for its aooount under earmark by any oentral bank 
participating in the fund for clearing aooounts. The terms 
under which oentral banka may enter the dearing system. 
the rules and regulations for its operation, and the rates of 
enhange at which gold is to be aooepted as deposits in the 
dearing fund or to be withdrawn from it, shall be deter
mined by the Board of Directors of the Bank. 

(f) l>e~ originating in the uveise of the Bank'. 
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functions in connection with the German annuities, and 
tending to facilitate such functions. No such account shall be 
opened without the assent of the central bank of the country 
of which the prospective depositor is a national. If the 
Governor of the central bank in question (or his nominee) is 
present and voting at the time the Board of Directors (or the 
Executive Committee) of the Bank authorises the opening of 
the account, his favourable vote shall be taken as giving the 
required assent. 

(l'i) Deposits constituting guarantee funds, as provided in 
Annex VIII. and relative to the mobilisation of the uncon
ditional annuity. The interest and the share in the profita 
which will apply to these deposita are provided for in 
Annex VIII. and in the section on Profits in this outline. 

(6) Special deposit of the German Government. During 
the first 37 years the German Government shall maintain at 
the Bank a non-intereet-bearing deposit equivalent to 50 per 
cent of the average deposit remaining in the Annuity Trust 
Account, as described in Section VIII. of this outline. This 
German Government deposit will not exceed 100 million 
Reichsmarks. 

The Bank shall have the right to pay interest on deposits, 
but only on deposits not ensceptible of withdrawal until at 
least one month from the time of deposit. The rate of interest 
to be paid will be determined by the Board of Directors, or, as 
the case may be, by the Executive Committee. In allowing 
interest on deposits, the Board of Directors shall give due 
consideration to the value of the services performed for the 
depositor and the size of the depositor's balance; 

VI.-LoAN8, Dl8COtnITS AND hrvEsTJa1iT8 

The Board of Directors shall determine the natme of the 
operatioDII to be undertaken by the Bank. Such operatiOD8 
shall be cionsistent with the policiee of the central banb of the 
countries concerned. The Bank may in particular have the 
right (a) to deal directly with central banks, or (b) to deal 
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through central banks which have agreed to act ae its agent 
and correspondent, or (e) to deal with banka, bankers, corpora
tiona and individuals of any country in performing anyautho
rised function provided the central bank of that country does 
not enter objeotion. Whenever any proposed oredit operation 
aiIecting any partioular market comee up for decision, the 
favourable vote of the Governor of the central bank concerned 
(or his nominee if the Governor is not present), sitting as a 
member of the Board of Direotol'll or the Executive Committee, 
shall be taken ae giving the aeBent of his central bank. If he 
declines to give his aeBent, the propoeed oredit operation eball 
not be undertaken in his market. 

Thua the Bank may perform such funotiona ae the 
following: 

(1) To buy and to sell gold coin and bullion, to earmark 
gold for the account of central banks, and to make advances 
to central banks on gold ae aeo~ty. 

(2) To buy and to sell for its own lICOOunt, either with or 
without its endorsement, bille of exchange and other ebort
term obligationa of prime liquidity, including cheques drawn . 
or endol'l!ed by central banks or in respect of which three 
obligeee are responaible. 

(S) To open and maintain deposit accounts with central 
banks. 

. (.) To re-disoount for central banks bille taken from their 
portfolios, to make 1011IIII to them on the aecurity of such 
billa, or to make advances to them against the pledge of 
other lI80urities up to such amounts and for such periods ae 
may be approved by the Board of Dinotol'II. • 

(5) To buy and to sell for ita own lICOOunt intermediate or 
long-terms lI80urities (other than ebares) of a character 
approved by the Board of Directors. Ita holdinga of such 
aecurities at anyone time shall not eneed the total of ita 
paid-in capital and reserve funds. 

(6) To invest in Germany, with the _t of the Reicha
bank, Reichemark funda standing to the eredit of the Bank 
at the Reicllabank which are not kaDsferable owing to a 
deolaration of transfer poetponement. The Bank may realise 
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upon any such investments at its discretion unless at the 
time the investment was agreed to by the Reichsbank some 
stipulation or arrangement afiecting the pOBBible sale was 
made a condition of such agreement. The income from any 
such investments and the proceeds of such investments if 
sold, shall be deposited to the credit of the Bank at the 
Reichsbank. Such funds may be held as deposits under the 
conditions set out in Annex IV. of the Plan or be reinvested 
cOnsistently with the provisions of that Annex. 
. If in the opinion of the Board of Directors of the Bank, 

counter-obligations issued against its investments in Ger
many as collateral can be advantageously sold on non
German markets, their net proceede shall be distributed to 
the creditor countries in such proportions and under the 
same conditions as would have applied in the case of normal 
transfer. The accounts of the creditor Powers shall be charged 
with the Reichsmark cost of the securities alienated or 
pledged in the course of any such transaction. If the Board 
of Directors of the Bank decides that counter-obligations 

'cannot be sold advantageously, the income and net proceeds 
of the investments when finally disposed of shall be distri
buted to the creditors. 

The foregoing power is in addition to the general powers of 
the Bank to make and realise upon investments for its own 
account at any time, subject to the provision that such 
investments are to be made with the assent of the central 
bank concerned. 

(7) To issue its own obligations at long or short term, 
secured or unsecured, for the purpose of re-lending to any 
central bank, in each case upon the specifie decision of the 
Board of Directors by a two-thirds vote. 

, 
The investment powers of the Bank shall never be used in 

such a way 88 to exe~ predominant inlIuence over busi
ness intereste in any country. The Board of Directors, shall 
guide the investment undertakings of the Bank accordingly. 
and shall be entitled if neceBSary to make special regulations 
in this respect. 
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VII.-TRUSTEE FuNCTIONS: GENERAL PROVISIONS 

The Bank shall be trustee of the creditor Governments in 
dealing with the German annuities and shall have such general 
powers of administration oonsistent with the Plan as are neces
sary to the prompt and oomplete exercise of its duties in that 
l'eSpect. The Organisation Committes shall draw up appro
priate forms of trust agreement between the oreditor Govern
ments and the Bank. 

The trust functions of the Bank shall include the following: 

(1) Receiving and disbursing to the paying agents the 
service on the German E'xternal Loan, 1924. If arrangements 
can legally be made, the Bank shall also act in the capacity 
of one of the Trustees for that Loan. 

(2) Receiving from Germany the various certificates and 
obligations provided for in the Plan. The Bank shall hold 
these certificates and obligations in safe keeping and shall 
issue to the credito1'8 its truet receipts for 8uch certificates 
and obligations. Upon the oompletion of the payments oa\led 
for under these certificates and obligations for anyone year, 
the respective creditor Governments shall give their quit
tanos to the Bank, which in turn shall give its quittance 
to the German Government, canoslling and returning any 
coupons representing the payments made. 

(8) Reoeiving and distributing the eervioe of the German 
annuitiee. The specifications of this function are given in 
Section VIII. of this outline helow. 

(4) Performing as reguda Deliveriee in Kind such func
tions aa may be entrusted to it by the Governments in con
nection with the aooeptanoe of the new Plan. 

(II) Dealing with the measuree of safeguard provided in the 
Plan. Upon receiving notification from the German Govern
ment consistently with the provisions of the Plan the Bank 
shall convene the Special Advisory Committee .. hoee com
position, procedure and action are provided for in Section It 
(e) of the Plan. 

(6) Acting as trustee under truA ~enta. The Bank 
shall have the power to ac:t as trustee under truA agnoementa 

L 
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entered into by it with the approval or on the initiative of its 
Board of Directors, which has as its purpose the issue by the 
Bank of truet certificates or other obligations against invest
ments in securities pledged as collateral therefor. This power 
may be exercised in addition to the powers with respect to 
investments provided for in Section VI. above. 

(7) Acting as trustee under special agreements. The Bank 
. shall be authorised to act as trustee under any special agree
ments among the creditor countries covering the repartition 
ot the annuities or the guarantee of any parts of them. In 
particular, the Bank shall have power to act as trustee under 
the agreement specified in Annex VIII. of the Plan. The 
Bank shall be authorised to pay interest on any guarantee 
fund deposited with the Bank in connection with any such 
truet, and to arrange the terms on which the deposit is to be 
received and the fund managed, all in accordance with the 
Plan. 

(8) Acting as trustee at the request of a creditor Govern
ment, the German Government or the central bank of any 

. one of those countries. The Bank shall have the right, upon 
the approval of the Board of Directors, to undertake any 
trust functions which any creditor Government or the 
German Government or any of their respective central banks 
proposes that it shall undertake, provided such functions 
are generally consistent with the purposes of the Plan. 

VIII.-TRuSTEE FUNCTIONS: THE BANK AS DEPOSITORY ~B 
THE SERVICE OP THE GERMAN AN!roJTIEs 

The Bank, in its capacity as truetee for the creditor Govern
ments, shall receive and dietribute the funds representing the 
service of the German annUities. In nd611ing these functions 
the Bank shall work in co-operation with the central banks of 
the countries concerned; the relations thus eetablished shall be 
the ordinary relationships obteining between a bank and its 
correspondent banks. 

The procedure for conducting these operations, subject to the 
right of the Board of Directors of the Bank to make modifica-
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tiona provided the general purposes of the Plan are observed. 
shall be as follows: 

(1) The Bank shall maintain on its books a general deposit 
account to be known as the Annuity Trust Account. 

(2) The German Government shall be responsible for the 
payment to the Bank. in instalments as provided in the Plan. 
of all sum& applicable to the service of the annuity. These 
payments shall be credited to the Annuity Trust Account. 

The Organisation Committee shall make the neceasary pro
vision whereby the Reichsmark payments to the account of 
the Bank at the Reichsbank in respect of the Railway oontri
bution shall be immediately released to the German Govern
ment against equivalent payment in foreign currencies to 
the Annuity Trust Account. 

(3) Subject to the operation of the clauses of the Plan 
relating to transfer postponement. and except as the Bank 
may request that payments be made in Reichsmarks to the 
credit of its acoount at the Reichsbank described in Para
graph 4 below. the German Government shall make all pay
ments on acoount of the annuity in foreign currencies. Pay
ments in foreign currencies not on a gold or a gold exchange 
standard shall be made only with the coneent of the Bank. 
As a matter of businesa practice the Bank, acting in advance 
of the payment dates. may notify to the German Govern
ment or its agent the Bank'i preferences with respect to 
the currencies in which payment mly be made. In case the 
Bank's preferences are not complied with, payment shall be 
made to the Bank in the currencies of the seven countries 
whose nat.ionals are members of the present Experts' Com
mittee, divided &8 nearly as may be in proportion to their 
respective shares in that 'Portion of the annuity accruing to 
them. 

(4) All Reichamark payments for credit to the Annuity 
Trust Acoount shall be paid into an account of the Bank at 
t.he Reichsbank. The Bank shall be entitled to draw upon it 
in making all Reichsmark paymen.a necessary for the opera
tion of the Plan. including payments for administnWve e.J:

penses incurred in Germany. payments for deliveries in kind 
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and any other disbursements on annuity account. The Bank 
eball also be entitled to withdraw Reichsmarks from this 
account or to deposit Reichsmarks in it in the COlll"lMl of con
ducting operations referred to in Paragraph 14 below, and 
it may open other accounts at the Reichsbank for use in 
connection therewith. Such additional accounts shall be 
operated according to ordinary business principles. The Bank 
eball have available at all times BUfficient funds in Reichs
marks to cover current requirements on account of pay
ments for deliveries in kind. 

(5) The Bank eball give ita receipt to the German Govern
ment for allsumB which it pays or causes to be paid into the 
Annuity Trust Account in the course of carrying out its 
obligations under the Plan. The receipt of the Bank shall 
make note of the currencies received, but credit shall be 
given in the Reichsmark equivalent of those currencies. The 
German Government undertakes, for the purpose of the 
present provisions, as well as for the general purposes of the 
PIan, that the Reichsmark shall have and shall retain ita 
Convertibility into gold or devisen as contemplated in Section 
31 of the present Reichsbank Law, and that for these pur
poses the Reichsmark eball have and shall retain a mint 
parity of 112790 kilogram of fine gold as defined in the 
German Coinage Law of August 30, 1924.1 Sums paid in 
foreign currencies into the Annuity Trust Account" eball be 
calculated in terms of Reichsmarks at the average of the 
middla rates (Mittelkurs) prevailing on the Berlin Bourse 
during the half-monthly period ~iDg the date of pay
ment. 

(6) The Bank's receipt giving credit in Reichsmarks for 
paymente made into the Annuity Trust Account by the 
German Government or on its behalf eball under normal 
operation of the Plan constitute a complete and BUfficient 
discharge of the obJigat;i';;na of the German Government with 
respect to such payments. U, however, transfer poetpon&
ment ebould be in whole or partiaI eftect, the Bank'. receipt 
giving credit in Reichsmarka eball constitute a complete and 

I See &be JR_ from Ibo I'n>oid<a$ 01 &be ReicIIohuk st- ill AuDa IL 



APPENDIX n 14,9 

sufficient discharge of the obligations of the German Govern
ment with respect to all payments into the Annuity Trust 
Account made in foreign exchange, and with respect to such 
portion of the payments made in Reichsmarks as in the 
opinion of the Bank provide current funds for deliveries 
in kind or services. As to the remainder, the receipt of the 
Bank shall be in the nature of a temporary acknowledgment 
only. 

(7) Withdrawals from the Annuity Trust Account shall be 
made in accordance with provisions to be made by the Organ
isation Committse. The Bank shall pay no interest on funds 
deposited in the Annuity Trust Account. 

(8) All disbursements for reparation purposee shall be 
charged against the Annuity Trust Account. A first charge 
against that account shall be the service currently due on the 
German External Loan, 1924. The Board of Directors shaJ1 
be entitled also to charge against the account such Bums as 
they deem to be fair compensation for the services performed 
by the Bank and such out-of-pocket expenses as it incurs in 
administering the Plan. If, in the opinion of the Directors, 
such service chargee or oosts cannot be equitably charged to 
the aooount as a whole, they shall be entitled to allocate 
them in such proportion as they see fit to the individual 
shares of any of the creditor countries. 

(9) After charging against the Annuity Trust Aooount the 
items referred to in the preceding paragraph and such other 
items as may be properly chargeable to the annuity as a 
whole, the Bank shall proceed in the following manner with 
the distribution of the remainder of the available funds to 
the aooounts of the several creclitors in accordance with the 
provisions of the Plan. •. 

(10) During such period of time as payments for deliveries 
in kind !Uld payments under Reparation Recovery Act and 
aimilar procedures continue to be made, the Bank shaJ1 make 
available to the eeveral creditor countriesReichsmarkcredita, 
which shaJ1 be utilieed subject to the applicable provisions 
of the Plan. 

(11) The Bank, out of each instalment paid into the 
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Annuity Trust Account, shall set aside and accumulate funds 
for the payment of service on any bonds issued and out
standing which represent commercialised and mobilised 
shares in the annuity. Funds required for this purpose shall 
be charged against the accounts of the creditor countries in 
proportion to their respective interests in the bonds for which 
service is being accumulated. At a suitable time in advance of 
the dates fixed for the payment of interest to the bondholders 
the Bank shall pay to the paying agents the amounts due in 
interest, and shall make disposition according to the terms 
of the bond of funds required for purposes of amortisation. 

(12) Out of the sums remaining in currencies other than 
Reichsmarks, and after providing for anyother charges called 
for under the Plan, the Directors of the Bank shall distri
bute such aggl'egate amounts as they may determine to the 
creditor countries, divided according to the proportions 
agreed upon among the respective Governments. In with
holding any sums from distribution and in fixing the dates 
at which distribution is effected, the Directors of the Bank 

. Shall be guided on the one hand by the need for prompt 
action in the interests of the creditor countries and on the 
other by the interests of the Plan as a whole, including due 
consideration to the Bank by way of compensation for its 
services in managing the annuity. 

(13) The Bank shall make distribution of cash by credit
ing the accounts which the central banks of the several 
creditor countries maintain with it, notifying them simul
taneously that such credits are for the accounts of their 
respective Governments. The Bank shall notify the proper 
financial authorities of the creditor 'ooantries when such 
credits have been made, and shall obtain receipts from them 
accordingly. 

(14) The Bank shall have the right to buy for its own 
account or for other trtrst accounts any Reichsmarks held 
in the Annuity Trust Account, giving foreign currencies in 
return. The foreign currencies thus acquired by the Annuity 
Trust Account shall be available for distribution to the 
creditor countries under the conditions specified in the pre-
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ceding paragraphs. The Reichsmarks which the Bank acquires 
shall be used only &8 the P1a.n provides. 

(15) The Bank, at the cl08e of each busineaa year, or more 
frequently if requested, shall give to the financial authorities 
of each oreditor country a full accounting showing the dis
position of its share in the annuity. Ail soon &8 any country 
has received its full share in the annuity for anyone year, 
its proper financial authority shall give to the Bank his ac
knowledgment and shall enter the same upon the trust receipt 
provided for in Paragraph 2 of Section VII. of this outline. 
Such acknowledgment shall constitute a full and sufficient 
discharge to the Bank with respect to the annuity covered 
by it. 

IX.-AGENCY FuNCTIONS 

The Bank shall be qualified, on terms to be mutually agreed 
upon, to act &8 agent and correspondent of any central bank, 
and to appoint any oentral bank to act as its agent and corre
spondent. The services to be performed by either or both parties 
under such agreements shall be subject, so far &8 the Bank's 
interest is concerned, to the approval of its Board of Directors, 
and may include the purchase and sale of gold, of bills of ex
change and other securities, the earmarking of gold, the ex
change of information and advice, and the transaction of any 
business oonsistent with the funotions of the Bank under the 
P1a.n on the one hand and within the lawful functions of the 
central bank on the other. 

The Bank shall act as agent of any oreditor Government in 
mobilising any parts of the annuities, and in IIl8oIl&ging the ser
viee of bonds issued in CODAection with any such mobilisation. 
The prooedlmJ for conducting the Bank's share in such opera
tions, subject to the right of the Organisation Committee of the 
Board of Directom of the Bank to mal"e modilicatiOllll pr0-

vided the general purposes of the P1a.n are obeerved, shall be 
as follows: 

(I) Upon the request of the oreditor Governments, or any 
of them, the Bank shall initiate operations for marketing 
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bonds, if after examination it considers matket conditions 
warrant such operations. Such operations may take place 
in the international markets, or may be restricted to the 
domestic market or markets of the countries concerned in the 
proposed mobilisation, as the Board of Directors may decide. 
In determining the markets where offerings are to be made, 
the Bank shall make inquiries from the central banks con
cerned, and if any central bank offers explicit objection to 
an offering being made in its own market the Directors ,hall 
decide accordingly. 

(2) The Bank shall proceed to earry out requests from any 
creditor Government for the creation of bonds to be issued 
on its domestic market in connection with conversion opera
tions up to an amount represented in its share in the 
annuities. Each State shall be free to offer such bonds on its 
own market on whatever conditions it can obtain. 

(3) If in the opinion of the Bank the time is opportune 
for an issue of bonds, even if no request for mobilisation 
has been received, the Bank may inform the creditor Govern

. ments accordingly. 
(4) If the creditor Governments 80 request, the Bank shall 

arrange with issuing bankers the conditions upon which 
bonds are to be issued on the open markets either of one or 
of several countries, as the case may be. The Bank shall fix 
the minimum price at which such issues shall be made and 
it shall supervise the execution of the loan contracts. 

(5) If bonds are issued against the annuity shares of more 
than one country, the proceeds shall be deposited with 
the Bank, which shall then distribute the proceeds to the 
creditors according to their participatioa. The handling of 
the service of issued bonds shall be carried out as provided 
in the preceding Section of this outline and in Annex nI. 

(6) Apart from the operations described above, the Bank 
may conduct any othef'operations (such, for instance, as 
contango operations on bonds issued against the annuities, 
advances on coupons, &:c.) as are involved in the supervision 
of transactions relating to these bonds and their service. 
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X.-RESERVIIi REQUIREMENTS 

The Bank, since its deposits in part will be derived from 
central banks, she.\l be administered with particular regard to 
maintaining its liquidity. For this purpose, the Bank shall ob
serve the following reserve requirements: 

(1) Deposits on clearing account. All funds held by the 
Bank on clearing account, whether gold in vault or gold 
under earmark for the Bank's e.ocount in central banks, she.\l 
be reserved for exclusive use in effecting settlements among 
the depositaries in the account. 

(2) Deposits payable on demand. Against such deposits the 
Bank she.\l hold a minimum of 40 per cent in gold or in . 
deviaen at their gold Value. Deviaen eligible as reserve 
against demand deposits shall consist of bank-notes; prime 
billa of exchange having not more than 90 days to run, of 
a character which central banks ordinarily buy for their 
own account; and' cheques payable on demand, drawn or 
endorsed by central banks, or in respect of which three 
obligees, including abank of known solvency, are responsible. 
All deviaen included in the foregoing classifications shall be 
denominated in currencies which satisfy, in the opinion of the 
Board of Directors, e.\l the praotical requirements of the gold 
or gold exchange standard. Gold in transit, or deviaen satis
fying the foregoing requirements which are in process of 
colleotion, may be counted as reserve. 

(3) Deposits on investment aocount.. (Time deposits..) 
Deposits payable in fifteen days or less she.\l be classified as 
demand deposits and be subject to the reserve requirements 
specified in the preceding paragraph. Against investment 
aooount deposits of longer maturity the Bank shall hold a 
minimum of ~ per oent in gold or in deviaen at their gold 
value. Deviaen eligible as reserve ~ investment account 
deposits shall meet the same requirements as those eligible 
as reserve against demand deposita. 

If the Board of Directors is of opinion that these reserve Ie

Iluirements should be altered, they shall have the right by a 
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two-thirds vote to increase, diminish or otherwise modify 
them consistently with sound banking principles. 

XI.-DISTBIBUTION 011' PBOII'IT8 

The yearly net profits of the Bank shall be applied as follows: 
(1) Five per cent of the yearly net profits shall be paid to 

the Legal Reserve Fund of the Bank until that fund reaches 
an amount equal to 10 per cent of the paid-in capital stock 
Of the Bank as it may stand from time to time. The Legal 
Reserve Fund on the liquidation of the Bank shall be merged 
with the General Reserve Fund .. 

(2) After making the foregoing provision for the Legal 
Reserve Fund, the yearly net profits shall be applied to the 
payment of an annual dividend up to 6 per cent on the paid
in share capital. This dividend shall be cumulative. 

(3) Twenty per cent of the remainder shall be paid to the 
shareholders until a total maximum dividend of 12 per cent 
is reached. The Board of Directors of the Bank shall have 

. the right in any year to withhold all or any part of this addi
tion to the regular dividend, and to place it to the credit of 
a Special Dividend Reserve Fund for use in maintaining the 
cumulative dividend provided for in the preceding para
graph or for subsequent distribution to the shareholders. 

(4) After making provision for the foregoing, one-half of 
the yearly net profits then remaining shall be paid into the 
General Reserve Fund of the Bank until it equals the paid-in 
capital. Thereafter 40 per cent shall be 80 applied until the 
General Reserve Fund equals twice the paid-in capital; 30 
per cent until it equals three times the paid-in capital; 20 per 
cent until it equals four times the paid-in capital; 10 per cent 
until it equals five times the paid-in capital: and from that 
point onward, 5 per cent. 

The General Reserve 'Fund shall be available for meeting 
any 1000es incurred by the Bank. In case it is not adequate 
for this purpose, recourse may be had to the LegaI Reserve 
Fund provided for under Paragraph 1. In case the General 
Reserve Fund, by reason of losaee or by reason of an increase 
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in the paid-in capital, falls below the amounts provided for 
above after having once attained them, the appropriate pro
portions of the yearly net profits &hall again be applied until 
the position is restored. Upon the liquidation of the Bank, 
the balance in the General Reserve Fund ehall be divided 
among the ehareholdere. 

(II) The remainder of the yearly net profits after meeting 
the foregoing requirements &hall be paid into Special Fonda 
Be followa. 

(a) Seventy-five per cent to the Governments or central 
banka of the oreditor oountriee or of Germany which 
maintain time deposits at the Bank, withdrawable in not 
less than five years from the time of deposit, and after four 
yeam on not less than Qne year's notioe. The fund &hall be 
disbursed annually in amounts proportionate to the size 
of the deposits maintained by the respeotive Governments 
or central banka aforesaid. The Directors of the Bank ehall 
have power to determine the volume of each of theee 
deposits which would justify the distribution provided for. 

(b) Twenty-five per cent to be used to aid Germany in 
paying the laet 22 annuities, provided the German Govern
ment elects to make a long-term deposit with the Bank, 
withdrawable only on the terms specified under Sub
paragraph (a) above, and amounting to the minimum sum 
of 4,00,000,000 Reichamarka. If the German Government 
elects to make such long-term deposits amounting to a 
sum below 4,00,000,000 Reichamarb, the participation of 
the German Government ehall be reduced in proportion, 
and the balance ehall be added to the 711 per cent in Sub
paragraph (a). The fund ehall carry compound interest at 
the maximum current 'mte paid by the Ba.nlr: on time de
posita. If the fund should exoeed \be amount required to 
pay the 22 laet annuities, the balance shall be distributed 
among the creditor Governments in proportion to their 
out-paymenta during tha' period. Ia case the German 
Government elects Dot to make any such long-term de
posita, the fund ehall be distributed as provided in Sub
paragraph (a) above. 
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XII.-GENEBAL PRoVISIONS 

A:o.y balances remaining in the hand. of the Agent-General 
for Reparation Payments on the winding-up of his accounts 
shall be transferred to the Bank for credit to the A:o.nuity Trust 
Account, subject, of course, to the respective interests of the 
creditor conotries therein and to any claims and commitments 
which may be outstanding at the time. 

The relations of the Reparation Commission with Germany 
will. be terminated. The Bank shall take over as promptly as 
possible such functions of the Reparation Commission with 
respect to Germany as are required noder the provisions of the 
Plan, and alao such functions of the Agent-General for Repara
tion Payments, the Trustees and Commissioners holding office 
under the Experts' Plan of 1924, or any of them, as may be 
required noder the provisions of the Plan, all according to the 
general scheme given in Part 6 of the Plan and Annex V. 

If in any country there is more than one bank of issue, the 
term "central bank" as uaed in this outline shall be interpreted 
to mean the bank of issue situated and operating in the prin
cipal financial market of that conotry. 

If in the process of organising the Bank, or in the perform
ance of its functions after establishment, it is found that the 
central bank of any conotryor its Governor is unable to act 
officially or unofficially in any or all of the capacities provided 
for m this outline, or refrains from so acting. alternative arrange
ments not inconsistent with the laws of that country shall be 
made. In particular, the Governors of the central banb of the 
countries whose nationals are members of the present Com
mittee, or as many of them as are qualjfied.to act, may invite 
to become members of the Board of Directors of the Bank two 
nationals of any country the central bank of which is eligible 
under this outline to take part in forming the Board of the 
Bank but does not do so. The two nationals of that country 
upon acceptance of the invitation shall be qualjfied to act in 
the fnIl capacity of Directors of the Bank as provided in this 
outline. Further, the Directors of the Bank shall be authorised 
to appoint, in lieu of any central bank not exercising any or all 
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of the functions, authorities or privileges which this outline 
provides that central banks mayor shall exercise, any bank or 
banking house of widely recognised standing and of the same 
nationality. Such bank or banking house, upon appointment 
and acceptance, shall be entitled to act in the place of the 
central bank in any or all capacities appropriate to central 
banks under this outline, provided only that such action is not 
inconsistent with the laws of the country in question. 

The balance-sheet and accounts of the Bank shall be audited 
each year by independent auditors of recognised standing, who 
shall be appointed by and report to the Board of Directors. 

In case the measures proposed in the Plan with respect to the 
avoidance of double and triple taxation of the Bank are not 
fully in effect when the Bank begins operations, the Board of 
Directors shall deal with the matter within its discretion. 

If any administrative act of the Bank or any decision of the 
Board of Directors is disputed on the ground that it is incon
sistent with the provisions or intent of the Plan, recourse may 
be had to arhitration under the general provisions for arbitra
tion. 

ANNEX m 
MOBILISATION 

I.-FOIur 01' INDBBTBDNlISS 

Germany'. debt shall be fixed in the form of annuities. A 
certificate of indebtedneaa repreeentative of these annuities 
shall be delivered by Germany to the Bank as trustee of the 
creditor Powers. •. 

To this certificate of indebtedneaa shall be attached coupons 
representative of each annuity payable by Germany. Each 
annuity coupon shall be divided into two parts: the fiIm, repre
IIflIltative of that portion of the annuity not subject to p0st
ponement and comsponding to the portion of Germany's in
debtedneaa .... hich is mohilisable; the second, repreeentative of 
tha\ portion of. the annuity which is subject to postponement 
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and corresponding to the portion of Germany's indebtedness 
which is not mobilisable. Each part of the annuity coupon 
enjoys equal rights throughout, except with respect to the 
agreed privilege of postponement. 

II.-BOND IsSUES 

Upon the request of all or of anyone of the creditor Govern
ments, the Bank, 88 trustee, if it considers such a course oppor
tun~, has the right to require the creation of, and the German 
Government is obliged to create, issuable bonds representing 
the capitalisstion of any part of the portion of the annuity 
coupons not subject to postponement. 

The Bank, however, is obliged, under the provisions set forth 
in Paragraph VII. (d), to accede to requests for the creation of 
bonds made to it by Governments which are desirous of under
taking internal issues of German bonds in connection with con
version operations. 

The certificates of indebtedness, the coupons attached thereto, 
and such bonds 88 shall be issued in capita1isstion of any parts 
of the annuities not subject to postponement, shall be made out 
in the name of the German Reich and shall represent the oblig&
tion of the Reich guaranteed by its general revenues. 

ill.--CoLLATERAL GUARAlITE1!8 

A. The Railway Company shall deposit with the Bank for 
International Settlements a certificate acknowledging its !i&
bility in respect of the ohligations laid down in Part 8 (a) of 
this Plan. _ 

B. The Reich, furthermore, shall undertake to 888ign certain 
revenues (customs and certain taxes on consumption) for the 
service of the certificates and, 88 far 88 they may be exchanged 
into negotiahle bonds, for the service of such bonds. This 888ign
ment will constitute a negative pledge and will be ruled by the 
following conditions: 

(a) The 888igned revenues 88 estimated for the Budget, 
1929, must have a total yield of not less than 150 per cent 
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of the highest budgetary contribution payable by Germa.ny 
under this plan. 

(b) The Reich will not pledge the B8Signed revenues for 
any other loan or credit, except with the consent of the Banlt. 
If the B8Signed revenues should be pledged, with the consent 
of the Bank, for any other loan or credit, the charge for 
repa.ra.tion payment will rank ahead of the charge for such 
other loan or credit. 

(0) If at any time the total yield of the B8Signed revenues 
should fall below 150 per cent of the highest budgetary 
contribution payable by Germany under this P1a.n, the Bank 
may require that additional revenues, Bufficient to assure the 
immediate restoration of the yield to the above percentage, 
be B8Signed. 

IV.-GENERAL FORM O. THE BONDS 

The value of the issuable bondS may, according to clrcum
sta.noes, be expressed in dollars, equivalent to 80 many pounds, 
Reichsmarks, francs, etc., or inversely in pounds, in Reichs
marks, in francs, etc., always provided that the principal of 
any bond issued in a particular market shall be payable only 
in the currency of that market at the equivalent of its gold 
value. 

The coupons shall be expressed in dollars, pounds, francs, etc., 
and shall be payable at the rate of the day on all the markets on 
which the bonds are quoted. 

In the event of an issue, the amount and form of bonds to be 
created, as well 118 the specification of the currency in which 
they shall be issued, shall be fixed by the Ba.nk in accordance 
with the requests which it t\l\leives from the creditor Govern
ments, taking into aocount the desiderata of the issuing 
banl"elS. 

After a period of 10 years, the Bank, in agreement with the 
issuing banl'MI and the creditor Governments, may consider 
the issue of bonds the service of which may be paid in difIeren\ 
currencies at par at the bearer's option. 
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V.-BTATUS OF MOBILISABLE PORTIONS 011' ANNuITY COUPONS 

The service of interest and amortisation of the mobilisable or 
mobilised portions of the annuity coupons shall be paid to the 
Bank in foreign currencies by the German Reich without any 
reservation; i.e., on its own responsibility; the financial service 
of these mobilisable or mobilised portions of the annuities shall 
constitute a final, absolute and unconditional international 
obligation in the ordinary financial sense of the word. 

VI.-BTATUS OF NON-MOBILISABLE PORTIONS 011' THE ANNuITY 

COUPONS 

The payment of the non-mobilisable portion of the annuity 
coupons shall be made to the Bank by the German Govem
ment on the same conditions as that of the mobilised or mobilis
able portion of the annuity coupons. 

Nevertheless: 

1. Bonds representing the non-mobilisable portion of the 
'8D.Iluity coupons cannot be created except with the consent 
of the German Govemment. 

2. It is in respect of the non-mobiliaable portion of the 
annuity coupons that the German Govemment may avail 
itself of the right of postponing transfer or payment granted 
elsewhere in this Plan. 

VII.-FuNCTIONS OF THE BAN![ 

Ca) SupenMi<m of Agreemenl8 
It shall supervise, both on behalf of the creditor Govern

ments and the bondholders and on behalf of the debtor Govern
ment, the strict execution of the agreements concluded between 
them on the established bases. 

(b) Distribution witlwut PriurUy 

The Bank shall distribute moneys in payment of the mobil
ised or mobiliaable portions of the annuity coupons among the 
whole of the bondholders and the creditor Govemments in 
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proportion to the rights of each to share in the portion of the 
annuity coupons not subjeot to postponement. without allow
ing a priority of any kind to any 1ronc1ae or to any claim. It will 
distributs the moneya relating to the non-mobilisable portions 
of the annuity coupons amongst the creditor Governments. the 
transfer of these moneya taking plaoe only after the transfer of 
the moneya relating to the mobilised or mobiliaable portion of 
the annuity ooupona. 

(0) IutMl oj Bondi on tM MMluu 
The Bank shall inform the creditor Governments whenever 

the issue of honda repreaenting the capitaliaation of some part 
of themobilisable portion of the annuity ooupons is pr&eticable, 
in its opinion. 

It will be the function of the Bank to fix the minimum price 
of issue. 

Each of the creditor Governments shall be entitled, but not 
obliged, to issue ita share of the honda in ita own oountry. It 
may oome to an understanding with the bankere of another 
oountry to cede to them all or part of this share, but these 
banlcere shall be obliged to proceed to this issue only on the 
minimum oonditions fixed by the Bank. hy of theee Govern
ments may also refuae to allow ita quota to be created; in that 
event the portion of the annuity corresponding to this quota 
shall oontinue to be paid to the Governments in question aa 
before. 

(d) IutMl oj Con~ Bondi 
Creditor Governments deeiring to proceed to internal issuee 

of German honda, in oonnection with operations for the oon
version of National Debt, ~all have the option of aaking the 
Bank to create honda repreaenting all or part of their quota of 
the mobilisable portion of the annuity ooupons. Theee honda 
shall oonatitute uationallr'ollo\el which each Governmen~ shall 
be free to olIer on its own marJ..'et on whatever oonditiona it can 
obtain. Th_ honda ehaIl be quoted only on their IIlaI'Im of 
issue. The service of th_ bonds shall, however, be eIIected 
pari JI'W'I with that of the other bonds. The ooupona of th_ 
bonds &hall be ~ in pound&, dollara, French francs, etc., 

)( 
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and shall be payable at the rate of the day on all the markets 
on which the mobilisable bonds are quoted. 

EXTRAcr8 FROM ANNEX IV 

CONDITIONS OF POSTPONEMENT OF TRANSFER AND 
OF PAYMENT 

4.-UTILISATION Oli' REICHBMARKB 

Any sum in Reichsmarks the transfer of which is postponed 
shall (save 88 provided for in Section 3 above) be deposited to 
the account of the Bank for International Settlements at the 
Reichsbank for eventual release of balances, not absorbed by 
deliveries in kind, against payment in foreign currencies by the 
German Government. At all times, the employment, whsther 
for investment or 88 indicated below, of Reichsmarks 80 de
posited shall be subject to agreement bstween the Reichsbank 
and the Bank for International Settlements. In determining 
the manner in which these sums shall be employed, regard 
shall be had to the possibilities that special programmes of 
deliveries in kind can be arranged with the German Govern
ment: 

(a) During the first ten years, by restricting or extending 
the programme of deliveries in kind laid down for those 
years; 

(b) after the first ten years, by arranging a special pr0-
gramme of deliveries in kind, where the interests of par
ticular industries in Germany and of partieular creditor 
countries which would otherwise suffer may be met without 
prejudice to the general situation; 

provided,however, that any special arrangement which maybe 
made between any creditor country and Germany with a view 
to reserving to the said creditor the right to receive certain 
deliveries in kind in case of moratorium shall be carried throngh 
subject to a copy of the agreement therefor being communi
cated to the Bank for International Settlements. 
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EXTRAurB FROM ANNEX V 

ORGANISATION COMlllITTEES 

1. Just as the nawee Plan was put into force by the agree
ment of the Governmente ooncerned laid down in the London 
Protoool, the New Plan will have to be put into force by agree
ment of the Governmente. 

Onoe the Governmente have accepted in principle the New 
Plan, it II88IIl.I advisable that, in addition to any preparatory 
meaauree necessary for the Conference of the Governmente, 
.tepe should be taken for the elaboration of detailed schemee 
about certain technical questions. 

Generally speaking, it II88IIl.I advisable to have these schemee 
elaborated by special organisation oommitteee, which should be 
oompoeed substantially in the same _y as the organisation 
oommitteee of the nawee Plan, t.e., by the same number of 
repreeentativee of the creditors as of the debtor, with a neutral 
Chairman to be oaIIed in case of disagreement. The Organisa
tipn Committee for the New Bank would, however, be differ
ently oompoeed. 

We recommend such organisation oommittees for the fonow
ing questions: 

(1) Organisation Committee for the New Bank, as pro
vided for in Annez L of the Report. 

As there is only one Dew organisation, which is going to 
08Iltra1iee all the varions funetions concerning the _tioD of 
the New Plan, via., the Bank for International Settlemente, it 
is D-rr to provide ODe special body only for the eetting up 
of this organisation, this ,body to be the Organisation Com
mittee for the New Bank referred to above, as provided for in 
AnnezI. 

The task of transferring the funetions of the ezisting organ
isations to the Bank for International Settlemena. should be 
oonfened upon a email speoiaIcommittee.com~ of two 
members of the Organisation Committee for the Bank for Inter
DationalSettlemente,aswe\lasofrepreeentativeeoftheGerman 
Government, the ~t-Genenl and the Reparation Commiat-
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sion, an equitable representation being assured to the Powers 
represented upon the present Committee. 

ANNEX VIII 

GUARANTEE FUND IN RESPECT OF UNCONDITIONAL 
ANNUITIES 

I.-The experts of the principal creditor Governments have 
agreed that there shan be assigned to France out of the uncon
ditional annuity 500 million R.M., in order to allow her to 
mobilise a substantial part of her share in the total annuity. 

The aforesaid experts consider that this assignment should 
be final, and in no case subject to diminution, but should con
tinue to be included in the total assigned to France subject 
only to the alteration contempIsted in the Special Memorandum 
signed concurrently with the Report of this Committee. 

~. In order to equalise the short payments to other oreditors 
which would arise from a postponement of the postponabJe 
portion of the annuity, it was agreed that France should de
posit a special guarantee fund with the Bank for International 
Settlements. 

3. On the coming into force of this Plan, France will give to 
the Bank for International Settlements an undertaking to de
posit in a Trust Fund, on the demand of the Bank for Inter
national Settlements, foreign currencies to a total value of 500 
million R.M. It is understood that this demand will not be 
made until action has been taken leading to the ealling of the 
Advisory Committee referred to in Seetion 8 (e) of the Report. 
The amount 0(500 million R.M. will be reduced by the amount 
of any payments made by France under (4) below. The Bank 
for International Settlements may retain this deposit as long 
as it deems necessary, bot shall pay interest on it at its maxi
mum current rate for long-term deposits. This deposit, if it is 
agreed that it shall remain for more than five years, shall be 
entitled to participate in the profits of the Bank divisible node!: 
Part XI. (5) of Annex I. 
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•• As lOOn as mobilisation of any part of the French annuity 
has been effected, France will deduct from the proceeds 10 per 
cent thereof, or 1i00 million R.M., whichever is the less, and 
will deposit it to the credit of the Trust Account of the Bank 
for International SettIemente referred to in the preceding 
paragraph. 

Ii. Upon postponement of transfer of any payment due from 
Germany, the Bank for International SettIemente shall take 
the following steps: 

(a) Offer to the creditors, other than France, devisen up 
to the amount necessary (but not exceeding IiOO million 
R.M., divided if necessary proportionately) to ensure to each 
of them receipte in devisen equal to the amounte they would 
have received had the non·postponable annuity been distri· 
buted in the same proportions as the total annuity. 

(b) Debit the Trust Fund aet up under (2) above with the 
amount of devisen actually utilised under paragraph (a). 

(e) Receive from each creditor, in exchange for devisen 
accepted under paragraph (a), an 8B8ignment in favour of the 
Trust Fund of an equivalent amount of the annuity, transfer 
of which has been postponed. 

6. As and wben Germany effectively transfers the postponed 
amounte, the Bank will credii to the Trust Fund ite ahare 
thereof in aooordance with the aasignment in (Ii) (e) above. 
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STATUTES OF THE BANK FOR INTERNATIONAL 
SETTLEMENTS 

Tile follnwing is tlie full text of tlie Btatute8 of tlie Bank fM 
International Settlemenu, CI8 adopted at Tile HaiJue Cunference 
in January, 1930. 

CHAPTER l-NAME, SEAT AND OBJEcr8 

Article 1 

There is constituted under the name of the Bank for Inter
national Settlements (hereinafter referred to 88 the Bank) a 
Company limited by 1Ihar..s. 

Article 2 

The registered office of the Bank shall be situated at Basle, 
Switzerland. 

Article 3 

The objects of the Bank are: 
to promote the co-operation of central banks and to provide 
additional facilities for international financial operations; 
and to act 88 Trustee or Agent in regard to international 
financial settlements entrusted to it under agreements with 
the parties concerned. 

Article 4 

As long as the New Plan as defined in The Hague Agreement 
of January, 1930 (hereinafter referred to 88 the Plan) is in 
force, the Bank (i) shall carry out the functions assigned 

188 
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to it in the POO; (ii) ehall conduot ite affairs with a view 
to facilitating the execution of the PIe.n; and (iii) ehall ob
serve the provisions of the PIe.n in the administration and 
oper&tions of the B&nk-all within the limite of the powers 
gr&Ilted by the statutes. 

During the aa.id period the B&nk, &8 Truates or Agent for the 
Governmente concerned, shall receive, administer and distri
bute the annuities pa.id byGerma.ny under the POO; shall super
vise and &aBist in the commercialisstion and mobilisation of 
oerta.in portiona of the &foreaa.id annuities; and shall perform 
8uch services in connection with the payment of Germa.n re
parations and the international settlemente connected there
with &8 may be agreed upon by the B&nk with the Govemmente 
oonoerned. 

C!u..PTER ll.-CAl'lTAL 

A.rticle II 

The authorised capital of the B&nk shall be IiOO,OOO,OOO gold 
Swiaa francs, equiValent to 145,161,290.32 grammes fine gold. 

It shall be divided into 200,000 ah&rea of equal gold nominal 
value. 

The nominal value of each ah&re shall aleo be expressed on 
the f&De of each share in terms both of gold Swiaa franoa and of 
the ourrenoy of the oountry in which it is issued, oonvarted at 
the gold mint parity. 

A.rficle 6 

The subscription of the total authorised capital having been 
guaranteed in equal parte by the BanqueNationale de Belgique, 
the Bank of England, the Banque de France, the Reich.sbank, 
the Banoa d'Italia, Messrs: X acting in plaos of the Bank of 
Japan, and Messrs. Y, New York, the Bank may begin business 
118 soon 118 a minimum of 112,000 shares has been subscribed. 

A.rticle 7 

(1) During the two years following inoorpomion the Board 
of Directors of the Bank (hereinafter referred to 118 the Board) 
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shall arrange for the subscription of any unissued portion of the 
authorised capital. 

(2) This unissued portion may be oftered to the central banks 
or other banks of countries which have not participated in the 
original subscription. The selection of countries in which such 
shares shall be oftered for subscription and the amount to be 
subscribed in each shall be determined by the Board by a two
thirds majority, provided that ofters of shares shan only be 
made in countries interested in Reparations or in countries 
whose currencies, in the opinion of the Board, satisfy the practi
cal requirements of the gold or gold exchange standard, and 
that the amount issued in anyone of these countries shall not 
exceed 8000 shares. 

(3) The seven banking institutions mentioned in Article 6 
shall, in accordance with their several guarantees, subscribe or 
arrange for the subscription in eqnsl proportions of any part of 
the authorised capital which at the end of two years remains 
unsubscribed. . 

Article 8 

(l) Twenty-five per cent only of the value of each share shall 
be paid up at the time of subscription. The balance may be 
caned up at a later date or dates at the discretion of the Board. 
Three months' notice shall be given of any such calls. 

(2) If a shareholder fails to pay any call on a share on the day 
appointed for payment thereof, the Board may, after giving 
reasonable notice to such shareholder, forfeit the share in 
respect of which the call remains unpaid. A forfeited share may 
be sold on such terms and in such Dl&I1Jler as the Board may 
think fit; and the Board may execute a transfer in favour of the 
person or corporation to whom the share is sold. The proceeds 
of sale may be received by the Bank, which will pay to the 
defaulting shareholder any part' of the net proceeds over and 
above the amount of the call due and unpaid. 

Article 9 

(1) The capital of the Bank may be increased or reduced 
on the proposal of the Bell m acting by a two-thirds 1116-

i 
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jority and adopted by a two-thirds majority of the General 
Meeting. 

(2) In the event of an increaee in the authorieed capital of the 
Bank and of a further issue of shares. the distribution among 
countriee ahaIl be decided by a two-thirds majority of the 
Board. The oentral banka of Belgium, England. France, Ger
many. Italy. Japan, and the U.S.A.. or some other financial 
institution of the last-named country acceptable to the fore
going oentral banka. ahaIl be entitled to subscribe or arrange 
for the subscription in equal proportions of at least 55 per oent 
of IUch additional ebaree. 

(3) No part of the amount not taken by the banka of these 
eevan COuntriBl ahaIl be lubscribed in any other country unlell 
it ieintarested in RAlparationsorat thetime of issue its currency. 
in the opinion of the Board, eatiafiBl the practical requirements 
of the gold or gold uclumge standard. 

..f.~lO 

In extending invitations to subscribe for capital in accord
anee with Article 7. paragraph 2. or with Article 9. considera
tionahall begivan by the Board to the dBlirability of usoc:iating 
with the Bank the laJgeR po8lible number of oentral banks. 

..f.~ll 

No abaree ahaIl be issued below par • 

..f.~12 

The liability of ehareholdem is limited to the nominal nJue of 
their ebaree. 

J.~13 

The abaree ahaIl be registered and transferable in the boob of 
the Bank. 

Tbe Bank ahaIl be entitled, without ueigning any reaaoa, to 
decline to -II' l.IIy person or oorporatioD as the transferee of 
a ahare. 1\ ahaIlllO\ UaDBfv abaree withou\ the prior ClOII98Il\ 
of the oentral bank or the ~ acting in lieu of a central 
bank by or through whom the abaree in queetioll were issIled.. 
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,drtw 14 

The shares shall carry equal rights to participate in the 
profits of the Bank and in any distribution of its assets under 
Articles 53, 54, and 55 of the statutes. 

,drtwl5 
The ownership of shares of the Bank carries no right of voting 

or representation at the General Meeting. The right of represen
tation and of voting, in proportion to the number of shares sub
scribed in each country, may be exercised by the central bank of 
that C1luntry or by its nominee. Should the central bank of any 
country not desire to exercise these rights, they may be exercised 
by a financial institution of widely recognised standing and of 
the same nationality, appointed by the Board and not objected 
to by the central bankofthe country in question. In cases where 
there is no central bank, these rights may be exercised, if the 
Board thinks fit, by an appropriate financial institution of the 
country in question, appointed by the Board. 

,drtwl6 
Any subscribing institution or banking group may issue or 

cause to be issued to the public the shares for which it has sub
scribed. 

,drtw 17 
Any subscribing institution or banking group may issue to 

the public certificates against shares of the Bank owned by it. 
The form, details and terms of issue of such certificates shall be 
determined by the Bank issuing them, in agreement with the 
Board. 

.4rtw18 
The receipt or ownership of shares of the Bank or'of certifi

cates issued in accordance with Article 17 implies acceptance of 
the statutes of the Bank, and a statement to that effect shall be 
embodied in the text of such shares and certificates . 

.4rtwl9 
The registration of the name of a holder of shares in the boob 
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of the Bank establiahes the title to ownership of the shares so 
registered. 

CHAPTER m.-POWERB 01/ TBB BANK 

Article 20 

The operations of the Bank shall be in conformity with the 
monetary policy of the central banks of the countries concerned. 

Before any financial operation is carried out by or on behalf 
of the Bank on a given market or in a given currency, the Board 
shall alford to the central bank or 08ntral banks directly con
osrned an opportunity to dissent. In the event of disapproval 
being expressed within mch reasonable time as the Board shall 
specify, the proposed operation shall not take place. A central 
bank may make ita concurrence subject to conditions and may 
limit ita assent to a specific operation, or enter into a general 
arrangement permitting the Bank to carry on ita operations 
within such limita as to time, character and amount as may be 
specified. This Article shall not, however, be read as requiring 
the 888eDt of any central bank to the withdrawal from ita 
market of funds to the introduction of which no objection had 
been raised by it, in the absence of stipulations to the contrary . 
by the central bank concerned at the time the original opera
tion was carried out. 

Any Governor of a central bank, or biB alternate or any other 
Director specially authorised by the central bank of the country 
in which he is a national to _ on ita behalf in this matter, shall, 
if he is preeent at the meeting of the Board and does not vote 
against any mch proposed operation, be deemed to have given 
the valid _t of the central bank in question. 

If the repreeentative of t1!1\ central bank in question is abeent 
or if a central bank is not directly repreeented on the Board, 
steps shall be taken to alford the central bank or banks con
cerned an opportunity to upresa dissent. 

Am'de21 

The operations of the Bank for ita own account ahaIl only be 
carried out in currenciee which, in the opinion of the Board, 



172 BANK FOR INTERNATIONAL SETTLEMENTS 

satisfy the practical requirements of the gold or gold exchange 
standard. 

Article 22 

The Board shall determine the nature of the operations to be 
undertaken by the Bank. The Bank may in particular: 

(a) buy and sell gold coin or bullion for its own account or for 
the account of central banks; . 

(b) hold gold for its own account under earmark in central 
banks; 

(c) accept the custody of gold for account of central banks; 
(d) make advances to or borrow from central bsnks against 

gold, bills of exchange and other short-term obligations of 
prime liquidity or other approved securities; 

(e) discount, re-discount, purchase or sell, with or without its 
endorsement, bills of exchange, cheques and other short
term obligations of prime liquidity, including Treasury 
bills and other such Government short-term securities as 
are currently marketable; 

,(f) buy and sell exchange for its own account or for the 
account of central banks; 

(g) buy and sell negotiable securities other than shares for its 
own account or for the account of central banks; 

(A) discount for central banks bills taken from their portfolio 
and re-discount with central banks bills taken from its 
own portfolio; 

(,) open and maintain current or deposit accounta with 
central banks; 

(J) accept: 
(i) deposits from central banks on current or deposit 

account; . 
(ii) deposits in connection with trustee agreements that 

may be made between the Bank and Governments in 
connection with international settIements; 

(iii) such other deposits as, in the opinion of the Board, come 
within the scope of the Bank's functions. 

The Bank may also: 
(k) act as agent or correspondent of any central bank; 
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(/) arrange with any central bank for the latter to act as its 
agent or correspondent. If a central bank is unable or 
unwilling to act in this capacity, the Bank may make 
other arrangements, provided that the central bank con
cerned does not object. If, in such circumstances, it 
should be deemed adviaable that the Bank should estab
lish its own agenoy, the sanction of a two-thirds majority 
of the Board will be required; 

em) enter into agreements to act as Trustee or Agent in con
nection with international settlements, provided that 
such agreements shall not encroach on the obligations of 
the Bank towards third parties; and carry out the various 
operations laid down therein. 

Article 23 

Jmy of the operations which the Bank is authorised to carry 
out with central banks under the preoeding .Article may be 
carried out with banks, bankers, corporations or individuals of 
any country, provided that the central bank of that country 
does not object. 

Article 2' 

The Bank may enter into special agreements with central 
banks to facilitate the settlement of international transactions 
between them. 

For this purpose it may arrange with central banks to have 
gold earmarked for their account and transferable on their 
order, to open accounts tbrongh which central banks can trans
fer their assets from one ourrency to another, and to take such 
measures as the Board may think advisable within the limita of 
the powers granted by these statutes. The principles and rules 
governing IUch aocounts ahall be fixed by the Board. 

The Bank may not: 
(0) issue notes payable at sight to bearer; 
(b) "acoapt" bills of uehange; 
(el make adV&ll(l88 to Governments; 
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(d) open current accounts in the name of Governments; 
(e) acquire a predominant interest in any busineB8 concern; 
(J) except 80 far as is necessary for the conduct of its own 

business, remain the owner of real property for any longer 
period than is required in order to realise to proper 
advantage such real property as may come into the 
pOBSeB8ion of the Bank in satisfaction of claims due to it. 

Article 26 

The Bank shall be administered with particular regard to 
maintaining ita liquidity, and for this purpose shall retain 
&BBets appropriate to the maturity and character of its liabilities. 
Its short-term liquid &BBets may include bank-notes, cheques 
payable on sight drawn on first cl&BB banks, claims in course of 
collection, deposits at sight or at short notice in first claBB banks, 
and prime bills of exchange of not more than ninety days' 
usance, of a kind usually accepted for re-discount by central 
banks. 

,The proportion of the Bank's &BBets held in any given 
currency shall be determined by the Board with due regard to 
the liabilities of the Bank. 

CIlAl'TEB IV.-MANAGEMENT 

Article 27 

The administration of the Bank 8hall be vested in the BoaJd. 

Article 28 

The Board shall be compoaed as follows: 
(1) The Governors for the time being of the central banks of 

Belgium, France, Germany, Great Britain, Italy, Japan and 
the United States of America (hereinafter referred to as ez 
oJficio Directors), or if any of the said Governors are unwilling 
or unable to hold office, their respective nominees (hereinafter 
referred to as substitute nominees). 

The tenure of office of a 8ubstitute nominee 8hall be within 
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the diacretion of the Govemor by whom he is appointed, but 
ahall terminate in any caae when that Govemor vacates office. 

A:D.y ez o.fficlo Director may appoint one perROn as his alter
nate, who &hall be entitled to attend and exercise the powera of 
a Director at meetings of the Board if the Govemor b;rnaelf is 
unable to be present. 

(2) Seven perROne representative of finance, indnatry or 
OOIllllltl108, appointed one each by the Govemora of the central 
banks mentioned in 8Ub-clauae (1) and being of the same 
nationality as the Govemora who appoint them. 

During the oontinuanoe of the liability of Germany to pay 
reparation annuities, two peraona, of French and German 
nationality respectively, representative of indnatry or oom
meroe, appointed by the Govemora of the Bank of France and 
of the Reichabank respectively, if they 80 desire. 

U for any reason the Govemor of any of the !!even inetitutione 
above mentioned is unable or unwilling to aerve as Director, or 
to appoint a substitute nominee under IUb-clause (1), or to 
make an appointment under 8Ub-clause (2), the Govemora of 
the other inetitutione referred to, or a majority of them, may 
invite to beooms membera of the Board two nationals of the 
oountry of the Govemor in question, not objected to by the 
central bank of that oountry. 

Directors appointed &8 aforesaid, other than G officio I)ireo. 

tors ortheiraubetitute nominees, ahall holdoflice for three years, 
but &hall be eligible for reappointment. 

(3) Not more than nine persona to be elected by the following 
procedure: 

The Governor of the central bank of every oountry, other 
than those mentioned in 8Ub-clauee (I), in which capital has 
been Bubscribed at the tim8 Of incorporation ahall be entitled to 
submit a liat of four candidates of his own nationality for 
directorship. which may include his own II&IIlII. Two of the 
candidates on each list ahall be re~tative of finance, and 
the other two of industry or nom_roe. From th_ liats the 
Board may elen, by a two-thirds majority.1lO& more than nine 
persons. 

The Diredom 80 eleeted ahall be divided by M into three 
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groups, as nearly as may be equal in number, of which one 
group shall·retire at the end of the first, one at the end of the 
second, and one at the end of the third financial year of the 
Bank. The retiring Directors shall be eligible for re-election. 

At the first meeting of Directors in the second and succeeding 
financial years the Board may elect, by a two-thirds majority, 
not more than three Directors from a panel of candidates com
posed of liste of persons with similar qualifications to those 
specified in connection with the first election. The Governors of 
the .central banks of every country, other than those mentioned 
in sub-clause (I), in which capital has at the date of such mee .. 
ing been subscribed shall be entitled to submit a list of four 
persons to be included in the paneL Directors so elected shall 
hold office for three years, but shall be eligible for re-election. 

If in any of the countries referred to in the preceding para
graph there is no central bank, the Board, by a two-thirds 
majority, may nominate an appropriate financial institution to 
exercise the right of submitting a list of candidates for election. 

Artick29 

In the event of a vacancy occurring on the Board for any 
reason other than the termination of a period of office in accord
ance with the preceding Article, the vacancy shall be filled in 
accordance with the procedure by which the member to be 
replaced was selected. In the case of Directors other than Q 

ojJicW Directors, the new Director shall hold office for the un
expired period only of hi!I predecessor's term of office. He shall, 
however, be eligible for re-election at the expiration of that 
term. 

Artick 30 

Directors must be ordinarily resident in Europe or in a pcei
tion to attend regnlarly at meetings of the Board. 

Artick 31 

No person shall be appointed or hold office as a Director who 
is a member or an official of a Government, or is a member of a 
legislative body, unless he is the Governor of a central bank. 
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Article 32 

Meetings of the Board shall be held not less than ten timee a 
year. At least fout of theee shall be held at the registered office 
of the Bank. 

Article 33 

A member of the Board who is not present in penron at a 
meeting of Directors may give a proxy to any other member 
authorising him to vote at that meeting on his behalf. 

Article 34 

Unlees otherwise provided by the statutee, decisione of the 
Board shall be taken by a simple majority of thoee present or 
represented by proxy. In the case of an equality of votee, the 
Chairman shall heve a second or casting vote. 

The Board shall not be eompetent to act unless a quorum of 
Directors is present. This quorum shall be laid down in a regu
lation adopted by a two-thirde majority of the Board. 

Article 35 

The members of the Board may receive, in addition to out-of
pocket expellSS, a fee for attendance at meetings and/or a 
remuneration, the amounts of which will be fixed by the Board, 
subject to the approval of the General Meeting. 

Article S6 

The p~ofthe Board shall bellUJDJD8rised in minutes, 
which shall be signed by the Chainnan. 

Copi ... of or e:rtracta from these minutee for the purpose of 
production in a Court of J UBtice must be certified by the General 
Manager of the Bank. . 

A record of d~i..wns taken a' each meeting shaU be aent 
1rithin eight days of the meeting to every member. 

Article 37 

The Board shaU repreeen' the Bank in ita dea1inga 1rith third 
parties. and shaU he ... the udusi ... righ' of eIlWiDg into 

• 
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engagements on behalf of the Bank. It may, however, delegats 
this right to a member or members of the Board or of the per
manent etaff of the Bank, provided that it defines the powem 
of each person to whom it delegates this right . 

.A.rticle38 

The Bank shall be legally committed vis-d-tM third parties 
by the signature of the President or by two signatures either of 
members of the Board or of members of the etaff who have been 
duly authorised by the Board to sign on its behalf . 

.A.rticle39 

The Board shall elect from among its members a Chairman 
and one or more Vice-Chairmen, one of whom shall preside at 
meetings of the Board in the absence of the Chairman. 

The Chairman of the Board. shall be President of the Bank. 
He shall hold office for three years, and shall be eligible for 

re-dection. 
Subject to the authority of the Board, the President will 

carry out the policy and control the adminietrstion of the Bank. 
He shall not hold any other office which, in the judgment of 

the Board, might interfere with his duties as President . 

.A.rticle40 
At the meeting of the Board at which the election of a Chair

man is to take place, the chair shall be taken by the oldest 
member of the Board present . 

.A.rticle 41 

A General Manager sbaIl be appointed by the Board on 
the proposal of the President. He will be responsible to the 
President for the operations of the Bank, and will be the chief 
of its operating etsff. 

The Heads of Departments, and any other officers of aimiJar 
'rank, ehall be appointed by the Board on recommendations 
made by the President after consultation with the General 
Manager. 
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The remainder of the stall shall be appointed by the General 
Manager with the approval of the President • 

.dmcle 42 

The departmental organisation of the Bank shall be deter
mined by the Board. 

.drticle43 
The Board may, if it thinks fit, appoint from among its 

members an Executive Committee to assist the President in the 
administration of the Bank. 

The President shall be a member and e:r; officio Chairman of 
tWa Committee. 

.drlicle44 
The Board may appoint advisory committees, chosen wholly 

or partly from persons not concerned in the Bank's manage
ment. 

.drlicle .~ 

As long as the Plan is in force, the Board shall convene the 
Special Advisory Committee referred to in the Plan, upon re
ceipt of the notice therein provided for • 

.drticle 46 
General. Meetings of the Bank may be attended by nominees 

of the oentral. banks or other financial institutions referred to in 
Article 111. 

Voting righta shall be in proportion to the number of sharee 
subsoribed in the oounby of each institution represented at the 
meeting. 

The chair shaD be taken at General Meetings by the Chair
man of the Board, or in his abeenoe by a V--chairman. 

At least three weeks' notioe of General Meetings shaD be 
siven to thoee entitled to be rep~ted. 

Subject to the provisions of th_ atatutee, the General 
Meeting shaD decide upon ita own procedure. 
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.A.rtick 47 

Within three months after the end of each financial year of 
the Bank, an Annual General Meeting shall be held, upon such 
date as the Board may decide. 

The meeting shall take place at tbe registered office of the 
Bank. 

Voting by proxy will be permitted in such manner as the 
Board may have provided in advance by regulation . 

.A.rtick 48 

The Annual General Meeting shall be invited: 

(a) to approve the Annual Report, the Balance-Sheet upon 
the report of the auditors, and the Profit and Loss 
Acoount, and any proposed chaDgllS in the remuneration, 
fees or allowances of the members of the Board; 

(b) to make appropriations to reserve and to special funds, 
and to oonsider the declaration of a dividend and its 
amount; 

, (e) to elect the auditors for the ensuing year and to fi.J: their 
remuneration; and 

(d) to discharge the Board from all personal responsibility in 
respect of the past financial year . 

.A.rt~49 

Extraordinary General Meetings shall besummoned to decide 
upon any proposals of the Board: 

(a) to amend the statutes; 
(b) to increase or decrease the capital of the Bank; 
(e) to liquidate the Bank. 

CIuPrBB VI.-AocoUliTS AND PBoP'IT8 

.A.rticle 50 

The financial year of the Bank will begin on 1st April and 
end on 31st March. The first financial period will end on 31st 
March 1931. 
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Article 51 

The Bank shall publish an Annual Report, and at least once 
a month a Statement of Account in such form as the Board may 
prescribe. 

The Board shall cause to be prepared a Profit and Loss 
Aocount and Balance-Sheet of the Bank for each financial year 
in time for submission to the Annual General Meeting. 

Article 52 

The Aooounts and Balance-Sheet shall be audited by inde
pendent auditors. The auditors shall have full power to examine 
all books and aocounts of the Bank and to require full informa
tion as to all its transactions. The auditors shall report to the 
Board and to the General Meeting, and shall state in their 
report: 

(a) whether or not they have obtained all the information 
and explanations they have required; and 

(b) whether, in their opinion, the Balance-Sheet dealt with 
in the report is properly drawn up 80 as to exhibit a true 
and oorreot view of thestate of the Bank's atIa.ira,aooord
ing to the best of their information and the explanations 
given to them, and as shown by the books of the Bank. 

Article G3 

The yearly net profits of the Bank shall be applied as follows: 

(a) five per oent of such net profits, or such proportion of 
five per oent as may be required for the purpose, shall be 
paid to a reserve nu;d oa.Iled the Legal Reserve Fund, 
until that fund reaches an amount equal in value to ten 
per oent of the amount of the paid-up capital of the Bank 
for the time being; 

(b) thereafter such net profits shall be applied in or towards 
the payment of a dividend of aU: per oent per annum on 
\he amount of the paid-up capital of \he Bank: ibis 
dividend shall be cumulative; 
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(e) 88 to the residue (if any) of such net profits, twenty per 
cent shall be paid to the shareholders until a maximum 
further dividend of six per cent (which shall be non
cumulative) is reached, provided that the Board may in 
any year withhold all or any part of this additional pay
ment and place it to the credit of a Special Dividend 
Reserve Fund for use in maintaining the cumuIstive six 
per cent dividend provided for in the prec«ling para
graph or for subsequent distribution to the shareholders; 

td) after making provision for the foregoing, one-half of the 
yearly net profits then remaining shall be paid into the 
General Reserve Fund of the Bank until it equals the 
paid-up capital. Thereafter forty per cent shall be 80 

applied until the General Reserve Fund equals twice the 
paid-up capital; thirty per cent until it equals three 
times the paid-up capital; twenty per cent until it equals 
four times the paid-up capital; ten per cent until it equals 
five times the paid-up capital; and from that point on
ward, five per cent. 

In case the General Reserve Fund, by reason of losses 
or by reason of an increase in the paid-up capital, falls 
below the amounts provided for above after having once 
attained them, the appropriate proportion of the yeerly 
net profits shall again be applied until the position is 
restored; 

(e) 88 long 88 the Plan is in force any remainder of the net 
profits after meeting the foregoing requirements shall be 
disposed of 88 follows: 

(i) 88 to seventy-five per cent, to such of the Governments 
or central banks of Germany and the countries entitled 
to share in the annuities payable under the Plan 88 have 
niaintained time deposits at the Bank subject to with
drawal in not 1888 than five years from the time of 
deposit, or after four years on not less than one year's 
notice. This sum shall be distributed annually in pro
portion to the size. of the deposits maintained by the 
respective Governments or central banks in question. 
The Board shall have the power to determine the mini-



APPENDIX III 183 

mum deposit whioh would justify the distribution 
provided for; 

(ii) 88 to twenty-five per cent 88 follows: 
If the German Governmentelectstomakea long-term 

deposit with the Bank withdrawable oilly on the terms 
specified under Bub-clause (i) above, and amounting to 
the minimumBum of 400,000,000 Reichsmarks, the said 
twenty-five per cent shall go into a Special Fund, to be 
used to aid Germany in paying the laat twenty-two 
annuities provided for in the Plan. 

If the German Government elects to make such long
term deposit amounting to a sum below 400,000,000 
Reichamarks, the participation of the German Govern
ment shall be reduoed in proportion, and the balance 
shall be added to the seventy-five per cent referred to 
in Bub-olause (i) above. 

If the German Government elects not to make any 
BUch long-term deposit, the said twenty-five per cent 
shall be distributed 88 provided in BUb-olauae (i) above. 
The Special Fund referred to above shall carry oem
pound interest reokoned on an annual basis at the 
maximum ourrent rate paid by the Bank on time 
deposits. 

If the Special Fund should exceed the amount re
quired to pay the lasttwenty-two annuities, the balance 
shall be distributed among the creditor Governments 
88 provided for in the Plan.. 

(J) At the upirationof the period referred to inthe first para
graph of eub-olauae (8) the dispoeal of the remainder of 
the net profits referred to in sub-clauae (e) shall be deter
mined by the Genetal Meeting on the propoea1 of the 
Board. 

.Article M 
The General Reserve Fund ahall be available for meeting any 
~ incurred by the Bank. In cue it is not adequate for \his 
purpoee, reoourae may be had to the Legal Reaene Fund 
provided for in Article G3 (0). 

Th __ funds in the eftA' ol liquidaticm, and &her 
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the discharge of the .liabilities of the Bank and the costs of 
liquidation, ehall be divided among the shareholders. 

ClIAPrEB vn.-GENEBAL PROVISIONS 

Artick55 

The Bank may not be liquidated except by a three-fourths 
majority of the General Meeting. It shall not in any case be 
liquidated before it has discharged all the obligations which it 
has assumed under the Plan. 

Artick56 

(I) If any dispute shall arise between the Bank, on the one 
side, and any central bank, financial institution, or other bank 
referred to in the present statutes, on the other side, or between 
the Bank and its shareholders, with regard to the interpretation 
or application of the statutes of the Bank, the same shall be 
referred for final decision to the Tribunal provided for by The 
Hague Agreement of January, 1930. 

(2) In the absence of agreement as to the termeof submission, 
either party to a dispute nnder this Article may refer the same 
to the Tribunal, which shall have power to decide all questions 
(including the question of its own jurisdiction) even in default 
of appearance by the other party. 

(3) The Tribunal shall lay down its own procedure. 
(4) Before giving a final decision and without prejudice to the 

questions at issue, the President of the Tnounal-or, if he is un
able to act in any case, a member of the Tribunal to be desig
nated by him forthwith-may, on the request of the first party 
applying therefor, order any appropriate provisional measures 
in order to safeguard the respective rights of the parties. 

(5) The provisions of this Article shall not prejudice the 
right of the parties to a dispute to refer the same by common 
consent to the President or a member of the Tribunal as 80Ie 
arbitrator. 
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Article 57 

In all cases not covered by the precffling Article or by eome 
other provision for arbitration the Bank may proceed or be 
proceeded against in any court of competent jurisdiction. 

Article 58 

For the purposee of theee etatutes: 

(1) Centralbankmeans the bank in any country to which hae 
been entrusted the duty of regulating the volume of 
currency and credit in that country; or; where a banking 
system has been eo entrusted, the bank forming part of 
such system which is situated and operating in the 
principallinancial market of that country. 

(2) The Governor of a central bank means the pereon who, 
subject to the control of his Board or other competent 
authority, hae the direction of the policy and administra
tion of the Bank. 

(3) A two-thirds majority of the Board means not less than 
two·thirds of the votes (whether given in pereon or by 
pro:ry) of the whole directorate. 

Article 59 

Amendments of any Articlee of th_ etatutes other than 
those enumerated in Article 60 may be proposed bya two-thirds 
majority of the Board of Direotora to the General Meeting, and, 
if adopted by a majority of the General Meeting, shall come into 
force, provided that such amendments are not inconsistent with 
the provisions of the Articlee enumerated in Article 60. 

, . 
Article 60 

Articles 2, 3, ., 9, 15, 20, 25, 28, .6, 53, 56, 59, and 60 cannot 
be amended ~pt subjeet to the following conditioDa: The 
amendment mus\ be adopted by a two-thirds majority of the 
Board, approved by a majority of the Generallleeting, and 
aanctioned by a law supplementing the Charter of the Bank. 
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CHARTER OF THE BANK FOR INTERNATIONAL 
SETTLEMENTS 

Tile followlng is the full W:t oj the Oonvention regarding tile Bank 
for lfllematiortal Settkmenu Bigned al Tile Hague on January 20, 
1930. 

TIm duly authorised representatives of the Governments of 
Germany, of Belgium, of Franoe, of the United Kingdom of 
Great Britain and Northern Ireland, of Italy and of Japan of 
the one part. . 

·And the duly authorised representatives of the Government 
of the Swiss Confederation of the other part. 

Assembled at The Hague Conferenoe in the month of Janu
ary, 1930, have agreed on the following: 

.A.rIick 1 

Switzerland undertakes to grant to the Bank for Interna
tional Settlements, without delay, the following constituent 
charter having foroe of law: not to abrogate this charter, not to 
amend or add to it, and not to sanction amendments to the 
Statutes of the Bank referred to in paragraph f of the charter 
otherwise than in agreement with the other signatory Govern
mente. 

.A.rIick 2 

Any dispute between the Swiss Government and anyone of 
the other signatory Governments relating to the interpretation 
or application of the present Convention shall be submitted to 
the Arbitral Tribunal provided for by The Hague Agreement of 

188 
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January, 1930. The Swiss Government may appoint a member 
who shall sit on the occasion of such disputes, the President 
having a casting vote. In having recourse to this Tribunal the 
Parties may always agree between themselves to submit their 
dispute to the President or to one of the members of the Tri
bunal ohosen to act as sole arbiter. 

Article 3 

The present Convention is entered into for a period of 15 
years. It is entered into on the part of Switzerland under re
Berve of ratification and shall be put into force as soon as it 
shall have been ratified by the Government of the Swiss Con
federation. 

The instrument of ratification shall be deposited with the 
Ministry of Foreign Afiairs at Paris. Upon the entry into force 
of the Convention, the Swiss Government will initiate the ne
oesaary oonstitutional procedure in order that the assent of the 
Swiss people may be obtained for the maintenance in force 
during the whole of the Bank's existence of the provisions of 
the present Convention. As soon as these measures have be
oome fully efiective the Swiss Government will notify the other 
signatory Governments and these provisions shall beoome valid 
during the Bank's existence. 

CoNSTlTUBNT CilAaTU 01' THB BANI[ I'OB INTBR
NATIONAL SB'ITLBllENTB 

Whereas the Powers signatory to The Hague Agreement of 
January, 1930, have adopted a Plan which contemplates the 
founding by the Central B&nka of Belgium, France, Germany, 
Great Britain, Italy and Japan and by a financial institution 
of the United States of America of an International Bank to be 
called the Bank for International Settlements; 

And whereas the &aid oentral banks and a bankjng group 
including Messrs. J. P. Morgan.\ Company of New York. the 
First National Bank of New York, New York, and the First 
National Bank of Chicaso. Chicago have undertaken to fOWld 
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the said Bank and have guaranteed or arranged for the guaran
tee of the subscription of its authorised capital amounting to 
five hundred million Swiss Francs equal to 145,161,290.32 gram, 
fine gold, divided into 200,000 shares; 

And whereas the Swiss Federal Government has entered into 
a treaty with the Governments of Germany, Belgium, France,· 
Great Britain, Italy and Japan whereby the said Federal 
Government has agreed to grant the present Constituent 
Charter of the Bank for International Settlements and not to 
repeal, amend or supplement the said Charter and not to sanc
tion amendments to the Statutes ~f the Bank referred to in 
Paragraph 4 of the present Charter except in agreement with 
the said Powers: 

1. The Bank for International Settlements (hereinafter 
called the Bank) is hereby incorporated. 

2. Its constitution, operations and activities are defined 
and governed by the annexed Statutes which are hereby 
sanctioned. 

3. Amendment of Articles of the said Statutes other than 
those enumerated in Paragraph 4 hereof may be made and 
shall be put into force as provided in Article 59 of the said 
Statutes and not otherwise. \ 

4. Articles 2, 3, 4, 9, 15, 20, 25, 28, 46, 53, 56, 59 and 60 of 
the said Statutes shall not be amended except subject to the 
following conditions: the amendment must be adopted by a 
two-thirds majority of the Board, approved by a majority 
of the General Meeting and sanctioned by a law supplement
ing the present Charter. 

5. The said Statutes and any amendments which may be 
made thereto in accordance with Paragraphs 3 or 4 hereof 
respectively shall be valid and operative notwithstanding 
any inconsistency therewith in the provisions of any present 
or future Swiss law. 

6. The Bank shall be exempt and immune from all taxa
tion included in the following categories: 

(a) stamp, registration and other duties on all deeds or 
other documents relating to the inoorporation or liquida
tion of the Bank; 
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(b) stamp and registration duties on any first issue of 
its shares by the Bank to a central bank, financial insti
tution, banking group or underwriter at or before the time 
of inoorporation or in pursuance of Article 7 or 9 of the 
Statutes; 

(0) all taxes on the Bank's capital, reserves or profits, 
whether distributed or not, and whether assessed on the 
profits of the Bank before distribution or imposed at the 
time of distribution under the form of a coupon tax pay
able or deductible by the Bank. This provision is without 
prejudice to the State's right to tax the residents of 
Switzerland other than the Bank as it thinks fit; 

(d) all taxes upon any agreements which the Bank may 
make in connection with the issue of loans for mobilising 
the German annuities and upon the bonds of such loans 
issued on a foreign market; 

(e) all taxes on the remunerations and salaries paid by 
the Bank to members of its administration or its em
ployees of non·Swiss nationality. 
7. All funds deposited with the Bank by any Government 

in pursuance of the Plan adopted by The Hague Agreement 
of January, 1930, shall be exempt and immune from taxation 
whether by _y of deduction by the Bank on behalf of the 
authority imposing the same or otherwise. 

8. The foregoing exemptions and immunities shall apply 
to present and future taxation by whatsoever name it may 
be deecribed, and whether imposed by the Confederation, 
or by the cantonal, communal or other publio authorities. 

9. Moreover, without prejudice to the exemptions speci
fied abo\"8, there may not be levied on the Bank, its opera
tion or its personnel any taxation other than that of a general 
charaeter and to which other banking establishments estab
lished at Basle or in Switaerland, their operations and their 
personnel. are not subjected de /adA) and de jvre. 

10. The Bank. ita property and assets and all deposits and 
other funds entrusted to it shall be immune in time of peace 
and in time of war from any measure such as expropriation, 
requisition, seiaure, confiscation. prohibition or restriction 
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of gold or currency export or import, and any other similar 
measures. 

11. Any dispute between the Swiss Government and the 
Bank as to the interpretation or application of the present 
Charter shall be referred to the Arbitral Tribunal provided 
for by The Hague Agreement of January, 1930. 

. The Swiss Government shall appoint a member to sit on the 
occasion of such dispute, the President having a casting vote. 

In having reccurse to the said Tribunal the Parties may 
nevertheless agree to submit their dispute to the President or 
to a member of the Tribunal chosen to act as sole Arbiter. 
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TRUST AGREEMENT 

TIM following u 1M em of 1M Form of TfV8t Agreemenl betv1een 
1M OreditOr GovemmmtB and 1M Ban1c for I ntemational Bettle
mmtB. (ARMI) VIII. to TIM H~ Agreemenl.) 

ENTERll:D into this day of 1930, between the 
Governments of et cetera (hereinafter called 
the Creditor Governments), of the one part, and the Bank for 
Internation&! Settlements (hereinafter called Trustee), of the 
aeoond part, 

Witnesseth: 

Whereas the Creditor Governments in connection with the 
carrying out of the New Plan Be defined in The Hague Agre&
ment of January, 1930 (hereinafter called the Plan), desire 
jointly to appoint the Bank for Internation&! Settlements their 
joint and sole trustee to receive, manage and distribute the 
annuities payable by Germany, and to perform other functiona 
with respect thereto, all Be provided by the Plan; and within 
the limits of the Statutee of the Bank; 

Whereas the Bank for International Settlements baa taken 
note of the provisiona of the Plan and is prepared to accept the 
appointment as such trustee; 

Therefore it is agreed be\ween the parties hereto that the 
description, the conditiona and the limitationa of the functiona 
of the Trustee with respect thereto and of the relations, obli
gationa and rights of the parties are thoee set forth as follows: 

Arftcl.! 1 
The Creditor Governments jointly appoint the Bank for 

International Settlements their joint and sole trnstee for the 
IN 
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purposes herein defined. The Bank accepts the appointment 
and agrees to carry out the trust on the conditions herein 
stated. 

Article 2 

The Trustee is empowered and agrees: 

. (a) To receive any balances transferred by the Agent 
General for Reparation Payments on the winding up of his 
accounts, subject to the rights of the different Creditor 
Governments in the distribution of such balances and to any 
claims and commitments thereon which may be outstanding 
at the time of transfer, all of which, as shown by the records 
of the Agent General for Reparation Payments, will be re
ported to the Trustee when the transfer is made; 

(b) To hold in safe-keeping, as trustee, until the same shall 
be duly discharged, the Certificate of Debt, with coupons 
attached, issued and delivered by the German Government 
pursuant to the terms of the ;Plan, the receipt of which the 
Trustee acknowledges and a copy of which is attached hereto 
f'8 Exhibit A; 

(c) To hold in safe-keeping as trustee, until the same shall 
be duly discharged, the Certificate issued and delivered by 
the German Railway Company in acknowledgement of its 
liability, pursuant to the terms of the Plan, the receipt of 
which the Trustee acknowledges and a copy of which is 
attached hereto as Exhibit B; 

(d) Commencing 1930, to receive in 
trust each month from the German Reich for the account 
of the Creditor Governments signatory hereto and for the 
account of the Trustees of the German External Loan 1924 
all payments thereafter to be made by Germany under the 
Plan and the above-mentioned Certificate of Debt represent
ing the service of the said Loan or the payment of the sums 
attributable to the said CreditQr Governments on account 
of the ,non-postponable annuities and the postponable an
nuities as defined and specified in the Plan. 

A certified Schedule stating the monthly and annual share 
during the whole period of the annuities of each Creditor 
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Government signatory hereto in the non-postponable and post;.. 
ponable portiona and in the total of the. German annuity is 
attached hereto as Exhibit C. 

Article S 

Exoept during a p«¢od when the transfer of the postponable 
annuity is suspended, as provided for in Article 11 below, the 
Trustee will acoept only ourrencies other than Reichsmarks in 
payment of the monthly instalments of the annuities payable 
by Germany, 8ubject always to the proviso that the Trustee 
may accept Reichsmarks, in each month of a given annuity 
year, for an amount equal to one-twelfth of the total of any 
current annual programme for payments under Delivery in 
Kind and Reparation Recovery Aot procedures for the year in 
question. 

In arranging for the receipt of currencies other than Reioh&
marks the Trustee, after having .been notified of the require
ments of the Creditor Governments, will infcrm the German 
Government and, at the same time, the Reichsbank. at least 
one month in advance of the due dates for payment, of its pre
ferences relative to the currencies which it desires to have paid 
into its account. H these preferences are not complied with. 
the Trustee i8 authorised to accept payment from Germany 
entirely in the currencies of the creditor countries whoee 
nationals were members of the Committse of Experts and as 
nearly as may be in proportion to the respective shares of these 
countries, it being understood that payments in currencies 
other than Reichsmarks which are not based upon the gold or 
gold exchange standard will only be made with the consent of 
the Trustee. 

The Trustee will give receipts to the German Government 
for allsUDl8 which it pays or causes to be paid both on _unt 
of the postponable and on account of the non-poetponable 
annuity. These receipts will show the ourrencies received as 
well as the equivalent value in Reichsmarka, with which the 
German Government will be credited.. 

At the end of each annuity year. when the Trustee has re
ceived from the German Government the 8UIIlII due for ~ 

o 
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year, in accordance with the Plan, the Trustee shall surrender 
to the. German Government the coupon of the Certificate of the 
German Government which corresponds to the payments of 

. the year in question. 
The Trustee takes note of the undertaking given by the Ger

man Government that the Reichsmark shall have and shall 
retain its convertibility in gold or foreign exchange as provided 
in Section 31 of the Law of the 30th August 1924, and that, 
in all circumstances, for the general purposes of the Plan, the 
Reichsmark shall have and shall retain a mint parity of 1/2790 
kilogram of fine gold, as defined in the German coinage law of 
August 30, 1924. 

The sums paid in currencies other than Reichsmarks into the 
annuity trust account shall be calculated in Reichsmarks, sub
ject to the provisions of the above imdertaking, at the average 
of the middle rates (Mitte1kurs) prevailing on tbe Berlin Bourse 
during the period of fifteen days preceding the date of payment. 

The swns in Reichsmarks paid by the German Railway Com
pany to the account of the Trustee at the Reichsbank under 
the terms of the above-mentioned Certificate of Liability.de
livered by that Company, for an amount of fifty-five million 
Reichsmarks on the first day of each month in respect of the 
previous month, shall, until the due discharge of the Certificate, 
be placed each month at the disposal of the German Govern
ment by the Trustee as soon as they have been received, pro
vided that the instalment of the Annuity payable by the Ger
man Government on the 15th day of the preceding month has 
been duly received. 

ArtU:le 4 

All the swns transferred from the account of the Agent
General for Reparations or paid on account of the German 
Annuities shall be received into an Annuity Trust Account. All 
the sums paid by Germany on account of the annuities shall 
be managed by the Trustee and shall be employed and distri
buted each month upon receipt as follows, on the understand
ing that the obligations of the Trustee in regard to the said 
swns shall be only those normally incumbent upon a banker 
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for the execution of a trust agreement, and in no caee shall the 
Trustee permit the accounts or credits of any Creditor Govern
ment to be overdrawn_ 

(a) In the first place, the sums required monthly for the 
service of the German External Loan, 1924, shall be trans
ferred to the account or order of the Trustees of the said 
Loan, in conformity with the terms of the General Bond se~ 
ouring it, on the understanding t.hat this appropriation shall 
have priority over all others. This service constitutes a first 
charge, expressly provided for as such, on the German an
nuities, whether non-postponable or postponable. 

(b) One-twelfth of the share of each Creditor Government 
in the non-postponable Annuity shall be forthwith allocated 
in the hooks of the Trustee to that Government within the 
Annuity Trust Aooountin currencies other than reichsmarks. 
H one of the Governments has mobilised a part of the non
postponable annuity allotted to it, there shall be retained 
every month, out of the share due to that Government in 
virtue of the present paragraph, the sums required for the 
service of the obligations issued and outstanding, in con
formity with the conditions of the contracts made on the 
occasion of such issues; these sums, deducted from the share 
of each of the Governments ooncerned in the issues, shall be 
transferred each month to a Trustee Aooount relating to the 
loan thus issued and shall remain there until the moment 
when payments have to be made for the interest service and 
amortisation of the obligations, in aooordance with the terms 
of the respective loan agreements. 

(c) One-twelfth of the share due to each Government for 
settling the quota of Deliveries in Kind allotted to it in & 

given year shall be forthwith allocated in the books of the 
Trustee to that Government within the Annuity Trust Ac
oount in Reichsmarks, if no other provision has been made 
by the Governments concerned, including Germany, for the 
settlement of this quota. 

(<I) One-twelfth of the sum due to each Government in 
each Annuity, after the allocations provided in paragraphs 
(b) aDd (c), shall be forthwith allocated in the books of the 
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Trustee to that Government within the Annuity Trust Ac
count in currencies other than Reichsmarks. 

(e) In application of Article 88 of the annexes to the 
Experts' Report of June 7, 1929 (hereinafter called the 
"Experts' Report"), the sums allocated as provided in 
the preceding paragraphs will remain without interest in 
the National Sub-1;>ivisions of the Annuity Trust Account 
up to the equivalent of the following minimum amounts: 

France 
Great Britsin 
Italy . 
BelgiUm 
Roumania 
Jugoslavia 
Greece 
Portugal 
Japan. 
Poland 

Reichsmarks. 

68,037,500 
26,587,500 
13,887,500 
7,512,500 
1,312,500 
5,462,500 

450,000 
862,500 
862,500 
25,000 

125,000,000 R.M. 

All sums standing in the National Sub-Divisions of the 
Annuity Trust Account in excess of the above minimum non
interest-bearing deposits, may be freely withdrawn from the 
said account by the Creditor Governments, in accordance 
with the following paragraph. 

(j) Subject to the foregoing and in accordance with the 
provisions of the Plan, the Trustee is authorised and agrees 
to transfer at such dates as may be indicated any aum allo
cated to any Government within the Annuity Trust Account 
to any interest-bearing account in the Bank for Inter
national Settlements or to any other bank or banker, or 
otherwise to dispose of it as the interested Creditor Govern
ment may direct; but in no case 'will the Trustee permit 
the accounts or eredits of any Creditor Government to be 
overdrawn. 
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.A.rtick 5 

The Trustee shall not be bound to pay any interest on 
balances in the Annuity Trust Account • 

.A.rtick 6 

Any exchange profit or 1088 arising from transactions carried 
out by the Trustee for account of Creditor Governments in 
connection with the management of the German annuities shall 
unless otherwise settled be credited or charged quarterly by the 
Trustee to the accounts of the Governments concerned. in 
proportion to their respective shares in the principal moneye 
involved. subject to the provisions of Article 4. • 

.A.rticle 7 
The Trustee is authorised and agrees in connection with 

Delivery in Kind. Reparation Recovery Act, and other similar 
syetems to pay in Reichsmarks up to the amount of the monthly 
Reichsmark balances avail&.ble to the respective Creditor 
Governments on cheques. drafts or orders duly executed by the 
authorised representative of any such Creditor Government. 
The Creditor Governments respectively agree to keep the 
Trustee advised of the identity and authority of such repre
sentatives and to supply it with their specimen signatures. 

.A.rlide 8 

Payment by the Trustee in compliance with the documents 
referred to in the preceding article shall constitute full dis
charge to the Trustee for the Reichsmark payments made. 
Payments in currencies o~er than Reichsmarks made or trans
ferred out of the Annuity Trust Account upon the order of a 
Creditor Government or effected under the authorisations con
tained in Article 4. above, ahall constitute a full cI.ischarge to the 
Trustee for the payments made. In addition. as 800Il as possible 
after the ~lose of each annuity year .. hen the respective 
Creditor Governments ahall have received the annual account 
and auditor's report referred to in Article 17 hereof, the c0m

petent authority of each Creditor Government ahall give the 
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Trustee a finaI global quittance and release for the actual pay
ments made, during the Annuity year in question; to or upon 
the order of the Creditor Government concerned, as" disclosed 
by the"said accounts .. 

Article 9 

The Trustee declares that it has taken note that the German 
Government undertakes during the period up to March 31, 1966, 
to maintaiD. at the Bank a non-interest-bearing deposit equi
valent to 50 per cent of the average deposit remaining in the 
Annuity Trust Account, but not exceeding 100 million Reichs 
marks. 

The Bank shall to this end certify to the German Govern
ment and to the Creditor Governments every month the aver
age of the balances at the close of each working day left by the 
Creditor Governments on deposit without interest during that 
month, in respect of the sums arising from the German pay
ments under the Dawes Plan or under the present Plan up to 
the time when they are drawn out by the Creditor Governments. 

The first deposit will be paid by the German Government to 
the Bank fifteen days after the coming into force of the New 
Plan, the" amount of the deposit being calculated on the aver
age of the daily balances above-mentioned left with the Agent
General or the Bank during the month ending two working 
days prior to the date of deposit, excluding sums returnable 
to the German Government under Annex ill. of The Hague 
Protocol of August 31, 1929, or any supplementary arrange
ment. The deposit shall be maintained at the amount 80 cal
culated during one month. At the end of this period the deposit 
will be adjusted by a further deposit or by the withdrawal of 
part of the existing deposit on the basis of the average of the 
daily balances referred to above during the month ending two 
working days before the date of the adjustment. A similar ad
justment will take place at the end of the second month from 
the date of the first deposit. At the end of the third month, and 
thereafter at intervals of three months, the deposit shall be 
adjusted on the basis of the average of the daily balances re
ferred to above during the three months ending two working 
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days before the date of each Buch adjustment. The intervals 
referred to in this paragraph may be changed by agreement 
between the Governmente concerned with the conourrence of 
the Trustee. 

The Trustee will accept this deposit under the conditions set 
out in this Article. 

Article 10 

The Trustee declares that it haa taken note of the provisions 
of the Plan with respect to the functions assigned to the Bank 
of International Settlements in connection with any declara
tion of the German Government requiring the convening of the 
Special Advisory Committee, and the Trustee agrees and the 
Creditor Governments confirm that the Trustee shall oarry out 
the funotions assigned to it in that respect and in the manner 
described in the Plan. 

The Trustee takes note that, in application of Article 124 of 
the Experts' Report, any recommendation of the Advisory 
Committee affecting the rights of the Creditor Governments 
shall not bind those Governments unless it is aooepted and oon
firmed by the Creditor Governments which participated in the 
decision of September 16, 1928, to set up the Committee of 
Experts; and that similarly any recommendation affecting the 
rights of the German Government shall not bind that Govern
ment unless it is accepted and oonfirmed by that Government . 

.drli<le 11 

Immediately on receiving from the German Government in 
conformity with the Plan notification of BUBpension of transfer 
of the whole or part of the postponable annuity the Trustee 
shall inform the Creditor Qovernments accordingly. 

(0) As eoon lIS this 8uspension becomes declive: 
(1) The Trustee shall oontinue to transfer each month the 

sums necessary for assuring the service of the extemalloaB 
of 192' in aooordance with paragraph (0) of Article , of this 
oontral't; 

(:1) The Trustee shall oontinue to credit or transfer each 
month in aooordance with the provisions of paragraph (6) of 
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Article 4 of this Contract the sums paid by the German 
Government in respect of the non-postponable Annuity; 

(3) In the event of a partial postponement, in any year, of 
transfer or of payment of the postponable annuities, the 
Trustee shall distribute the part of the postponable annui
ties actually paid and transferred in that year in such a 
manner as to ensure, so far as may be possible, that the re
ceipts of the several Creditor Governments out of the aggre
gate payments actually transferred by Germany (whether 
on account of the unconditional or of the postponable annui
ties) shall be proportionate to their respective shares in the 
total annuities due by Germany under the Plan in respect 
of that year, provided alwaye that the Creditor Governments 
entitled to an allocation out of the unconditional annuities 
shall in no case receive less than the allocations due to them 
respectively out of those annuities; 

(4) Should the amount of the postponable annuities paid 
and transferred by Germany be insufficient to provide in full 
to each of the Creditor Governments its due share of the 
'total German payments transferred, having regard to the 
allocations out of the unconditional annuity referred to in 
the previous paragraph, the Trustee shall, in accordance with 
the provisions of paragraph 202 of the Annexes to the Ex
perts' Report, withdraw from the Guarantee Fund, to be 
constituted by the French Government, the sums necessary 
to make up the deficiency to each of the Creditor Govern
ments concerned. The sums so withdrawn from the Guaran
tee Fund shall be repaid to that fund in accordance with the 
Plan at the end of the period of postponement. 

(b) During the course of a partial or total postponement of 
transfer the Trustee may accept from Germany payments in 
Reichsmarks in respect of the amounts of which transfer has 
been postponed and of which payment has not been postponed 
under the Plan. The Trustee is authorised to give to the German 
Government receipts for such payments which will be in the 
nature of temporary acknowledgments. These acknowledg
ments will be converted into final receipts pro tanto on the 
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transfer of the amounts postponed, or on the utilisation of the 
Reichsmarks accepted by the Trustee under this paragraph for 
payments in respect of deliveries in kind or in respect of Re
paration Recovery Acts and similar procedures under the 
speoial programmes referred to in Annex IV. of the Experts' 
Report. 

(e) Any sums accepted in Reichsmarks by the Trustee under 
paragraph (b) above will be distributed in the form of oredits 
in the Trustee's books in such a way 88 to complete the credits 
due to each Creditor Government for the year in question under 
the Plan, and the Guarantee Fund in 80 far 88 it has been 
drawn upon. These Reiohsmarks will be administered by the 
Trustee in the manner provided in the Plan. 

(d) The parties to this contract agree that all investments of 
such Reichsmark funds effected by the Trustee shall be made 
for the individual account of the Creditor Governments, 88 

their interests require, for their advantage and at their risk. 
In particular the proceeds of investment of Reichsmarks 
credited to the Guarantee Fund will be assigned to the French 
Government. 

Article 12 

The Creditor Governments and the Trustee agree that the 
Trustee shall have exclusive authority to act 88 agent of the 
Creditor Governments or anyone of them, 80 far as concerns 
the operations relating to the mobilisation of the German 
Annuities, and that in the discharge of the functions and in the 
use of the authority entrusted to it as Agent in this matter, 
the Trustee will be guided by the provisions of the Plan which 
govern mobilisation. In particular the Trustee will abide by the 
following provisions: 

(a) When it appears to the Trustee practically possible to 
proceed with an issue of Bonds representing the capitalisa
tion of a part of the Annuity, the Trustee will inform the 
Creditor Governmenta. The possibility of proxeeding with 
such an operation shall also be considered by the Trustee 
whenever eo required by on!! or more of the Creditor Govern
menta. 
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n after examination, and in cases other than that dealt 
with in the second part of paragraph (b) below, the Trustee 
considers such an operation inopportune, it shall indicate to 
the Governments concerned the reasons for this opinion. 

(b) n one or more of the Governments concerned intend 
themselves to proceed in their own markets with an issue, 
the trustee shall fix the minimum conditions of issue at the 
time of the operation. 

n, however, such an operation is intended in connection 
with internal conversion operations, the Government con
cerned will be free to offer the Bonds on its own market on 
whatever conditions it may be able to obtain, without its 
being necessary for the Trustee to consider whether the 
creation of the Bonds is opportune, and on the understand
ing that the Bonds will only be quoted on the market of 
issue. 

(c) n one or more of the Governments concerned propose 
an international issue on other markets than their own re
spective markets, the Trustee shall at their request, if it con
'siders on examinat.ion that conditions on these markets per
mit such an operation, take steps to proceed with this issue 
and determine, after making sure that the Central Banks 
concerned have no objection, the markets on which such 
offers may be made. 

In the case of such issues, the various Governments having 
a share not yet mobilised in the non-postponable portion of 
the Annuity shall be given the right to participate in pro
portion to the following figures: France 500, Great Britain M, _ 
Italy 42, Japan 6·6, Juga-Slavia 6, Portugal 2·4. 

No issue of an international character may however be 
made in the market of any of the countries the Government 
of which has signed this Trust Agreement without the ap
proval of that Government both as regards the amount of 
the issue and as regards the conditions on which it shall be 
authorised. 

(d) n it is decided to proceed with &It issue, and if one or 
more of the Creditor Governments so request, the Trustee 
shall arrange, in agreement with those Governments and 
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with the IB8uing Bankers, the detailed conditions on which 
the Bonds shall be issued. 

(e) The Trustee shall apply to the German Government, 
as provided in the Plan, for the creation of issuable Bonds. 

(f) The Trustee declares its willingn_ to act as trustee or 
representstive of the bondholders, or as agent for all issuee 
of bonds made in pursuance of the provisions of the Plan 
relative to mobilisation, to the extent provided in the Loan 
Contract to be concluded between the Trustee· and the 
Governments ooncerned on the occasion of an issue of such 
obligations. 

(g) The expensee and commissions to be received by the 
Trustee both for the creation of bonds and for their issue 
shall be determined between the Trustee and the Govern
ments ooncerned with regard to the importance of the func
tions which may be attributed to it on the occasion of each 
operation. 

Arlicle 13 
The Trustee will oredit to a special Trust Account the de

pcaits which the French Government has undertaken to make, 
in the circumatanoes oontemplated in the Plan, up to an amount 
of five hundred million Reichamarks, in currencies other than 
Reichamarks, based upon the gold or gold exchange standard. 

The Trustee undertakes to administer these funds in such a 
_y that the sums depcaited shall be available in currencies 
other than Reichamarks, based upon the gold or gold exchange 
standard, in order to equalise the short payments to the other 
Creditors during a period of transfer postponement. 

Subject to the provisions of Article 11 (e) and (d), the Trustee 
will pay interest to the French Government, at the manmWD 
current rate paid for long-term depcaits, on the amount atand
ing in this aeoount in currencies other than Reichsmarks. 

U it ill ag-a that this deposit shall remain for more than 
five yeara. the French Government shall be entitled to partici
pate in the profits of the Bank in respect of this deposit on 
the terms laid down in Article 53 (t) (i) of its Statutes. It shall 
be restored to the French Government in the ei:tc:nmstances 
oontemplated in the Plan. 
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Article 14 

If the German Government elects to make the long term 
deposit up to four hundred million Reichsmarks, provided for 
in the Plan, the Trustee agrees to receive and administer this 
deposit and to take the consequent measures for allocation and 
utilisation of its profits according to the provision of Article 53 
(el of the Statutes of the Bank. 

Article 15 

In addition to making disbursements and keeping accounts 
in connection with Deliveries in Kind, Reparation Recovery 
Acts, and other similar systems as above provided, the Trustee 
declares that it takes note of the arrangements regarding De
liveries in Kind and Reparation Recovery Acts contained in 
the relevant Annexes to The Hague Agreement of January 
1930, and agrees to observe the same as far as lies within its 
province and powers as a bank as set forth in the Statutes. 

Article 16 

The Trustee is authorised and agrees with respect to the 
assigned revenues of the Reich to exercise the discretions re
ferred to in Section 3 of Annex ill. of the Experts' Report. 

Article 17 

The Trustee ahall furnish to each Creditor Government at the 
close of each month an account showing an the receipts and 
payments of the Trustee during that period in respect of the 
annuity received from Germany. The Trustee ahall also fur
nish to each Creditor Government as soon as may be after the 
31st March in the year 1931, and every lI1lCce8ding year, a copy 
of the account as approved by the auditors of the Bank for 
International Settlements of all its operations in respect of the 
whole of the German Annuities, including the service of the 
German External Loan, 1924, since the close of the last pre
ceding yearly account or, in the case of the first account, since 
the commencement of the operations of the Bank, and of any 
report that may be made by the Auditors on such accounts. 
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The Bank &han also furnish to each Creditor Government a 
copy of its Annual General Report as BOon as pubJiahed . 

.4.rticle 18 
I 

From the date of coming into foree of the preeent contract 
until its completion, the Creditor Governments, in addition to 
maintaining the depoeits referred to in Article 4 (el, agree to 
pay to the Trustee a commission of 1 per mille on the actual 
paymll!lts received from the German Government on their he
half, in reepect of the remuneration provided in Article 84 of 
the Annexee to the Experts' Report. 

This payment will form a prior charge in favour of the 
Trustee, in accordance with the Plan, on the sums received by 
it on behalf of the Creditor Governments within the Annuity 
Trust Account. . 

The provieiona of this Article will remain in force failing any 
new arrangement; such new arrangement may be made at the 
end of the first or of anyone of the first live financial years, at 
the requeet of one of the signatory Powers or of the Trustee . 

.4.rticle 19 

The Trustee is authorised and agrees to notify forthwith to 
the Creditor Government any dilIicuity which may arlee be
tween it and the German Government relative to the interpreta
tion or the application of the Plan • 

.4. rticle 20 

The Creditor Governments and the Trustee agree that, if any 
dispute shall arise between them or any of them with regard to 
the meaning or application of the provieiona of this Trust 
Agreement, the dispute ahall be referred for final decision to 
the Tribunal pro\ided for by The Hague Agreement of January 
1930, unIees the partiee to the dispute shall elect to refer the 
same to the ~dent of the Tribunal or a member thereof 
selected as sole arbitrator. 

Article 21 
The p~t Contract shall oome into foroe between the 

Trustee and the Creditor Governments whoee repn!lll!lltaRwa 
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have signed it as SOOIl as the PIan has been put into application 
and this Contract has been signed on behaH of the Trustee and 
of four of the following Powers: Belgium, France, Great 

. Britain, Italy and\Japan. 
The French text is alone authentic. 
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THE BANK AND THE HAGUE AGREEMENT 

The /olWwing are extracI8 from IIae Ie:!:( 0/ The Hague Agrument 
of January 1930: 

Arlicle ~ 

From and after the date on which the New Plan oomes into 
force. the Offioe for Reparation. Payments and the organisa
tione in Berlin oonnected therewith shall be abolished and the 
relatione with Germany of the Reparation Commission shall 
oome to an end. 

Under the regime of the New Plan only those of the functions 
of these organisations the maintenance of which is necessitated 
by the New Plan will oontinue in existence; these functione will 
be transferred to the Bank for International Settlements by 
the "Small Special Committee", the Rank for International 
Settlements will exercise them within the conditions and limits 
of the New Plan in oomormity with the provisions of its 
Statutes. 

Arlicle 6 

The Contracting l'artiee reoogniae the necessity. with • view 
to putting into force the New Plan, of the OOII8titution of the 
Rank for International Settlements. They reoogniae the 001'

porate existence of the Bank to take elect as soon as it is con
stituted in aooordance with the Statutee annued to the law 
inoorporating the Rank which is the subject of the Conven
tion concluded with the Government of the Swiss Confedera
tion. 
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Article 7 
The Government of the Reich will deliver to the Bank for 

International Settlements, as Trustee for the Creditor Powers, 
the Debt Certificate referred to in Annex III. 

Further, the German Government guarantees that the Ger
man Railway Company (Deutsche Reichsbahngesellachaft) 
will deliver to the Bank for International Settlements the 
Certificate mentioned in Annex IV. 

Article 10 

The Contracting Parties will take in their respective terri
tories the measures necessary for securing that the funds and 
investments of the Bank, resulting from the. payments by 
Germany,1Ihali be freed from all national or local fiscal charges. 

The Bank, its property and &88ets, and also the deposits of 
other funds entrusted to it, on the territory of, or dependent 
on the administration of, the Parties shall be immune from any 
disabilities and from any restrictive measures such as censor
!!hip, requisition, seizure or confiscation, in time of peace or 
war, reprisals, prohibition or restriction of export of gold or 
currency and other similar interferences, restrictions or pro
hibitions. 

Article 11 

. The Governments of the Creditor Powers have settled the 
text of a Trust Agreement, appearing in Annex VIII., for the 
receipt, management and division of the German annuities. 

The Bank for International Settlements upon its establish
ment will be invited to give its adhesion to the Agreement, and 
the Governments referred to will appoint Delegates with the 
powers necessary to sign. 

The German Government declares that it has been informed 
of the text of the Agreement. 

Article 15 

1. Any dispute, whether between the Governments signa
tory to the present Agreement or between one or more of those 
Governments and the Bank for International Settlements, aa 
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to the interpretation or application of the New Plan shall, 
subject to the special provisions of Annexes I., V.A, VI.A and 
IX. be submitted for final decision to an arbitration tribunal of 
five members appointed for five years, of whom one, who will 
be the Chairman, shall be a citizen of the United States of 
America, two shall be nationals of States which were neutral 
during the late war; the two other shall be respectively a 
national of Germany and a national of one of the Powers which 
are creditors of Germany. 

For the first period of five years from the date when the New 
Plan takes effect this Tribunal shall conaiat of the five members 
who at present constitute the Arbitration Tribunal established 
by the Agreement of London of the SOth August 1924. 

2. Vacancies on the Tribunal, whether they result from the 
expiration of the five-yearly periods or occur during the course 
of any such period, shall be filled, in the case of a member who 
is a national of one of the Powers which are creditors of G<lr
many, by the French Government, which will first reach an 
understanding for this purpose with the Belgian, British, 
Italian and Japanese Governments; in the case of the member 
of German nationality, by the German Government; and in the 
cases of the three other members by the six Governments 
previously mentioned acting in agreement, or in default of 
their agreement, by the President for the time being of the 
Permanent Court of International Justice.. 

S. In any case in which either Germany or the Bank is 
plaintiff or defendant, if the Chairman of the Tribunal OIIn
Biders, at the request of one or more of the Creditor Govern
ments parties to the proceedinga, that the &aid Government or 
Governments are principally conoerned, he will invite the said 
Government or Governments to appoint-and in the cue of 
more Governments than one, by agreemen~ member, who 
will take the place on the Tribunal of the member appointed 
by the French Government. 

In any case in which, on the oceaaion of a dispute hew
twu or more Creditor Governments, there is no national of one 
or more of thOll8 Governments among the Members of the 
Tribunal, that Government or thOII8 Governments shall have 

p 
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the right to appoint cacha Member who will sit on that occasion. 
If the Chairman considers that some of the said Governments 
have a common interest in the dispute, he will invite them to 
appoint a single member. Whenever, as a result of this pro
vision, the Tribunal is composed of an even number of mem
bers, the Chairman shall have a casting vote. 

4. Before' and without prejudice to a final decision, the 
Chairman of the Tribunal, or, if he is not available in any case, 
any other Member appointed by him, shall be entitled, on the 
req)lest of any Party who makes the application, to make any 
interlocutory order with a view to preventing any violation of 
the rights of the Parties. 

5. In any proceedings before the Tribunal the Parties shall 
always be at liberty to agree to submit the point at issue to the 
Chairman or anyone of the Members of the Tribunal chosen as 
a single arbitrator. 

6. Subject to any special provisions which may be made in 
the Submission-provisions which may not in any event affect 
the right of intervention of a Third Party-the procedure be
fore the Tribunal or a single arbitrator shall be governed by the 
rules laid down in Annex XII. 

The same rules, subject to the same reservation, shall also 
apply to any proceedings before this Tribunal for which the 
Annexes to the present Agreement provide. 

7. In the absence of an understanding on the terms of Bub- . 
mission, any Party may seize the Tribunal directly by a pro
ceeding ex pam, and the Tribunal may decide, even in default 
of appearance, any question of which it is thus seized. 

8. The Tribunal, or the single arbitrator, may decide the 
question of their own jurisdiction, provi~ed always that, if the 
dispute is one between Governments and a question of juris
diction is raised, it shall, at the request of either Party, be re
ferred to the Permanent Court of International Justioe . 

. 9. The present provisions shall be duly accepted by the Bank 
for the settlement of any dispute which may arise between it 
and one or more of the signatory Governments as to the inter
pretation or application of its Statutes or the New PIan. 
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Final ClDuse 

The New PIan will come into force and will be collBidered as 
having been put into execution on the date on which the Re
paration Commission and the Chairman of the Kriegslasten
kommission have agreed in reporting: 

(1) The ratification of the present Agreement by Germany 
and the enactment of the German laws in accordance with 
the relative Annexes. 

(2) The ratification of the present Agreement by four of 
the following Powers, that is to aay, Belgium, Great Britain, 
France. Italy and Japan. 

(3) The constitution of the Bank for International Settle
ments and the acceptance by the Bank of the undertakinga 
by it for which the present Agreement provides, and also its 
receipt of the Certificate of the German Government and the 
Certificate of the German Railway Company as provided in 
Annexee ITI. and IV. 
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THE BANK AND THE GERMAN REPARATION 
DEBT 

TllefoUowing are e:r:tractlfrom Annex III. of Tile Hague 4gree
ment: 

ANNExm 
DEBT CERTIFICATE OF THE GERMAN GOVERNMENT 

I 

The German Government, by this present Certificate, under
takes a solemn engagement subject to the stipnIations of the 
New Plan as defined by Article 1 of the Agreement of The Hague 
of January 1930, to pay to the Bank for International Settle
ments as Trustee for the ¥tor Powers, and not to any other 
agent nor by way of direct payment to anyone of its creditors, 
and in conformity with the following provisions, the annuities 
set out in the following table plus the sums required for the 
service of the German External Loan, 1924, as provided in the 
General Bond dated October 10, 1924. 

II 

1. Except for any period in which the transfer of the p0st
ponable portion of the annuity is suspended, the monthly pay
ments of the Reich must be made in currencies other than the 
Reichsmark. 

:!. Provided always that with a view to the execution of the 
programmes relating to deliveries in kind and of the arrange
ments under the Reparation Recovery Acts, and with a view 

21% 



APPENDIX VII 213 

to meeting any administrative expeJlJles incurred in Germany, 
the Bank of International Settlements may request that a 
oorresponding part of these payments may be made in Reichs
marks. 

S. The Bank may notify to the German Government and the 
Reichsbank simultaneously one month at least in advance of 
the payment dates the Bank's preferences with respect to the 
ourrencies in which payment is to be made. In case these pre
ferenoes are not complied with, the Government of the Reich 
may make payment of such parte of the German annuities as 
do not relate to the servioe of the German External Loan, 1924, 
in the currencies of the Creditor countries whose nationals were 
members of the Committee of Experts of 1929, divided as 
nearly as possible in proportion to their respeotive shares, it 
being, however, understood that payments in ourrencies other 
than the Reichsmark which are not on a gold or gold exchange 
standard shall be made only with the consent of the Bank . 

•. The Bank for International Settlements shall give its 
receipt to the German Government for all sums which it pays 
or causes to be paid under this Certificate. The receipt shall 
make note of the ourrencies received, but credit shall be given 
to the German Government in the Reichsmark equivalent of 
these ourrencies. 

The Bank's receipt giving credit in Reichsmarks for pay
ments made to the Bank for International Settlements by the 
German Government or on its behalf for the execution of the 
New Plan, shall during the normal operation of the New Plan 
OOlllltitute a oomplete and sufficient discharge of the obliga
tiOllll of the German Government with respect to such pay
ments. 

Should, however, transfet postponement be in whole or 
partial etleot, the Bank's receipt giving credit in Reichsmarks 
shall OOIllItitute a oomplete and sufficient discharge of the 
obligatiOllll of the German Government with respect to all pay
ments into the Annuity Trust Aooount made in foreign ex
change and with respect to such portions of the payments made 
in Reichsmarks as in the opinion of the Bank provide current 
funds for deliveries in kind or IIIIr'vicM. As to the remainder, 

• 
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the receipt of the Bank shall be in the nature of a temporary 
acknowledgment only. 

5. The German Government undertakes that the Reichsmark 
shall have and retain its convertibility into gold or devisen 88 

contemplated in Section 31 of the Reichsbank Law of the 30th 
August 1924, and that in all circumstances for the general 
purposes of the New Plan the Reichsmark shall have and shall 
retain a mint parity of 1/2790 kilogramme of fine gold 88 de
fined in the German Coinage Law of the 30th August 1924. 

Sums paid in. currencies other than Reichsmarks into the 
Annuity Trust Account shall be calculated in terms of Reiche
marks subject to the provisions of the last preceding paragraph 
at the average of the middle rates (Mitte1kurs) prevailing on 
the Berlin Bourse during the fifteen days preceding the date of 
payment. 

III 

1. To this Certificate are attached coupons representing 
each the whole of one annuity payable, after deduction of the 
amounts required for the service of the German External Loan, 
1924; each coupon is divided into two parts-Part A represents 
that part of the annuity which is mobilisable and non·postpon
able; Part B the postponable portion of each annuity. Each part 
of the annuity coupon enjoys absolutely equal rights through
out except with regard to the possibility of postponement here
inafter provided for. 

2. The Bank shall distribute moneys in payment of the mobil
ised or mobilisable portions of the annuity coupon among the 
whole of the bondholders and the Creditor Governments in pro
portion to the rights of each to share in the portion of the 
annuity coupons not subject to postponement, without allow
ing a priority of any kind to any tranche or to any claim. It 
will distribute the moneys relating to the non-mobilisable por
tions of the annuity coupons amongst the Creditor Governments, 
the transfer of these moneys taking place only after the transfer 
of the moneys relating to the mobilised or mobilisable portion 
of the annuity coupon. 
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IV 
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1. The service of mterest and amortisation of the mobilisable 
or mobilised portions of the annuity coupons shall be paid to 
the Bank in currencies other than the Reichsmark by the 
German Reich without any reservation, i.e. on its own responsi
bility. The financial service of these mobilisable or mobilised 
portions of the annuities shan constitute a final and uncon
ditional international obligation in the ordinary financial sense 
of the word. 

2. Furthermore, upon the request of the Bank for Inter
national Settlements, acting as trustee of the Creditor Powers, 
if and in so far as the Bank oonsiders such a course opportune, 
Germany undertakes to substitute for Part A of the coupons 
issuable bonds bearing its name, representing, on the eame 
conditions as this Certificate and the said coupons, an obliga
tion of the Reich. The amount and form of these bonds and the 
speci.fications of the currency in which they shall be issued shall 
be fixed by the Bank. 

S. U anyone or more of the Creditor States should intend to 
utilise internal issues of German bonds in connection with opera
tions for the conversion of national debt, such bonds shall be 
quoted only on their market of issue . 

•• U and in so far as Germany shall redeem reparation loans 
(general or oonversion loans) which can be redeemed before 
their due date according to the issue oonditiOll8, the part of the 
annuity destined for the service of the loan eo redeemed will 
accrue to ~many. It is understood that the Bank will, as far 
as possible, make every effon to secure that loans will not be 
issued without granting to ~y an appropriate right of 
anticipated redemption. , , 

II. ~many shall have the right to redeem all or any part of 
the not yet mohiliaed annuities (Parts A and B of the ooupons) 
on a basis of III per cent. discount. 

V 

1. The payment of the non-mobilisable portion of the annuity 
coupons shall be made to the Bank for International Settle-



216 BANK FOR INTERNATIONAL SETTLEMENTS 

ments by the German Government in the same conditions as 
that of the mobilised or mobilisable portion of the annuity 
coupons. 

6. Any sum in Reichsmarks the transfer of which is postponed 
shall be deposited to the account of the Bank for International 
Settlements at the Reichbank for eventual release of balances 
not absorbed by deliveries in kind, against payments in foreign 
currencies by the German Government. At all times the em
ployment, whether for investment or for deliveries in kind, of 
Reiehsmarks so deposited shall be subject to agreement between 
the Reichsbank and the Bank for International Settlements. 

9. At the end of any period irl respect of which a total or 
partial postponement of transfer or payment has been declared 
for any monthly instalment, the instalment or part thereof the 
transfer or payment of which has been 11& postponed shall be
come immediately payable to the Bank for International Settle
ments in foreign currencies, with the exception of any amounts 
of which the Creditor Powers have already had the benefit in 
some other form in pursuance of the New Plan. This clause 
modifies in no way the functions of the Special Advisory Com
mittee provided for in the New Plan. 

10. In the event of any declaration of postponement made by 
Germany or at any other time when the German Government 
declares to the Creditor Governments and to the Bank for Inter
national Settlements, that it has come to the conclusion in good 
faith that Germany's exebange and economic life may be seri
ously endangered by the transfl!r in part or in full of the p0st
ponable portion of the annuities, the Bank for International 
Settlements shall convene the Special Advisory Committee men
tioned in Chapter 8 (e) of the Experts' Plan of the 7th June 1929. 

The Special Advisory Committee shall forthwith consider the 
situation in all its aspects, as provided in the Plan, and shall 
indicate for coDsideration by the Governments and the Bank 
what, in their opinion, are the measures that should be taken 
in regard to the application of the Plan. In application of 
Article 124 of the Report of the Experts of the 7th June 1929, 
any recommendation of the Committee affecting the rights of 
the Creditor Governments shall not bind the Creditor Govem-
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ments unless it is accepted and confirmed by the Creditor 
Governments who participated in the decision of September 
16,1928, to set up the Committee of Experts. Similarly, any re
commendation affecting the rights of the German Government 
shall not bind the German Government unless it is accepted 
and oonfirmed by that Government. 

VI 

The German Government undertakes during the period up 
to March 31, 1966, to maintain at the Bank for International 
Settlements a non-interest bearing deposit equivalent to 50 
per oent of the average deposit remaining in the Annuity Trust 
Aocount, but not e.xoeeding 100 million Reichsmarks. 

The Bank shall to this end certify to the German Government 
and to the Creditor Governments every month the average of 
the balance at the close of each working day left by the Creditor 
Governments on deposit without .interest duriJlg that month, 
in respect of the sums arising from the German payments under 
the Dawes Plan or under the New Plan 'Up to the time when 
they are drawn out by the Creditor Governments.. 

The first deposit will be paid by the German Government 
to the Bank fifteen days after the putting into execution of 
the New Plan, the amount of the deposit being calculated on 
the average of the daily balances above mentioned left with the 
Agent-General for Reparation Payments or the Bank during the 
month ending two working days prior to the date of deposit, 
e.xcluding sums returnable to the German Government under 
Annex III. of The Hague Protooolof August 31,1929. 

The deposit shall be maintained at the amount eo ealculated 
during one month. At the end of this period the deposit will be_ 
adjusted by a further depoAlt or by the withdrawal of part of 
the existing deposit, on the basis-of the average of the daily 
bal&llOO8 referred to above during the month ending two work
ing days before the date of the adjustment. 

A similar adjustment will take place at the end of the eeoond 
month from the date of the first dt'posit. 

At the end of the third month, and thereafter, at intervals of 
three months, the deposit shall be adjusted on the basis of the 
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average of the daily balances referred to above during the three 
months ending two working days before the date of each such 
adjustment. The interval referred to in this paragraph may be 

. changed by agreement between the Governments concerned 
with the concurrence of the Bank for International Settlements. 

VIiI 

The obligation of the German Government in relation to the 
annuities for which this Certificate provides shall not be deemed 
to have been fulfilled until all sums, the transfer or payment of 
which may from time to time have been suspended, have been 
either in fact completely transferred to the Bank for Inter
national Settlements in the shape of approved currency other 
than the Reichsmark or employed for deliveries in kind. 

IX 

At the end of each annuity period, when the Bank for Inter
national Settlements has received from the German Govern
ment the amounts due under this present Certificate, the Bank 
~ retum to the Government the cOupon corresponding to the 
payments of that annuity period. The Certificate itself will be 
delivered when all the coupons have been paid • 

.ANNu:iTY COUPON (NOT INCLUDING THE SERVICE 01' THE 

GERloIAN EXTERNAL LOAN, 1924) 

Part .A. 

The German Reich will pay 
to the Creditor Powers at the 
Bank for International Settle
ments on account of the non
postponable part of the An
nuity for the period from the 

,19 ,to the 
,19 ,thesum 

of 612,000,000 Reichsmarks. 
The relative provisions of 

PartB 

The German Reich will pay 
to the Creditor Powers at the 
Bank for International Settle
ments on account of the post
ponable part of the Annuity 
for the period from the 

, 19 , to the 
19 • the sum of 
Reichsmarks. 

The relative provisions of 
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the Certificate apply to the 
present ooupon. 

A note of the payment of 
each instalment will be en
dorsed on the present coupon. 
When the full amount of the 
above Bum has been paid this 
coupon will be returned to the 
German Government. 

Berlin, the , 1930. 
Reiohaachuldenverwaltung. 
(Administration of the Debt 

of the Reich.) . 

the Certificate apply to the 
present coupon. _ 

A note of the payment of 
each instalment will be en
dorsed on the present coupon. 
When the full'amount of the 
above Bum has been paid this 
coupon will be returned to the 
German Government. 

Berlin, the , 1930. 
Reichsschuldenverwaltung. 
(Administration of the Debt 

of the Reich.) 
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THE BANK AND THE GERMAN BANK LAW 

The/o~areexl!ractsfTMnAnnextl8 V. andV.A o/The Hague 
AgrelJ'l1lelU: 

. ANNEX V 

PROVISIONS TO BE INSERTED OR MAINTAINED 
IN THE GERMAN BANK LAW 

ATluu 21 

Add at end as new paragraph: 

. "All functions confided to and obligations imposed on 
Central Banks in general or anyone such Central Bank 
specially by the New PIan (Hague Agreement, January 1930) 
will be performed in Germany by the Reichsbank. All func
tions confided to and obligations imposed on Presidents of 
Central Banks in general or anyone such President specially 
by the New PIan will be performed in Germany by the Pre
sident of the Reichsbank." 

I 

ANNEX v ... 

PROCEDURE FOR THE MODIFICATION OF CERTAIN 
PROVISIONS OF THE GERMAN BANK LAW 

Any proposal which may affect the provisions of Annex V. 
must be submitted by the German Government to the Board 
of Directors of the Bank for International Settlements. 

The Board may object to any such proposal, on the ground 
that it is incompatible with the New PIan, by referring the 

220 
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. question within a period of two months, in the absence of an 
agreement being reached, to an arbitrator chosen by common 
consent, or, in default of such consent, to the Tribunal pro
vided for in the present Agreement. The decision of the arbi
trator or Tribunal shall be final and will bind the Reich, the 
Bank for International Settlements and the States signatory 
to the present Agreement. 
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THE BANK AND THE GERMAN RAILWAY LAW 

ThefollAYwing are t!XtraclsfrMn Anne:/) VI. of The Hague Agree
ment: 

ANNEX VI 

AMENDMENTS TO BE MADE IN THE LAW AND IN THE 
STATUTES CONCERNING THE GERMAN RAILWAY 
COMPANY 

Section 4.-REPARATIoll' TAX 

. (1) The Company shall pay, as a contribution of the Deutsche 
Reichsbahn to the reparation annuities payable by the Reich, 
a tax of the Reich to an amount of 660 million Reichsmarks per 
annum (reparation tax). The reparation tax shall fall due, in 
equal monthly instalments of 55 million Reichsmarks, upon 
expiration of each month on the first day of each subsequent 
month, and where the first day is a Sunday or holiday, upon 
the first working day following; the tax shall be paid direct into 
the account of the Bank for International Settlements at the 
Reichsbank; the first payment shall fall due on the 1st October 
1929, and the last payment on the 1st April 1966, subject to 
the provision of Section 5 of the present Law. The payments 
shall be made before 9 A.H. on the days fixed for the same. 

(3) The Company shall deposit with the Bank for Interna
tional Settlements a certificate acknowledging its liabilities 
under paragraphs (1) and (2) above. The Reparation Bonds 
created in virtue of Section 4 of the Law of the 30th August 
1924, and handed over to the Trustee, shall be cancelled and 
destroyed in the presence of a representative of the Company. 

222 
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(4) The payment of the reparation tax by the Company shall 
be guaranteed by the Government of the Reich. As soon as the 
Bank for International Bettlements notifies the Government 
that a payment due has not been effected either in whole or in 
part, the Government shall authorise the Company to devote 
to the payment of the arrears of reparation tax the proceede of 
the transport tax collected for the account of the Reich, in so 
far as suoh a tax exists. If these resources prove insufficient 
the Reich shall meet the defioit within one month of receiving 
notioe from the Bank, either by placing the sums required for 
the payment at the disposal of the Company or by making a 
direct payment into the account of the Bank for International 
Bettlements stt the Reiohsbank. Apart from the above provi
sion, the transport tax shall be exempt from all special charges 
in respect of reparations. 

(II) The sums paid by the Government to cover a deficit in 
the reparation tax and the prooeede of the transport tax de
voted by the Company to the same purpose in virtue of para
graph (4) above shall he repaid to the Reich in conformity with 
the provisions of Section 211, paragraph (3), No.3 of the Com
pany's Statutes. 

(6) The Company is entitled, with the assent of the Bank for· 
International Settlements and subject to the terms agreed on 
with the Bank, to discharge the reparation tax in whole or 
in part by a capital payment. The Government of the Reich 
may require the Company to exercise this right of discharge 
provided that the Reich places the necessary funds at the 
Company's disposal. Any capital payment shall extinguish the 
liability of the Company under paragraphs (1) and (2) in a c0r

responding degree. The right of the Government of the Reich 
provided for in the Agre8QIent of of 
relating to the redemption of reparation annuities remains 
unaffected. 

Section 1I.-CoNCBSSIoNS. TRANSFItB OF RIolI'I8 AND 

OBLIOATIONS 

(2) In the event of the Company's liability to pay the re
paration tax direct.into the account of the Bank for Intema-
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tional Settlements at the Reichsbank terminating before the 
31st December 1964, the concession shall be shortened ac
cordingly and will terminate forthwith, provided that the pre
ference shares have all been redeemed by that date. On the 
other hand, if at the 31st December 1964, the whole of the 
Reparation tax payments due up to that date have not been 
made, or if the whole of the preference shares have not been 
redeemed, the concession shall be prolonged under the same 
conditions until such time as the payment of the tax and the 
redemption of the preference shares have been completed. 



APPENDIX X 

THE BANK AND GERMAN ASSIGNED REVENUES 

TlleloUowi"9 are e:r:fHatJUfrom A_ VII. 0/ Tile Bague Agree-

ANNEX VII 

ASSIGNMENT BY WAY OF COLLATERAL GUARANTEE 
OF CERTAIN REVENUES OF THE GERMAN GOVERN
MENT 

1. The German Government assigns, subject to the charge in 
favour of the Trustees for the German External Loan, 1924, the 
proceeds of the Customs, of the tobacco tuee, the beer tu and 
the tu on spirits (Administration of the Monopoly) for the 
service of the osrtificate repreeenting the annuitiee payable by 
Germany, including the service of any bonds which may be 
issued under the provisions of the New Plan. To this end, the 
Reich, without prejudice to its general reeponsibility for the 
payment of the annuitiee and ite entire discretion to efteot these 
payments out of general revenues, will secure out of the re
oeipts from the above revenuee by _y of collateral guarantee 
the sums neoeesary to cover the annuitiee as eleewhere deter-
mined. The assignment oopatitutee a negative pledge and is 
ruled by the following conditionS: 

2. The Reich will not create any charge on the assigned re
venuee for any other loan or credit without the oonsent of the 
Bank for International Settlements. n any such charge is 
created on the assigned revenuee with the consent of the Bank. 
the charge for the annuitiee payable by Germany will rank 
ahead of any such other charge. 

III 
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3. H at any time the total yield of the assigned revenues 
should fall below 150 pef cent. of the highest budgetary contri
bution payable by Germany under the New Plan, the Bank 
may require that;. additional revenues sufficient to assure the 
immediate restoration of the yield to the above percentage be 
assigned and the German Government will forthwith comply 
with that requirement accordingly. 

4. Should the German Government change the system of 
collecting any of ~he .assigned revenues, then the receipts 
secured to the Reich by the new system will be assigned in 
substitution for the original tax. 



APPENDIX XI 

THE BANK AND DELIVERIES IN KIND 

Tlle/ollowing are exlrad8from Annex IX. of Tke Hague A[jf'88-
ment: 

AID.'EX IX 

REGULATIONS FOR DELIVERIES IN KIND 

A~' 

Oryani8atiot& 

17. The management of deliveries in kind includes two 
separate parts, namely, the approval of contracts and the hand
ling of the funds reserved for deliveries in kind. The creditor 
Governments concerned and the German Government remain 
responsible for the approval of contracts and entrust the 
management of the funds reserved for deliveries in kind to the 
Bank for International Settlements. 

18. A contract is approved if there is agreement with regard 
to it between the creditor Government concerned and the 
German Government. 

19. Each creditor Government concerned in deliveries in 
kind and the German ~vernment shall appoint an agent, 
whose duty it shall be te deal with all matters concerning de
liveries in kind and to fulfil all functions devolving upon him 
under the present Regulations. 

Each agent shall remain responsible to his Government 
for the strict application of the provisions of th_ Regu-
lations. . 

The ~nts of the German, Belgian, British, French, Italian, 
IlI'1 Q II 
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Japanese and Yugo-Slav Government.. shall assemble when
ever a Government concerned in deliveries in kind considers 
a meeting to be necessary_The meeting shall be called by the 
agent of the Government which proposes it_ 

The same agent.. shall meet every year, in principle during 
the second fortnight in May, in order to review the general 
situation as shown by the statistical document.. supplied by the 
Bank for International Settlement... 

20. The agent of the German Government will be in per
manent residence at Paris, where the agent.. will meet in all the 
cases for which provision is made in the present Regulations. 
The agent.. of the Creditor Powers are under no obligation to 
have a fixed place of residence. 

2L The Bank for International Settlement.. can incur no 
responsibility except with regard to the duties arising from the 
mandate with which it is entrusted. 

22. The Bank for International Settlement.. will effect the 
payment.. to be made in virtue of duly approved contract.. 
which are transmitted to it by the agent of the German Govern
ment or are sent by the agent of the Creditor Power concerned 
in execution of a decision of the arbitrator in virtue of Article 7 
hereafter. 

23. The Bank will keep all account.. and statistics, and will 
exercise all supervision in respect of these payment... 

24. The Bank is also at liberty, in accordance with para
graph 28 of Annex I. to the Expert..' Pian of the 7th June 1929, 
to appoint an Ad~ry Committee, the object of which would 
be to inform generally the Bank of the progress of deliveries in 
kind. 

This Committee may, if it thinks fit, convoke those agent.. of 
the Government.. who do not form part of the Committee. 

- 57. Within three clear working days of receiving the con
tract the agent of the German Government shall inform the 
agent which has transmitted the contract whether he accept.. 
it with or withont reservation or whether he proposes it.. re
jection. 

58. If he has no objection to the contract he will inform the 
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Bank for International Settlements, to which he will Bend a 
oopy of the contract. 

6S. When an appeal is made to the arbitrator the award 
shall be notified to the German agent and the agent of the 
Creditor Power concerned. The latter may then send the con
tract direct to the Bank for International Settlements, and 
shan be responsible for informing the German agent to this 
effect. 

64. When a contract does not provide a definite scheme of 
payments the German agent will draw up a schedule in agree
ment with the agent or authorised department of the creditor 
Government, in order that the Bank for International Settle
ments may Bet aside the Bums required for paying for the <con
tract. 

611. The Bank for International Settlements will keep ac
oounts for each creditor oountry showing the dates and amounts 
of the payments for which the approved oontracts provide and 
indicating how much of the quota remains available for new 
contracts. 

Abstracts of these accounts will be supplied on the 1st and 
the 15th of each month to the agent of the Creditor Power oon
cerned and to the German agent. 

66. Before submitting a oontract for approval the creditor 
Government ooncerned shall beve definitely agreed with the 
purchaser the terms on which he can obtain payments out of 
the funds reserved for deliveries in kind. 

67. If, in the oourse of execution of a oontract, the buyer 
does not fu1fil these oonditions he shall oontinue to bear the 
entire responsibility for the oontract, as far as the seller is oon
cerned, under ordinary oonImercial oonditi.ons, even if the c0n

tract stipulates that it shall only be executed as a delivery in 
kind. 

68. In this _ the Bank for International Sett1emenlB shall, 
if the Creditor Power ooncerned eo requests, on ilB 01111 respon_ 
sibility release the credits reserved but not yet utilised for pay
ment for the contract. 

'l2. In transmitting to the Bank for International Settle-
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ments a contract in respect of which exceptions have been ad
mitted in application of paragraphs 69, 70 and 71, the agent 
of the German Government shall attach to the contract a note 
stating the nature of the exception granted and indicating 
which agents have given their consent. 

In the case of contracts approved in virtue of an arbitral 
decision in accordance with paragraph 63, the agent who trans
mits the contract will attach to it a copy of the arbitral decision. 

73. The statistics which the Bank for International Settle
ments will keep in execution of paragraph 23 will be sent by the 
Bank each month to the agents of all the Governments and will 
show: 

(1) accOrding to countries and categories the total amount 
of the contracts which it has received during the preceding 
month, those for an amount exceeding 5 million reich&
marks and riders thereto being shown separately; 

(2) the information transmitted to it with contracts in 
accordance with paragraph 72. 

Artick 8 

Payments 

(A.}-PaymentsJor DelWeries in Kind. 

74. For each Creditor Government there shall be opened at 
the Bank for International Settlements an account to which 
shall be credited all sums to be reserved by that Government 
for deliveries in kind according to the approved schedule. All 
payments made in respect of approved contracts shall be 
debited to this account. 

75. The credit balance at the end of each month shall be 
-added to the credits opened during the following month. The 
sum available to the Creditor Power for deliveries in kind dur
ing that month shall be the total of these two amounts. 

76. At the beginning of each month the agent of the creditor 
Government concerned and the agent of the German Govem
lPent shall be informed of thl! &t!>te of the account. 
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77. Subject to the reserves provided by the present Regula.
tions the sums paid to this account CBIl only be employed for 
the payment of contracts for deliveries in kind. 

7S. For the purpose of paying for dnly approved contracts 
for deliveries in kind eaoh Creditor Power may dispose freely of 
the credit balance lying in his a.c.c:ount, by any method of pay
ment whioh is current in international commerce, and pam
cnlarly by means of cheques, orders to transfer and time drafts. 

The payments will be made by the Reiohebank in Berlin. 
79. The Creditor Powers will transmit to the Bank for Inter

national Settlements the names and signatures of the officials 
who are authorised to issue orders to pay. 

SO. In principle, orders to pay shall be made out in Reiche
marks. When a contract stipulates that payment is to be made 
in a non-German currency, the order to pay shall be made out 
in this currenoy, but must bear the inscription: "Payable in 
Reiohsmarks". In this 0BBe the conversion into Reichsmarka 
shall be made at the time of payment, at the official average 
rate of the Berlin Bourse as quoted for the day preceding that 
of payment. 

SI. U a contract provides for an agreed rate of conversion, 
the conversion into Reiohsmarka shall be made at this rats. 

82. All orders to pay must indicate the approval number of 
the contract in respect of which they are issued. 

83. Cheques shall be issued by the Creditor Government 
made out in the name of the eeller and passed to the buyer for 
transmission to the eeller. They cannot be cashed over the 
countar, but must be passed through a bank aooount. 

M. Orders to transfer shall bear the names of the buyer and 
eeller, as well as that of the bank responsible for oollection. 

85. Time drafts shall ~ made payable not 1888 than thirty 
days and not more than ninety days at meet from the date of 
issue. They shall only be issued if the contract for which they 
are required makes provision to this e1Ieot. 

They shall be drawn by the Creditor Government on the 
Bank for Intarnational Settlements. They shall not be aocepted. 

They shall be issued to the order of the buyer, who shall en
dOl1!8 them and transmit them direct to the eeller. 
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They shall bear the words: "Payable at the Reichsbank in 
Berlin." 

86. H a Creditor Government which has issued a time draft 
does not possess credits sufficient to meet the payment when it 
falls due, it shall place the necessary funds at the disposal of 
the Bank for International Settlements two days before the 
due date. . 

A Creditor Government which advances a sum in this manner 
shall be reimburSed out of the first credits which are thereafter 
placed at its disposal for deliveries in kind. 

87. The issUing Authority and the agent of the German 
Government will receive daily advice and periodical statements 
of the payments effected. 

88. The rules to be applied to the payments made in appli
cation of the preceding paragraphs will be determined jointly 
by representatives of the German, Belgian, British, French, 
Italian, Japanese and Yugo-Slav Governments and the Bank 
for Int~rnational Settlements, particularly in 80 far as !lOncerns 
the requisite measures for safeguarding these payments . 

. 89. When a seller has to make a payment to a buyer in exe
cuting or winding-up a contract the buyer shall inform his 
Government and request the seller to make the payment into 
the account for delivmes in kind opened for this Government. 

90. This provision shall.not apply to any payments of less 
than 10,000 Reichsmarks and of less than 20 per cent of the 
value of the contract, which the seller may be liable to make to 
the purchaser after the last payment for which the contract 
provides has been made and the contract is consequently re
garded by the contracting parties as terminated. In such a case 
the payments shall be made by the seller direct to the pur
chaser. 

(B.)-Dired PaymenJ8. 
91. When the case arises the provisions of Article 6 of the 

present Regulations concerning the direct payment of a part of 
the value of certain commodities or services shall be applied to 
a contract either: 

(a) by the terms of the contract itself, or 
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(b) by the decision ooncerning the approval of the contract, 
such decision being regarded as conditional within the mean
ing of Article 7. 

In the first case the dates and amounts of the sums to be 
paid direct shall be stipulated in the contract. 

In the second case the dates and amounts of the sums to be 
paid direct shall be fixed by the decision of approval in such a 
manner that the direct payments are made at the same time 
and in the same proportions as the payments made on account 
of deliveries in kind. 

In both cases the purchaser shall make the direct payments 
to the seller in accordanoe with the rules of ordinary commerce. 

92. The foregoing provisions shall not preclude the Bank for 
International Settlements in agreement with the Creditor Power 
concerned from meeting all the payments for which a contract 
provides, when they fall due. In this case the direct payments 
shall be made under the conditions and in the currencies stipu
lated in the contract, but it shall be debited to the Creditor 
Power in an account other than that relating to deliveries in 
kind. 

..4.mc/e 10 

1 n.fracei0n8 and Fmuds 

99. The Bank for International Settlements shall not incur 
any responsibility by reascn of any fraud or irregularity oom
mitted during the execution of a contract. But it sbaIl inform 
the agent of the Creditor Gcvernment concerned and the Ger
man agent of any fact whicll may appear to it to constitute a 
fraud or wilful infraction of the present Regulations. 

1011. H before the last ,payment under a contract has been 
made, the buyer or eeIler is found guilty by his Gcvernment of 
fraud or wilful infraction of the present Regulations, and if his 
name is notified in acoordance with paragraph 102, no further 
payment shall be made out of the funds for deliveries in kind in 
respect of the contract, which shall be liquidated direct between 
buyer and eeIler. 

H the 8Ums paid up to tha\ time exceed the value of the 
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commoditiEli! or services due to be delivered under the contract, 
the Governments concerned shall do their utmost to obtain 
repayment of the excess to the account for deliveries in kind 
of the Creditor Power. 

106. In order that the provisions of the preceding paragraph 
may be applied, the agent of the Power which has declared its 
national to be excluded shall inform the Bank for International 
Settlements of the measures taken in this respect. 



APPENDIX XII 

THE BANK AND THE REPARATION RECOVERY 
ACT 

The following are extractl from Annexea X. and X.A. of The 
Hague Agreement: 

ANNEX X 

AGREEMENT FOR AMENDING THE METHOD OF ADMIN
ISTERING "THE GERMAN REPARATION (RECOVERY) 
ACT,1921" 

I 
The Gilrman Government underteke to pay each month on 

the same dates as the other payments forming the postponable 
annuity to the Bank for International Settlements for the aD

eount of His Britannia Majesty's Government the sterling 
equivalent of the Reiobsmark sums available under the New 
Plan for transfer by means of the Reparation (Recovery) Act 
to His Britannio Majesty's Government, provided always that 
the amounts 80 paid shall not exceed twenty-six per cent. of the 
sterling value of the Gilrman goods imported into Great Britain 
during the preceding month but one. 

ANNEX x.. 
(Trall8lation.) , • 
AGREEMENT REGARDING THE METHOD OF ADMINIS

TERING THE LEVY ON THE VALUE OF GERlIAN IM
PORTS INTO FRANCE 

I 
The Gilrman Go,-ernment underteke to pay each month on 

the same dates as the other payments forming the postponable 
Di 
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commoditi~ or services due to be delivered under the contract, 
the Governments concerned shall do their utmost to obtain 
repayment of the excess to the account for deliveries in kind 
of the Creditor Power. 

106. In order that the provisions of the preceding paragraph 
may be applied, the agent of the Power which has declared its 
national to be excluded shall inform the Bank for International 
Settlements of the measures taken in this respect. 
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THE BANK AND THE MOBILISATION OF GERMAN 
ANNUITmS 

The/oUowing an! utracl.8fromIM "Agreemenl /II 10 1M Financial 
Mobilisation 0/0- Annuitiu" ormcluded at The Hague in 
January 1930: 

ARRANGEMENT AS TO THE FINANCIAL MOBILISA· 
TION OF THE GERMAN ANNUITIES· 

2. The German Government declares that it will not issue 
any enema! long term loan before the 1st October 1930, or, 
if the issue referred to in the preceding paragraph has not taken 
place before this date, before the expiry of one year from the 
date of the delivery to the Bank for International Settlements 
of the Debt Certifiqate of the Reich, on the understanding that 
this undertaking ahaU not extend beyond the Slat March 1931. 
This declaration oonoems rJso the Reichspost and the German 
Railway Company. 

S. Moreover, the above-mentioned declaration of the German 
Government lapees in the following ~ 

(a) Immediately upoa the elIective accomplishment of 
mobilisation operations for the amount mentioned above; 

(b) Two months after the Bank for International Settl&
ments has notified, in aocordance with the provisions of 
Article as of the AnneJI:es to the Plan, that it appears to be 
practicable to proceed with the issue of the amount suggested 
above, or of an issue oompleting the amount if owing to the 
Creditor Powers this issue has not taken p1aee. 

m 
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annuity to the Bank of International Settlements for the ac
count of the French Government the equivalent in French 
francs of the Reichsmark sums available under the New Plsn 
for transfer to the French Goyernment by means of the levy on 
the value of German imports into France, provided always that 
the amounts so paid shaJl not exceed twenty-six per cent. of the 
value in francs of the German goods imported into France and 
Algeria during the preceding month but one. 
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THE BANK AND THE MOBILISATION OF GERMAN 
ANNOITmS 

The following are extractB from 1M "Agreement til to 1M F,fI4fICiaZ 
MoWiaatioft of Gennan Annuitw" concluded at The Hogue in 
Jan1JM!l1930: 

ARRANGEMENT AS TO THE FINANCIAL MOBILISA· 
TION OF THE GERMAN ANNUITIES· 

2. The Gmnan Government deolares that it will not issue 
any lI%ternal long term loan before the 1st October 1930, or, 
if the issue referred to in the preceding paragraph has not taken 
place before this date, before the expiry of one year from the 
date of the delivery to the Bank for International Settlements 
of the Debt Certifiqate of the Reich, on the understanding that 
this undertskiDg shall not extend beyond the 31st March 1931. 
This declaration concerns also the Reichspost and the Gmnan 
Rail_y Company. 

3. Moreover, the above-mentioned declaration of the German 
Government lapses in the following ~ 

(a) Immediately upoa the elIeotive aooompliahment of 
mobilisation operations for the amount mentioned above; 

(b) Two months after the Bank for International Settl. 
ments has notified, in aocordance with the provisions of 
Artiole US of the Annezes to the Plan, that it appears to be 
practicable to proceed with the issue of the amount suggested 
above, or of an issue completing the amount if owing to the 
Creditor Powers this issue has not taken plaoe. -
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II 

6. The German Government reserves to itself the right to 
participate in the mobilisation issue of an amount of 300 million 
dollars specified in paragraph 1 above. This participation will 
take place on the original terms. 

7. These operations will be carried out through the Bank for 
International Settlements. The proceeds and the service of the 
loan shall be divided between the reparation creditors who have 
a share in the unconditional part of the annuities and the Ger
man Government in the proportion of two-thirds for the former 
and one-third for the latter_ 

8. The charges for such loans shall be covered in the above 
proportions by a deduction from reparation payments and by 
a payment by the Reich to the Bank for International Settle
ments. In the case of each of these loans, the sums provided by 
this deduction and this payment shall be merged by the Bank 
for International Settlements in an account exclusively and 
solely reserved for the service of this loan. 



APPENDIX XIV 

THE BANK AND BULGARIAN REPARATIONS 

The following al'll e:dracl8 from IAe "Agreement with Bulgaria" 
ooncluded at The Hague in January 1930: 

AGREEMENT WITH BULGARIA 

(8) The &Illluities fixed in Article 2 shall constitute an un
conditional obligation and the parties signatory to the present 
agreement waive their right to demand the application of 
Article 122 of the Treaty of Neuilly. Bulgaria may, however, if 
the need arises, request the application of the system of post
ponement of transfer instituted by the Reparation Commis
sion's decision of 28rd July 1926, pursuant to the Financial 
Scheme approved on 10th June 1926 by the Council of the 
League of Nations. 

These &Illluities shall enjoy the benefit of the same special 
securities as are assigned to the &Illluities of the Schedule of 
Payments of 21st March 1923, by virtue of the Protoools of 
21st March 1923 and 24th September 1928. They shall be 
represented by a debt certificate, with coupons attached, which 
shall be handed over by the Bulgarian Government to the Bank 
for International Settlements acting as trustee for the Creditor 
Powers. 

The first charge established by Article 132 of the Treaty of 
Neuilly upon all the ass.>ts and revenues of Bulgaria for the cost 
of reparation and other costs referred to in that Article shall 
cease to have efiect. But if the product of the special_urities 
falls below 160 per cent of the sums necessary for the eervice 
of the &Illluity, the Bulgarian Government undertakes at the 

138 
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request of the Bank for International Settlements, to assign to 
reparations additional securities which shall be considered 
acceptable by the said Bank and shall at least restore the said 
percentage, and to promulgate any laws necessary for this 
purpose. 

(4) The National Bank of Bulgaria shall retain its present 
functions and obligations in regard to the payment of repara
tions arising out of the Regulations of 7th July 1923 regarding 
the application of the Protocol of 21st March 1923, and .hall 
comply with those Regulations in regard to the collection of the 
proceeds from the securities, the constitution in national cur
rency of the annuity funds and their conversion into foreign 
currencies. 

(5) The rights and powers conferred on the Reparation 
Co~ion and on the Interallied Commission in Bulgaria 
shall, in 80 far as is necessary, be transferred to the Bank for 
International Settlements. 

Consequently, the relations between the Reparation Com
ll!ission and the Intersllied Commission in Bulgaria, of the one 
part, and the Bulgarian Government, of the other part, shall 
terminate as soon as possible. The conditions and the date of 
this transfer shall be determined by a Committee consisting of 
two representatives of the Bulgarian Government, of four re
presentatives of the Reparation Commissiou, or of the Inter
allied Commission in Bulgaria (one of whom shall be the com
mon delegate on the Reparation Commission or a represen
tative appointed by him), and, if possible, of two represen
tatives of the Bank for International Settlements. 

(13) Should the Bank for International Settlements not ac
cept the whole of the functions attributed to it by the present 
Agreement, the appointment of 80me other trustee to be sub
stituted 80 far as necessary for the Bank will form part of the 
task of the Committee constituted under Article 5. 
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THE BANK AND HUNGARIAN BEPARATIONS 

The following are extracts frqm Anne:r; IV. to the "Agreement 
Rekaing to H ungariaft ObligatioM under the Treaty" ooncZtuled 
"' The Hague '" Jalluary 1930: 

ANNEX IV 

AGREEMENT BETWEEN THE HUNGARIAN GOVERN
MENT AND THE CREDITOR GOVERNMENTS 

S. The payments due up to the 1st January 19« shall be 
subject to the conditions l&id down in the texts actually in force 
and partioularly in the decision No. 2797 of the Reparation 
Commiaaion. However. they shall be paid to the Bank for 
International Settlements for the account of the Creditor 
States. • 

,. The payments due after 19" oonatitute an unconditional 
obligation. that is to eay. without any rights of BUlIpension 
whatsoever. They shall be made in gold or in ourrenoy equi
valent to gold in equal half-yearly periods on the let January 
and 1st July of each year. ,the first payment falling due on the 
1st January 19U. Like the preceding paymenta they shall be 
made to the Bank for International Settlements for the account 
of the Creditor States. 

7. The Hungarian Government shall transmit to the Bank 
for International Settlements in its capacity of Trustee for the 
Creditor Powers certificates ~preeenting the annuities specified 

lMl • 
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under 1, which certificates in their text should carry out the 
provisions of Articles 3 and 5. 

lO. The relations between the Reparation CollllIlisaion and 
Hungary shall be terminated as'soon as possible. 

The rights and powers conferred on the Reparation Com
mission shall be transferred as far as necessary to the Bank for 
International Settlements. The proeedure and date for this 
transfer shall be laid down by a Committee formed of two re
preSentatives of the Hungarian Government, by four repre
sentatives of the Reparation CollllIlisaion, to include the 
Common Delegate on the Reparation CollllIlisaion, or a repre
sentative nominated by him, and by a representative of the 
Bank for International Settlements. 



APPENDIX XVI 

THE BANK AND CZECHOSLOVAKIAN 
LIBERATION DEBT 

TM following are eztract8 from the "Agreemmat with Cuc1w
.Iooakia" 00fICluded at TM Hague ,n January 1930: 

AGREEMENT WITH CZECHOSLOVAKIA 

Article 2 

The instalments &hall be paid by the Czechoslovak Govern
ment to the Bank for International Settlements, for the ao
oount of the Creditor Governments, in pounde sterling, at the 
average rate of ezchange for the three days preceding the date 
of payment. 

The Bank &hall tranafer the SUID8 encaahed to the aocount of 
each of the Creditor Goiel'luiiental k 'aoootdance with the rulee 
for distributi<»>; fixed b.t.the:~t betw~ the Creditor 
Powers (Austria, Hungary, BUlg'afia, IJberation Debt) con
cluded at The Hague Conference, 1930, and with any special 
arrangement between two or more of these Governments oon
cerniug their respective aharee, as fixed by the said Agreement 
which &hall have been notified to the Bank by the Creditor 
Governments ooncerned. 

Should the-Bank for International Settlements not accept in 
its entirety the mandate with which it is entrusted by the pre
sent agreement, it ahall be the duty of the Committee formed 
as mentioned above to fonnulate the amendments neceasuy 
to obtain its oomplete adoption, and failing that to ~ a 
Trustee as far as this may ooncern the Bank. 
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