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PREFACE 

THE PURPOSE of this book is to explain the importance of the 
International Monetary Fund and to review the discussion 
which led to the Agreement of Bretton Woods. Rather than 
limit the investigation to a commentary on details of the pro
posed international organization, I have tried to contrast the 
Agreement .with the earlier plans (particularly the Keynes 
Plan) and the alternatives offered by writers who were not 
willing to compromise. 

While working on this book, my conviction grew that accept
ance of the Fund proposal is the only practical way back to' 
multilateral clearing. I hope that this book will convince others. 

The field of international economics is full of unintelligible 
complexities for the layman. While I have tried to be as ele
mentary as possible, I could not, of course, oversimplify the 
issues involved. To do so would have meant to give no explana
tion at all. But I trust that a patient and careful reader does 
not have to be an economist to understand the gist of the 
argument. For some of my fellow economists the book may be 
helpful because it summarizes a discussion and interprets docu
ments with which they might not have been able to acquaint 
'themselves in these hectic days. · 

It is hoped that the main documents appended will be found 
useful. To readers who cannot devote much time to the study 
of these plans I recommend the reading of the Joint Statement 
(Appendix III) which contains a concise formulation of the 
purposes and the structure of the International Monetary Fund. 
The Joint Statement has, however, been amended at Bretton 
Woods and cannot be depended upon in matters of detail. 

I am greatly indebted to Professors Edward M. Bernstein, 
Gottfried von Haberler, Ervin P. Hexner, Albert E. Irving, 
Lewis F. Manly, and to Dr. Theodore Morgan for many val
uable criticisms and suggestions, to Mr. Ca1mon M. Elliott for 
his faithful help with the first draft of the book, and to Miss 
Sina Spiker for seeing it through the press. I am particularly 
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grateful to Director W. T. Couch of the University of North 
Carolina Press for his suggestion to write about the new plans 
for international currency stabilization and the sympathetic 
understanding with which he saw the treatment grow into 
something quite different from what we ~ad originally agreed 
upon. 

Tufts College, November, 1944 
GEORGE N. HALM 
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I. 

INTRODUCTION 

CHRONOLOGY 

ON APRIL 7, 1943, the Secretary of the Treasury made public a 
Preliminary Draft Outline of a Proposal for an I nterootional 
Stabilization Fund of the United and Associated Nations.1 At 
the same time proposals by British experts for an International 
Clearing Union were released.2 The American proposals are 
known as the White Plan after their main author Dr. Harry D. 
White, Director of Monetary Research of the Treasury Depart
ment. The British proposals are generally referred to as the 
Keynes Plan. -

Both plans were considered as preliminary documents, tenta
tive in character, which represented the viewpoints of technical 
experts and did not commit the respective governments to the 
principles or details of the schemes. They were intended purely 
as a basis for discussion, criticism, and constructive amend
ment.8 

The opening guns of this discussion were fired in the par
liamentary debates on post-war international currency in the 
House of Commons on May 12, and in the House of Lords on 

1. The original version of the proposals for an International Stabiliza
tion Fund was published in the New York Times, April 7, 1943, and in 
the Federal Reserve Bulletin, June, 1943. 

2. The proposals for an International Clearing Union (London H.M. 
Stationery Office, Cmd. 6437, April 7, 1943) were reprinted in the 
Federal Reserve Bulletin, June, 1943. The British Plan is distributed in 
the United States by the British Information Services, SO Rockefeller 
Plaza, New York. See Appendix II of this volume. 

3. See Keynes Plan, p. 2 of the reprint by British Information Services. 
3 
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May 18, 1943.4 Informal discussions were held in Washington 
in which the represeJ?.tatives of nearly thirty countries took part. 
On June 9, 1943, the Canadian experts submitted their sugges
tions in form of Tentative Draft Proposals for an International 
Exchange Union. 5 The United States Treasury included the sug
gestions of the representatives of other nations in a Revised 
Draft of July 10, 1943, but called the new version of the White 
Plan still a preliminary document.6 

Parallel to these organized and semi-official discussions went 
a controversy in the form of articles, pamphlets,' addresses and 
proceedings unmatched in other fields of post-war planning. 

The publication of a Joint Statement by Experts on the Estab
lishment of an International Monetary Fund on April ~1, 1944,' 
brought the discussion to a preliminary conclusion. The Joint 
Statement contained the basic princiJ?les upon which the mone· 
tary experts of the United Nations have agreed. It was a com-

. promise of the earlier proposals and followed in its broad 
outlines the approach which was originally suggested by Dr. 
White and supplemented by the Canadian experts .. Though the 
Keynesian blueprint was not chosen as framework for the pro
posed international monetary organization, the compromise 
draft was, nevertheless, quite visibly influenced by Lord 
Keynes. 

The Joint Statement. was the result of discussions at the 
"technical level." Governments were not asked to give final 
approval until the principles would be embodied in the form 

4. Parliamentary Debates on an International Clearing .Union. Text 
. of Speeches on the Proposals of British Experts, House of Commons 
May 12th, 1943, and House of Lords May 18th, 1943. British Informa· 
tion Services, New York, July, 1943. 

5. Tentative Draft Proposals of Canadian Experts for an Interna
tional Exchange Union, Ottawa, June 9, 1943. Distributed in the United 
States through the Canadian Wartime Information Board, Washington, 
D. C. This so-called Canadian Plan was reprinted in the Federal Re-
serve Bulletin, August, 1943. . 

6. Preliminary Draft Outline of a Proposal for an International Stabili
zation Fund of the United and Associated Nations. Revised, July 10, 
1943. Washington, D. C., United States Treasury. Reprinted in the 
Federal Reserve Bulletin, September, 1943. See Appendix I of this volume. 

7. New York Times, April 22, 1944; Federal Reserve Bulletin, May, 
1944. See Appendix ,III of this volume._ 
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of definite proposals by the delegates of the United and Asso
ciated Nations in a formal conference. This conference was 
held in Bretton Woods, N. H., from July 1 to July 22, 1944. 
Delegates of forty-four nations attended and, on July 22, 1944, 
signed Articles of Agreement of the International Monetary 
Fund 8 which they will submit to their home governments 
for approval or rejection. The Agreement received a unanimous 
vote of acceptance subject to "general reservations" which are 
not mentioned in the final act but will be stated in the minutes 
of the Fund Commission. 

At the same time and under the same conditions the dele
gates of the Bretton Woods conference signed Articles of 
Agreement on the International Bank for Reconstruction and 
Development.9 

PURPOSE OF PRESENT STUDY 

The present volume tries to summarize the whole controversy 
(which is quite unique in monetary history) and to evaluate its 
achievements. Main emphasis is, of course, given to the Articles 
of Agreement of an International Monetary Fund, which are a 
technical elaboration of the Joint Statement. The White and 
Canadian plans will be frequently referred to; but since they 
are now superseded by the Joint Statem~nt and the Agreement 
they are not discussed at length to avoid tedious repetitions. A 
comparison of the Agreement with the Keynes Plan, on the 
other hand, will help substantially in the evaluation of the pro
posed International Monetary Fund. 

OPPOSmON 

For the better understanding of the International Monetary 
Fund we have also to become acquainted with the ideas of those 
who are opposed to the new plan. 

8. Articles of Agreement. International Monetary Fund and Inter
national Bank for Reconstruction and Development. United Nations 
Monetary and Financial Conference, Bretton Woods, N. H., July 1 to 
22, 1944. See also New York Times, July 23, 1944, and Appendix IV of 
this volume. 

9. Cf. note 8; see New York Times, July 24, 1944, and Appendix V of 
this volume. 



6 INTERNATIONAL MONETARY COOPERATION 

These critics can be divided, roughly, into two groups. They 
are, first~ the friends of the gold standard who advocate an in
ternational payment system similar to the one which operated 
successfully prior to the first World War. They believe that the 
approach of the new plans is basically wrong. Instead of trying 
to create an international monetary organization, the different 
countries should put their. own houses in order, balance their 
budgets and stabilize the internal value of . their currencies. 
Once domestic monetary sta~ility is achieved, international sta
bility will follow more or less automatically and without any 
sacrifice of national sovereignty. On the other hand, if the na· 
tional currencies are not stabilized, no international institution 
could possibly be successful in bringing about exchange sta
bility. 

The second group of critics opposes the new plans as too con
servative. They want to eliminate gold altogether. Price sta· 
bility is not considered desirable. The national economies 
should under no condition be put under deflationary pressure. 
Full employment should be achieved and maintained even if 
multilateral trade relations would have to be abandoned for the 
greater aim of domestic full empl?yment equilibrium. An inter· 
national monetary scheme is a priori suspicious to this. group 
because it implies interference with national monetary and 
credit policies. · 

SOVEREIGNTY 

But the extremes meet. Both the ''hard money" advocates and 
the monetary nationalists who refuse to be put into the ''strait 
jacket" of gold, share the belief that the new monetary plans are 
incompatible with national sovereignty, and both suffer from a 
misconception of the idea of national sovereignty. The friends 
of the gold standard fail to see that in playing the gold-standard 
game they would have to submit to rules which are more rigid 
than those of the proposed International Monetary Fund. And 
the advocates of strictest noninterference with domestic mone
tary and credit policies come dangerously close to those mis· 
takes in which the inter-war period excelled. 

It would be a poor concept of sovereignty which would lead 
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to the justifi~ation of such unilateral policies as, for example, 
exchange control, competitive exchange depreciation, or mul
tiple currency devices but would prevent us from joining a 
multilateral payment system. If the ess~nce of sovereignty is 
the right to enter into a contract in the international field, we 
are not losing sovereignty by exercising this right in joining an 
international monetary organization. But, of course, we shall 
have to watch out lest we undertake obligations which we are 
in no position to fulfill.10 

PURPOSES OF AN INTERNATIONAL MONETARY ORGANIZATION 

Fortunately our choice does not have to be one between the 
old gold standard and the discriminatory practices of the inter
war period as the discussion of the new plans will show. Nor do 
we have to create a world currency. The new plans are not over
ambitious. We shall not carry in our pockets international cur
rency which we could spend as legal tender in Fifth Avenue or 
in a jungle village. The newspaper headlines which at first em
phasized the creation of an international monetary unit called 
''bancor" or "unitas" picked the least important feature of the 
original plans.11 These names have now been dropped. 

What the new schemes actually try to do is to project into the 
international field the principles of Central Banking which are 
generally accepted in the domestic field. 

This is a development of convincing logic. But it has to over
come important obstacles. Being the banker for Central Banks, 
an International Monetary Fund will have to pool the resources 
of different monetary systems and coordinate the credit policies 
of nations-not simply of commercial banks. 

The member countries of the proposed international mone
tary organization will not be forced into sudden and drastic 
adjustmentS at the price of rapidly increasing unemployment. 
Put under intolerable deflationary pressure, a country would 

10. See A. F. Luxford, "Report of Proceedings at the Thirtieth Na
tional Foreign Trade Convention," in Banking Sessions (New York, 
October 25, 1943), p. 54. 

11. Not to say the worst. The names were "rotten bad," Lord Keynes 
admitted.-Parliamentary Debates, p. 76. 
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simply refuse to cooperat~ in· an international ~cheme and try 
again exchange control or competitive exchange depreciation. 
Thus it must be the objective of a plan for international mone
tary cooperation to prevent, as far as possible, the development 
of grave balance of. payments disequilibria. And since dis
equilibria cannot be eliminated altogether, it must, next, be the 
purpose of aJ:!. international 'monetary organization to see to it 
that adequate reserves of "international money" are put at the 
disposal of the. member countries so that sufficient time is al
lowed for the necessary adjustments. Fundamental disequili· 
bria, finally, ~ have to be corrected by an orderly and agreed 
method of exchange depreciation. 

The member countries cannot, of course, be left entirely free 
to do as they please. To be a member of an international or
ganization implies certain limitations on the domestic policies 
of the member countries. It will be impossible to fulfill the re
quest of the Keynes Plan that "the plan should not wander from 
the international' terrain" (Keynes Plan, Preface). But buffers 
and springs will be provided to make the interaction of the in
ternational mechanism and ~e national monetary and credit 
systems as smooth as possible and to prevent one-sided pres
sure on the deficit countries. 

CREDlTOBS 

To the reader of the new plans it may, at first, appear as. if 
the schemes ~ould ask tQO much of the prospective creditor 
countries. We shall have to examine this important point very 
carefully. (The Keynes Plan seems, indeed, to have fallen into 
the other extreme and to have replaced the deflationary bias of 
the old gold mechanism by an inflationary bias whicli rests on a 
philosophy of expansion and contains potential dangers; and 
even the Keynes Plan is not expansionist enough for many 
British observers.) But we shall see that the creation of an in· 
temational organization is just as·important for potential credi· · 
tor countries as for potential debtors among the member states. 
According to the Canadian experts "it would be a dist.ortion of 
the realities of the situation for any country,. or its citizens, to 
regard the willingness to provide resources to an international 
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organization of the general character proposed by the British 
and American experts as an act of generosity which is per
formed for the sake of foreign countries. Resources are provided 
to the organization first, because all have a stake in re-creating 
a functioning international economic system and secondly, be· 
cause for each individual country the realistic alternatives in 
the form of trade disorganization are costlier than the provision 
of resources." 12 

DIFFICULTIES AND MISCONCEPTIONS 

The new proposals, as compromise solutions, pay for their 
eclectic attitude with complicated provisions. A compromise 
settles a dispute by mutual concession; it adjusts conflicting 
opinions by modification. It is, therefore, harder to compromise 
than to adhere to the simple formulae which are characteristic 
for extreme viewpoints. But the comparative simplicity of the 
intransigent attitude is often deceptive and merely due to in· 
capability or unwillingness to see other people's or countries' 
viewpoints and problems. 

The new plans are further complicated by the fact that they 
are so designed that they can be put into operation immediately 
after the war when the transition from war to peace will create 
many difficult problems. Thus the new schemes will seem rather 
complex to the average reader and it may be easy for those who · 
have set their minds against a compromise solution to convince 
the public that the new plans, even in the form of the Agree
ment, are too ambitious, too complicated or, at least, premature. 

The plans for international monetary cooperation are further
more often discussed as if they were intended to solve the in
ternational economic post-war problems in their entirety. 
Again and again the proposals are objected to on the grounds 
that they are designed to finance relief and. reconstruction
problems which are definitely beyond their s~ope. 

The situation is, admittedly, very complex. As Secretary Mor
genthau correctly stated: "monetary stabilization, commercial 
policy, the provisions of long-term international credit, promo
tion of stability in the price of primary products, and arrange-

12. Canadian Plan, General Observations, 8. 



10 INTERNATIONAL MONETARY COOPERATION 

ments for relief and rehabilitation are problems that join at 
innumerable points." But he adds that "because of their com" 
plexity, they must be taken up separately, although each in 
turn must be integrated with the rest." 18 

A DEMOCRATIC SOLUTION 

We should never for a moment lose sight of the fact that, with 
the extreme solutions being what they are, we must compromise 
and that, trying to establish the old gold standard rather than 
accept the Agreement we may find ourselves again saddled with 
exchange control and other discriminatory practices. Those, on 
the other hand, who dare not make the slightest concession in 
their national monetary and credit policies should be careful 
lest their system loses every trace of exchange stability and 
multilateralism. 

The following pages are intended to support and to recom
mend the Agreement as a flne, well-balanced document which 
is moderate and progressive at the same time and whose posi
tion in the very center of widely differing Viewpoints should be 
acceptable to all but the most extreme. 

Nobody will agree with every detail of a compromise and 
many may be our misgivings. But somehow we have to tackle 
the difficult problem of international monetary cooperation, 
which simply cannot be left alone, especially in the immediate 
post-war period. 

Concerted effort, good will, and the democratic process by 
which the Agreement has been arrived at are in themselves 
already a great accomplishment. And since this is a kind of a 
test case it would be a sorry anticlimax to the winning of the 
war if the whole effort towards international monetary coopera
tion should lead to nothing. On the other hand, "if such pro
grams can be put into operation before the end of the war, we 
will save much time in the task of bringing about domestic and 
world-wide prosperity when hostilities cease and immeasurably 
strengthen the prospects for an enduring peace." 14 

18. Foreword to White Plan. 
14. Seeretary Hull, commenting on the Joint Statement, New York 

Times, April2S, 1944, p. 1. 
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THE GOLD STANDARD MECHANISM 
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HOW THE GOLD STANDARD MECHANISM WORKS 

IT IS BEST to begin a discussion of the International Monetary 
Fund proposals with a recapitulation of the gold standard 
mechanism. First, because the gold standard mechanism was 
the world's nearest approach to a system of international mone
tary equilibrium; second, because a return to the old gold 
standard game is asked for by conservative writers; third, be
cause a modernized gold standard plan may compete for adop
tion; fourth, because the new plans contain essential features of 
the old gold mechanism; and fifth, because part of the design of 
the new plans is to be understood as an attempt to eliminate 
basic deficiencies of the old price-specie flow mechanism. 

The gold standard game presupposes that the "member 
countries" are "on gold." Their monetary authorities are willing 
to buy and to sell gold at a fixed price in unlimited amounts. 
The national monetary units are defined in terms of weight units 
of gold, and through the medium of gold the exchange rates are 
fixed. Under these conditions gold is the world's common unit 
of value, an international means of payment, and a money re
serve of international liquidity. 

The gold standard mechanism works supposedly as follows: 
Assume that a country's purchases of commodities, services, and 
securities from other countries are not exactly offset by similar 
but opposite transactions. This country's increased demand for 
foreign currencies raises the price of these currencies in terms 
of the country's monetary unit. The immediate effect will be 
the same on which a system of free or flexible exchanges would 

11 
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rely exclusively: exports will be stimulated and imports wm be 
reduced. :ijut exchange rates are allowed to fluctuate only 
within very narrow limits. When the so-called gold export point 
is reached, the supply of foreign balances becomes completely 
elastic because the "currencies of any two gold standard coun
tries are. convertible into one another at no greater cost than 
is involved in sending gold from one country to the other.'' 1 

Since the Treasury or the Central Bank at home and abroad are 
willing to sell and to buy gold in unlimited amounts, the ex
change rates are stabilized as long as the gold reserves of the 
deficit country last. But, sooner or later, international payment 
equilibrium must be restored to prevent exhaustion of the defi
cit country's gold reserve. 

The restoration of international payment equilibrium is sup· 
posed to be automatically accomplished through the effects of 
the gold flow upon the economies of both the gold-losing and 
the gold-receiving countries. In the gold-losing countries the 
contraction of the monetary circulation will redq.ce .income and 
ex:penditure. Prices and wages wm have a tendency to fall while 
increasing rates of interest will attract short-term funds from 
abroad. Similar but opposite effec~ are to be anticipated in the 
gold-receiving countries. The necessary adjustments may take . 
place promptly and smoothly through changes in prices, wages, 
and interest rates, or they may be painful and connected with a 
sharp decrease in the national income of the gold-losing coun
try, with increasing unemployment and with a general decline 
in the volume of international trade. We shall, first, make the 
"textbook" assumption of a smoothly working m~anism and, 
then, proceed to criticize this oversimplified picture. 

GOLD OUTFLOW AND CREDIT CONTRACTION 

The gold flow affects directly the reserves of the commercial 
banks and, therefore, their ability to extend loans to their cus· 
tamers. We' assume that the commercial banks are required by 
law (or, 11:8 in England, by custom) to hold a reserve of, say, 
ten per cent of their -customers' demand deposits (check ao-

1. SeeR. G. Hawlrey, Trade Depression and th6 Way Out (London, 
Lon~ Green & Co., 1981), p. 11. 
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counts) in form of a reserve deposit with their Central Bank; 
in turn the Central Bank is required to have a gold reserve o{ 
some thirty-three per cent of the commercial banks' reserve 
deposits. We assume, furthermore, that the Central Bank is the 
gold-buying and gold-selling authority. Now if gold is bought 
by gold arbitrageurs 2 for export purposes, the amount of pur
chasing power in the economy may possibly be decreased by 
thirty times the value of the exported gold. For in case that 
neither the Central Bank nor the commercial banks had excess 
reserves at their disposal, every "dollar" gold outflow would 
force the Central Bank to reduce the commercial banks' reserve 
deposits by three "dollars" and the commercial banks to reduce 
their customers' loans and deposits by thirty "dollars." While 
this is, of course, an extreme case, it indicates the possible mul
tiple credit contraction which a gold outflow may cause. 

The automatic effect of the gold outflow is limited to the re
duction of the gold buyer's deposit and an equal reduction of 
his bank's reserve. Since the commercial banks, in our example, 
need only hold a ten per cent reserve against their demand de
posits, the bank's reserve position is weakened. Whether it has 
to contract its loans depends on its excess reserves or on its 
ability to borrow additional funds from the Central Bank; and 
whether the Central Bank is willing and able to extend credit 
to the commercial bank depends again on the Central Bank's 
gold reserve. . 

Hence we see that in a modern banking system no definite 
predictions can be made as to the actual effect of an outflow of 
gold upon the total credit structure, but the chances are that the 
more prolonged the loss of gold, the more drastic the credit 
contraction would have to be. 

GOLD INFLOW AND CREDIT EXPANSION 

Exactly the opposite effect is to be expected in the gold-re
ceiving country. In this case the purchase price of gold bought 
by the Central Bank is added to the seller's deposit account as 

2. An arbitrageur buys a commodity in a place where it is cheap in 
order to make a profit by selling it in another place at a higher price. 
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well as to his bank's reserve deposit in the Central Bank. Excess 
reserves are created and the Central Bank, which finds itself in 
the possession of additional gold, can and should increase the 
deposit accounts of the commercial banks still further either 
through open market purchases or through the discounting of 
commercial paper. . 

These expansionist policies which depend, as we notice, at 
least partly on· a conscious effort on the part of the Central 
Bank, vvill reduce the rates of interest in the gold receiving· 
country; while1 on the other hand, the rates of interest in the 
deficit or gold losing country will rise owing to its policy of 
credit contraction. The different interest levels will, therefore; 
cause a flow of short-term funds from the, gold-receiving to the 
gold-losing country. This flow of short-term capital will supply 
foreign balances for, and ease the deflationist strain in, the 
deficit country. Such an adjusting movement is extremely im
portant for the smooth working of the gold standard mech
anism. 

But, as long as the price level of a country is out of line with 
the price levels of the other member countries, the basic and 
long-run adjustment is to come from changes in the respective 
price levels which the reciprocal policies of credit contraction 
and credit expansion are supposed to bring about. The gold
losing country will reduce its price-cost structure, will export 
more and import less, and, with .Opposite adjustments in the 
gold-receiving countries, international payment equilibrium is 
basically restored-not simply patched up. 

ESSENTIAL CONDITIONS 

The functioning of the gold standard mechanism, in attaining 
international payment equilibrium, presupposes the fu1fillment 
of several essential conditions. The monetary authorities of the 
member countries must, above all, be willing and able to play 
the gold standard game according to its rules, even if to do so 
interferes with the aims of domestic credit policy. It is not at all 
impossible that the actions required by the gold standard game 
will conflict with measures designed to reach or to maintain full 
employment. Another important condition is a sufficient flexi-
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bility of the cost-price structure of the member countries. Prices 
and costs, particularly wages, must be adjustable both upwards 
and downwards. Protectionist policies are compatible with the 
working of the gold standard mechanism as long as they are not 
meant to interfere expressly with its working as when, for in
stance, a country calls in foreign loans and raises its tariffs 
simultaneously. That a country which has to make payments on 
capital account must be enabled to do so by a favorable balance 
of trade on income account goes without saying. 

Generally speaking the mechanism may work satisfactorily in 
normal times when only modest disequilibria are to be adjusted. 
But the mechanism breaks down if the deflationary policies pre
scribed by the rules of the game turn out to be politically and 
socially unbearable. The gold standard mechanism is a £air
weather craft, of doubtful seaworthiness in stormy waters. In 
its defense we may point out, however, that the mechanism is 
designed and intended to maintain normal conditions and to 
correct disequilibria automatically at such an early stage that · 
really dangerous situations will not arise. 

- ADVANTAGES OF TilE GOLD STANDARD MECHANISM 

The advantages of the gold standard mechanism may briefly 
be summarized as follows: 

( 1) The gold standard mechanism guarantees stable ex
change rates (with only minor variations) between the member 
currencies as a reliable foundation for international trade and 
international capital movements. 

( 2) The gold standard mechanism uses small and early
applied doses of inflation and deflation in hopes of avoiding 
deflations and inflations of the more violent and self-propelling 
type. 

( 3) The different countries are kept in line with the average 
behavior of other gold standard countries without having to 
submit to controls by an international authority. 

( 4) Reserves of international liquidity (gold reserves) are 
provided as shock absorbers. Necessary adjustments do not 
have to be carried out hastily. The mechanism is so designed 
that, while gold outflow decreases the reserves, it tends at the 



16 INTERNATIONAL MONETARY COOPEBATION 

same time to replenish the reserves automatically through cap
ital inflow and export surpluses. 

(5) The gold mechanism works semi-automatically, is not 
complicated, and requires very few restrictions. Since the rules 
of the game are well known to all players, the actions of the 
monetary authorities are foreseeable-a fact which introduces a 
further element of security into international relations. 

( 6) The gold mechanism makes use of a public prejudice in 
favor of gold. However mistaken this prejudice concerning the 
"intrinsic" value of money or the "backing'' of money may be, it 
is one of those cases where an evil, if it cannot be exorcized, 
may be used with advantage for a worthy purpose. 

In spite of these advantages the gold mechanism has little 
chance of being reintroduced in its old-fashioned form. This is 
partly due to experiences during the inter-war period when the 
gold stanaard came back to a short and troubled life. We can, 
of course, argue that the gold standard was not to blame be
cause it had been revived at a time when the countries of the 
world were not willing to play the game according to accepted 
rules .and to fulfill the necessary conditions. But in. going back 
to gold the countries had indicated their willingness to stick to 
the rules, and. that they were unable to do so points to some ' 
more basic difficulties rather than plain misbehavior. 

THE BANKING ANALOGY 

The gold standard mechanism has one fundamental defe~t 
which can only be overcome in a consciously organized inter
national system. An analogy will help to clarify the point in 
question. The member countries i.il a gold standard system can 
, be likened to the commercial banks in a national banking sys
tem. Just as gold outflow and gold inflow keep the gold standard 
countries on an even keel, so are the commercial banks of a 
national credit system kept in line by the outflow and inflow of 
cash. But while the commercial banks are members of a system 
which follow the leadership of, and are controlled by, a Central 
Bank, no such controlling leadership exists (at leas~ theoreti
cally) in the price-specie flow ~echanisrt· If all the . member 
countries simultaneously follow an inflationary policy, they are 
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not stopped by an International Reserve Bank for the reason 
that no such bank exists in the gold standard mechanism. World
wide inflationary tendencies, it is true, are supposed to decrease 
gold production since the price of gold is fixed while the cost 
of gold production increases with a general price rise. But this 
reaction is much too clumsy and means little anyhow in a mod
ern credit system where changes in reserve requirements can 
easily compensate for a shortage (or abundance) of gold as 
long as simultaneous changes take place in all the countries 
concerned. World-wide inflationary or deflationary tendencies 
can, therefore, be expected under the gold standard and these 
tendencies would be purely accidental. Thus, while the member 
banks of a banking system may be kept in check by the Central 
Bank if they, together, tend to overexpand, no such authority 
has been available to keep the member countries of a gold 
standard system under deliberate control. 

The comparison of member banks and "member" countries is 
more than an analogy. It is one and the same problem in its 
domestic and in its international aspects. Nationally, the com
mercial banks are led by their respective Central Banks; inter
nationally, the Central Banks ate merely following "rules of the 
game" without conscious leadership, unless such leadership is 
provided by sheer predominance of one creditor nation. The 
rules of the game amount to following blindly and passively the 
average behavior of the group (or the behavior of the leader
ship country). This situation was considered tolerable or even 
desirable before 1914 when England was predominant as the 
world banker. Since then, the national governments have 
learned to look at their credit and government spending poli
cies as indispensable weapons of economic policy, and it has, 
therefore, become increasingly impractical that these policies 
should be subjected to trends of average behavior which are 
either entirely accidental or else dictated by one country. 

This attitude was the main reason for the fact that the world- · 
wide revival of the gold standard mechanism around 1925 was 

·not successful. Following their own-often misconceived and 
short-sighted-ideas of a national credit policy instead of fol
lowing the rules of the gold standard game, the nations of 
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the world began to pull away from one another and to strain 
the unifying mechanism to the breaking point. This basic diffi
culty must be understood because it will be with us after this 
war even if the more superficial difficulties of the transition 
period have been overcome. · 

INTEGRATION OF NATIONAL. CREDIT POLICIES REQUIRED 

If the national governments. c~n no longer be expected to 
follow blindly the vagaries of average behavior and if inde
pendent nationalistic policies put the old gold standard system 
under unbearable strain, it is only logical to conclude that the 
national policies will have to be integrated by an international 
institution. The friends of the old gold standard system make . 
the mistake of assuming that the monetary authorities of the 
future can be expected to follow the rules of the game, and that 
the accidents of gold production or "average" credit policies 
will be accepted as guides for a domestic credit policy which 
may well consider employment problems as more important 
than stable exchange rates. 

R. G. Hawtrey calls the gold standard mechanism a state of 
"anarchy in world credit control." s He is not at all sure that the 
actions taken by all the Central Banks will neutralize each other. 
They might as well lead to a world-wide vicious circle of con
traction or expansion. If contraction prevails in a number of 
countries while the rest of the world is still free from it, the 
chances are that the diminishing purchasing power of the con
traction-countries will soon affect the rest. And, in a similar 
manner but with opposite effect, the vicious circle of inflation 
is equally likely to develop. "Merchants and d~ers are encour
aged to borrow and therefore to buy. Production in all export
ing countries is stimulated, and they expand credit and expand 
incomes so as to attract equivalent imports." 4 There is nothing 
in the gold mechanism itself which would prevent such a world
wide expansion or contraction. It is ~e that inflationary tend-

s. Op. cit., pp. 15-18. See also T. Balogh, .,.he Currency Plans and 
International Economic Relations," Political Quarterly, Oct.-Dec. 1943, 
PP· 343-44. 

4. Op. cit., p. 17. 
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encies in any one country are supposed to lead to an outflow of 
gold. But, if profits are expected to rise, capital may be attracted 
to such a degree that gold may actually flow into the country 
and cause a further credit expansion. 5 

Joan Robinson suggests that the gold standard mechanism 
suffers from an "inherent bias towards deflation." 6 In other 
words, the mechanism is not symmetrical. The gold-losing coun
try must contract credit in order to maintain its gold reserves 
unless it is willing to go "off gold." The gold-receiving country, 
on the other hand, is under no equal compulsion to expand 
credit in order to check the gold inflow. 

To strengthen Mrs. Robinson's argument, and to return to our 
analogy, we should remember that the Central Banks have, as a 
rule, more power to force their member banks into credit con
traction than to force them to expand. A Central Bank "can not 
insure demand for member bank credit; it can and does insure 
the availability of ample member bank credit when and if de
mand exists." ' 

Professor Williams suggests two more reasons for the one
sidedly deflationist working of the gold standard. "One is the 
unequal importance of the balance of payments as between 
countries whose foreign trade and other payments are large 
relative to the home economy and countries for which foreign 
trade is less important. The other is the unequal size of coun
tries. Gold standard theory was based on the principle of inter
action between homogeneous countries of approximately equal 
size." Referring in particular to the United States Professor 
Williams points out that "a large export surplus, or any other 

5. See John H. Williams, "The Adequacy of Existing Currency Mecha
nisms under Varying Circumstances," American Economic Review, March, 
1937, Supplement, p. 154. See also John H. Williams, "The Postwar 
Monetary Plans," American Economic Review, March, 1944, Supplement, 
p. 373: "Under modem conditions the gold standard has frequently not 
been the efficient instrument of two-sided compensatory international 
adjustment it was meant to be. It has been a means of spreading depres
sions, and sometimes booms, from one country to another." 

6. See Joan Robinson, ''The International Currency Proposals," Eco
nomic Journal, June-September, 1943, p. 161. 

7. See The Federal Reserve System-Its Purposes and Functions 
(Washington, 1939), p. 58. 
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change leading to substantial gold inflow, would be likely to 
have a far less expansive effect here than contractive effect upon 
the deficit countries." 8 

Deflation is adangerous medicine. It may start a vicious circle 
downward, especially if the price-cost structure of the country 
is not flexible. The classical version of the price-specie ·flow 
theory· assumes that when gold flows out prices will fall like 
water in a lock. In reality, however, these changes are as a rule 
not achieved instantly and without grave frictions. To decrease 
imports is desirable from the standpoint of the gold losing coun· 
try's foreign trade equilibrium. But it also means "that countries 
formerly balanced are thrown into disequilibrium and have to 
join in .the process of deflation." Deflation, furthermore, "re
duces not only imports but also consumption of home produced · 
goods." 9 

Lord Keynes complains that the gold standard confines the 
natural tendency of wages to rise beyond the limits set by the 
volume of money, but can do so only in deliberately creating 
unemployment. He adds, however, that "this complaint may be 
just as valid against a new standard which aims at providing the 
quantity of money appropriate to stable prices." 10 

It is obvious that under these conditions Lord Keynes does 
not insist on rigidly stable exchange rates. On the contrary, the 
gold standard is expressly criticized because it involves a finan
cial policy which compels the internal value of the domestic 
currency to conform to an external value which is rigidly tied 
· to a fixed quantity of gold. 

Lord Keynes proposes that "instead of maintaining the prin· 
cipl~ that the internal value of a national currency should con
form to a prescribed de jure external value,. we should provide 
"that its external value should be altered if necessary so as to 
conform to whatever de facto internal value results from domes-
tic policies." 11 · · 

8. See ''The Postwar Monetary Plans," loc. cit., pp. 374-75. 
9. See Robinson, op. cit., p. 162. 
10. Lord Keynes, "The Objective of International Price Stability," 

Economic Journal, Jtme-September, 1943, pp. 185-87. 
11. Speech by Lord Keynes on the International Monetary Ftmd De

bate, House of Lords, May 23, 1944. 
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DEFECTS OF TilE GOLD STANDARD MECHANISM 

Thus we see that the old gold standard mechanism suffered 
from grave defects. We can summarize the disadvantages as 
follows: 

( 1) The old gold standard mechanism amounts to "anarchy 
in world credit control" but forces the national monetary au
thorities, nevertheless, to subject their domestic credit policies 
to international dictation. 

( 2) The scope for independent domestic action is extremely 
narrow. Exchange rates are stabilized at the 'expense of giving 
up all other possible aims of monetary management such as eco
nomic stabilization and full employment. 

( 3) The gold standard mechanism becomes an anachronism 
at a time when monetary conditions and monetary policy are 
"recognized as too important and too close to the heart of fiscal 
sovereignty to be entrusted to any automatic or even semi-au
tomatic system." 12 

( 4) The price-cost structures of modem economies are not 
flexible enough for smooth downward adjustments. Deflationary 
policies are liable to lead to unemployment and the ensuing de
pression is consequently transmitted to other countries through 
decreasing imports. 

( 5) The mechanism itself rests more heavily on deflationary 
than inflationary credit policies. While the gold-losing country 
must contract credit in order to protect its reserves, the gold
receiving countries are not, necessarily, forced to follow a 
policy of expansion should they care not to play the "rules of 
the game." 

( 6) The "automatic" character of the gold mechanism should 
not be overstressed. Credit contractions or expansions are po
tentially dangerous. They require careful attention. On the 
other hand, the Central Banks may not be able, even though 
willing, to lower costs and prices sufficiently in case of credit 
contraction or to create enough demand for new loans in case 

12. See Robert B. Bryce, "Basic Issues in Postwar International Eco
nomic Relations," American Economic Review, March, 1942, Supple
ment, p. 178. 
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of credit expansion. "In the modem world, where, on the one 
hand, inflows of gold are liable to be sterilised and prevented 
from causing an expansion of credit, whilst on the other hand 
the deflation of credit set up elsewhere is prevented by social 
causes from transmitting its full effect to money-wages and 
other costs, it may be that the whole machine will crack before 
the reaction back to ~quilibrium has been brought about" 18 

WHY THE GOLD STANDARD MECHANISM WORKED BEFORE 1914 

Considering these grave defects we may well ask ourselves 
why the gold standard mechanism worked so well during the 
prosperous period preceding the first World War and why its 
performance was so poor during the later 'twenties? The ex
planation can be found in the fact that the two periods fulfilled 
the conditions essential for a healthy gold standard system to a 
very different degree. 

Professor Hansen suggests that the successful functioning 
of the pre-1914 gold standard was "greatly facilitated by the 
circumstance that it operated in a rapidly expanding economy 
and under the favorable condition of an upward trend in prices." 
In other words, the deflationary bias of the system was over
compensated by world-wide credit expansion. "Maladiust
ments," says Professor Hansen, "can more easily be corrected in 
a society which is rapidly reaching out into new areas, develop
ing new resources, creating new industries, and supplying the 
growing needs of an increasing population." Prior to the first 

· World War we could, furthermore, assume "that the wage rates 
in each country would quickly become adjusted to productivity 

. m conformity with the principle of comparative advantage." u 

To this we may add that the gold mechanism was, until1914, 
never put to a really severe test. Major international disruptions 
were absent, the price-cost structures of the different countries ' 
were in conformity with the exchange rates, and international 
capital movements served mainly to put sufficient reserves at 

13. See Committee on Finance and Industry Report (MacmiUan) 
(London, H.M. Stationery Office, 1931), p. 108. Hereafter cited as Mac
miUan Report. 

14. A. H. Hansen, Full Recovery or Stagnation? (New York, W. W. 
Norton, 1938), pp. 210, 212. 
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the disposal of those countries which were, at the moment, in 
need of it. 

Central Banks had no other ambition than to work, with often 
· inadequate means, for domestic as well as international 
liquidity. The deflationary danger in this craving for liquidity 
was lessened, however, by a worldwide simultaneous develop
ment of modem credit instruments which made the gold stand
ard system increasingly independent of the monetary gold 
supply. 

WHY THE OLD GOLD STANDARD MECHANISM Wll..L NEVER RETIJRN 

This heyday of the gold standard system will never return. 
Even assuming that the temporary difficulties of the transition 
period from war to peace were overcome, it is doubtful that 
"the contemporary economic climate" would be conducive to 
the old fashioned gold standard. Monetary policies are now con
sidered integral parts of an economic policy which aims, first of 
all, at domestic economic stabilization and at stable exchange 
rates only because fluctuating exchange rates would endanger 
domestic stability. The Board of Governors of the Federal Re
serve System, for instance, declares that the monetary objective 
should be economic stability rather than price stability and 
"that economic stability cannot be achieved by monetary policy 
alone, but that the goal should be sought through coordination 
of monetary and other major policies of the Government which 
influence business activity, including particularly policies with 
respect to taxation, expenditures, lending, foreign trade, agri
culture and labor." 15 This is, indeed, a far cry from the typical 
attitude of a Central Bank under the old gold standard system. 

The friends of the old gold standard could, of course, answer 
that the attitude of the Board of Governors is basically wrong 
and that it constitutes the very interference which is alien to the 
capitalist exchange economy. Unbridled capitalism, based on 
the profit motive, they feel, would also recreate those favorable 
conditions of rapid economic expansion which characterized the 
end of the nineteenth and the beginning of the twentieth cen-
tury. 

15. See Federal Reserve Bulletin, September, 1937, p. 828. 
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But these are questions of economic Weltanschauung, which 
cannot be decided on purely economic grounds. However, in 
saying that there is no road back to the old gold standard we do 
not necessarily express a preference for a greatly increased 
amount of government interference with private business. The 
new plans for international monetary cooperation in fact are, 
as we shall see, quite obviously designed to do away with the 
worst forms of interference in international economic relations. 
That the nations of the world should submit their domestic 

. credit policies to international forces only when these forces are 
deliberately controlled may perhaps violate the principle of 
laissez faire. But conscious international control is only the 
logical and consistent projection into the international field of 
sound principles of money and banking which nobody would 
brand as fetters of private enterprise when they are applied to 
the domestic field. 
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INFLATION AND DEFLATION 

THE CHAOS in international monetary relations during the inter
war period cannot be used as an argument for the gold stand
ard. These chaotic conditions were certainly not caused by the 
fact that most countries had gone off the gold standard. On the 
contrary, the gold standard mechanism had broken down under 
the first impact of the storm. Rather the chaos was due to the 
first World War and the complete absence· of concerted inter
national effort to solve the monetary problems of its aftermath. 
This failure, in turn, resulted from the nationalist and isolation
ist ideologies throughout the world. Since we are determined 
not to repeat the mistakes of the inter-war period, we should 
recapitulate the outstanding problems which we failed to solve. 

A detailed historical description is not required for this pur
pose. It will suffice to enumerate the essential errors made and 
to indicate ways and means by which similar mistakes in the 
post-war period to come can be avoided. 

The inter-war period was characterized by violent changes in 
the purchasing power of most of the world's currencies. The 
most outstanding case was, of course, the depreciation of the 
German mark to one trillionth of its original value. But all the 
countries of the world went through periods of inflation and 
deflation and at such different times and in such different de
grees that international exchange stabilization was quite im
possible. 

Much could be said about the German experiences during 
the hyper-inflation of the mark ( 1920-1923) which gravely 

25 
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shook the social structure of Germany and dispossessed the 
lower middle class from which Adolf Hitler was to recruit his 
earliest and most ardent followers. But the causes of the Ger
man inflation are fairly obvious and need not be restated. More 
dangerous for the success of post-war monetary stabilization 
are the less overt, the "hidden" Jorms of inflation which may 
even take place at a stable price level. 

An inflation· is not easUy defined. The notion that inflation 
means an increase and deflation a decrease in the general level 
of prices is not always helpful. It oversimplifies the issue and 
may lead to mistaken policies. It is understood that with grow
ing employment and production the monetary circulation has 
to expand if prices are to be prevented from falling. But this 
credit expansion has, in other respects, the characteristics of 
inflation. It stimulates demand, reduces the rates of int~rest 
and induces, other things remaining equal, investment. Every 
prosperity period has in this sense an inflationary basis. 

Turning to the problem of deflation, it is quite obvious that 
deflation, if defined as a decrease in the general level of prices, 
might be harmless as long as technological improvements have 
lowered the cos~ of production in many industries; however, it 
might be very dangerous if an attempt is made by the monetary 
authority to force prices down through credit contraction. This 
latter type of deflation reduces demand, production, and em-
ployment. ·· 

Stable prices are, therefore, not a safe criterion for monetary 
policy. 

An attempt has been made, by some monetary theorists, to 
replace the popular concepts of inflation and deflation by the 
concepts of "relative" inflation and "relative". deflation. Accord
ing to these concepts, money woul(be "neutrar if its quantity 
were kept approximately stable and corrected only for changes ' 
in its velocity of circulation, and other carefully defined even
tualities. 

But a stable quantity of money should not be used as an 
alternative criterion for monetary policy. To propose, for in
stance, that monetary circulation should not be increased and 
credit should not be expanded, during a period of stagnation, 
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is an absurdity. On the other hand we should not be led to 
believe that everything is all right as long as prices are stable 
and unemployed resources, especially labor, are still available. 
We must not forget that, "With the approach of full employ
ment, credit expansion would have to be abandoned unless the 
more dangerous price inflation is to be started, and that the 
more or less sudden interruption of credit expansion may easily 
turn an upswing into depression. 

These somewhat more refined considerations concerning in
flation and deflation will be helpful for the better understanding 
of the monetary phenomena of the inter-war period and for the 
better appreciation of the post-war stabilization proposals. 

OVERVALUATION IN GREAT BRITAIN 

The stormy sea of inflationary and deflationary waves had 
calmed down by 1925 to what seemed to be a reasonably stable 
international level. A general return to the gold standard was 
undertaken. But the new gold standard mechanism started with 
a very serious defect in its machinery. The all-important gold 
parities had been chosen on the basis of what Professor Rob
bins correctly describes as hit-or-miss methods.1 Unfortunately 
two of the most important parities, the English and the French, 
were misses and not even near misses at that. As a result the 
pound was overvalued and the franc was undervalued. 

To understand the full implications of these facts we have to 
remember that the rates of exchange should be determined ap
proximately by the so-called purchasing power parities: 2 that 
is, the relationships between the countries' respective domestic 
price levels. For example, if the price level in England had risen 
relative to that in the United States, the foreign value of the 
pound in terms of dollars should have fallen roughly in propor
tion to the decline of the pound's domestic purchasing power. 
Though the prices in England had risen further than the prices 
in the United States, a balanced international trade between the 
two countries would still have been possible provided only that, 

1. Lionel Robbins, The Great Depression (London, Macmillan, 1935), 
P· 9. 

2. See, however, below, Chapter X, pp. 127-30. 
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other things remaining equal, the pound could be bought at a 
correspon4ingly lower dollar price. But, by insisting on the old, 
pre-war, sterling-dollar exchange, England put herself unneces
sarily into a most difficult and even dangerous position. 

This rate could only be maintained if England deflated, ox: if 
the United States inflated, or if a concerted effort in both coun
tries established a purchasing power par commensurate with 
England's willfully established pre-war gold parity. 

England's gold parity put her export industries at a~ artificial 
disadvantage at a time when her export trade was in a most 
difficult position owing to the disruption of her foreign markets 
and other structural changes as a result of. the war. The attempt 
towards deflation proved unsuccessful. Once again it was real
ized that "pressure can be brought to bear upon the users of 
credit by a restriction of credit or the raising of bank rate, but 
that pressure cannot be directly brought to bear upon the costs 
of production." a The wage and price structure was too rigid, and 
the whole effort .deteriorated into seemingly permanent stag-
nation. . 

England's situation during the gold standard period from 
spring 1925 to falll931 was especially embarrassing in view of 
her leading position on the international capital market. Chronic 
export difficulties made long-term capital export (which de
pends on commodity exports ) very· difficult while the constant 
danger of gold outflow and correspondingly high money rates 
attracted short-term funds-"a lack of balance between long
term and short-term investment which was itself conducive to 
disequilibrium and latent with danger of extensive catas
trophe."' 

CHEAP MONEY IN U.S.A. 

W'hile England suffered from stagnation and unemployment, 
the inflationist cheap-money policy in the United States around 
1927 led to seemingly much better results. The price level in 
the United States, it is true, did not rise very much nor was 
England's problem solved by the expansionist policy of the 

3. Macmillan Report, p. 22. · 
4. Robbins, op. cit., p. 9. 



THE LESSONS OF THE INTER-WAR PERIOD 29 

United States. But for several years the United States enjoyed 
an unexampled prosperity. The final consequences of this gi
gantic cheap money experiment ar.e well known. Credit creation 
increased expenditure, investment, employment, and output 
in a self -propelling process. But finally investment increased to 
a point where profits had to decrease while, with the approach 
of full employment, credit expansion had to be &topped to pre- . 
vent price inflation. Decreasing profits and increasing rates of 
interest initiated a vicious downward spiral in which decreasing 
investment caused unemployment and unemployment in tum 
caused a further decrease in consumption and investment. 

Considering these events the British Committee on Finance 
and Industry, appointed by the Chancellor of the Exchequer 
under the chairmanship of H. P. Macmillan, and counting 
among its members J. M. Keynes, came, in its famous report 
(Macmillan Report), to the following conclusion: 

Control of credit conditions is always easier before a boom has com
menced in earnest. When that has once happened, to prevent its 
development to a stage ultimately leading to a reaction, and to pre
vent the reaction running its full course, are both difficult. Yet a 
Central Bank, if it attempts to curb an upward movement, may and 
will be criticised for cutting short the country's nascent prosperity. 
Even when the recent American boom had grown to very great pro
portions, there was strenuous and widespread opposition in every 
quarter, even the most authoritative, to any attempt seriously to con
trol it. To the difficulties of the control by a Central Bank of its own 
market must be added the additional difficulty of securing concerted 
action by several. Even if it were conceded that such concerted 
action would generally be effective if it were taken soon enough, it 
may be argued that it is not in fact practicable to detect and inter
pret the obscure premonitory signs of the financial weather soon 
enough or accurately enough, or with a high enough degree of prob
ability, to procure concerted action amongst a number of inde
pendent authorities, each of which is likely to have its own ideas 
based on its local information and to maintain them with tenacity. 
Here again only time can show. There is no need to minimise the 
difficulty of the high enterprise which we should like to see the 
CentFal Banks of the world put in hand.5 

5. Macmillan Report, p. 131. 
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The Macmillan Report was published in June, 1931 (shortly 
before the devaluation of the pound). It arrived at very inter
esting "proposals relating to international monetary policy." 8 

Since the conclusions of the Macmillan Report deserve the most 
careful consideration in the present debate about the same 
question, they are quoted at some length as follows: 

( i) The aim of the Central Banks should be to maintain the sta
bility of international prices both over long periods and over short 
periods.... / 
( ii) The method of achieving this objective should be so to regu
late the volume and terms of bank credit as to maintain as much 
stability as possible in/ the rate of new investment and new enter
prise generally, both at home 'and abroad. By these means alternate 
excesses of enthusiasm and depression might be avoided and the 
demand for new output of the instruments of production and other 
forms of capital in the world at large kept in better equilibrium 
with the proportion of income which is currently available for such 
purposes-neither in excess nor in defect. 
(iii) With this end in view the Central Banks should confer to-
gether at frequent intervals to decide whether the general tendency 
of their individual policies should be towards a relaxation or a tight
ening of the conditions of credit; and their bank rates and other 
instruments of credit control should then be adjusted accordingly, 
without prejudice to their policies relative to one another remaining 
at the free discretion of each separate institution. Nor should they 
be afraid of small and frequent changes. For othe~se action may 
be unduly deferred. . . . ' 
( iv) This form of joint policy should be consistent with a full meas
ure of autonomy for each national institution. In particular, each 
Central Bank should remain free to' attract gold to itself whenever 
it deliberately desired to do so, without incurring blame or exciting 
complaint from the other Central Banks; , . , and also to raise its own 
bank rate for the sake of checking inflationary tendencies at home, 
even if the tendencies abroad were of a contrary character. ' 
( v) But each Central Bank should undertake to do its best to avoid 
the importation of unwanted and unnecessary gold merely as a 
result of leaving natural forces to work themselves out unchecked. 
It should be the duty of each bank to avoid an unbalanced interna-

6. Ibid., Part II, Chapter II. 
/ 
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tional position which was the result of accidental circumstances or 
the unintended repercussion abroad of its domestic policy. In par
ticular, if the effect abroad of a curtailment of credit, intended merely 
to counteract a domestic inflationary tendency, was unintentionally 
to attract gold, there is a presumption that this effect should be off
set by the Central Bank in question being prepared to increase its 
own balances elsewhere. 
(vi) In particular, Central Banks should consider the rate of long
term investment as well as short-term investment as falling within 
their purview, and should take whatever steps may lie within their 
power, and are suited to their local circumstances, to counteract any 
tendency which their own fi:ationals may show either to keep their 
investible resources excessively liquid or to undertake excessive 
long-term commitments.1 

It is interesting to note that the fear of inflation seems to pre
vail in these conclusions despite the fact that the Macmillan 
Report was written at the end of England's deflation ordeal and 
before she had cut herself loose from gold. The cheap money 
experiment in the United States, and its consequences, obvi
ously made a deep impression upon most members of the Com
mittee. The Report gave the advice that England should not 
cut herself loose from the international system, because of mo
mentary domestic advantages, since "there can be little or no 
hope of progress at an early date for the monetary system of 
the world as a whole, except as the result of a process of evolu
tion starting from the historic gold standard." 8 

"RECKLESS BORROWING AND LENDING" 

To understand the Committee's fear concerning unbalancing 
gold and capital movements, we have to remember that the 
international credit crisis at the time of the MacmiUan Report 

7. Ibid., pp. 131-33. 
8. Ibid., p. 109. The quotation continues: "If, therefore, this country 

were to cut adrift from the international system with the object of setting 
up a local standard with a sole regard to our domestic situation, we 
should be abandoning the larger problem-the solution of which is 
certainly necessary to a satisfactory solution of the purely domestic 
problem .... " 
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had been caused by what Cordell Hull branded as "reckless 
international borrowing and lending," 9 This policy of borrow
ing and lending was reckless because it was coupled with 
inconsistent economic policies in both the debtor and the 
creditor countries. While Germany borrowed foreign capital, 
partly in the dangero\ls short-term form, she spent the funds 
rather lavishly . on public works of an unproductive character 
and transferred her reparation payments by means of the bor
rowed foreign money. The test for the economic effects of 
reparation payments came not immediately after the German 
mark stabilization in 1923 but six years later when the stream 
of foreign loans dried up. Then it could be seen that one-sided 
payments from one country to another can only be made if the 
receiving country is willing to accept the payments in the form 
of commodities and services. That the main creditor countries ' 
tried to exclude the commodities of the debtor countries 
through protectionist devices is one of the most glaring incon
sistencies of the inter-war period. The creditor countries had the 
duty either to purchase additional imports or else to use their 
receipts to make long-term loans (or to convert short-term into 
long-term loans). By failing to act consistently the creditor 
countries drove the debtor countries into deflation, devaluation, 
and exchange control. 

DEVALUATION AND RECOVERY IN ENGLAND 

While Germany as well as the United States suffered from de
flation, England experienced a moderate recovery after the 
devaluation of the pound in September, 1931. 

Devaluation can be highly successful under fortuitous cir
cumstances and the circumstances were highly fortuitous for 
England in 1931. England had a head start in the process of 
competitive depreciation, and she was not followed for several 
years by the most important gold standard countries. "Thus, 
England achieved the best of two worlds: ( 1) an export ad
vantage over competitors, and ( 2) an improvement of trade 
through exchange stability with countries complementary to 

9. Before the Committee on Ways and Means, January 11, 1940.
New York Times, January 12, 1940. 
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her economy." 10 These «complementary" countries were the 
sterling-bloc countries which had simultaneously depreciated 
their currencies under the leadership of London. 

Nevertheless, the Macmillan Report had been right in its 
warnings. However impressive the momentary advantages, they 
were dearly paid for in the long run by the deterioration of 
international trade which had to follow inevitably. The advan
tage gained over the gold standard countries belongs very 
definitely in the category of sauve-qui-peut policies and could, · 
of course, be only temporary. 

This brief sketch of Great Britain's competitive excha~e 
depreciation should not be concluded, however, without men
tioning the creation of the British Exchange Equalisation 
Account on April 12, 1932, which was established to offset 
speculative movements in sterling exchange rates. This con
structive achievement marks the beginning of a development 
which has now led to the proposal for an International Mone
tary Fund. 

France is another example typifying inconsistent national 
policies. Her former relative undervaluation of the franc was 
now, in relation to the depreciated currencies of the sterling
bloc countries, an overvaluation. To stick to the gold standard, 
only so recently re-adopted, France had to. practice deflation 
but at the same time was not willing to carry through com
mensurate labor policies. Caught between the desire to main
tain the gold standard and to maintain, if not to increase, her 
wage level, France specialized in the newfangled protectionist 
device of import quotas. 

DEVALUATION AND GOLD INFLOW IN U.S.A. 

The United States devalued the dollar in 1933-34 probably 
under the assumption that the increase of the price of gold 
would automatically raise the domestic price level. The depre
ciation of the dollar had, indeed, the effect of expanding exports 
and of raising the dollar price of export goods thus causing a 
shift of income from people in 'general to farmers. This effect, 
however, could only be limited. The domestic prices depend 

10. A. H. Hansen, Fiscal Policy and Business Cycles (New York, 
W. W. Norton, 1941) p. 99. 
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on demand and supply conditions, and, therefore, only an in
crease of demand through credit expansion could successfully 
raise the domestic price level. But while the monetary authori
ties can expand member bank reserves "they have no power to 
compel an expansion of member bank credit." 11 If the initiative 
is not taken by businessmen, then it seems obvious that only 
a government spending program can succeed in injecting addi
tional money into the economy. Again, as in the case of credit 
contraction, we see that monetary policies alone may not be 
sufficient to solve the problem. Instead credit expansion may 
have to become a matter of fiscal policy. But even government 
spending can be insufficient, especially when government ex
penditures are overcompensated by a rapid decline in private 
investment. 

The devaluation of the dollar did not do much to counter
act the prevailing deflation, but in improving the competitive 
position of the dollar, it aggravated the gold inflow the greater 
part of which, however, must be accounted for by repatriation 
of United States capital, by the flight of capital to the United 
States because of political uncertainties abroad, by the export 
of gold to establish dollar- credits in anticipation of war, and 
by rearmament and war expenditures of England and France 
in the United States prior to lend-lease. 

Gold, instead of being equally distributed, was increasingly 
concentrated in the United States; and while the debtor coun
. tries suffered from deflation or tried to protect themselves 
through exchange control, the main creditor country was unable 
to follow an expansionist policy. The inflow of gold, further
more, created excess reserves for the member banks and made 
them quite indepe~dent of the controlling influence of the 
Federal Reserve authorities. 

The gold inflow was partly paid for by an export of com
modities and helped, therefore, to create employment. But it 
is doubtful whether this export advantage for the greatest cred
itor country was a real economic advantage for the world as 
a whole or whether it too has to be classified as a sauoo-qui-peut 
policy at the expense of others. 

11. The Federal Reserve System, op. cit., p. 57. 
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FREE EXCHANGES 

Competitive devaluation is bad because the countries prac
icing it maintain artificial exchange rates which are favorable 
:o export. If these countries instead simply go off gold and let 
narket forces decide what the rates of exchange ought to be, 
N'e would have a system of "free,. exchanges in which the do
nestle credit policies of the nations could be entirely inde
?endent of each other. The necessary international adjustments 
rre left in such a system to fluctuations in the rates of exchange. 
rhese free fluctuations, however, might be violent and for this 
:eason alone detrimental to the international movement of com
nodities and capital. 

There is little chance that the different countries of the world 
.vould ever try to unscramble complicated international pay
nent situations through a free pricing process on the exchange 
narkets. A decline in the rate of exchange may be felt to be 
ncapable of equilibrating the free market demand for and the 
mpply of foreign exchange at a level which authorities may 
~onsider reasonable. Then, too, capital flight movements often 
~annat be checked by ordinary measures, and the falling ex
~hange rate itself would become much more an incentive to 
further capital flight movements than one to increased exports 
and decreased imports. 

EXCHANGE CONTROL 

This latter situation is one in which debtor countries would 
be forced to introduce foreign exchange control. By foreign 
exchange control we refer to measures which replace part of 
the equilibrating function of tl1e foreign exchange market by 
regulations alien to the pricing process.12 The determination of 
the rate of exchange is not left to the free interplay of demand 
and supply. Rather, exchange control is a special case of price 
ceiling. Since demand and supply conditions would tend to in
crease the price of foreign currendes further than desired or 
considered safe, the price is officially fixed. But at the official 

12. G. N. Hahn, Monetary Theory (Philadelphia, Blakiston, 1942), 
pp. 153-58. 
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ceiling price, supply and demand are not in equilibrium. The 
situation necessitates, therefore, a reduction in demand by ra
tioning (of some sort) and, possibly, an artificial increase of 
supply by subsidies (of some sort) . 

Exchange control as such is, therefore, not worse than any 
other form of price control, and it can be justified through the 
particular danger of capital Hight movements which makes the 
exchange market more sensitive than most other markets. Situa
tions can arise in which exchange control is the only possible 
solution-an excuse not equally applicable, for instance, in the 
case of competitive exchange depreciation. 

We have to learn to distinguish between different kinds of 
exchange control just as we have to learn to distinguish between 
different kinds of inflation and deflation. If exchange control is 
the only possible solution in special situations, we shoUld count 
exchange .control among the instruments of international mone
tary policy and should not dismiss a limine a useful, though 
dangerous, weapon because it has been used in a malign way. 
Inflation and deflation can become extremely destructive and, 
yet, nobody would say that small doses of either medicine could 
not be used with advantage under given circumstances. 

Foreign exchange control appeals to authorities because it 
promises advantages which cannot be gained on the free ex-

' change market. It offers the possibility of exchange stability 
together with the independence of domestic credit policy from 
the limiting requirements of the gold standard mechanism; also 
it offers wide opportunities for its use as an instrument of com
mercial policy owing to the rationing of foreign exchange which 
it implies. Foreign exchange control, furthermore, is the indis
pensable link by which, alone, planned_ economies can be con
nected with the rest of the world since the planned economy 
has to be insulated from external disturbing influences. 

The particular difficulty of exchange control is due to the 
fact that it requires a complicated apparatus of control to avoid 
circumvention. To make exchange control really effective, all 
receivers of foreign exchange will have to be forced to sell their 
foreign exchange to a central office which, then, will distribute 
it more or less arbitrarily in accordance with one criterion or 
another, since rationing will be necessary in any event, if de-
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mand cannot be fully met by supply at the existing ceiling 
price.· -

Even in its mildest forms, therefore, exchange control is an 
unwieldy instrument which remains alien to free international 
exchange. For exchange economies of an unplanned character, 
it can only be an emergency policy which should be removed 
as soon as conditions permit. 

That exchange control has become so utterly discredited is 
due to the fact that) if used exclusively for national purposes by 
a powerful country, it can become a weapon just about as dan
gerous as military conquest. And even if practiced with no 
malign intentions, it may easily tempt its user into foreign trade 
policies which would be contrary to the common interest. 

A SURVEY OF THE SITUATION IN 1935 

A brief summary of the monetary conditions during the 
inter·war period shows that it was a period of monetary chaos. 
A survey of the world situation around 1935 reveals the fol
lowing remarkable picture. 

The United States had devalued the dollar in order to increase 
the domestic price level but was unsuccessful in this attempt 
and only stimulated the flow of the world's gold to the United 
States. 

England had depreciated the pound, gained an artificial ex· 
port advantage over the gold standard countries, and enjoyed 
relatively prosperous conditions, but was doing so partly at the 
expense of other countries .. 

France and the other gold-bloc countries were suffering from 
overvaluation of their currencies (owing to the competitive 
devaluation of the sterling-bloc and other countries), were 
unable or unwilling to carry through commensurate deflationary 
policies, and suffered from capital Hight since everybody an· 
ticipated the unavoidable depreciation of the gold-bloc cur· 
rencies. 

Germany, whose deflationary effort helped to bring Hitler to 
power, had not dared to devalue and introduced, instead, 
foreign exchange control which she was soon to use as an instru
ment of economic warfare. 

The international monetary disintegration of the inter-war 
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period found its most striking expression in the development 
of bilateral. agreements which tended to reduce international 
trade to the level where the balances of payments and even the 
balances of trade between any two countries are equilibrated. 
This means, of course, that the advantages of multilateral trade 
are forsaken and that international trade and international 
division of labor tend to shrink to the level of those exchanges 
which can be pressed into the form of bilateral agreements. 

EXCHANGE STABILIZATION FUNDS . 

There were, however, a few brighter spots in this picture, 
the most important of which was Secretary Hull's reciprocal 
trade agreement program, which, while it did not produce any 
great changes in the height of existing tariffs, did at least stop 
the trend towards ever increasing tariffs. 

Another constructive idea was the establishment in different 
'countries of exchange stabilization funds which tried to coun
teract abnormal changes in demand on the foreign exchange 
markets by managing the supply; and vice versa. A typical ex
change stabilization fund consists of foreign balances or gold 

. and of domestic money, and it serves as a buffer which miti
gates the impact of repercussions resulting from divergencies 
between the monetary and general economic policies of different 
countries. The connection between foreign exchange markets 
and domestic money markets is made subject. to a control
ling device which replaces, as it were, the golden brake of the 
credit machine by the gear shift of the stabilization fund. 
VVhether high or low gear is used, whether the connection is 
entirely .interrupted, or the reverse put in is a matter of ~on-
scions management. , · 

These funds, if, not used for narrow nationalist purposes 
(such as keeping the exchange rate from rising in order to 
maintain a competitive export advantage) but rather as a pool 
for concerted action, point to the very core of the new plans for 
international monetary cooperation. 

The Tripartite Agreement of 1936 was a modest beginning. 
, That it-was not strong enough under the then existing conditions 

does not discredit its basic idea. 



IV. 

OBJECTIVES OF INTERNATIONAL 
MONETARY COOPERATION 

INTERNATIONAL MONETARY COOPERATION 

THE LESSONS of the inter-war period should not be forgotten. 
They teach, by implication, the essential objectives and require
ments of a truly international monetary system; they show 
why the gold mechanism was inadequate to cope with the 
problem of post-war international finance; they prove that de
liberate domestic credit and employment policies, since they 
are here to stay, must be integrated by international institutions; 
and they demonstrate that national policies which are heedless 
of international repercussions are doomed to eventual failure 
in spite of their momentary success; but they also indicate that 
an international monetary system cannot hope to function suc
cessfully unless the nations of the world are willing to follow 
accepted rules of international behavior-even if these rules are 
occasionally inopportune. 

Any new international monetary system must, of course, be 
so designed as to secure a sufficient amount of freedom of 
action for the member countries; otherwise it will not be ac
ceptable. We must fully grasp "the essential position which the 
idea of maintenance of a high level of employment has taken 
in current economic thought." 1 But the full employment policies 
must be compatible with international cooperation and with a 
reasonable degree of exchange stability. A compromise solution 

1. See Louis Rasminsky, "International Credit and Currency Plans," 
Foreign Affairs, July 1944, p. 598. 
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has to be found which enables us to combine national policies 
which aim adull employment with an international system of 
multilateral clearing. This compromise is possible under the fol
lowing conditions. 

( 1) The member countries must be given large enough re
serves of international money so that they have time "to correct 
maladjustments in their balance of payments without resorting 
to measures destructive of national or international prosperity" 
(Agreement I -v). A deficit country without sufficient reserves 
would try to achieve balance of payments equilibrium either 
by increasing exports through deflation or exchange deprecia
tion or by decreasing imports through cumUlative protection 
and exchange control. These are the "measures destructive of 
national or international prosperity." 

( 2) The international monetary system should "not be used 
to prolong a basically unbalanced international position"; on 
the contrary, the new mechanism should "be influential in in· 
ducing countries to pursue policies maldng for an orderly return 
to equilibrium" (White Plan, Preamble, 3). The international 
institution could, indeed, not refrain from exercising pressure 
"on any country whose balance of payments with the rest of the 
world is departing from equilibrium in either direction" (Keynes 
Plan 1-1-d). 

(3) This pressure should, however, not lead to increasing 
unemployment. Full employment is even more important than 
stable exchange rates. Changes in the par value of member cur
rencies are, therefore, to be permitted if they are essential to 
the correction of fundamental disequilibria (Agreement, IV -5). 
But these adjustments must not be a matter of unilateral or 
bilateral action. An orderly and agreed collective method of 
exchange depreciation (or appreciation) must be provided 
so that competitive exchange depreciation can be avoided. 

( 4) Since stable exchange rates are, nevertheless, highly de
sirable as a sound basis of international trade and international 
capital movements, it is to be hoped that the full employment 
policies of the ~ember countries can be integrated so that dis
equilibria which would require changes in the par values of the 
member currencies will become rare occurrences. 
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The International Monetary Fund of the Agreement will, 
therefore, be guided in all its decisions by the purpose "to pro
mote international monetary cooperation through a pennanent 
institution which provides the machinery for consultation and 
collaboration on international monetary problems" ( Ag1'eement 
I -i). One of the greatest assets of an international monetary 
system would be its ability to keep the monetary authorities of 
the member countries in constant contact with one another 
and, thereby, to make, more or less automatically, all member 
countries conscious of their inescapable interdependence. 
Thinking in terms of world economy, the different national 
authorities could no longer ignore the effects which their poli
cies would have on other member countries and, indirectly, 
upon their own economy. Thus a breach would "be made and 
widened in the outmoded and disastrous policy of each-country
for-itself." 2 

With the consequences of the monetary disorder of the inter
war period as a warning example, it should not be too difficult 
to make the prospective member countries of an international 
monetary system realize that they are all in the same boat. It is, 
indeed, to be hoped that general agreement already exists con
cerning a wide range of important problems. 

REQUIREMENTS AND OBJECTIVES OF AN INTERNATIONAL MONETARY 

SYSTEM 

The following pages contain an enumeration of the require
ments and objectives of an international monetary system as 
they are either expressly stated or implied in the new proposals. 
Some of these objectives transcend the field of action of an Inter
national Monetary Fund, but they are mentioned as precondi
tions of successful international monetary cooperation. 

( 1) Commodity movements. Basically, and in the long run, 
exports pay for imports. The smooth functioning of interna
tional payments requires, therefore, that movements of com
modities and services between countries should not be seriously 
obstructed. 

2. Harry D. White, "Postwar Currency Stabilization," American Eco
nomic Review, March, 1943, Supplement, p. 386. 
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( 2) Capital movements. International movements of capital 
in the direction of highest marginal efficiency are desirable from 
the standpoint of both the debtor and the creditor country, 
provided that the increased efficiency raises the export possi
bilities of the debtor country and provided that the creditor 
country is later on willing to accept interest and amortization in 
the form of increased imports. 

( 3) Fair competition. International trade should take place 
under the general maxim of the most-favored-nation principle 
in its unconditional form 3 and under strictest . elimination of 
competitive exchange depreciation and other unilateral actions 
designed to secure unfair competitive advantages. 

( 4) Multilateral clearing. International trade should be mul
tilateral and not bilateral since bilateral agreements tend to 
reduce international trade to the transactions which can be 
cleared between any two countries. International trade is multi
lateral when "each nation can be assured of facilities for spend
ing in one part of the world what it is earning in some other 
part of the world." 4 

( 5) Reasonably stable rates of exchange. International trade 
and international capital movements require reasonably stable 
exchange rates. Exchange fluctuations should not seriously in
terfere with legitimate trade and investment profits. Changes 
in the par values of the member currencies of an international 
monetary system should, therefore, be rare events and exchange 
rates should remain fixed within narrow limits until the par 
values of the member currencies are changed by mutual con
sent. 

( 6) Orderly pattern of exchange rates. The exchange rates 
must be initially so determined that no member country enjoys 
either an export advantage through undervaluation of its cur
rency or suffers from an export disadvantage through over
valuation of its currency. Since only experience can show 

3. The principle of unconditionai most-favored-nation treatment gives 
the foreign trader of every country the right not to be treated worse 
than the trader of any other country. 

4. See D. H. Robertson, ''Post-War Monetary Plans," Economic Jour
nal, December 1943, p. 353. 
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whether the rates have been chosen correctly, methods of re
valuation internationally agreed upon must be available to pre
vent competitive depreciation by unilateral action. 

(7) Domestic policies. Domestic policies for economic sta
bilization and full employment should be compatible with a 
reasonable amount of exchange stability. But price and exchange 
stability should not necessarily be considered as more important 
than a high level of employment and real income. Increasing 
protection, competitive exchange depreciation, and abnormal 
credit expansion should not be used to create full employment 
because they could not be successful in the long run. "Most 
nations cannot achieve satisfactorily full employment without 
more international trade, unless they gravely reorient their eco
nomic life. They cannot proceed intelligently to solve the 
problem of unemployment and underemployment unless they 
can forecast to some degree what their export markets will be 
and on what terms imports will be lij'ailable." 5 

( 8) Full employment. "It is equally important to realize, on 
the other hand, that a satisfactory volume of international ex
change, and satisfactory solutions to many of the most persistent 
international economic issues cannot be achieved unless reason
ably full employment can be reached, in the major countries at 
least." 6 Unemployment leads invariably to each-country-for
itself policies which, while they do not improve the employment 
situation in the long run and for the world as a whole, tend to 
destroy international trade and lower the standard of living 
throughout the world. 

( 9) Integration of national policies. Since national credit 
policies are not to deviate too far from the international equi
librium (so that reasonably stable exchanges can be main
tained), the credit policies of the member countries must be 
sufficiently integrated to guarantee to each country a supply 
of money and credit, national as well as international, com
mensurate with reasonably full employment. But it is to be 

5. See Robert Bryce, "Basic Issues in Postwar International Economic 
Relations," American Economic Review, March, 1942, Supplement, 
p. 166. 

6. Ibid., pp. 166-67. 
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expected that individual member countries will, nevertheless, 
tend to depart from the equilibrium owing either to local con
ditions or to different interpretations of the situation. This 
disequilibrium will express itself in the balance of payments of 
the country with the rest of the world and in a maldistribution 
of the reserves of international money. · 

( 10) Stabilizing mechanism. An international monetary sys
tem requires, therefore, a stabilizing mechanism "by which 
pressure is exercised on 3!1Y 9ountry whose balance of payments 
with the rest of the world is departing from equilibrium in 
either direction, so as to prevent movements which must create 
for its neighbors an equal but opposite want of balance" 
(Keynes Plan I-1-d). This pressure must affect domestic policies 
of the deviating countries and to that extent the mechanism ' 
cannot remain exclusively in the international terrain. 

(11) Creditor countries. Deviating countries can be creditor 
countries as well as debtor. countries. "The creditor should not 
be allowed to remain entirely passive. For if he is, an intolerably 
heavy task may be laid on the debtor country, which is already 
for that very reason in the weaker posii;ion" (Keynes Plan IV-
17). In the light of inter-war experiences it is important that 
the reciprocal character of the monetary mechanism should be 
emphasized. Care has to be taken, however, that the defla
tionary emphasis on the responsibilities of the debtor countries 
is not simply exchanged for an inflationary overemphasis on 
the responsibilities of the creditor countries. 

( 12) Reserves of international money. The pressure to be 
exerted on the deviating countries is not a disciplinary measure, 
but, rather, the application of a sort of "synthetic index" which 
helps to detect conditions of disequilibrium. The mechanism 
may require action in the domestic sphere when disequilibria 
of a more than temporary character have been found to exist. 
Purely temporary disequilibria in the balance of payments, 
which are bound to arise freque~tly, are overcome by drawing 
against the reserve of international money which will be put at 
the disposal of each member country. Only if a country has to 
draw permanently on its reserve, will there be reason to suspect 
that a more fundamental dislocation has occurred. Even in this 
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case, however, the existence of an adequate reserve of inter· 
national money will function as a shock absorber against the 
impact of corrective measures upon the domestic economy. Of 
course, the adjustment may have to take place in form of a 
change in the par value of the member's currency. 

( 13) Character of these reserves. While it is of the utmost 
importance that sufficient reserves of international money 
should be put at the disposal of member countries, it is essen
tial to understand clearly that these reserves are an operational 
fund which should not be· squandered on payments which are 
not likely to return in due course 1 and that it is not their func
tion to take the place of long-term or even medium-term credits 
but to give member countries time to correct maladjustments in 
their balances of payments. 

(14) An International Monetary Fund. It is only a technical 
question, though a question of great importance, whether an 
international institution of the character of an International 
Monetary Fund is to be created. It would be possible to handle 
the major problems by agreements. The national monetary 
authorities could, for instance, assure the stability of exchange 
rates by undertaking to acquire, at specified rates, the curren
cies of other participating countries.8 Questions of world credit 
policy could be decided upon by conferences at frequent inter· 
vals.9 But it would be an obvious step towards simplification 
to concentrate international monetary functions in one centra] 
institution. 

(15) International nwney. International money-money 
which could buy everywhere-cannot be created. But we can 
pool national currencies and gold and give to the member 
countries the right to buy any currency they desire from the 
common Fund. (Similarly we could arrange for overdraft facili
ties in an international credit pool.) Gold can still pedorm the 
important function of a "transformer" of national currencies. 
The use of an international unit of account (Gold-dollar, Unitas, 

7. The Times, London, July 31, 1943. 
8. See "French Plan for an International Monetary Agreement," New 

York Times, May 9, 1943. 
9. See above, Chapter III, p. 30. 
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· Bancor) could possibly facilitate the· transactions of an Inter
. national Monetary Fund. 

THE TRANSITION PERIOD 
., 

Concerning most of these points a good deal of agreement 
exists among monetary experts. Differences of opinion arise, 
however, as soon as these general ideas are to be implemented 
by concrete proposals .. Before we tum to a discussion of the 
provisions of the new monetary plans, we ~ave first to consider 
the special problem posed by the period of transition from war 
to peace. 

Until now we have concentrated our attention mainly'OD. the 
objectives and requirements of an international monetary sys
tem of a normal and permanent character. Experiences of inter· 
war years served, by contrast, to underline those conditions 
which are to be considered as a normal and reliable basis for 
monetary equilibrium in international economic relations. Once . 
these conditions are fulfilled, we hope to be able to maintain 
international economic stability to a reasonable degree. 

Unfortunately we are as yet very. far from this ideal state of 
things. The results of the disorder of the inter-war period were 
frozen at the outbreak of World War II, and the new war has 
added new and grave problems to an already very complicated 
situation. 

When the war ends, all the countries of the world will find 
themselves in a state of economic disequilibrium. They will 
have to shift from wartime production to the production of 
civilian consumers' goods. In this period of transition, conver· 
si9n ,unemployment will tend to decrease demand, but dis
saving and the shortage of consumers' goods will, nevertheless, 
lead to inflationary trends. Under these conditions it will hardly 
be feasible to relax, immediately after the war, those domestic 
controls which have kept the inflationary tendencies of the war 
economy in check. But as long as the domestic economies are 
subject to price ceiling, rationing, priorities, and other devices, 
we shall not be able to determine the actual domestiQ purchas· 
ing power of the different currencies; and this makes it, in tum, 
exceedingly difficult, if not impossible, to determine the foreign 
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exchange rates which correspond roughly to the relative pur· 
chasing powers of the different national. currencies. Thus ex
change control will have to be retained for some time after the 
war and should only be relaxed gradually. While most exchange 
control measures should be abolished as soon as international 
monetary equilibrium has been reached, it would be unwise to 
expose the external value of the·currencies of the ~eficit coun
tries to the forces of demand and supply before these countries 
have been able, with foreign help, to stabilize their national 
economies. 

RELillF AND RECONSTRUCTION 

Many nations will face problems far more formidable than 
the mere transition from war production to a peace time econ
omy, and most of these problems will relate to their balances 
of payments. "The distress will arise from the fact that the 
countries in question will have neither gold nor other inter
nationally marketable reserves to take care of a deficit in the 
respective balances of payments. These balances will be in dis
equilibrium due to the depletion of inventories, the accumula
tion of short-term debts, the destruction of productive facilities, 
the loss of external sources of revenue and difficulties in adapt· 
ing their exports to new competitive situations." 10 

If no concerted effort is made, if no help for the deficit coun
tries is forthcoming after the war, we shall continue with the 
hapless practices of the inter-war period. The debtor countries 
would most certainly refuse to pay the deflation price of unem
ployment for international payment equilibrium, and would 
again embark on competitive exchange depreciation, exchange 
control, and bilateralism. 

To avoid the continuation of these practices is to the vital 
interest of all nations, including the creditor nations. If the 
creditor countries help the debtor countries to solve their prob
lems, the creditor countries will act in their own long-run in
terest. This point is almost generally understood. But the 
practical problem is again to find adequate means to accom-

10. See M. Palyi, "A Tentative International Monetary Stabilization 
Plan," The Commercial and Financial Chronicle, August 12, 1943. 
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plish this task, which is much larger than the problem of 
international monetary cooperation. 

The first and most urgent problem is one of relief. To cope 
with it a United Nations Relief and Rehabilitatioo Administra
tioo (UNRRA) has already been created to which uninvaded 
countries will make a contribution (if possible in part in foreign 
exchange) of one per cent of their national income.11 

Another important post-war problem will be the "unprece
dented need for foreign capital." 12 Private capital will not be 
sufficient to proyide the necessary funds for reconstruction, con
version, and development. "Private capital will understandingly 
hesitate to venture abroad in anything like the required volume. 
It has suffered too many losses from war, from depreciating 
currencies, from exchange restrictions, and from failures and 
defaults. There is little evidence to justify the hope that in the 
years immediately after the war investors will lend large sums 
that can.be economically used in·foreign countries unless steps 
are taken to restore confidence in foreign investment." 13 

The U.S. Treasury prepared, for this reason, a Preliminary 
Draft Outline of a Proposal for a Bank for Reconstructioo and 
Development of the United and Associated Nations. This Draft 

10utline was discussed, together with the Joint Statement, at the 
International Monetary and Financial Conference at Bretton 
Woods where the delegates of forty-four nations finally signed 
Articles of Agreement for the Establishment of an International 
Bank for Reconstruction and Development.14 

Since the International Bank is designed as . ~ companion 
agency to the International Monetary Fund, and because of its 
very great importance, we shall devote Chapter XIII to a brief 
discussion of its purposes and operations though we violate, in 

11. C£. Philip C. Jessup, "UNRRA, Sample of World Organization," 
Foreign Affairs, April1944, pp. 362-73; Vera Micheles Dean, "UNRRA 
-A Step towards Reconstruction," Foreign Policy Reports, Vol. XIX, 
No. 20, January 1, 1944, New York .. 

12. See Secretary Morgenthau's Foreword to the Preliminary Draft 
Outline of a Proposal for a Bank for Reconstruction and Development 
of the Unified and Associated Nations, November 24, 1943, U.S. 

· Treasury, Washington, D.C. 
. 13. Ibid., p. ii. 
· 14. See Appendix V. 
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doing so, the otherwise exclusively monetary character of the 
present study. 

THE PROBLEM OF TIMING 

If seen as part of a more comprehensive effort, the new mone
tary plan could perhaps be considered as less urgent since other 
agencies seem to take care of the more immediate post-war 
needs. It can even be argued that, until the emergency prob-

. lems of the transition period are solved, no arrangement for 
stability of international exchanges can be expected to operate 
successfully and that the plans are therefore putting the cart 
before the horse.15 

Especially Professor Williams has "expressed doubts about 
the wisdom of adopting at once a formalized plan, with rules 
and procedures, votes and quotas, and an international govern
ing body." 16 Against this cautious and hesitating attitude can 
be held the convincing argument that "major plans will be more 
easily brought to birth in the first energy of victory and whilst 
the active spirit of united action still persists" (Keynes Plan 
X-41). 

We shall have to discuss the problem of timing more thor
oughly in Chapter XII. May it suffice in the meantime to use 
Professor Robertson's convincing statement that the very fact 
that many countries "will be in a sorry condition after the war, 
not capable of playing their full part at once in an international 
system, is surely an argument for organising their return to such 
a system rather than leaving them to scramble back as best they 
may."17 

The problem of lTansition cannot be separated entirely froth 
the more permanent set-up since the transition problem will 
reach far into the future. As we speak of a "normal" and of a 
transition period we should never forget that "normal" times 
actually never come. If we can judge from the aftermath of 
World War I, we may have to distinguish with Professor 

15. See "The World Bank Proposals," Fortune, August 1943, pp. 179, 
139. 

16. Williams, "The Postwar Monetary Plans," loc. cit., p. 383. 
17. Robertson, "The Post-War Monetary Plans/' loc. cit., p. 355. 
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Slichter 18 not only one but three periods before we shall have 
reached anything like normal times, namely ( 1) a transition 
period from war to peace; ( 2) a catching-up period of high 
employment, lasting perhaps five to ten years, based ..:upon de
ferred purchases, liquidation of surplus saving, and the adjust· 
ment of stocks of goods to new high levels of income; and ( 3) 
a difficult transition from this catching-up period to a self-sus
taining economy. For the creditor countries this second transi
tion period would have to include the development of an import 
surplus. 

That we shall not reach really normal times within the next 
ten or fifteen years shows clearly that the establishment of an 
International Monetary Fund cannot be postponed until all the 
conditions for permanent equilibrium are fulfilled. The Fund 
should be ready by the end of the war 19 and should be put into 
operation as soon as possible just because the more endangered 
currencies of smaller deficit countries will need special help and 
protection. Such measures as relief and reconstruction will, of 
course, best be handled outside the monetary stabilization 
plans. 20 But functions like the gradual relaxation of exchange 
control measures or the finding of correct exchange rates should 
be the domain of the new international monetary system. 

18. Sumner H. Slichter, "Foreign Trade and Post War Stabilization," 
Foreign Affairs, July 1943. 

19. Article XX:-4-h of the Agreement provides that the Fund shall 
begin exchange transactions. "in no event until after major hostilities in 
Europe have ceased." 

20. See Agreement XIV-1: "The Fund is not intended to provide 
facilities for relief or reconstruction or to deal with international indebt· 
edness arising out of the war." 



v. 
AN INTERNATIONAL RESERVE BANK 

A BANK OF CENTRAL BANKS 

THE NEW PLANS for international monetary stabilization, with 
the exception of the French Plan, propose the creation of an 
international banking institution. Whether this institution is 
called an "International Clearing Union," a "United and Asso
ciated Nations Stabilization Fund," or an "International Mone
tary Fund" makes little difference. All the proposed institutions 
can be considered as different blue prints of an International 
Reserve Bank,t in analogy to the Central Reserve Banks of the 
different national credit systems. For the sake of clarity, there
fore, we shall call the international institution an International 
Reserve Bank when we do not refer to a particular plan. 

That the new plans try to solve the problem of international 
monetary stabilization by setting up an International Reserve 
Bank is the consistent conclusion of the development which led 
to the creation of Central Banks within the national credit 
systems. I 

After the establishment of an International Reserve Bank, we 
would have the following set-up: as before, the individuals and 
business firms in the different countries of the world hold their 
cash balances with their local commercial banks and the com
mercial banks in turn have their reserve balances in the Central 
Banks. But now the Central Banks, unlike before, would hold 
their balances of foreign money, at least partly, in the lnterna-

1. See Hans P. Neisser, "An International Reserve Bank," Social Re
search, September, 1943, pp. 265-79; also Palyi, "A Tentative Inter· 
national Stabilization Plan," Zoe. cit. 

51 
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tiona! R~serve Bank as the crowning organization of the world's 
monetary system. 

WHY CENTRAL RESERVE BANKS CAME INTO BEING 

The basic functions of an International Reserve Bank can 
better be understood if we first recall why Central Reserve 
Banks came into being. The Federal Reserve, Banks of the 
United States, for :insta,nce, hold the reserve accounts of their 
member banks just as the member banks hold the check ac
counts of their customers. The check accounts of the member 
banks' customers are derived mainly from loans given to bor
rowing customers or from investments bought. The commercial 
banks, therefore, create most of the demand deposits' of our 
economy. But in creating demand deposits . the commercial 
banks create claims against themselves. Either they must stand 
ready to pay out currency, if so required, or to have the amount 
which the customers check out charged to their reserve ac
counts with the .Federal Reserve Banks. Thus a commercial 
bank is liquid only if it is, at any time, able to meet demand for 
cash as well as passive clearing balances. In other words, a com
mercial bank needs reserves. These reserves of the commercial 
banks consist today, almost exclusively, in reserve deposits in 
Central Banks. 

This seems so obvious that it needs some mental effort to 
visualize the position of a commercial bank in a system without 
a Central Bank. If, in case of emergency, the commercial bank 
would have to rely exclusively on its own liquid funds (that is 
the currency and gold jn its vaults), the reserves would have 
to be ~xcessively large. But by pooling their scattered reserves, 
the commercial banks can apply the law of large numbers (or the 

'"insurance principle") in a way which reduces substantially 
the total amount of reserves needed. One bank or even a group 
of banks can now, in case of emergency, be supplied with the 
necessary reserve funds from ~common reservoir. As long, how
ever, as the pooling of reserve funds is done not in a Central 
Bank but only in the commercial banks of the financial centers 
of the country, a nation-wide emergency situation cannot be 
overcome because, in this case, the reserve funds are needed 
I . • 
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everywhere at the same time. The situation can only be met by a 
Central Bank which can create more currency when more cur- · 
rency is needed. It was, therefore, only logical that Bankers' 
Banks should be established; that is, Central Reserve Banks in 
which the commercial banks concentrate their reserve funds 
not only to make use of the pooling principle, but also in order 
to obtain an increased total supply of reserve funds to meet a 
nation-wide demand for currency. 

To sum up the advantages of a Central Reserve Bank we may 
say: 

( 1) that better use is made of the loanable funds of the 
economy by cutting down the amount of idle reserves for the 
system as a whole; 

( 2) that in times of crisis a deflationary liquidation process 
may at least be ameliorated by a Central Bank which has the 
power to create additional reserve funds; 

( 3) that, on the other hand, overexpansion of credit, through 
parallel action of the commercial banks, can be prevented either 
by lowering the reserve funds or by raising the reserve require
ments; 

( 4) that an institution is created which can easily and eco
nomically ful£11 service functions for the commercial banks, 
especially the function of clearing checks; and 

( 5) that an authority is established for "the maintenance of 
monetary and credit conditions favorable to sound business 
activity." 2 

.We should not enumerate these advantages, however, with
out recalling that the powers of the Central Bank are limited. 
In particular the Central Bank can make more money available, 
but it cannot, naturally, force business to borrow; and it can 
enforce credit contraction, but it is not always able to decrease 
prices and costs simultaneously (as when, for instance, indus
trial monopolies and labor unions refuse to reduce prices and 
wages). 

2. The Federal Reserve System, Washington, 1939, p. 23. 
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INTERRELATIONSHIPS OF CENTRAL BANKS 

As long as the policies of the different Central Banks are not 
coordinated by an International Reserve Bank, their ~terre· 
lationships may be of three different kinds. · 

( 1) In the case of the gold standard mechanism the Central 
Banks use their powers for the single purpose of maintaining a 
stable rate of exchange in relation to other currencies through 
the ~losest possible adjustment of the price level of the country , 
to the average world price level. But they must subordinate 
all other possible objectives to this single purpose. 

( 2) In the case of free exchanges the Central Banks can pur· 
sue whatever credit policies they choose, heedless of the policies 
of other countries. But such action is incompatible with the 
maintenance of stable foreign exchange rates since exchange 
rates must fluctuate roughly in proportion to the changes in the 
domestic price levels . which the independent national credit 
policies of the Central Banks call forth. 

( 3) In the case of foreign exchange control the Central 
Banks of any two countries may easily be_ tempted to conclude 
bilateral clearing agreements which replace the multilateral 
clearing of the gold standard mechanism or of the system of free 
exchanges. In a bilateral clearing agreement importers pay 
domestic money into a fund with the Central Bank out of which 
exporters will be paid, thus establishing a self-contained pay· 
ment mechanism in each country. s This system tends to equalize 
the balances of payments, if not the balances of trade, between 
any two countries but, in doing so, destroys the tremendous 
advantage of multilateral trade. 

All three types of interrelationships between Central Banks 
are unsatisfactory as ChapterS' II and III tried to show. The . 
gold standard mechanism stabilizes foreign exchange rates, but 
is incompatible with deliberate domestic credit policies other 
than those which strictly conform to the rules of the gold 
standard game. The system of free exchanges is either heedless 
of credit policies of other nations and thus does not provide for 

3. See P. T. Ellsworth, International Economics (New York, Mac· 
millan, 1938), pp. 408-9. . 
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international trade and international capital lending the solid 
foundation of stable exchanges, or, even worse, might well in
duce competitive exchange depreciation. And the bilateral sys
tem is essentially a totalitarian system particularly fitted for the 
exploitation of weaker nations by the "master" country from 
whose Central Bank, as the center of the spider web, radiate 
the bilateral agreements. 

ADVANTAGES OF AN INTERNATIONAL RESERVE BANK 

The establishment of an International Reserve Bank would 
create an entirely different situation. Concluding the develop
ment which led to the creation of Central Banks, it would put 
the capstone into the structure of the monetary system of th~ 
world. It would perform functions for the Central Banks similar 
to those which the Central Banks now perform for their com
mercial banks. 

The advantages of the establishment of an International Re
serve Bank would be the following: 

( 1) An International Reserve Bank would create a mutual 
exchange pool of international money, available to all member 
countries, which would give members "time to correct malad
justments in their balance of payments without resorting to 
measures destructive of national and international prosperity" 
(Joint Statement 1-3). 

( 2) The International Reserve Bank would not only pool, 
but actually create funds 4 of international money, just as it 
would have the power to contract the quantity of international 
currency. With this provision, the International Reserve Bank 
would overcome for example the basic defect of the old gold 
standard mechanism in which the quantity of the international 
currency, gold, was dependent on such "chancy" factors as the 
technique of gold production. World-wide inflationary and 
deflationary tendencies could, for the first time, possibly be 
brought under control, just as the Central Banks can, within 

4. Strictly speaking this is only true for the Keynesian Clearing 
Union. Dr. White's Stabilization Fund as well as the International Mone
tary Fund would not create international money. But we shall see that 
these Funds could, nevertheless, make more "international currency" 
available. 
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limits, control credit expansion and credit contraction within 
the national economies. ' 

1 
. 

( 3) Through the deliberate adjustm~nt of the quantity of 
international currency to the "actual current requirements of 
world commerce" (Keynes Plan 1-1-c) and through exertion 
of pressure on the member countries to conform to credit poli
cies commensurate with this quantity, exchange rates could be 
stabilized without forcing the member countries into policies 
which are too inconsistent with domestic stabilization. 

( 4) If deliberate . control of the quantity of international 
currency should not succeed in simultaneously securing ex
change stability and domestic economic stability in the differ
ent countries, the necessary adjustments of exchange rates to 
national price levels could be achieved in such an orderly man
ner that competitive exchange depreciation would be pre-
vented. , 

(5) Lor~ Keynes sails his Clearing Union'a generalized pay
ments agreement to show that it would restore "unfettered mul
tilateral clearing between its members" (Keynes Plan V-19). 
It would, undoubtedly, be one of the main functions of an In
ternational Reserve Bank "to assist in the establishment of a 
multilateral system of payments in respect of current transac
,tions between members and in the elimination of foreign ex
change restrictions which hamper the growth of world trade" 
(~greement I-iv). · 

( 6) An International Reserve Bank would "have at its dis
posal in ore information regarding the currents of international 
financial transactions and the causes of disequilibrium than 
has ever been available before" (Canadian Plan, General Ob
servations, 12); it would act "as· a centre for the collection· and 
exchange of information on monetary and :financial problems, 
thus facilitating the preparation of studies designed to assist 
members in developing policies which further" its purposes 
(Agreement VIII-5-c). 
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PURPOSES OF AN INTERNATIONAL RESERVE BANK 

If we exclude the problems of the transition period which an 
international monetary institution might help to solve, we can, 
therefore, enumerate the following purposes of an International 
Reserve Bank: 

( 1) "To promote international monetary cooperation 
through a permanent institution which provides the machinery 
for consultation and collaboration on international monetary 
problems" (Agreement 1-i; Joint Statement 1-1). 

( 2) To pool or to create reserves of international currency 
in order to give confidence to members by making foreign ex
change available to them thus allowing "time and method for 
necessary adjustments and comfortable safeguard behind which 
the unforeseen and the unexpected can be faced with equa
nimity" (Keynes Plan IV-16 and 1-1-e; Agreement 1-v; Joint 
Statement 1-3; White Plan, Preamble 3; Canadian Plan, General 
Observations, 10). 

( 3) "To reduce the use of such foreign exchange restrictions, 
bilateral clearing arrangements, multiple currency devices, and 
discriminatory foreign exchange practices as hamper world 
trade and the international flow of productive capital" (White 
Plan 1-5; Agreement 1-iv; Joint Statement 1-3,4,5; Canadian 
Plan 1-5; Keynes Plan 1-1-a). 

( 4) "To shorten the duration and lessen the degree of dis
equilibrium in the international balances of payments of mem
bers" (Agreement 1-vi; Joint Statement 1-6; White Plan 1-2) 
through the establishment of "an international stabilising 
mechanism, by which pressure is exercised on any country 
whose balance of payments with the rest of the world is de
parting from equilibrium" (Keynes Plan 1-1-d; Canadian Plan 
1-4). 
· (5) "To promote exchange stability" (Agreement 1-iii; Joint 

Statement 1-4; White Plan 1-1; Canadian Plan 1-1). 
(6) To provide "an orderly and agreed method of determin

ing the relative exchange values of national currency units, so 
that unilateral action and competitive exchange depreciations 
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are prevented" (Keynes Plan I-1-b; Caruulian Plan I-1; Joint 
Statement I-4; Agreement I-iii). 

(7) ''To assist in the ,establishment of a multilateral system 
of payments in respect of current transactions between mem· 
hers" (Agreement I-iv; Joint Statement I-5; Canadian Plan I-2). 

( 8) "To facilitate the expansion and balanced growth of in· 
ternational trade, and to contribute thereby to the promotion 
and maintenance of high levels of employment and real income 
and to the development of the productive resources of. all mem
bers as primary objectives of economic policy"· (Agreement I-ii; 
Joint Statement I~2; White Plan, Preamble 2; Keynes Plan IX-
39-5). 

( 9) "To aid and. to support other international institutions 
concerned with the planning and regulation of the world's eco
nomic life'' (Keynes Plan I-1-f, Agreement X). 

· (JO) Generally "to help create conditions under which the 
smooth :llow of foreign trade and productive capital among 
the member countries will be fostered" (White Plan I-3). 

INTERNATIONAL MONEY 

To understand the working of the prospective International 
Reserve Bank it is imperative that we become familiar with the 

· special kind of funds which it pools, borrows, and, perhaps, 
I creates. To say thatthese funds consist of "international money" 
is probably correct but requires further explana~on. 

The funds of the new International Reserve. Bank would be 
different from the funds handled by national Central Banks. 
A Central Bank controls a national banking system and its op
erations are based on a national monetary unit; but the Inter
national Reserve Bank will be located, as it were, between the 
national credit systems in monetary no-man's-land. 

All money, national as well as international, is only a means 
of exchange an~ a unit of account. As a means of exchange it 
has value for us because it can buy commodities, services, and 
securities. But all these purchases are made within national 
boundaries, and within national boundaries only domestic 
money can buy. Thus we seem to be forced to the conclusion 
that international money does either not exist or is a kind of 
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money which can buy everywhere. This latter statement, how
ever, contradicts the fact that no means of payment is accept
able as legal tender beyond the border of the issuing country. 
What, then, is international currency? 

A possible answer seems to be: gold. Gold is, indeed, the 
only article which, in modem times, has at least approached the 
quality of an international currency. It has the not entirely neg
ligible quality of "intrinsic value" and it performs, as long as 
the different countries are on the gold standard or as long as 
the par values of their currency units are expressed in terms of 
gold, the function of an international unit of account by estab
lishing exchange rates between the national currencies. 

A second answer to the question concerning the nature of 
international currency would be that it is simply "foreign bal
ances." Foreign balances are balances in the banks of other 
nations, acquired through the export of commodities, services, 
or securities, and are, therefore, "foreign currency" from the 
domestic standpoint. In reality, however, they are only claims 
on domestic currencies of other countries. 

But, as soon as we step into the monetary no-man's-land 
where the International Reserve Bank is located, our outlook 
changes. Our very position makes all national currencies at the 
disposal of this International Reserve Bank appear as "foreign 
currency." Credit created in the books of the International Re
serve Bank, too, would be "foreign exchange" since it would 
only be used to buy in "other" countries. In its capacity as the 
holder of the international exchange pool, the International 
Reserve Bank would be able to supply its customers-the Cen
tral Banks-with the currencies of all the member countries. 

An assortment of national currencies in an International 
Monetary Fund, or even better, the purchase rights to such an 
assortment, can perhaps be considered as "international cur
rency," just as the overdraft privileges of the members of the 
Keynesian Clearing Union would amount, when used, to the 
creation of "international bank money"-i£ we careto stretch 
our monetary vocabulary that far. Through the invention of a 
name for the unit of "international money" (Unitas, Bancor, 
Gold-dollar) we could add the function of an international unit 
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of account to the function of an international means of ex· 
change. It would undoubtedly be a convenience to have a unit 
of account for the transactions of an International Reserve 
Bank. This Convenience would grow into a. practical 'necessity 
if the member currencies were not linked to gold, sinpe a comw 
mon denominator must be given to express the par value of the 
member currencies. · 

Since all plans propose to use gold as common anchorage 
for the local currencies, newly :irivented names are of secondary 
importance. The esperanto quality of these names tended to 
give to the White and Keynes plans a somewhat artificial flavor. 

If it were politically feasible, ~e gold dollar could be used 
. in a way similw to the adoption of the gold franc by the Bank 
for International Settlements ( B.I.S.). 5 Since the monetary use 
of gold is largely due to psychological reasons it would be 
unwise to forego the prestige and lustre which an international 
organization would gain in the eyes of naive spectators by the 
stressing of the fact that the whole system is based on, not to 
say "backed by," gold. But, of course, this stratagem is lost on 
those whom the very idea of being tied to gold seems to give an 
attack of asthma. 

The Articles of Agreement of the International Monetary 
. F,und do not contain a newly invented name for the internaw 

tional monetary unit but provide that "the par value of the 
currency of each member shall be expressed in terms of gold 
as a common denominator or in terms of the United States dol
lar of the weight and fineness in effect on July 1, 1944" (IV
l~a). It is not impossible that the convenience of having a unit 
in which to calculate international values will gradually push 
the gold dollar into the position of a:n international unit of acw 
count. 

But where does international money come from? In the Key
nesian scheme it is created ad hoc, as we shall see, when the 
member countries make use of their overdraft privileges. 
· The international institutions proposed by Dr. White and the 

Canadian experts do not have the power of money creation. 

5'. See Arthur Nussbaum, "International Monetary Agreements," Ameri
can Journal.of lnternationol Law, April1944, pp. 254-55. 
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Their resources depend on contributions and on their right to 
borrow additional funds from the member countries. The same 
approach has been chosen in the Joint Statement as "the most 
practical method of assuring international monetary coopera
tion (Joint State111ent, Introductory Remarks). The Interna
tional Monetary Fund proposed by the Joint Statement and 
elaborated in the Agreement receives its resources of interna
tional money through capital subscriptions and through bor
rowing. But by stretching our terminology somewhat, we can 
argue that the International Monetary Fund "creates" interna
tional currency in the sense that it gives to the resources of 
national currencies, which are paid into the international ex
change pool, the character of "foreign currency." In addition 
we have to consider that the '1ocal funds" which the member 
countries are asked to contribute, are, if they are not gQld, prob
ably created for this very purpose by the national monetary 
authorities. Nobody would suggest that the member countries 
should withdraw from domestic circulation an amount of cur
rency equal to their contribution (minus the gold contribution) 
to the international exchange pool-a policy which would cause 
a most unnecessary deflationary tendency. 

Thus we see that the resources of the International Monetary 
Fund would, at least partly, be created by the monetary authori
ties of the member countries while the International Monetary 
Fund would bestow upon these resources the new and distinct 
quality of "International currency." This point is of more than 
just terminological importance. We saw that it is essential that 
a Central Bank should have the power to create reserve funds. 
If an International Monetary Fund can (through borrowing) 
make a greater assortment of local currency available it can 
improve the reserve position of the member countries. By 
analogy it is, therefore, permissable to say that the International 
Monetary Fund has, in a broader sense, the power to "create" 
reserves of international money. 



VI. 

THE INTERNATIONAL MONETARY FUND 

BASIC WORKING PRINCIPLES OF THE INTERNATIONAL 

MONETARY FUND 

THE ARTICLES OF AGREEMENT for the establishment of an Inter
national Monetary Fund are an elaboration of the Joint State· 
ment which, in turn, followed, in its general approach, the 
proposals of Dr. White and the Canadian experts. 

The Agreement is a rather difficult document whose implica
tions are not always easy to grasp. What Mrs. Robinson said 
about the first draft of the White Plan remains true for the 
Agreement: it contains a set of rules without explanations and 
"has to be read in the spirit of a detective story." 1 

' In the present chapter we shall try to keep the broad outlines 
of the International Monetary Fund as free as possible from 
details of lesser importance; and to make.the general working 
principles,of the Fund stand out more clearly, we shall postpone 
the main discussion of such very important items as exchange 
rates, changes in par values of member currencies, quotas, etc. 

The Agreement proposes the creation of an International 
Monetary Fund as the most practical method of assuring inter
national monetary cooperation (Joint Statement, Introductory 
Remarks). The Fund is a mutual exchange or credit pool to 
which the member countries contribute their own currencies 
and gold, and from which they can buy other members' cur
rencies. The basic idea is, therefore, of convincing simplicity: 
accepted and tested principles of Central Banking, particularly 

1. See Robinson, op. cit., p. 167. 
62 
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the pooling of reserves, are applied and adjusted to the inter
national monetary field. 

Each member country subscribes in gold and in its own cur
rency a carefully determined amoul!t assigned to it which is 
called its quota ( III-1). The obligatory minimum gold contri
bution is "the smaller of ( i) twenty-five per cent of its quota; 
or ( ii) ten per cent of its net official holdings of gold and United 
States dollars" at the time when the Fund's operations begin 
(III-3). 

When a country is admitted to membership, the par value 
of its currency will be agreed with the Fund and will be ex
pressed in terms of gold or in terms of the United States dollar 
of the weight and fineness in effect on July 1, 1944 (IV-1). 
"The Fund shall prescribe a margin above and below par value 
for transactions in gold by members, and no member shall buy 
gold at a price above par value plus the prescribed margin, or 

· sell gold at a price below par value minus the prescribed mar
gin" (IV-2). 

A change in the par value of a member's currency can only 
be approved of by the Fund "if the change is necessary to cor
rect a fundamental disequilibrium" ( IV-5-f). In this first outline 
of the working principles of the Fund, we shall assume, unless 
otherwise stated, that no changes in exchange rates will take 
place. 

A member country deals with the Fund "only through its 
Treasury, central bank, stabilization fund or other similar fiscal 
agencies" ( V -1). The Fund is a Banker for Central Banks as 
shown in Chapter V. The student of the new international 
monetary scheme must rid himself entirely of the idea that 
the Fund "would be an enormous organization and that every 
transaction throughout the world would have to be cleared 
through its offices. As we envisage the ... Fund it would have 
in effect very little to do with every-day business." 2 

As the Fund begins to operate members will buy from the 

2. Edward M. Bernstein in Banking Sessions, Report of Proceedings 
at the Thirtieth National Foreign Trade Convention, New York, October 
25, 1943, p. 40. Dr. Bernstein refers to the Stabilization Fund of the 
White Plan. 
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Fund other members' currencies and pay for them in their own 
national currencies. Thus, if the Banque de France needs dol
lars it will be permitted to draw against the Fund's account 
with the Federal Reserve Bank of New York. The 'Fund's dollar 
account will 'go down and its franc account with the Banque 
de France will go up.8 

That France should want to buy dollars could result from any 
of the many causes which may render the supply of another 
country's currency temporarily inadequate on her foreign ex
change market. We note that the case is essentially the same 
which, in the times of !}le old gold standard mechanism, would 
have led to a· H9w of gold from France to the United States. 
And just as th~ actual flow of gold was not a frequent and 
regular feature of the gold mechanism, so will heavy and prO
longed purchases from the Fund be considered abnormal, 
though we do not care to drive the .analogy too far. It should, 
therefore, be kept in mind that the Fund will only be used to 
balance temporarily unbalanced situations while the over
whelming amount of international payments is cleared without 
the help of the Fund. 

The disequilibria which the Fund helps to bridge are sup
posed to be temporary so that, when we average one period 

. with another, and give time to correct maladjustments, equi
librium will again be restored. It is, as we have already seen, 
the expressed purpose of the propose~ International Monetary 
Fund "to shorten the duration and lessen the degree of dis
equilibrium in the international balances of payments of mem
bers" (I-vi) and to help the members to correct maladjustments 
"without resorting to measures destructive of national or inter-

. national prosperity" (I-v). 
This also proves that, if the members avoid persistent devia

tions from. equilibrium, tlie Fund will always be able to fulfill 
its function of providing the members with the currencies of 
other members. As the Fund's resources of some member cur
rencies decrease its holdings of other member curr~ncies 

3. l'he changes are the same in terms of par values·, not c~nsidering 
a service charge which in our case ;France, the country which made the 
application to draw on the Fund's resources, would have to pay. 
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increase. Assuming that the temporary disequilibria occur in 
different countries at different times, the pooling principle 
should work to perfection: the resources of the Fund would be 
constantly reshuffied and their liquidity maintained. 

But, of course, persistent deviations from international 
payment equilibrium must be avoided. This can only be accom
plished if the new international monetary system contains equi
librating devices, devices which concern both the deficit 
countries and the surplus countries. A deficit in one country is a 
surplus in another and the corrections of maladjustments must, 
therefore, be approached from both ends. 

PROVISIONS FOR DEFICIT COUNTRIES 

The International Monetary Fund, amo~ting altogether to 
8.8 billion dollars, if all the United and Associated Nations sub
scribe, is not inexhaustible. While all the member currencies 
paid into the Fund are potentially offered for sale, the Fund 
may exhaust, say, its dollar resources. 

The purchasing rights of nuzny members, if directed predomi
nantly against the currencies of a few, may lead to a situation 
in which, since the transactions take place at fixed prices (par 
values of the respective currencies), finally only rationing of 
the scarce currencies may be able to maintain an artificial equi
librium between demand and supply. How can this situation 
best be avoided? 

First of all, the purchasing rights of the members must be 
limited. The Agreement allows a member "to buy the currency 
of another member from the Fund in exchange for its own 
currency subject to the following conditions" (V-3): 

1. The payments for which the member needs the currency 
must be consistent with the provisions of the Agreement; 

2. The Fund must not have given notice "that its holdings 
of the currency desired have become scarce," in other words, 
the currency demanded is not rationed; 

3. "The proposed purchase would not cause the Fund's hold
ings of the purchasing member's currency to increase by more 
than twenty-five per cent of its quota during the period of 
twelve months ending on the date of the purchase nor to exceed 
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two hundred per cent of its quota, but the twenty-five per cent 
limitation shall apply only to the extent that the Fund's hold
ings of the member's currency have been brought above seventy
five per cent of its ·quota if they had been below that amount;" 

4. The Fund must not have previously declared that the 
member "desiring to purchase is ineligible to use the resources 
of the Fund." This declaration could be due to violation, 
on the member's part, of provisions of the Agreement (e.g., an 
unauthorized change in the par value of its currency) or to 
the fact that the member is using the Fund's resources "in 
a manner contrary to the purposes of the Fund" (V-5). 

Now it is not always easy to prove that a member is using 
the resources of the Fund contrary to the Fund's purposes. 
Exchange stability, e.g., is one of the purposes of the Fund. An 
inflationary policy which would lead to international payment 
disequilibrium· and to continued purchases from the Fund 
could, therefore, be considered at variance with the purposes 
of the Fund were it not for the provisions of Article IV-5 
according to which a requested change in the par value of a 
member's currency would have to be granted when "necessary 
to correct a fundamental disequilibrium." Assuming that such 
a disequilibrium was due to price inflation could, then, the 
Fund insist that the inflationary policy be discontinued as con· 
trary to exchange stability and could the member be declared 
ineligible if it refused to comply? Hardly, since Article IY-5-f 
states that the Fund shall not object to a proposed change in 
the par value of a member's currency "because of the domestic 
social or political policies of the member proposing the change." 
This point needs clarification. , , 

The most important of the above mentioned conditions i~, of 
course; condition three, which limits the total purchases of a 
member and also the amount that can be bought within any 
one year.' · 

Let us assume that a country's quota is the equivalent of 100 
million dollars. The country contributes 75 million dollars in 
its local currency and 25 million dollars in gold. As the Fund 
begins its operations it may sell to the country a maximum of 
125 million dollars' worth of foreign exchange (within a mini· 
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mum period of five years) and, thus, increase its holdings of the 
currency of the member to the equivalent of 200 million dol
lars. The Fund can, if there is demand for it, sell the member's 
currency to other member countries. The Fund's resources of 
the member's currency may, therefore, increase or decrease. 
The better the member balances imports and exports of com
modities, services and securities, the smaller will be the fluctua
tions of the Fund's holdings of the member's currency around 
the original amount equivalent to 75 million dollars. Assuming 
that the Fund's holdings of the currency had gone down to, 
say, 20 million dollars, the member would be permitted to buy 
55 million dollars' worth of foreign exchange from the Fund 
without any limitation whatsoever. Assuming, however, that 
the Fund's holdings of the currency are restoredJo the original 
amount of 75 million dollars, the member could only acquire 25 
million dollars' worth of foreign exchange from the Fund in 
any twelve-months period. Altogether it could buy 125 million 
dollars' worth of foreign exchange since this would bring the 
Fund's holdings of the member's currency to 200 per cent of 
the member's quota. To reach this amount the country would 
need at least five years, bringing through its purchases of for
eign exchange the Fund's holding of its currency at the end of 
the first, second, third, fourth and fifth year to the equivalent of 
100, 125, 150, 175 and 200 million dollars respectively. 

We see that the country gains, as a member of the Fund, in. 
our example, the right to purchase 125 million dollars' worth 
of foreign exchange while it put into the Fund international 
purchasing power, gold, worth 25 million dollars. 

That the total buying rights of the members must be limited 
goes without saying. The provision that only 25 per cent of 
the quota .can be used up in any one year protects the Fund 
against quick exhaustion of its scarce currencies and compels 
the members to take appropriate measures to reestablish equilib
rium at an early date, steps which might be unduly postponed 
if the members could dispose of their buying rights whenever 
they wanted to. 

The Agreement contains, under the unassuming section
title "Charges," an interesting new provision (V-8) to induce 
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memb~rs. which are net-purchasers to "consider means" by 
which the Fund's holdings of their currencies can be reduced. 

Aside from the already mentioned uniform service charge 
(of three-fourths per cent in gold) which a member buying 
from the Fund has to pay, the Fund will levy charges, tmiform 
for all members, "which shall be payable by any member (in 
gold) on the.average daily balances of its currency held by the 
Fund ill excess of its quota." These charges, which begin at 
one-half per cent, increase each year according to the duration 
of such excess ~d also according to the amount of such excess, 
this amount being divided into four brackets of 25 per cent 
each of the member's quota. 

Through the combination of these two criteria, duration and 
amount of the excess, ;~. sensitive index is created for the tardi
ness of a member in its equilibrating effort. 

'When the charge has reached four per cent in any bracket 
· (which, of cours~, will happen much sooner in higher than in 
lower brackets) ~'the Fund and the member shall consider 
means by which the Fund's holdings of the currency can be 
reduced." When the charges reach five per cent the Fund may 
impose surcharges as it deems appropriate. 

The Fund may in its discretion and on terms which safeguard 
its interests, waive any of the conditions (V-3) described above, 
especially in the case of· members with a record of avoiding 
large or continuous use of the Fund's resources (V-4). 

Article V-5 states that "whenever the Fund is of the opinion 
that any member is using the resources of the Fund in a manner 
contrary to th~ purposes of the Fund, it shall present to the 
member a report setting forth the views of the Fund and pre· 
scribing a suitable time for reply. After presenting such a re
port to a member, the Fund may limit the use of its resources 
by the member. If no reply to the report is received from the 
member within the prescribed time, or if the reply received is 
unsatisfactory, the Fund may continue to limit the member's 
use of the Fund's resources or may, after giving reasonablE 
notice to the member, declare it ineligible to use the resource! 
of the Fund." 
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The Fund's "views" will, of course, depend on the merits 
of the case. If we are allowed to follow the provisions of the 
earlier plans, the report will not only contain a statement of 
facts but also recommendations to take satisfactory measures. 
That the Fund may in its discretion waive the conditions (V-3) 
quoted above, combined with the menacing loss of the buying 
privileges, may very well induce a member to follow the sug
gestions of the Fund. 

The nature of these suggestions will depend on the special 
case in question. The Agreement does not contain any general 
directions and even the somewhat more detailed White and 
Keynes plans did not inform us about the policies to be fol
lowed under given circumstances. Only two exceptions to this 
statement must be emphasized: all plans, including the Agree
ment, consider a restoration of equilibrium through an ap
proved change in the exchange rate of a member currency, 
and all plans, including the Agreement, consider exchange con
trol measures to prevent "use of the Fund's resources to meet a 
large or sustained outffow of capital" (VI -1). We recall, more
over, that "the Fund shall concur in a proposed change (in the 
par value) if it is satisfied that the change is necessary to cor
rect a fundamental disequilibrium" and that "in particular, pro
vided it is so satisfied, it shall not object to a proposed change 
because of the domestic or political policies of the member 
proposing the change" (IV-5). . 

This provision suggests that the Fund has no intention to 
interfere too much with domestic wage and price policies and 
that the report to the deficit country will probably not contain 
deflationary recommendations. 

That the question of changes in par values and of exchange 
control are treated in other Articles of the Agreement and not 
in connection with the report to deficit countries does, of course, 
not exclude the possibility that the report may concern these 
policies. But it is not easy to see what measures are .to be recom
mended for more normal deviations from equilibrium, devia
tions which are not indicative of "fundamental disequilibrium" 
and are not caused, say, by capital Bight, if our assumption is. 
correct that price, wage, and credit policies would be taboo. 
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Since the deficit country may have its o~ reserves of gold 
and foreign exchange, the recommendations of the Fund may, 
of course, concern the use of these reserves. ' 

An extreme suggestion would be· to limit imports and this 
measure could not be a frequently used device in an interna
tional organization designed to facilitate the expansion and 
balanced growth of international trade. 

PROVISIONS FOR SURPLUS COUNTRIES 

The International Monetary Fund cannot go on indefinitely 
to sell local currencies since its holdings of any sort of local 

· currency are limited. Aside from the provisions which are aimed 
at limiting the buying privileges of the members, the Fund 
may: ( 1) "require the mymber (whose currency is scarce) to 
sell its currency to the Fund for gold" (VII-2-ii); (2) "propose 
to the member (whose currency is scarce) that ... the latter lend 
its currency to the Fund ... but no member shall be under any 
obligation to make such loans to the Fund ... " (VII-2-i); 
( 3) "formally declare such currency scarce and ... apportion its 
existing and accruing supply of the scarce currency with due re
gard to the relative needs of members, the general international 
economic situation, and any other pertinent consideration" 
(VII-3-a); ( 4) authorize "any member, after consultation with 
the Fund, temporarily to impose limitations on the freedom of 
exchange operations in the scarce currency" (VII-3-b ); (5) "is
sue a report concerning ·its action" (VII-3-a ), a report which, 
according to the Joint Statement, shall embody the causes of the 
scarcity and contain recommendations designed to bring it to 
an en4 (Joint Statement VI-1). 

The first two provisions are designed to increase the Fund's 
stock of scarce currencies. The Fund can use its gold resources 
to buy. additional amounts of local currency. Thus gold has 
the important function to increase the Fund's liquidity and we 
shall, therefore, not be surprised to :6.nd several provisions 
which aim· at securing a constant reconversion of local cur
rency into gold, gold being the wherewithal or transformer 
which will protect the Fund against becoming loaded up with 
unsalable local currencies. 
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But the gold resources of the Fund (amounting to less than 
25 per cent of the aggregate quotas even at the beginning) are 
far from inexhaustible and the aggregate buying rights of the 
prospective deficit countries may, therefore, surpass the Fund's 
resources of local currencies of the prospective surplus coun
tries plus its resources of gold. 

The borrowing "rights" of the Fund are not to be interpreted 
to mean that the surplus countries have to loan, if necessary, 
unlimited amounts of their local currency to the Fund. Only 
with the consent of the member will the Fund be able to bor
row and the member has, therefore, constant control over the 
total amount of its currency which will be available to other 
members through the F~d. 

The local purchasing power which a member puts at the 
disposal of the Fund (through subscription or the buying of 
the Fund's obligations or gold) will, when bought by other 
members, influence its money market and the demand for its 
products and must, therefore, be a matter of great concern to 
its monetary authority. We note that, in contradistinction to 
the Keynesian scheme, no credit creation by the Fund takes 
place, so that, over and above its original contribution and the 
willingness to accept gold for its local currency, the member 
country, in joining the Fund, has accepted no obligation beyond 
its own control. 

The requirement to sell local currency for gold in any de
sired amount is not likely to meet any political objections; but 
it may become an economic nuisance under conditions of full 
employment, as the discussion in Chapter XI will show. 

If the surplus countries are willing to loan sufficient addi
tional amounts of their local currencies to the Fund, the appor
tioning or rationing of scarce currencies may never become 
necessary. The prospect that their currency will be rationed 
may not be pleasant to the countries whose persistently favor
able balance of trade has caused the disequilibrium. Rationing 
would contain dangers of discrimination and would introduce 
direct controls into the trade relations of the members which 
may violate the very principle of multilateral clearing. The 
creditor country, in accepting Article VII-3-b of the Agreement 
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actUally promises "to release other countries from any obliga-
tion to take its e~orts, or, if taken, to pay for them." 4 

, 

The· surplus country can help to avoid these temporary in
conveniences by loans to the Fund. The rationing provision of 
the Agreement is only due to the political impossibility to ask 
for unlimited borrowing privileges for the Fund. Without un
limited power t~ borrow, but faced with the necessity to meet 
the buying rights of the members at par, the Fund must have, 
at least theoretically, the right to apportion scarce currencies. 
Otherwise the whole system would lack coherence and com
pleteness; it would be subject to the criticism. that it makes 
promises whic~ it may not be able to keep. But while the Fund 
cannot be granted unlimited borrowin~ powers at the outset, 
the members will often be willing to supply additional re
sources rather than face the inconvenience of having their 
currencies made subject of exchange control measures or even 
discriminatory practiceS throughout the system. 

Borrowing and rationing are means to create a temporary 
and artificial balance but they do not, fundamentally, restore 
an equilibrium position in which the very causes of the scarcity 
of the surplus currency are eliminated .. ~This equilibrium has to 
be approached from the side of the creditor country as well as 
from that of the debtor country. Since deficit countries which 
deviate from equilibrium will have presented to them a report 
setting forth the Fund's views, a similar report should be 

. rendered to surplus countries. The Agreement, unfortunately, 
has all but eliminated this provision which was strongly em
phasized in the original plans and the Joint Statement. 

Again we have to ·ask what these recommendations might 
contain, and this time we can at least refer to somewhat more 
explicit suggestions in the earlier plans. The Canadian Plan, 
e.g., says that the recommendations "may relate to monetary 
and fiscal policies, exchange rate, commercial policy and inter· 
national investment" (VI-3). 

While the authors of the original plans were unwilling ~wen 
tp mention credit contraction or deflation as appropriate meas-

4. Lord Keynes before the House of Lords on May 28, 1944. He 
refers to Section VI of th~ Joint Statement. 
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ures for deficit countries, they were quite willing to suggest 
credit expansion as appropriate for surplus countries, provided 
that there is still room for such policy. This is quite understand· 
able since the whole system aims at expansion and a balanced 
growth of international trade. It is an attempt to balance im· 
ports and exports not by cutting down imports in the deficit 
countries but by expanding them in the surplus countries, and 
to achieve the sought for equilibrium position at a high rather 
than at a low level of employment. This is a development in the 
right direction. That it is not without dangers is shown in 
Chapter IX. 

Recommendations for the surplus country could concern 
(aside from requests for loans to the Fund) : expansion of 
foreign investments; domestic credit expansion; upward adjust· 
ments of money wages (when out of line with efficiency rates); 
expansion of imports through reduction of tariffs; and, finally, 
appreciation of the member's currency. These policies have in 
common that they would tend to increase imports of com· 
modities and securities. But most of them would meet sub· 
stantial political opposition. Appreciation would, e.g., be 
well-nigh impossible for a country with large gold holdings or a 
substantial gold production. Yet it may be pointed out that 
the case for appreciation of a surplus currency is, theoretically, 
just as strong as the case for depreciation of a deficit currency. 
And since the members are more likely to take the initiative 
regarding depreciation, appreciation may need the support of 
the Fund's authority much more. If the Fund's report pointed 
out that appreciation would help to avoid exchange control it 
would perhaps be able to overcome the surplus country's re· 
luctance. · 

LIQUIDITY OF TIIE FUND'S RESOURCES 

Several important provisio~s aim at the replacement of the 
local currency holdings of the Fund by gold. The importance 
of these provisions is obvious: they strengthen the liquidity of 
the Fund by increasing the shiftability of its resources. The 
Fund would become increasingly paralyzed if it lost continu
ously scarce currencies in exchange for currencies for which 



7 4 INTERNATIONAL MONETARY COOPERATION 

there is, at present, no demand. A Fund of unsalable curren· 
cies would cease to fulfill its reserve functions. To prevent the 
accumulation of "dead stock" the Fund is so designed that "local 
·currency" will constantly be sold for gold, Gold is a liquid asset 
which can, at any time, be turned into any desired currency 
since all members are obliged to sell their local currency for 
gold. 

The following provisions are designed to ensure a constant 
replacement of the Fund's local currency resources through 
gold: 

( 1) "Any member desiring to obtain, directly or indirectly, 
the currency of another member for gold shall, provided that 
it can do so with equal advantage, acquire it by the sale of 
gold to the Fund" ( V -6-a). 

( 2) "A member may repurchase from the Fund and the 
Fund~hall sell for gold any part of the Fund's holdings of its 
currency in excess of its quota" ( V -7 -a). 

( 3) "At the end of each financial year of the Fund, a mem
ber shall repurchase from the Fund with gold or convertible 
currencies, ... part of the Fund's holdings of its currency" 
equal in value to one-half of any increase in the Fund's hold
ings of its currency that has occurred during the year, "plus 
one-half .of any increase, or minus one-half of any decrease, 
that has occurred during the year in the member's monetary 
'reserves.".5 But "this rule shall not apply when a member's 
monetary reserves have decreased durfug . the year by more 
than the Fund's holdings of its currency have increased" and 
the repurchase shall not be carried to a point at which the 
member's reserves would be below its quota or the Fund's 
holdings of its currency less than the original 75 per cent of 
the quota (V-7-b). 

These provisions leave no doubt that the Fund is always 
willing to buy gold with local currency at a fixed price and 
that it prefers on principle gold to holdings of local currency 
when its holdings of a local currency rise above the level of the 
original contribution. 

5. "A member's monetary reserves mean its net official holdings of 
gold, of co~vertible currencies of other members, and of the currencies 
of such non-members as the Fund may specify (XIX-a). 
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No explanation is required for the mandatory provisions 

concerning the repurchase of local currency from the Fund 
since they are absolutely essential for the constant renewal 
of the Fund's resources. If no such mandatory provision existed, 
the Fund could not prevent the member countries from using 
the Fund's resources whenever they are in need for foreign 
exchange while the same members could accumulate the gold 
or foreign exchange which a favorable balance of trade would 
yield. 

Article V-7-a concerning repurchase of a member's currency 
for gold enables the member to reducethe charges (V-8) on 
the Fund's holdings of its currency which exceed the quota 
and, in reducing the Fund's holdings, to increase its right to 
buy foreign exchange from the Fund since this right depends 
on the Fund's holdings of the member's currency in relation to 
the member's quota. 

FUND AND GOLD MECHANISM 

Until now we have devoted our attention to the equilibrat
ing mechanism of the Fund as it expresses itself in the provi
sions concerning deficit and surplus countries which depart 
from equilibrium. These members will be asked to take appro
priate measures and whatever these measures may be, they 
will require deliberate action on the part of the members. 

But these provisions should not completely overshadow an 
equilibrating process which goes on automatically unless it is 
overcompensated by other forces or consciously interfered with 
by the monetary authorities of the members. This process is a 
replica of the old gold mechanism and consists of the effects 
which the transactions of the Fund will have upon the money, 
credit, and price systems of the member countries. 

When the White and Keynes Plans were first published, 
Professor Williams suggested that both were "essentially gold 
standard plans" and that especially the White Plan tried "to 
preserve as much as possible the previous role of gold." 6 

Applying Professor Williams' suggestions to the Agreement, 

6. See John H. Williams, "Currency Stabilization: the Keynes and 
White Plans," Foreign Affairs, July 1943, pp. 649-50. 
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we can, indeed, find many parallels between the operations of 
the Fund and the working of the gold mechanism. 

( 1) The Agreement proposes to express the par value of 
member currencies in terms of gold or gold dollars and estab
lishes, therefore, the exchange rates very much in the same 
way as if all the members were on the gold or gold exchange 
standard. 

( 2) Gold movements are. not necessa.Iy but their function is 
preserved and performed by currency transfers in the Fund.' 

( 3) 'ihese transfers in the Fund ... affect bank reserves in 
precisely the same manner as the movement of gold under the 
gold standard" 8 and may, therefore, 

( 4) "have the same monetary and price effects as under the 
gold standard." 9 

Thus any member which becomes a net purchaser from the 
Fund is in a position similar to that of a gold losmg country; 
and any surplus country is in a position similar to that of a gold 
receiving country. Incidentally, the deficit country may actually 
lose gold according to the repurchase provision; and the surplus 
country may actually receive gold under the provision which 
entitles the Fund to sell gold to a member in exchange for the 
member's currency. 

Let us assume that a deficit country (a net purchaser) buys 
foreign exchange from the Fund. The buyer is the member's 
C~ntral Bank which will sell the acquired foreign exchange to 
its member banks which, in turn, will sell it to their customers. 
This process will reduce the member banks' demand deposits 
and their reserve deposits with the Central Bank by an equal 
amount and, since the member banks are obliged to hold only 
a fractional reserve against their demand deposits, their reserve 
position will, clearly, be weakened. H the member banks did not 
have excess reserves and if the Central Bank (which might be 
losing gol<l at the time) would not make additional reserves 
available, credits would have to be contracted with deflationary 
effects on employment, national income, prices and imports. 

The opposite would be true in a surplus country. Foreign 
exchange received from net exports would be s?ld to the Central 

7. Ibid. 8. Ibid. 9. Ibid. 
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Bank with the effect that both the demand deposits of the 
commercial banks and their reserve deposits with the Central 
Bank would be increased by the same amount, thus improving 
the commercial banks' reserve position and, consequently, 
enabling credit expansion. 

Of course, there is no compelling reason to assume that the 
credit expansion would actually take place. Decreasing rates 
of interest may not be able to induce additional private invest
ment and it is easily possible that the whole effect will exhaust 
itself in a further increase in excess reserves and· in the gold 
holdings of the Central Bank. We should remember that the 
theory of the expansionist effects of a gold inflow requires that 
the surplus countries should not have too much gold and that 
the Fund does not attempt a general redistribution of gold. 

Closest scrutiny of the original plans, the Joint Statement or 
the new Agreement will not reveal a single provision or hint 
or implication that net purchasers of foreign currency are sup
posed to let these purchases have the deflationary effects which 
they were expected to have according to the gold standard 
analogy. Rather it appears as almost certain that the different 
plans were designed to obliterate this part of the gold mecha
nism or, at best, to let it operate only under control and there
fore not automatically. 

No objections seem to exist concerning the other half of the 
gold mechanism: the credit expansion of the surplus countries. 
But it seems to be the opinion of the experts that we cannot 
rely on the automatic forces of expansion and are, therefore, 
compelled to do something about it. 

ORGANlZATION AND MANAGEMENT 

The Fund has a Board of Governors, Executive Directors, 
a :Managing Director and a staff (XII-1). The Board of Gov
ernors, in which all powers are vested, consists of one governor 
and one alternate appointed by each member. The Board has 
the power to admit new members, to approve a revision of 
quotas, to approve a uniform change in the par value of the 
currencies of all members, to require a member to withdraw, 
and to decide to liquidate the Fund (XII-2). 
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The Executive Dii:ectors are responsible for the conduct of 
the general operations of the Fund and for this purpose exer
cise powers delegated to them by the Board. There shall be 
no less than twelve directors (who need not be governors). 
Five directors are to be appointed by the five members having 
the largest quotas (United States, United Kingdom, Union of 
Soviet Socialist Republics, China and France), two shall be 
elected by the American Republics not entitled to appoint 
directors, five by other members not entitled to appoint direc
tors. Two more directors are possibly appointed by the two 
members the holdings of whose currencies by the Fund have, 
on the average of the preceding two years, been reduced by 
the largest amount, provided that these members are not yet 
included in the five members with the biggest quotas. The 
Executive Directors shall function in .continuous session. Each 
appointed director shall be entitled to cast the number of votes 
allotted to the member appointing him and each elected direc
tor shall cast the number of votes which counted towards his 
election ( XII-3). 

The Executive Directors select a Managing Director who 
shall not be a governor or an executive director. The Manag
ing Director shall be chairman of the Executive Directors but 
shall have no vote except a deciding vote in case of an equal 
division. He is chief of the operating staff and conducts the 
ordinary business of the Fund. 

The voting rights of the members depend in the main on 
their quotas. Each member has 250 votes plus one additional 
vote for each part of its quota equivalent to $100,000, adjusted 
by an addition of votes for net sales of its currency by the Fund 
and a subtraction of votes for net purchases of foreign ex
change from the Fund amounting to one vote for each $400,000 
of such sales or purchases up to the date when the vote is taken, 
but neither net sales nor net purchases shall be deemed at any 
time to exceed the member's quota (XII-5). 



VII. 

THE KEYNESIAN INTERNATIONAL 
CLEARING UNION 

THE CREATION OF INTERNATIONAL BANK MONEY 

THE KEYNES PLAN will be discussed despite the publication 
of the Agreement for the following reasons: First, knowledge 
of the Keynes Plan is necessary for the fuller understanding of 
the Agreement, which, while it did not choose the Keynes
ian approach, is, nevertheless a compromise product quite 
visibly influenced by Lord Keynes; second, the Keynes Plan 
will be indicative of the British attitude when the International 
Monetary Fund will have to develop its policies; third, the 
Keynes Plan, unlike the White Plan or the Agreement, makes 
the intentions of each of its proposals clear and contains, there
fore, most valu~ble explanatory material; fourth, the struc
ture of the Keynesian scheme is so beautiful in its elegance and 
simplicity that our understanding of the problems of multilateral 
clearing will gain from a study of its mechanism. 

This chapter merely aims at a survey of the working princi
ples of the International Clearing Union, whose main problems 
will b~dis·cussed in the following chapters, often by way of 
comparison with the International Monetary Fund. 
· ·The Keynes Plan proposes "to establish ... an International 
Clearing Union, based on international bank-money, called (let 
us say) bancor, fixed (but not unalterably) in terms of gold 
and accepted as the equivalent of gold by the British Common
wealth and the United States and all the other members of the 
Union for the purpose of settling international balances. The 
Central Banks of all member States (and also of non-members) 
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/would k~ep accounts with the International Clearing Union 
through which they would be entitled to settle their exchange 
balances .· with one another at their par value as defined. in 
terms of bancor. Countries having a favorable .balance of pay
ments with the rest of the world as a whole would find them
selves in possession of a credit account with the Clearing 

· Union, and those having an unfavorable balance would have 
a debit account. .Measures would be necessary ... to prevent 
the piling up of credit and ,debit balances without limit, and 
the system would have failed in the long run if it did not possess 
sufficient caeaeity for self-equilibrium to secure. this" (Keynes 
Planl-4).1 

. 

· The provisions of the Keynes Plan 9oncerning the determina
tion of exchange rates and quotas will be discussed in the 
chapters following. At present it suffices to know that each 
member State's quota limits "its right to enjoy the credit facili
ties provided by the Union" (Keynes Plan II-6-5). , 

We see that the International Reserve Bank of the Keynesian 
brand unlike the Fund creates its own resources. The under
lying idea is simple, namely, "to generalise the essential princi
ple of banking as it is exhibited within any closed system. This 
principle is the necessary equality of credits and debits. If no 
credits can be removed outside the clearing system, but only 
. transferred within it, the Union can never be in any difficulty 
as regards the honoring of cheques drawn upon it .... Its sole 
task is to see to it that its members keep the rules and that 
the advan(,)es made to each of them are prudent and advisable 
for the Union as a whole" (Keynes Plan 1-5). ' 

Instead of making capital contributions to the Clearing 
Union, the member States are simply asked to "agree to accept 
payment of currency balances, due to them from other mem
bers, by a transfer of bancor to their credit in the books of the 
Clearing Union"; and instead of becoming net-purchasers of 

1. Cf. Robertson, op. cit., p. 359: "It is argUable that the proudest 
day in the life of the Manager of the Clearing Union would be that on 
which, as a result of the smooth functioning of the correctives set in 
motion by the Plan, there were no holders of international money-on · 
which he was able to show a balance sheet with zero on both sides of 
the account." 
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foreign exchange, the member countries are entitled, subject 
to certain conditions, "to make transfers of bancor to other 
members which have the effect of overdrawing their own ac
counts with the Union, provided that the maximum debit 
balances thus created do not exceed their quota" (Keynes 
Plan 11-6-6). 

We see that the Keynes Plan makes use of the overdraft 
principle which is, to follow Lord Keynes's own description, a 
British "practice of economising the amount of cash deposits." 
Overdraft is "an arrangement with the bank that an account 
may be in debit at any time up to an amount not exceeding an 
agreed figure." The distinction between demand deposits and 
overdraft facilities is simply that "a customer of a bank may 
draw a cheque against his deposit, thus diminishing his credit 
with the bank" while "he may, equally well, draw a cheque 
against his overdraft, thus increasing his debit with the bank." 2 

Now we see international bank money in its pure form coming 
to life whenever a country makes use of its overdraft privileges. 
It will, then, have a debit account with the International Clear· 
ing Union, and this debit account must be balanced by a cor
responding credit account of other countries with the Union. 
It is easy to see that a credit has been given by the country with 
the credit balance to the country with the debit balance. 

Let us again assume that the Banque de France needs dollar 
balances. Instead of buying dollars from a Fund, as in the case 
of the Agreement, it would make a transfer of bancor to the 
Federal Reserve Bank's account, thus overdrawing its own 
'account with the Clearing Union and receiving, actually, a 
credit from the Federal Reserve Bank. The effect of the trans
action would again be similar to that of a flow of gold from 
France to the United States. Since France imported more than 
she exported, the commercial banks and exchange dealers, in 

2. J. M. Keynes, A Treatise on Money (New York, Harcourt, Brace 
and Company, 1930), I, 41-43. See also Robertson, op. cit., p. 358: 
" ... the difference between the loan proper and the overdraft-between 
borrowing money before you need to use it and not borrowing it until 
you need to use it-is really a very narrow and technical one; the former 
would, I believe, seem as perverse and unnatural to a Scotchman as the 
latter apparently does to an American." 
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procm·ing foreign exchange from the Banque de France will 
weaken the reserve position of the commercial banks, while 
the selling of foreign exchange to, or the depositing of dollars 
with, the Federal Reserve Bank by commercial banks in the 
United States would increase member bank reserves. 

THE EQUILmRATING MECHANISM 

Obviol1sly .the Keynes Plan must contain provisions which 
will prevent an unlimited piling up of deficit and credit balances 
by member States. The idea of a symmetrical treatment of 
debtor and creditor countries is strongly emphasized by the 
Keynes Plan, though, as we shall see not consistently main
tained. Indeed, while Lord Keynes does not lay claim to origi
nality concerning his proposals in general (Keynes Plan I-2), 
he finds that "in r~cognising that the creditor as well as the 
debtor may be responsible for a want of balance, the proposed 
institution would be breaking new ground" (Keynes Plan, 
Preface). 

Both the creditor and the debtor countries are subject to 
the provision that "a member State shall pay to the Reserve 
Fund of the Clearing Union a charge of 1 per cent. per annum 
on the amount of its average balance in bancor, whether it is 
a cr~dit or a debit balance, in excess of a quarter of its quota; 
and a further charge of 1 per cent. on its average balance, 
whether credit or debit, in excess of a half of its quota. Thus, 
only a country which keeps as nearly as possible in ~ state of 
international balance on the average of the year will escape 
this contribution. These charges are not absolutely essential to 
the scheme. But if they are found acceptable, they would be 
valuable and important inducements towards keeping a level 
balance,· and a significant indication that the system looks on 
excessive credit balances with as _critical an eye as on excessive 
debit balances, each being, indeed, the inevitable concomitant 
of the other" (Keynes Plan II -6-7) . , 

The Keynes Plan furthermore suggests that any member 
State in debit may borrow bancor from the balance of any mem
ber State in credit, ''by which means each would avoid these 
contributions" (II-6-7) while the debtor country would get 
at least part of its.overdraft privileges back. 
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The proposed tax would, of course, be much too feeble an 
instrument to maintain an international payment equilibrium. 
More potent weapons are, therefore, provided by the Keynes 
Plan. 

PROVISIONS FOR DEFICIT COUNTRIES 

The provisions concerning the deficit countries refer to the 
size of the debit balances in relation to the countries' quotas 
and to the time period during which the debit balances have 
been unusually large and include permissions, recommenda~ 
tions, requirements, requests and, sit venia verba, punishments. 

Since these provisions (II ·6-8) are of the greatest importance 
for the working of the plan, we quote them in full: 

(a) "A member State may not increase its debit balance by 
more than a quarter of its quota within a year without the per~ 
mission of the Governing Board. If its debits balance has ex
ceeded a quarter of its quota on the average of at least two 
years, it shall be entitled to reduce the value of its currency in 
terms of bancor provided that the reduction shall not exceed 5 
per cent. without the consent of the Governing Board; but it 
shall not be entitled to repeat this procedure unless the Board 
is satisfied that this procedure is appropriate." 

(b) "The Governing Board may require from a member 
State having a debit balance reaching a half of its quota the 
deposit of suitable collateral against its debit balance. Such 
collateral shall, at the discretion of the Governing Board, take 
the form of gold, foreign or domestic currency or Government 
bonds, within the capacity of the member State. As a condition 
of allowing a member State to increase its debit balance to a 
figure in excess of a half of its quota, the Governing Board may 
require all or any of the following measures:-

( i) a stated reduction in the value of the member's cur
rency, if it deems that to be the suitable remedy; 

( ii) the control of outward capital h·ansactions if not already 
in force; and 

(iii) the outright surrender of a suitable proportion of any 
separate gold or other liquid reserve in reduction of 
its debit balance. 
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Furthermore, the Governing Board may recommend to the 
Government of the member State any internal measures affect
ing its domestic economy which may appear to be appropriate 
to restore the equilibrium of its international balance." 

(c) "If a member State's debit balance has exceeded three
quarters of. its quota on the average of at least a year and is 
excessive in the opinion of the Governing Board in relation to 
the total debit balances outstanding pn the books of the Clear
ing Union, or 'is :increasing at an excessive rate, it may, in addi
tion, be asked by· the Governing Board to take Jilleasures to 
improve its position, and, in' the event of its failing to reduce 
its debit balance accordingly within two years, the Governing 
Board may declare that it is in default and no longer entitled 
to draw against its account except with permission of the 
Governing Board~ (Keynes Plan 11-6-8). 

We see that the provisions of the Keynes Plan which are 
addressed to deficit countries are similar to those of the Agree· 
ment. The degree of shnilarity is f~er increased when we 
add exchange depreciation to the equilibrium mechanism. 
The International Monetary Fund permits changes in the par 
value of the currency of a deficit country "if it is satisfied that 
the change is necessary to comect a fundamental disequilib
rium" (Agreement IV-5). It should be noticed that, as in the 

. Agreement, the nature of Lord Keynes's recommendations con
cerning "internal measures" remains entirelx vague. 

PROVISIONS FOR SURPLUS COUN'11UE'3 

Concerni.qg the measures appropriate for a creditor country 
to restore equilibrium in its balance of payments, the Keynes 
Plan is not equally. bashful-thus marring somewhat the. plans 
"symmetric" structure. 8 

The provisions concerning creditor countries read as follows: 
"A member State whose credit balance has exceeded half 

of its quota on the average of at least a year shall discuss with 
the Governing Board (but shall retain the ultimate decision 

3. For a discussion of this point see below, Chapter VIII. 
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in its own hands) what measures would be appropriate' to re
store the equilibrium of its international balances, including 

(a) Measures for the expansion of domestic credit and do
mestic demand. 

(b) The appreciation of its local currency in terms of bancor, 
or, alternatively, the encouragement of an increase in money 
rates of earnings. 

(c) The reduction of tariffs and other discouragements 
against imports. . 

(d) International development loans" (Keynes Plan 11-6-9). 

In the following chapters we shall have frequent opportunity 
to compare the provisions of the Keynes Plan with those of the 
Agreement. Since both aim at the same goal, it is not surpris
ing that they are, basically, very much alike. Only in one respect 
do the plans diverge considerably. 

According to the Agreement the International Monetary 
Fund can only sell what it received as a contribution (in na
tional currencies and gold) and what it was able to buy and 
borrow. The prospective creditors among the member coun
tries know, therefore, how much of their local purchasing 
power will be available to other countries. Gold resources of the 
International Monetary Fund too, will have to be considered as 
potential purchasing power which may be spent on the surplus 
countries' markets. Generally speaking, however, the surplus 
countries' contributions to the international exchange pool are 
meant to remain in the neighborhood of their own individual 
quotas. 

In this respect the Keynes Plan leads to different results. If 
we make the extreme assumption that only one creditor coun
try exists among all the member States of the Clearing Union 
and that all the deficit countries make use of their overdraft 
privileges, the credit balance of the creditor country might 
(theoretically) amount to three quarters of the sum of all 
quotas (minus the quota of the creditor country itself). 



VIII. 

QUOTAS AND CREDITORS 

QUOT~ FORMULAE 

THE AGREEMENT makes the subscription of members to the In
ternational Monetary Fund (111-3), their buying rights (V-8), 
and their voting powers (XII-5) dependent on their quotas. 
Despite this threefold fUnction of the quotas, however, the 
Agreement says nothing about the formula according to which 
the quotas are determined. We hear that each member "shall 
be assigned a quota" and we find the quotas of the "original 
members" in Schedule A of the Agreement. We are also in
formed that the quotas of other members "shall be determined 
by the Fund" (111-1), that "the Fund shall at intervals of five 
years review, and if it deems it appropriate propose an adjust
ment of, the quotas of the members" (111-2), and that it shall 
consider the adj~stment of any particular quota at any time at 
the request of a member. But "a four-fifths majority of the total 
voting power shall be required for any change in quotas and 
no quota shall be1changed without the consent of the member 
concerned" (111-2). 

These are important technical provisions and decisions, but 
they do. not sati&fy our curiosity. How were the quotas of the 
original members arrived at? Even though we know that the 
quotas of Schedule A are the result of political concessions, we 
may assume that the- quotas, as originally proposed, resulted 
from the application of a formula similar to the one suggested 
in the White and Canadian ,plans. This formula "gives due 
weight to the important relevant factors, e.g., a country's hold
ings of gold and free foreign exchange, the magnitude and the 
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fluctuations of its balance of international payments, its na
tional income, etc." (White Plan II-4). 

To understand the combination of these rather heterogeneous 
factors in one quota formula we have not only to consider the 
threefold function of the quotas but also the important fact 
that the members cannot be classified a priori as either surplus 
or deficit countries: The formula must, therefore, be so chosen 
that the calculated quotas fit reasonably well the members' 
economic significance, their ability to subscribe, and their need 
for foreign exchange. 

The aggregate of quotas, moreover, must be such that the 
main purposes of the Fund can be achieved. 

The national income of a member country indicates its 
wealth and, therefore, its ability to contribute to the common 
Fund; it also is a good index for the member's economic signifi
cance. 

The magnitude and the fluctuations of a country's balance of 
payments are an excellent indicator of a country's need for 
foreign exchange and should, therefore be used in determining 
a member's quota, i.e. its r~ght to buy foreign exchange from 
the Fund. 

A member's holdings of gold and gold-convertible exchange 
is an indication of its ability to contribute gold, the Fund's 
most liquid asset, with which, in case of need, scarce currencies 
can be bought. 

The political concessions which led to deviations from the 
formula were either due to reasons of prestige (France's in
clusion into the "Big Five") or to the very plausible argument 
that post-war potentialities rather than conditions of the past 
should be decisive. 

The Keynes Plan suggested a very simple formula according 
to which the quotas would have been fixed as 75 per cent of 
the sum of each country's exports and imports on the average 
of (say) the three pre-war years with special assessments in 
cases where this sum would for any reason have been inappro
priate ( Keynes Plan II -6-5) . 

The difference between the quota formulae of the White 
and Keynes plans led some superficial readers to the conclusion 
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that the U:t1ited States Treasury chose gold holdings arid na· 
' tional income as "relevant factors" in order to acquire a pre

dominant inBuence in the administration of the Fund, while 
the British Plan overemphasized international trade in order 
to secure an overrepresentation of the British Empire. 

That the two original plans chose different quota formulae 
. was, however, easUy explained by the different function of the 

quotas in the two schemes. According to the White Plan and 
the Agreement the Fund's supply of member currencies rests 
mainly on the members' contributions. If, therefore, the Treas· 
ury of the-United States favors a formula according to which 
it will receive a high quota, it shows a willingness to con
tribute a greater share to the common exchange or credit pool. 
We misunderstand the function of quotas in the White Plan 
and in the Agreement if we see in them nothing more than 
the right to purchase foreign exchange at a .flxed rate from the 
Fund. It is, therefore, by n,o means "paradoxical to make the ex-

. tent of access to borrowing facilities depend in part on the 
evidence of the lack of need for it," as Professor Viner thinks,t 

· once we comprehend that the quotas of the Whit~ Plan and of 
the Agreement are designed for surplus countries as well as for 
deficit countries. . 

In the Keynes Plan the same .formula would make much less 
sense since, according to the Keynes Plan, international cur
rency is simply created ad hoc to· the amount to which the 
deficit countries make use of their overdraft privileges and is 
not dependent on the surplus countries' contributions. 

AGGREGATE OF QUOTAS 

The aggregate of quotas of the original members of the Fund 
amount~ to 8.8 billion dollars. This corresponds to an aggregate 
of about 11 billion dollars for the world as a whole. 

Is this amount small or large, insufficient or dangerously in
flationary? Only experience will be able to tell. The figure has 
been chosen in the belief that, according to the fluctuations in 
international trade during the immediate pre-war years, a 

1. Jacob Viner, "Two Plans for International Monetary Stabilization," 
Yale Review, Autumn 1943, p. 91. 
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Fund of this size could have handled rather comfortably the 
debit balances on current account in those years. 

The emphasis on current account is, of course, of great im
portance. The financing of capital flight movements, of relief 
and rehabilitation, of reconstruction and development, is ex
pressly excluded from the operations of the Fund. But whether 
pre-war and post-war figures are at all comparable remains 
doubtful. The pre-war figures are distorted by the influence of 
exchange control and its artificial way of balancing interna
tional payments. And post-war debit balances on current 
account are unpredictable considering the enormous disloca
tions which the war will have brought about in international 
trade relations. 

Another important factor in the determination of quotas is 
the leeway we want to give to the members in their domestic 
policies. The size of a reserve of international money depends 
on the promptness or the delay with which balance of payments 
disequilibria are eliminated. This is perhaps the most impor-
tant point of all. · 

The aggregate of quotas is not identical with the quantity 
of foreign exchange at the disposal of the Fund. While all 
contributions are, indeed, a potential supply of .foreign ex
change, the local currency of the deficit countries is bound to 
stay with the Fund whose holdings of currencies of deficit 
countries will tend to increase as the deficit countries buy the 
currencies of the surplus countries from the Fund. Rather the 
true supply of foreign exchange by the Fund consists either of 
gold or of the currencies of the surplus countries which the 
Fund happens to command. And this supply comes from the · 
gold contributions of the members, from the contributions of 
their local currencies by surplus countries, from loans-by mem
bers to the Fund, and from purchases of gold and gold
convertible exchange by the Fund from members. 

Since the aggregate of quotas is to be the equivalent of 8.8 
billion dollars and since the Fund's resources of the currencies 
of deficit countries have to be deducted as momentarily ir
relevant, the maximum supply of foreign exchange by the Fund 
would be rather narrowly limited were it not for the elastic 
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provision that the Fund has the right "to propose" to the mem
bers that they should lend their currencies to the Fund (VII -2). 
Purchases by the Fund of gold and gold-convertible exchange 
from members would have the advantage of increasing the 
liquidity of the Fund and would, in this sense, amount to a 
virtual increase in the Fund's supply of foreign exch~ge. · 

According' to the Keynes Plan foreign money is created 
whenever a country makes use of its overdraft privileges. The 
potential supply of international bank money which could be 
created is, therefore, equal to the sum of the overdraft privi
leges of the deficit countries: a huge sum which, it will be re
membered, is identical with the potential credit balances of the 
surplus countries. The potential quantity of foreign money in 
~e Keynes Plan seems, therefore, to be many times larger than 
the supply of international currency under the Agreement. But 
it would be unfair to criticize the Keynes Plan too much on the 
basis of the rather formidable sum of money which would 
follow from extreme assumptions as to the number of deficit. 
countries (all members minus one) and as to the unimpeded 
use these deficit countries would make of their overdraft privi
leges. The Keynes Plan, in fact, already anticipated this criti
cism by the statement that "the system would have failed in 
the long run if it did not possess· sufficient capacity for seH-· 
equilibrium to ... prevent the piling up of credit and debit 
balances without limit" (Keynes Plan 1-4). Quite obviously, 
Lord Keynes does not consider the aggregate quotas of the 
deficit countries as a safety zone within which the International 
Clearing Union could have operated ad libitum. 

The quota formula of the Keynes Plan would have led to a 
rather formidable potential supply of international bank money. 
"The average of world trade (imports plus exports of mer
chandise) for the three pre-war years was 48,000 million dol
lars. Thus, if all the world joined the Clearing Uillon, the sum 
of quotas would be_ 36,000 million dollars (if only the United 
and Associated Nations and ·their dependencies are included, 
the total is reduced by about 10,000 million dollars).,If all 
countries except one . are imagined to be drawing on their 
quotas, it is natural to imagine that the exception is the United 
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States. The U.S.A. quota would be 3,000 million dollars. Thus 
the upper limit which the debit account of the world might 
reach is three-quarters of 33,000 million dollars, that is, about 
24,000 million dollars, though correctives would come into 
play before 8,000 million dollars had been reached." 2 

Such estimates are easy enough to make, but it is impossible 
to predict how much of this potential international bank money 
would actually have been created per period and against how 
many surplus countries this purchasing power would have been 
directed. It remains surprising, however, that according to the 
Keynes Plan 8 billion dollars would barely have begun to set 
in motion the equilibrating mechanism while 8.8 billion dollars 
are the aggregate quota of the Agreement. The Keynes Plan 
could, conceivably, have resulted in an additional demand for 
commodities in the United States of several billion dollars per 
annum, owing to an extensive use, if not misuse, by deficit coun
tries of their overdraft privileges; while the total United States 
quota under the Agreement is 2.75 billion dollars. 

CREDITOR RESPONSffilLITIES 

The Keynes Plan is, admittedly, unsymmetrical in its tteat
ment of debtor and creditor countries. The debtor countries 
have ample, but definitely limited, overdraft privileges and 
"counter-measures are called for long before the maximum is 
reached." But "in case of credit balances no rigid maximum has 
been proposed" (Keynes Plan 111-7). The explanation is quite 
simple: since d~bit and credit balances must always be equal 
in the Keynesian scheme, the creditor countries must be willing 
to accumulate credit balances to the very amount to which the 
debtor countries avail themselves of their overdraft privileges. 
If a rigid maximum for credit balances were proposed and if 
the debit balances were tending to grow beyond that limit, 
the creditor countries would have to be forced into "compulsory 
investment of persistent bancor credit balances" to make room 
for new debit-credit balances (Keynes Plan 111-7). 

2. See Robinson, op. cit., p. 165. For similar estimates, cf. Viner, op. cit., 
p. 88; Williams, Foreign Affairs, July 1943, p. 652; Neisser, op. cit., 
p. 276. 
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The Agreement leads to dqferent results .. Since the Inter
national Monetary Fund c~nnot create credit> its resources of 
any one country's currency are flexible but limited. A creditor 
(surplus) country will> owing to the operations of the Fund, 
not have directed against its markets more purchasing power 
than (a) the Fun~'s holdings of the country's local currency; 
(b) the Fund's gold resources; and (c) what additional local 
currency the cquntry is willing to lend to the Fund. This total 
amount is either very -much smaller than the total credit crea
tion capacity of the Keynesian Clearing Union or else is under 
control (through lending operations) of the surplus country's 
monetary authority. , 

To repeat: not only is the aggregate of. the quotas much 
larger in the Keynes Plan but nearly the full amount of all over
draft privileges taken together . could, thepretically, become 
the· credit balance with the Clearing Union of one surplus 
country. The Agreement is bot only much ~ore modest in the 
aggregate of quotas but limits the obligations of each potential 
surplus country ~o the country's contribution of local currency 
plus its readiness to accept gold for its local currency. The 
surplus country's credit creation and lending policies remain 
exclusively a function of its monetarx authority. 

This is the most decisive difference between the Agreement 
and the Keynes Plan and we cari, in all probability, attribute 
the choice of the White-Canadian approach in the Agreement 
to its greater moderation in the determination of the potential 
obligations~of the surplus countries. The Keynesian scheme 
would amount to indirect compulsion to create and extend 
credit whenever a deficit country makes use of its overdraft 
pr~vileges. According to the Agreement additional resources of 
local currency of a surplus country could only be secured 
through borrowing by the Fund from the country, an operation 
which obviously would be subject to the decisions of the mone-
tary authorities of the surplus country. • " 

No doubt, prospective surplus countries will be more willing 
to enter an international agreement in which they remain mas
ters of their right to create credit. The Keynes Plan, on the 
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other hand, had the technical advantage of creating interna
tional bank money according to "the needs of international 
trade" within very generous limits and without having to bother 
with the rationing of scarce currencies. In refusing to set rigid 
maxima for credit balances the Keynes Plan was formally con
sistent. The Agreement is not equally consistent, since the rights 
of the deficit countries to buy the currencies of the surplus coun
tries from the Fund may easily be greater than the supply of 
these currencies by the Fund. The Fund may, consequently, 
be forced into rationing, a solution which always indicates that 
normal methods of maintaining equilibrium between demand 
and supply are not avaiiable. 

CRITICISMS CONCERNING THE TREATMENT OF CREDITORS 

The treatment of the creditor countries in the three original 
plans and in the Joint Statement has been widely criticized, 
especially in the United States. The basic argument is that the 
plans, but especially the Keynes Plan, have the object to make 
the United States the milch cow of the world-a charge for 
which there is no foundation according to Lord Keynes.8 

We shall enumerate these criticisms and, then, try to evaluate 
their merits. 

( 1) According to Professor Anderson the plans put interna
tional lending into the hands of the debtors. "Strong and weak 
alike, debtor and creditor alike, pool their resources and the 
debtors decide how to lend them." Professor Anderson calls this 
"an unnatural and an unsound arrangement in principle" since 
"if credits are to be safe, the creditor must be in a position ... 

3. House of Lords, May 18, 1943. See Robinson, op. cit., p. 165. Louis 
Rasminsky believes "that far from desiring to obtain from the United 
States anything which by the remotest stretch of imagination could 
possibly be construed as a "hand-out," there is almost no length to which 
self-respecting foreign countries would not go in order to avoid this .... 
The real danger, so far as the more responsible foreign countries are con
cerned, is not that they will wish to raid the American pantry but that 
they will be so anxious to avoid any suspicion of such an intention that 
they will be hesitant to count on the permanence of that degree of 
American cooperation which is willingly offered."-"Intemational Credit 
and Currency Plans," Foreign Affairs, July 1944, pp. 590-91. 
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to impose conditions that will make the credit safe." • Professor 
Viner, too, considers "unrestricted borrowing rights for member 
countries regardless of their credit worthiness" as "a situation 
which is without precedent ... in the financial field, whether 
private or public, national or international." 5 

( 2) The creditor countries, we are told, should at least know 
what they are in for. A plan which does not set rigid maxima 
for the obligations of the surplus countries cannot possibly be 

. accepted because the creditor. countries will at least want to 
know how much lending, exporting, and producing they will 
be obliged to do. This is a problem of eminent importance for 
their domestic economies, especially in the immediate post-war 
period. The impact of practically unrestricted foreign buying, 

· it is claimed, would make it most difficult, if not impossible, 
to control the inflationary forces of the transition period.t. 

( 3) Looking somewhat farther into the future, the creditor 
countries have to plan for the time when they. will have to 
change from an export surplus to an import surplus. Mr. de 
Vegh has pointed qut that "this change-over from an export 
surplus to an import surplus will be 1 painful enough after the 
American_ economy will have been geared to so large an export 
surplus for so long a time," but that the change will be made 
even more difficult by the fact "that the squeeze on our ei
~emal trade will come at the very time when domestic demand 
will probably begin to peter out." ' 

( 4) Some observers think that the three original plans, but 
especially the Keynes Plan, are psychologiCally deficient. The 
Economic Policy Commission of the American Bankers Associa
tion, e.g., comes to the conclusion that "a system of quotas or 
shares in a pool which gives debtor countries the impression 
that they have a right to credits up to some amount is unsound 
in principle, and raises hopes, that cannot be realized. Such a 

4. Benjamin M. Anderson, P.ostwar Stabilization of Foreign Exchange, 
Economists' National Committee on Monetary Policy (New York, May 
1943), p. 23. . . 

5. Viner, op. cit., pp. 89-90. 
6. See, e.g., Williams, Foreign Affairs, July 1943, p. 653. 
7. See Imre de Vegh, "The International Clearing Union," American 

~conomic Review, September, 1943, p. -541. • 
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system would encourage the impression that credits received 
may not have to be liquidated, and would invite abuses of the 
facilities." 8 Professor Williams believes that it would be a weak· 
ness of the Keynes Plan that "it might well seem to many of 
the member countries like getting something for nothing, since 
nothing has to be put up" and that "there might easily develop 
a strong urge for bigger and better quotas all around." 9 There 
are, of course, restrictions built into the plans which are to pre
vent abuses of the borrowing privileges of the debtor countries. 
But Mr. de Vegh reminds us that "to make billions of bancor 
available to the governments of the needy countries ... and 
then to take action to cut down imports so obviously needed 
and just placed within the reach of these governments, will take 
superhuman wisdom, force, and courage on the part of the 
Board of Governors of the Clearing Union." 10 

(5) We are further told that the plans overemphasize the 
responsibilities of the creditor countries and that they are not 
more but less symmetrical than the old gold standard mecha
nism. Under the gold standard mechanism the debtor countries 
had to bear at least half of the adjustment burden through 
credit contraction. 'Under the new plans which eulogize credit 
expansion, "the ultimate responsibility for a continued disequi
librium rests on the creditor." 11 The creditor country is told to 
lower tariffs, to increase wages, to expand credit, to appreciate 
its currency, or to lend on long-term at a rate equivalent to its 
surplus. But equally precise rules of behavior are not given to 
debtor countries-the term credit contraction, in particular, is 
most carefully avoided. . 

( 6) It is also contended that the creditor countries will not 
profit under .the new schemes as creditors should profit. The 
creditor countries would get in return for exported commodities 
a share in an international fund or pool diluted by the bad 

8. Place of the United States in the Post-War Economy, Report by the 
Economic Policy Commission, American Bankers Association, September 
1943, pp. 14-15. 

9. Williams, Foreign Affairs, July 1943, p. 649. 
10. · Imre de Vegh, op. cit., p. 540. . 
11. M. Palyi, "Some Implications of the Keynes-Morgenthau Inter

national Clearing Pool," Great Lakes Banker, July, 1943. 
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currencies of the deficit countries. And, far from earning inter
est, this share in the international poo~ if thought excessively 
large, would cost· the lending country, according to the Keynes 
Plan, a charge of one or two per cent-a situation which Pro
fessor Anderson characterizes as "utterly grotesque." a 

(7) T4e quotas of the plans are considered as too large for 
mere reserve balances, i.e., when relief and reconstruction are 
excluded from the domain of the International Reserve Bank. 
Since the balances are too large for reserve purposes, and owing 
to eertain psychological deficiencies of the plans · (see above 
point 4), it seems to some observers that "the credit extensions 
to be granted ... would tend inevitably to become long-term in 
character," and that "credit extensions of this character should 
be handled by other agencies." 18 

(8) Finally, the opposition deteriorates Stlmewhat into open 
accusations in claiming that the new plans result in the redis
tribution ·of wealth in favor of countries which consume more 
than they produce. 14 

This opposition to the new plans, and in. particular to the 
Keynes Plan, is quite natural. Lord Keynes himself considers 
the recognition of the creditor countries'. responsibilities as the 
only point where his proposed institution would be breaking 
new ground: It is not. at all surprising, therefore, that this 
should be the point where Lord Keynes Will find it hardest to 
convince his opponents. 

BORROWING BIGHTS AND RESERVE'S 

Before we try to disprove part of the above listed criticisms, 
it is advisable that we should emphasize once more that the 
creditor countries do not join an international monetary system 
as benefactors but rather in their own self-interest. 

This can best be shown in a brief analysis of what would 
happen in the deficit countries after the war if they were left 

12. B. Anderson, op. cit., p. 26. · 
13. W. W. Aldrich, The Problem of Post-War Monetary Stabilization 

(April194S), p. 7. . 
14. See Palyi. "Some Implications," loc. cit. 



QUOTAS AND CREDITORS 97 
to themselves without adequate reserves of international 
money.15 

In the absence of an international monetary system such as 
proposed in the Agreement, the deficit countries would have to 
try to reach international payment equilibrium in one of two 
ways. They would either have to increase their exports or.they 
would have to cut down their imports. 

To increase their exports they could try to follow the recipe 
of the gold mechanism and deflate their national currencies, a 
policy which would mean decreasing expenditure, employ
ment and national income, with a fair chance that these de
pressive tendencies would prove contagious for the creditor 
countries. Or the deficit countries could use competitive ex
change depreciation as a stimulant-a method equally unde
sirable from the standpoint of the surplus countries. 

To cut their imports down to the level of their exports, the 
deficit countries would use cumulative protection and exchange 
control measures and this would most certainly create a situ
ation for the creditor countries which would be worse than 
anything that could possibly result from the transactions of the 
International Monetary Fund. 

The argument that the creditor countries would be obliged 
to grant borrowing rights without consideration of credit worthi
ness can only be maintained in a purely formal sense. It cer
tainly does not prove that indirect lending is always inferior to 
direct lending. Four important points should be considered in 
this respect. 

( 1) As the debtor countries make use of their buying rights 
or overdraft privileges they are subjected to increasing pressure 
by the International Monetary Fund (Clearing Union) to adopt 
policies which are designed to help to restore international 
payment equilibrium. 

( 2) While the creditor countries cannot consider an indi
vidual deficit country's credit worthiness, nevertheless some 
diversification of risk is offered by the International Monetary 
Fund (or the Clearing Union). 

15. See the excellent analysis by Louis Rasminsky in Foreign Affairs, 
July 1944, pp. 592-93. 



98 1 

'INTERNATIONAL MONETARY COOPERATION 

( 3) The creditor countries will, in their own long-run inter· 
est, grant foreign loans anyhow. To segregate part of these , 
loanable funds for the setting up of an international monetary · 
institution would help to create the very fouridation for sound 
international lending. 
• ( 4) "The· creditor has greater freedom of action . in obtain· · 
ing repayment under a genuinely international monetary system 
than he has under a monetary system bolstered by bilateral -
credit deals. For the latter will tend ... to bilateral trade deals. 
In such circumstances the creditor can obtain repayment only 
by increasing his imports from the country to which he has 
extended credit; in a truly international system, such as con· 
templated by the Fund proposals, he can obtain repayment by 
increasing his imports from any part of the world." 16 

It is true that too much international purchasing power 
directed too soon against the markets of the creditor conntries 
would "entail grave inflationary dangers. That Lord Keynes is 
aware Qf this is shown in .section X-42 of his plan in which he 

. sugg~sts the replacement 'of the proposed overd~aft facilities 
during a "relief' period. of (say) two years by relief aid and 
reconstruction. But we may still contend, of course, that the 
total overdraft facilities of. all debtor countries would be a 
source of inflationary danger even in normal times. It is partly 
for this reason, we may presume, that the Agreement followed 
the proposals of Dr. White rather than those of Lord Keynes. 

Those who would maintain that even the Agreement is full 
of inflationary dangers and· is putting too heavy a burden on 
the shoulders of the prospective creditor countries should tell 
us how we could safely dispense with an international organiza· 
tion like the International Monetary Fund (or the Clearing 
Union) even if such organizations contain (as any Central 
Banking System) inflationary possibilities. 

In both the Agreement and the Keynes Plan the quotas are 
considered as reserves of international money which, accord
ing to the Agreement, aim "to give con£dence to members by 
.making the Fund's resources available to them under adequate 
'safeguards, thus providing them with opportunity to correct 

16. See Rasminsky, op. cit., p. 594. 
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maladjustments in their balance of payments without resorting 
to measures destructive of national or international prosperity" 
(Agreement 1-v; Joint Statement I-3; see also: White Plan, 
Preamble 3; Canadian Plan, General Observations 10; Keynes 
Plan IV-16 and VII-36). These reserves of international money 
are to furnish the elastic link which is quite indispensable if 
we want to stabilize exchange rates and intend, at the same 
time, to give considerable freedom of action to the member 
countries. ' 

Both the Agreement and the Keynes Plan emphasizes the 
necessity of policies which make for an orderly return to inter
national payment equilibrium if equilibrium should be dis
turbed by divergent domestic credit policies in the different 
member countries. But the plans stress, also, the importance of 
allowing enough time for these adjustments. The implication is, 
obviously, that exchange stabilization must not be achieved at 
the price of quickly enforced deflation in the deficit countries 
and inflation in the creditor countries. Time has to be allowed 
for an orderly return to equilibrium. 

The availability of adequate reserves of international money 
is, therefore, quite indispensable for the functioning of a mod
em international payment mechanism which rests on the real
istic assumption that occasional temporary divergencies in the 
different domestic credit policies of the member countries are 
unavoidable. 

The aim of a policy of international integration of national 
economic stabilization policies is so ambitious and so compli
cated that we cannot be surprised that the experts differ widely 
as to the amount of freedom which should be given to the 
member countries and, consequently, as to the breathing space 
which should be permitted for necessary adjustments. The 
more freedom we want to give, the more time we have to allow; 
and the more time we allow, the larger will have to be the 
quotas or reserves allotted to each member country. The con
siderable difference in the aggregate quotas of the Agreement 
and the Keynes Plan is, thus, explained by d.Uferent concep- . 
tions concerning the latitude for national divergencies which 
would be given to member countries. 
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In'this re.spect the Agreement is much more cOnservative than 
the Keynes Plan. Since the resources of the International Mone
tary Fund are more limited than those of the Clearing Union 
(which can create international bank money) the Fund must 
be more careful and vigilant in its equilibrating policies. Fur
thermore, with the necessity to procure additional local cur-' 
rency through borrowing from the surplus countries, the latter·s 
influence upon world credit policy would increase irrespective 
of voting powers. 

The Agreement can hardly be subject to the criticism that 
the member States would be induced to believe that they are 
going to get something for nothing. The member countries 
make contributions and are under constant obligation to help 
~to improve the liquidity of the Fund's resources. If there should 
still be danger that member countries should try to squander 
their reserves of international money for relief and reconstruc-
tion, this danger could best be overcome by an adequate relief 

· and reconstruction policy aside from, and only technically sup
ported by, the international monetary in~chanism. Such policies 
would make it less tantalizing for the member countries to ab
stain from using reserve funds of international money for long
term investment purposes. For this reason it should be obvious 
that the International Bank for Reconstruction and Develop
ment would substantially help to achieve the aims of the Fund. 

THE POSmON OF THE CREDITOR COUNTRIES 

That the new plans put the whole responsibility for interna
tional payment equilibrium on the creditor countries is not true. 
But .it is correct to say that the plans emphasize the responsi
bility of the creditor countries as it has never been done before. 
In this respect we have learned the lesson of the inter-war 
period. The creditor/ countries mlist once for all" be shaken 
out of the "bossy" attitude that the debtor countries can be 
subjected to the mast contradictory policies (as when for in· 
stance loans are called back and tariffs are increased simulta~ 
neously) simply because they are, as debtor countries, in a 
weaker bargaining position. The basic obligations of the cred
itor countries are not invented by Lord Keynes or Dr. White; 



QUOTAS AND CREDITORS IOi 
they gro'Y out of the logic of a sound and consistent interna
tional monetary system. 

According to Mrs. Robinson creditor countries have always 
three possibilities to establish international payment equilib
rium:11 

I. They can try to raise their imports, thus enabling the 
debtor countries to pay through exports of commodities and 
services. This can be done in two ways: 

( 1) The competitive position of the debtor countries can be 
improved. To achieve this, the creditor countries can·( a) lower 
their protective tariffs; (b) allow their wage rates to rise; and 
(c) appreciate their currencies. 

( 2) The creditor countries "can bring about such an increase 
in employment and expenditure" that consumption of imported 
goods will increase along with home produce. 

II. The creditor countries can lend on long-term, equiva
lent to their surplus, to countries offering promising investment 
opportunities. 

III. They can accept payment in gold "which involves press
ing the rest of the world ever deeper into deflation and slump, 
or driving it to adopt protectionist devices" until the import 
surplus of the debtor countries is wiped out. 

Mrs. Robinson then points out that the Bancor scheme "in 
no way obstructs the first two alternatives." It merely changes 
the character of the third by allowing the creditor countries to 
amass bancor credit," though the Bancor scheme "by no means 
encourages a country, still less compels, any country to do so." 

Mrs. Robinson's argument explains the meaning of Lord 
Keynes's insistence that under his plan "a creditor country in
curs no burden but is, on the contrary, relieved by being offered 
the additional option of receiving payment for its exports 
through the accumulation of a bancor balance" (Keynes Plan 
III-8). Lord Keynes assumes that the necessary adjustments 
may well be as painful to the creditor country as they are for the 
debtor country, and that the creditor country will be similarly 
relieved, consequently, if a breathing space for the correction 
of maladjustments is allowed. · 

17. Robinson, op. cit., pp. 165-66. 
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The Canadian experts argue that the creditor countries are, 
under the new schemes, just as free to act as they were before. 
H a country wishes ~to reduce its credit balance, it has through 
participation in the proposed organization lost· no single one 
of the courses of action ever open to it .... It can do the only 
things it ever cohld do in these circumstances; it can buy more 
abroad-goods, services or investments; or it can sell less abroad. 
It is therefore quite wrong to assume th!J.t countries partici
pating in the proposed institution would, because of this par· 
ticipation, be left without control over their international . 
commitments. It may be, and n~ doubt is, useful to erect 
danger signals at various stations along the road followed by 
both debtors and creditors. Such signals are useful reminders. 
But there is nothing to prevent either creditor or debtor from 
taking remedial action at any time" ( Caf'Uldian Plan, General 
Observations, 9). 

We must, indeed, not forget that deficit and credit balances 
(or the amount of "net purchases" from .a common pool) are 
determined by exports and imports (of commodities, services, 
and securities). The creditor countries' wage, price, credit, em
ployment, and tariff policies are, therefore, constantly influenc
ing the actions of the debtor countries, and it would be wrong 
to assume that the creditor countries would have to wait pas
sively until the debtor countries have exhausted their quotas. 

But even if all this should be admitted-and it can hardly be 
denied-would it not still be correc~ to say that the new plans 
force the creditor countries into the application of policies (con
cerning such vital matters as credit expansion and wage levels) 
at times when they are inconvm1ient or even dangerous? Are 
the creditor countries not less free in their domestic policies 
because of the potential purchasing power which the plans put 
at the disposal of the debtor countries? 

These are, indeed, pertinent questions, especially when we 
assume that the creditor country has achieved the desired state 
of reasonably full employment.18 As it approaches full employ-

lB. "In the period immediately after the war (and in such subsequent 
periods in which there should be a tendency in any large or a number 
o£ smaller countries, to overemployment) the Keynes scheme enables 
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ment equilibrium a creditor country has no advantage in in
creasing its exports or in raising its money income. To be 
compelled to take such actions, owing to the continued creation 
of international bank money, would be undesirable for the 
creditor country. Further expansion would be inflationary, dis
equilibrating, and therefore dangerous to national and interna
tional prosperity. 

The Agreement is, in this respect, preferable to the Keynes 
Plan because it is much less likely to force creditor countries 
into an overexpansion of credit. It preserves for the creditor 
countries the right to a domestic credit policy which Lord 
Keynes is about to destroy in his eagerness to gain this very 
same privilege for the deficit countries. 

If we decide to protect the deficit countries against harmful 
deflationary policies we should also be willing to protect the 
surpl~s countries against harmful overexpansion. This can only 
be done if, as in the Agreement, the creditor countries are in 
the position to decide whether or not they will loan additional 
resources to the Fund. In the Keynes Plan they have to face a 
creation of international bank money beyond their control and 
they would, therefore, have to surrender their domestic mone
tary policy to outside dictation-the very case which is thought 
unbearable by Lord Keynes when it concerns deficit countries. 

the export of inflation from one country to another. The inflating country 
then imposes upon other, fully employed, countries a burden; it com· 
petes away supplies and thus diminishes their real income. Admittedly 
in the long run this problem is not of as great an importance as under
employment. But given the instability of certain national units, it is 
grave enough to demand an answer."-Balogh, Political Quarterly, Oc-
tober-December 1943, p. 351. . 



IX. 

,THE DANGER OF OVEREXPANSION 

EXPANSIONIST TENDENCY OF THE KEYNES PLAN 

No DOUBT IS PossmLE about the expansionist tendency of the 
Keynes Plan. Section N-10 states quite frankly: "The plan aims 
·at the substitution of an expansionist, in place of a contraction
ist, pressure on world trade"; and section X-41 speaks of "the 
expansionist tendency of the plan, which is a leadillg recom
mendation of it as soon as peace-time output is restored an:d the 
productive capacity of the world is in running order ..•. " 

The gold standard mechanism has, according to Lord Keynes, 
contractionist tendencies. Its supply of international currency 
is "deteri:nined in an unpredictable and irrelevant manner as, . 
Jor example, by the ·technical progress of the gold industry" 
(Keynes Plan· I-1-c) and even if the gold production chances 
to be adequate, a chronic shortage of international money could 
be due to the draining of gold into creditor countries (Keynes 
Plan N-ll),t which, as we·remember, are :under no obligation 
to expand credit if they do not care to play the game.2 The 
burden of adjustment rests,-then, with the debtor countries 
whose contractionist credit policies could easily cause world
wide deBationru:y pressure (Keynes Plan N-11). 

In his brief note on "The objective of international price 
stability," Lord Keynes explains the expansionist leitmotif of his 

· ~ternational currency scheme in a most illuminating manner. 

1. Lord Keynes, "The Objective of International Price Stability," 
Economic Journal, June-September 1943, p. 186 . 

.2. See above Chapter Il, p. 19. · · 
104 
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The basic problem is a wage problem. The gold standard con
fines, according to Lord Keynes, "the natural tendency of wages 
to rise beyond the limits set by the volume of money, but can 
only do so by the weapon of deliberately creating unemploy
ment." 3 If wages· rise, prices likewise will have to rise since 
"each national price-level is primarily determined by the rela
tion of the national wage-level to efficiency; or, more generally, 
by the relation of money-costs to efficiency in terms of the na
tional unit of currency." 4 If prices are prevented from rising, 
increasing money costs will squeeze marginal producers out of 
production. Lord Keynes suggests, therefore, that the member 
States of an international stabilization scheme should be allowed 
"to pursue, if they choose, different wage policies and, there
fore, different price policies." 5 To impose a rigid price level 
upon a country, as the gold standard did, would mean to submit 
national wage policies to outside dictation.6 And since it is not 
feasible to control money wages by monetary measures, the 
result of the general tendency of money wages to rise against 
a stable price level would be unemployment. Consequently it 
is wiser, according to Lord Keynes, to regard domestic prices 
as a matter of internal policy and politics/ i.e., to leave national 
price levels free to adjust themselves to unit costs of produc-
tion. · 

But while national price levels are left free to adjust them
selves to the relation of national wage levels to efficiency, the 
international currency scheme is, nevertheless, supposed to 
stabilize foreign exchange rates to a reasonable degree. This 
seems to be suggested in all plans, since occasional deprecia
tions are, clearly, an extraordinary measure (once the transi
tion period has been passed) which cannot too easily be 
repeated. But in his brief note in the Economic Journal Lord 
Keynes considers devaluations rather as the normal way of 
reconciling divergent national price trends though he asserts 
again "that an international currency scheme can work to per
fection within the field of maintaining exchange stability, and 

3. Economic Journal, June-September 1943, p. 185. 
4. Ibid. 6. Ibid., p. 187. 
5. Ibid., p. 186. 7. Ibid. 
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yet prices may move substantially." 8 Thus the reader of the 
Keynes Plan is· invited to accept exchange stability as one of 
the aims of the plan and still to consider exchange depreciation 
(or appreciation) as "the appropriate remedy" for balance of 
payments disequilibria. 9 

The same attitude is characteristic for the Agreement. The 
International Monetary Fund has the purpose "to promote ex
change stability, to maintain orderly exchange arrangements 
among members and to avoid competitive exchange deprecia
tion" (1-iii); but the Fund shall approve a requested change in 
the par value of a member's Cl:LITency "if it is satisfied that the 
change is necessary to correct a fundamental disequilibrium. 
In particular, provided it is so satisfied, it shall not object to a 
proposed change because of the domestic social and political 
policies or the member proposing the change" (IV-5-£). 

These provisions are very much in line with the Keynesian 
standpoint and more favorably inclined to depreciation as an 
equilibrating measure than the corresponding provisions of the 
White Plan where exchange depreciation is permitted only with 
the approval of three-fourths of the member votes (as against 
a simple majority of the votes in the Agreement) and where we 
do not find the clause that the Fund could not reject a request~d 
change because of domestic policies of the applying country. 
This provision is the most Keynesian in the whole Agreement 
and, therefore, of the greatest importance for its interpretation. 

The maintenance of exchange stability excludes, of course, 
a policy of "free" exchanges. All currencies are, at all times, 
defined in terms of gold and therefore stable in their foreign 
exchange value. After depreciation or appreciation they are 
again stable by definition, and as long as they are stable interna
tional equilibrium must be maintained by the "'mechanism" of 
the proposed schemes. 

Disregarding at present exchange depreciation or exchange 
appreciation, we have to ask ourselves how this mechanism will 
work under the strain of divergent national wage and price 
developments. Of course, ""if wages and prices double every· 
where alike, international exchange equilibrium is undis-

8. Ibid., p. 186. 9. Ibid. 



THE DANGER OF OVEREXPANSION 107 

turbed." 10 In other words, if all countries follow equally ex
pansionist tendencies, grave disequilibria ru;e not to be expected 
as far as the exchange rates in themselves are concerned. But 
what happens if the national price levels move away from each 
other? 

If Lord Keynes takes the rather fatalistic attitude that wages 
have a "natural" tendency to rise beyond the limits set by the 
volume of money, he is forced to ask for a commensurate rise 
in prices, unless unemployment is to be caused for purely mone
tary reasons. Thus the gold mechanism is refuted by Lord 
Keynes because it did not adjust prices to wages but rather 
(and unsuccessfully) wages to prices. 

But if we want to adjust the price-level to the natural tend
ency of wages to increase and if, at the same time, exchange 
rates are to remain reasonably stable, we are forced into the 
following conclusions: 

( 1) In the short-run, adjustments can be avoided only if 
sufficient reserves of international money are at the disposal of 
the country which, relatively, overexpands. We know already 
how strongly this point is emphasized in the Keynes Plan and 
how large the quotas are set in order to "allow time and method 
for necessary adjustments" (Keynes Plan IV-16). 

( 2) In the long-run, the adjustment must come from equally 
expansionist wage and price policies in the other member coun
tries. World credit expansion would have to follow the leader
ship of the most expansionist country, especially if that country 
happens to be a deficit country, just as, under the gold standard 
mechanism, world credit c_ontraction followed the most con
tractionist country especially if that country happened to be a 
creditor country. 

This world-wide expansionist tendency is the only possible 
conclusion unless we relax our extreme assumptions by 

( 1) permitting the most expansionist countries to depreciate; 
( 2) urging the least expansionist countries to appreciate; 
( 3) forcing the expansionist (deficit) countries into credit 

contraction and low wage policies. 
The problem of exchange depreciation will be discussed in 
10. Ibid. 



108 ' INTERNATIONAL MONETARY COOPERATION 

the following chapter. Here it suffices to remember that the new 
plans want to use exchange depreciation sparingly and under 
control of an international institution; and that exchange appre
ciation is of all the proposals made in the new plans probably 
the most unrealistic ~and impracticable. There remain, conse
quently aside from exchange control, only credit expansion and 
credit contraction as alternatives. 

If an international currency mechanism is to be built sym
metrically, both expansion and contraction would have to be 
used simultaneously, the expansion by the surplus countries and 
the contraction by the deficit countries. It is, however, dubious 
whether the new plans are meant to work symmetrically. 

We cannot say, of cowse, that the mechanism of the new 
plans would exclusively affect creditor countries. But while, in 
the Keynes Plan for instance, the provisions concerning surplus 
countries are "spelled out," the appropriate domestic measures 
of the deficit countries are left rather vague. When the surplus 
countries have to restore equilibrium conditions, they are sup
posed to expand domestic credit and domestic expenditures and 
to encourage an "increase in money rates of earnings" (Keynes 
Plan II-6-9). No corresponding remark is to be found concern· 
ing a contraction of credit and expenditure or a lowering in 
the money rates of earnings in the deficit countries. This makes 
the Keynes Plan somewhat lopsided. 

The Agreement is noncommittal in its suggestions for deficit 
and surplus countries. In case that they depart from equilibrium, 
both will get reports which will contain recommendations. What 
these recommendations would be is hardly hinted at. We may 
expect, however, that the emphasis will be on depreciation (and 
perhaps exchange control) in the deficit countries and on credit 
expansion and foreign investment in the surplus countries. 

This tactful treatment of the problem of appropriate meas
ures to be taken by countries which depart from equilibrium 
may be politically advisable and all that can be expected from 
a statement of general principles which the experts of more than 
forty nations are willing to support. But it does not solve the 
questions concerning the general policies of world credit con
trol, the measures designed to implement such policies, and the 
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applications of these measures, decided upon by the Fund or 
the Union, to the domestic policies of the member countries. 

Professor Williams said already in his first article on the new 
plans that he was not overly convinced "that the board's powers 
of control have very strong or sharp teeth." 11 The situation has 
hardly been improved, in this respect, by the very Keynesian 
provision of the Agreement that the International Monetary 
Fund cannot reject a requested change in the par value of a 
member currency "because of the domestic social and political 
policies of the member proposing the change" (IV-5). If we 
interpret it correctly, this provision seems to imply that the 
Fund has no power to influence these policies at any time. 

This does not mean to say, however, that the Fund could not 
suggest or even strongly- recommend certain domestic policies 
or that the countries could not be expected to cooperate volun
tarily and to support rather than to obstruct the Fund's effort 
"to develop and to define the functions of the new international 
bodies and to do this in an ever-flexible fashion as required by 
the changeability of monetary and international conditions." 12 

The surveys in Chapters VI and VII have already shown 
that we cannot avoid these problems by reading the gold mecha
nism into the plans. Lord Keynes is very definitely set against 
letting debit balances or net purchases have a contractionist 
effect upon the economies of member countries. 

But if we eliminate any trace of contractiopist policies from 
the international scheme and if we want to maintain, at the 
same time, a semblance of exchange stability, we are left with 
a one-sided policy of world-wide expansion which would, as we 
shall try to prove, not always be compatible with national and 
international stabilization. 

Thus we seem to be checkmated by the Keynes Plan's seem
ingly inherent inconsistency. Indeed, if we combine Lord 
Keynes's fatalistic attitude concerning the natural tendency of 
wages to rise with the expansionist tendency of his plan and if 
we recall the assertion that "the plan should not wander from 
the international terrain" (Keynes Plan, Preface), we could, 

11. Foreign Affairs, July 1943, p. 655. 
12. See Nussbaum, op. cit., p. 256. 
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momentarily, be tempted to refute the Keynesian scheme as in
consistent with national and international stability. But such an 
attitude would be unfair. It would stress some unfortunate 
overstatements and omissions and, at the same time, forget to 
emphasize the fact that numerous provisions of the Keynes 
Plan imply clearly that the domestic credit policies of the mem
ber countries have to be integral parts of an international 
credit policy whose pursuit, however tentative and groping, 
would be the most ambitious aim of the Clearing Union (in co
operation, of course, with other international institutions). 

lEADERSHIP IN WORLD CREDIT CONTROL 

Many of the provisions of the new plans would make no 
sense at all if we did not take it for granted that the Governing 
Board of the International Reserve Bank was following a de
liberate and comprehensive policy to integrate the credit poli
cies of the member States. Since the Keynes Plan is the most 
articulate of the drafts as far as the aims of the new schemes 
are concerned, we select from it some passages which will 
prove our point. 

If the Keynes Plan wants the quantum of international cur
rency governed by the actual requirements of world trade, the 
Clearing Union must be able and wise enough to expand and 
contract the supply of international money accordingly. If the 
Union wants to correct an "excess of world purchasing power," 
, it must quite obviously have some way of telling what a "nor
mal" supply would constitute. If the scheme sets up a mecha
nism which forces countries back in line, when they depart 
too much or for too long a time from equilibrium "in either 
direction," the Governing Board of the Union must be con
scious of an equilibrium position which is to be maintained. 
If it is the Clearing Union's task "to see to it that its members 
keep the rules and that the advances made to each of them are 
prudent and advisable," a world-wide scope of the Union's 
credit policy is clearly implied. "Undu1y expansionist conditions 
in world economy" could not be noticed as such, were the 
Governing Board not presumed to be able to define what normal 
expansion would be. Member States could hardly be asked to 
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take appropriate measures without some indication of which 
measures are and which are not appropriate. And if it is said 
to 'oe desirable that the member States shall consult with the 
Governing Board on important matters of policy" and if the 
Board is entitled "to any relevant statistical and other informa
tion" -the implication is that an integration of national eco
nomic and credit policies is attempted. 

Considering these provisions and their implications we cannot 
be surprised when we are finally told that "the Clearing Union 
might become the instrument and the support of international 
policies in addition to those which it is its primary purpose to 
promote" and that the Clearing Union "might become the pivot 
of the future economic government of the world" (Keynes 
Plan IX-39). 

All this is, of course, not quite consistent with Lord Keynes's 
wishes for unrestricted domestic policies of the member States. 
While deflationist policies may be used most sparingly, it is 
quite obviously imperative that the Governing Board of the 
Clearing Union should have the power to prevent expansionist 
policies which would upset international equilibrium. We shall 
have to sacrifice, therefore, either exchange stability or com
plete freedom of national wage policies. But at this price we 
can, indeed, greatly modify the deflationary pressure which 
was the main shortcoming of the old gold standard mechanism. 
In an integrated world-wide system of credit control, contrac
tion and deflation could be replaced by a restraining influence 
upon credit expansion; and in more dangerous cases of inter
national disequilibrium, exchange depreciation could be sub
stituted for deflation. 

But all this cannot dispel the fear that the Keynesian scheme 
could cause a dangerous, world-wide overexpansion of credit. 

These inflationary possibilities would be greatly reduced in 
the International Monetary Fund whose aggregate quotas are 
much smaller. Creditor countries would not have to fear that 
they would be forced into overexpansion since the Fund would 
have to borrow additional resources instead of being able to 
create them. But inflationary dangers would not be entirely 
absent. The scheme would have to be elastic and could not 
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be expected to. avoid the dangers of deflation and contraction 
without being open to possible mismanagement in the other 
direction. No international currency stabilization plan could 
possibly be foolproof. · · 

The Keynesian ideas, which have been worked into the 
Agreement, can be interpreted as follows: Deflationary policies 
should, as far as possible, be avoided, if necessary even at the 
price of exchange depreciation. To avoid deflation without pay
ing the price of depreciation wouldrequire credit expansion in 
. the "rest of the world." Exchange depreciation is, therefore, 
apart from being an anti-deflationist device, also an anti-infla
tionist policy in so far as it protects other countries against the 
obligation to follow the expansionist policies of individual 
members. But since exchange depreciation is supposed to be 
a rarely used extraordinary measure of adjustment it is to be 
expect~d that the member 90untries should try not to over
expand and to avoid, as far as possible, inflationary ·policies.U 

ANTI-INFLATIONARY PROVISIONS 

It is interesting to note that even Lord Keynes admits the 
possibility of overexpansion and inflation and that his plan con
tains several emergency brakes to halt, if necessary, an inflation 
(Jf international money. 

( 1) The quantity of international money is capable of de
liberate contraction to offset inflationary tendencies in world 
demand (Keynes Plan 1-1-c). "The Governing Board shall be 
entitled to reduce the quotas of members, all in the same speci-

13. This interpretation is similar to the one given by Lord Keynes 
himself before the House of Lords on May 23, 1944. ''We are deter
mined," he pointed out, "that, in the future, the external value of sterling 
shall conform to its internal value as set by our own domestic policies, 
and not the other way round. Secondly, we intend to retain control of 

· pur domestic rate of interest, so that we can keep it as low as suits our 
own purposes, without interference from the ebb and flow of interna~ 
tional capital movements or flights of hot money. Thirdly, whilst we 
intend to prevent inflation at home, we will not accept deflation at the 
dictate of influences from outside. In other words, we abjure the instru
ments of bank rate and credit contraction operating through the increase 

, of unemployment as a means of forcing our domestic economy into line 
.with external factors." 
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fied proportion, if it seems necessary to correct in this manner 
an excess of world purchasing power" (Keynes Plan 11-6-13). 

( 2) The charge of one per cent (or two per cent) on bancor 
, balances "whether credit or debit" in excess of a quarter (in 
excess of a half) of a country's quota may be remitted on credit 
balances and increased on debit balances if, in the opinion of 
the Governing Board, "unduly expansionist conditions are im
pending in the world economy" (Keynes Plan II-6-7). 

( 3) Since a member State is entitled "to obtain a credit in 
terms of bancor by paying actual gold to the credit of its clear
ing account" (Keynes Plan Vl-27), the power to vary the value 
of bancor in terms of gold "might have to be exercised if the 
stocks of gold tendered to the Union were to be excessive" 
(Keynes Plan VI -31). In other words, a decreased price of gold 
in terms of bancor would decrease gold production and reduce 
the supply of international currency. 

( 4) The Keynes Plan contains a warning that "the expan
sionist tendency of the plan ... might be a danger in the early 
days of a sellers' market and an excess of demand over supply" 
( X-41) and that the proposed overdraft should be replaced by 
specific aid during a "relief' period of (say) two years ( X-42). 

Of these anti-inflationist brakes the fourth is by far the 
most important-but it is only meant as a temporary substitute 
for the regular plan and not as a part of the regular plan. 

To lower the price of gold in terms of bancor would cause a 
reduction in gold production. This brake is necessary since the 
countries are allowed to acquire bancor balances with gold
a provision obviously dictated by political reasons and rather 
inconsistent with the general idea of the plan. 

The increasing charges on debit balances belong to a pro
vision which the Keynes Plan itself calls "not essential," and are 
a rather weak instrument because credit at more than one or 
two per cent could still be rather cheap. 

The reduction of quotas would, if really used, easily upset 
the whole machine. To reduce the quotas of member States, all 
in the same proportion, according to Professor Lutz, 14 would 

14. See Friedrich A. Lutz, International Monetary Mechanisms. The 
Keynes and White Proposals (Princeton, 1943), p. 9. 
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be a dangerous weap~n. In spite of the provision that no country 
should have to cut down its actual debit balance, this policy 
would mean that those countries which have used the greatest 
proportion of their overdraft facilities would be forced rather 
too suddenly into deBationist policies-a proposal strangely in
consistent with the horror deflationis which characterizes the 
rest of the Keynes Plan. 

The Agreement, according to which credit expansion cannot 
be forced upon the surplus countries (since the International 
Monetary Fund cannot create credit), does not need equally 
strong anti-inflationist brakes. But it does provide for "uniform 
proportionate changes in the par values of the currencies of all 
members" (IV-7) and for a revision of quotas (lli-2), the only 
changes, incidentally, which require a qualified majority. These 
provisions could be used as a possible protection against over
expansion. 

MACMnLAN REPORT VERSUS KEYNES PLAN 

Even those who are in sympathy with the expansionist tend
ency of the Keynes Plan must admit that there is a limit to 
expansion, that expansion which goes too far (or is too fast) 
may b~ as dangerous as contraction (and will, as a matter of 
fact, lead into it) and that the answer to the question whether 
we should have expansion or not cannot be given in Lord 
Keynes's summary way but depends very much on the given 
circumstances. "Expansion" as such lacks precision as a prescrip- · 
tion for economic policy. Of course, we prefer expansion to con· 
traction just as we prefer high wages to low wages. But this 
does not prove that higher wages are always preferable to lower 
wages from a general economic point of view or that expansion, 
when unchecked, might not lead into difficulties from which 
the economy cannot be extricated by further expansion. Lord 
Keynes knows, of course, that there are limits to expansion. But 
in spite of the anti-inflationary provisions of the Keynes Plan it 
must be admitted that the Keynesian proposal does not empha
size and implement sufficiently the limits to expansion. This is 
probably due to the same deflationary experiences of the early 
thirties out of which Lord Keynes's epochal "General Theory" 
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was born. But should we forget completely that, at least in the 
United States, the deflationist thirties followed upon the over
expansion of the twenties? 

Concerning the problem of "control over the volume and 
terms of bank credit" the Macmillan Report of 1931 was a better 
piece of workmanship than is the Keynes Plan of 1943. The 
Macmillan Report pointed out that it would be easier to control 
an expansion in its earlier than in its later stages; that over
expansion would lead to contraction; and that, while it would 
be difficult enough for a Central Bank to determine the limits 
for credit expansion, it would be even harder to achieve con
certed action on an international basis.15 

Among the proposals of the Macmillan Report 16 we find, 
therefore, not a one-sided plea for expansion but rather the 
advice that "alternative excesses of enthusiasm and depression" 
should be avoided and that "with this end in view the Central 
Banks should confer at frequent intervals to decide whether the 
general tendency of their individual policies should be towards 
a relaxation or a tightening of conditions of credit." The Mac
.millan Report does not ask for the fullest autonomy of each 
country in order to free "the natural tendency of wages to rise 
beyond the limits set by the volume of money" from outside 
dictation.11 Quite to the contrary: the Macmillan Report re
quests that "in particular, each Central Bank should remain 
free to attract gold to itself whenever it deliberately desired 
to do so, without incurring blame or exciting complaint from 
other Central Banks; ... and also to raise its own bank rate for 
the sake of checking inflationary tendencies at home, even if the 
tendencies abroad were of a contrary character." 

It could perhaps be argued that the Macmillan Report is old
fashioned, that it tries to defend the gold mechanism and that 
it was written before Lord Keynes's General Theory was con
ceived and when Lord Keynes (a member of the Committee on 
Finance and Industry which published the Macmillan Report) 

15. Committee on Finance and Industry Report, p. 131. See above 
Chapter III, p. 29. 

16. See above Chapter III, pp. 30-31. 
17. Lord Keynes, Economic Journal, JW1e-Sept., 1943, p. 178. 
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"was still moving alof!-g traditionallmes ... ," 18 Closer scrutiny 
of the quotations from the Macmillan Report in Chapter III 
above will uncover formulations which· are no longer tenable. 
But we can just as well argue that the new Keynesian approach 
has gone too' far when it ignores the warning against over
expans~on which is the very core of the Macmillan Report. 

TBE MEANING OF EXPANSION 

· The expansionist tendency . of the Keynes . Plan does not 
simply concern an expansionist pressure on world trade. It is 
to be interpreted as a credit expansion on an international scale 
which helps the individual member States to reach and to main
tain (as near as possible) a full employment l~wel as a pre
condition of healthy international trade. 

The Keynesian attitude presupposes that a trend towards a 
full employment level is not the normal state of affairs in 
a capitalist economy and that, on the contrary, underemploy
ment may be the rule unless constant expansionist pressure is 
exerted. 

·The general ideas of the Keynesian Theory "are extremely 
simple." 19 The national _income of a country is either spent on 
consumption or it is saved. If the saved portion of the national 
income is invested (i.e., spent 9n capital goods or durable con
sumers' goods) the whole income received has been spent; and 
since one man's expenditure is other men's income we can expect 
that the same amount as in the period before will again be re
ceived as income. Assuming, however, that part of the saved 
portion of the national income is not invested, the national in
come will decrease and unemployment will occur in the capital 
goods industry. As the national income decreases consumption 
decreases spreading unemployment all over the economy and 
even among other countries whose export trade will suffer. 

The unwillingness to consume or to invest can make itself 
felt even more directly in international trade. D. H. Robertson 
refers to "a recurring tendency in some countries to allow their 

18. J. M. Keynes, The General Theory of Employment, Interest and 
Money (London, Macmillan, 1936), p. vi. · 

19. Ibid., p. viii. 
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· earning power, and therefore their spending power, to outrun 
... their spending-will-a tendency to fail to make full use, for 
purposes either of consumption or of investment, of the com
mand over resources abroad which is passing into their lawful 
control." 20 

The pre-Keynesian theory, though not unacquainted with 
the dangers of deflation, did not believe that a deflationary 
spiral could reach very dangerous depths. When investment 
should really fall short of savings, it was argued, the rates of 
interest would decrease far enough to induce additional invest
ment. But this argument need not be conclusive. It must not 
be taken for granted that what is not spent on consumption 
(and is therefore, by definition saved) will necessarily intensify 
the pressure on interest rates. Savings which are not instan
taneously invested cause the national income to fall and as the 
national income decreases savings will decrease. 

Once we admit that the national income may shrink, that 
consumption and investment may decline, pulling each other 
down in a vicious spiral, and that hoarding and credit contrac
tion may destroy what little savings are forthcoming at a low 
income level, then we have also to admit that the anticipated 
rate of profit may become very low and even a minus quantity. 
Then it can happen that the economy remains for a long time at 
an underemployment level, with the national income far below 
its potential size. 

This is the danger which Lord Keynes has in mind when he 
wants the economies of the member States put under perma
nent expansionist pressure and when he is sensitive to every
thing which may cause or spread contraction. 

THE DANGER OF OVEREXPANSION 21 

Let us assume that an expansion process, financed by credit 
creation, is under way. New money is injected into the economy, 
the national income increases. Men employed in the production 
of new capital goods will spend part of their newly earned 

20. Robertson, Economic Journal, December, 1943, p. 354. 
21. With the following, cf. George N. Halm, Monetary Theory, Chap

ters XVIII and XIX. 
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money on consumption. New consumers' goods will be ordered 
and the money spent on consumers' goods will become income 
in the hands of those who participate directly or indirectly in 
the production and the marketing of these consumers' goods. 
This is the famous "multiplier effect." 

Increasing consumption will induce additional investment. 
To produce more consumers' goods new machines may be re
quired thus raising the demand for capital goods momentarily 
way above the normal replacement demand. Furthermore, if 
the demand for the. services of durable consumers' goods in
creases, more durable consumers' goods have to be produced 
and production will, therefore, increase many times the amount 
spent per period of time for these services. This effect is known 
as the principle of acceleration of derived demand. 

Multiplier and acceleration principle suffice to show how the 
upswing, once started, propels itself from revival into prosperity · 
while credit expansion is constantly at work financing the ab
sorption into the productive process of the unemployed factors 
of production. 

Everything goes well as long as sufficient unemployed re
sources are available. The process of expansion is not inflation
ary in the ordinary meaning of the word as long as an increasing 
social product matches the expanding purchasing power. The 
average level of prices may remain approximately stable. 

But as the expansion continues, as more and more unem
ployed resources are absorbed and as further resources are 
needed for the continuation and completion of the production 
processes which have already been embarked upon, the means 
of production, no longer easily obtainaJ:>le, must be hired away 
from other industries. Then prices will begin to rise quite gen
erally, and the expansion of credit threatens to become infla
tionary in the ordinary sense of the word. 

This does hot mean that credit expansion could not techni
cally be continued, especially if, · in line with the philosophy 
of the Keynes Plan, the member States would follow a parallel 
policy of expansion. Even foreign exchange rates could, then, 
be kept stable. But this is not the decisive point as we shall 
presently see. 
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Once a full employment situation is reached or approached 
the process of expansion must sooner or later come to an end 
and will be followed by a process of contraction. This is due to 
the following circumstances: 

( 1) At full employment consumers' goods production can 
only be increased at the expense of capital goods production
and vice versa. 

( 2) The monetary authority will be reluctant to permit 
further credit expansion for fear of outright price inflation. 

( 3) This sudden drying up of one of the main sources of 
the supply of loanable funds will raise the rates of interest. 

( 4) It becomes necessary to finance further investment ex~ 
elusively through savings and this, at a given income level, 
means decreasing consumption. 

( 5) Investment, however, can only be maintained at a high 
level when the rate of growth of consumption is maintained. 

( 6) But since full employment is reached, consumption can 
only be increased at the expense of the production of capital 
goods. Again, if employment in the capital goods industry is 
decreased it becomes impossible to maintain even the present 
level of consumption. 

(7) Profits will decrease owing to the increased production 
of durable goods (whose prices decrease) and to the increased 
competition for factors of production (whose prices increase). 

Thus we see that a typical expansion process will lead to an 
overdevelopment of the capital goods industry; and since both 
producers' and consumers' goods industries are geared to a 
mutual rate of growth, which it is impossible to maintain, a 
contraction process must follow. 

There is no perfect cure for this disease. Further credit ex~ 
pansion could make things only worse since it would lead the 
economy into outright inflation without being able to overcome 
the basic difficulty..!..the hypertrophy of the capital goods in~ 
dustry. 

Once the contraction process has begun the driving forces 
of the expansion process work in reverse. Decreasing investment 
means unemployment and a decline in consumers' purchasing 
power. Loanable funds, rather than being invested and spent 
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for wages, 11re paid back to the banks, which, in turn, fail to 
lend them out again, partly because of an increased liquidity 
preference of their own and partly because of lacking demand 

· for loanable funds. The impact of this decrease in effective 
demand leads to a general fall in prices. 

Later on it may be possible to stem the deflationary tide by 
the injection of new purchasing power into the economy in 
order to prevent the contraction from going further than re
qUired by the disproportionalities which developed during the 
expansio:p. period. · 

CONCLUSION 

This short recapitulation of modem business cycle theory 
will serve to show that expansion as such cannot claim to be an 
economic policy which can be applied with equal success under 

' all circumstances. Even when used in times of underemploy
. ment it remains a treatment whi~h, while indispensable, needs 
· most careful supervision while it is applied. 

Of course we cannot expect to find a solution of this most " 
difficult problem of credit control in a plan which is mainly 
devoted to international currency stabilization. But we could 
expect to find either a neutral instrument for international 
monetary policy or else an elaborate plan for an integrated 
world credit control. That the Keynes Plan is neither is its 
greatest shortcoming. Its neutrality as an instrument is im
paired by Lord Keynes's prejudice against deflation and con
traction; and its provisions for an integrated credit control 
are too vague and too one-sidedly expansionist to serve as 
a reliable guide for post-war credit policy. 

In fairness to Lord Keynes it should be said, however, that the 
proposals for an International Clearing Union constitute· only 
one of "four main lines of approach" which "taken together .•• 
may help the world to control the ebb and flow of the tides of 
economic activity" (Keynes Plan, Preface). 22 

22. The four main lines of approach suggested by the Keyn~s Plan 
(Preface) are: "1. The mechanism of currency and exchange. 2. The 
framework of a commercial policy regulating conditions for exchange of 
goods, tari1Is, preferences, subsidies, import regulations and the like. 
3. Orderly conduct of production, distribution, and price of primary 
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Nevertheless, it can hardly be denied that, if mismanaged, 
the Plan contains enough dynamite to endanger gravely the 
post-war world which it sets out to save from contraction. ~ord 
Keynes admits this danger and even proposes to replace the 
overdraft facilities of the Clearing Union by "speci£c aid" dur
ing a relief period of, say, two years. But this, of course, would 
not avoid the danger of another 1929. 

Under the Keynes Plan it may be difficult, especially for the 
creditor countries, to avoid overexpansion and the depression 
which nece~sarily follows. The expansion would probably last 
through the reconstruction period. For the United States this 
would mean, in addition to domestic expansion, export sur
pluses, increasing credit balances with the Clearing Union, 
and, according to the idea of the Keynes Plan, further monetary 
expansion. The degree and speed of the expansion process 
would not be determined by domestic considerations alone 
but also by the obligations of the United States as a creditor 
country. There is a strong probability that this expansion would 
go too far. And the contraction which would necessarily follow 
would become even more serious owing to the fact that the 
surplus countries would at the same time be required to develop 
import surpluses. · 

products so as to protect both producers and consumers from the loss 
and risk for which extravagant fluctuations of market conditions have 
been responsible in recent times. 4. Investment aid, both medium and 
long term, for countries whose economic development needs assistance 
from outside."' 



X. 

EXCHANGE RATES AND EXCHANGE 
CONTROL 

"MANAGED FLEXIB1LITY" 

PLANs FOR INTERNATIONAL CURRENCY stabilization seem a priori 
committed to the maintenance of stable exchange rates. The 
International Monetary Fund of the Agreement has, indeed, the 
purpose "to promote exchange stability, to maintain orderly 
exchange arrangements among members, and to avoid competi
tive exchange depreciation" (!·iii). 

The Keynes Plan aims at "an orderly and agreed method 
of determining the rela~ve exchange values of national cur
rency units, so that unilateral action and competitive exchange 
depreciations are prevented" (I -1-b), and· does not permit 
(except under special conditions) subsequent alterations with
out the permission of the Clearing Union. On the other hand, 
the Union may even require "a stated reduction in the value of 
the member's currency, if it deems that to be the suitable 
remedy" (II-6-8-b ). Generally speaking the Keynes Plan takes 
the attitude that if a country's "wage and price levels in terms of 
money are out of line with those elsewhere, a change in the 
rate of its foreign exchange is inevitable" (IV-18). · 

Considering these provisions we can interpret the Keynes 
Plan as based on flexible rather than fixed exchange rates/ 

1. Not according to Mr. Benson (Parliamentary Debates, cit. 
supra, pp. 59-63) who complains that the new plans do not propose 
relatively stable exchanges nor reasonably stable exchanges but fixed 
exchanges which shall only be altered by permission. Mr. Benson men· 
tions three prerequisites to the possibility of fixed exchanges: (1) an 
unvarying ratio between international price levels, ( .2) .. an equation of 

12.2 
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though the flexibility is a managed flexibility and is under no 
condition to be pennitted to degenerate into unilateral action 
and competitive exchange depreciation. 

The Agreement, though committed to the promotion of ex
change stability (!-iii), has practically accepted the Keynesian 
viewpoint concerning exchange flexibility which the other plans 
had never seriously contested. Changes in the par values of 
member cunencies are possible but they shall not be made 
without the approval of the Fund nor shall the Fund have the 
right to change the par value of a member's currency without 
the country's approval. The members agree not even to propose 
a change in the par value of their currencies "except to correct 
a fundamental disequilibrium" (IV -5-a). 

These provisions have to be interpreted as an attempt not 
only to eliminate single-handed action by member countries 
or by the Fund, but also to brand exchange depreciation as an 
extraordinary and, consequently, rare measure: the exception 
from the rule. 

Article IV-5-f of the Agreement which, because of its great 
importance was already refened to in Chapters VII and IX, 
says that "the Fund shall concur in a proposed change ... if it is 
satisfied that the change is necessary to correct a fundamental 
disequilibrium" and that the Fund cannot reject a requested 
change "because of the domestic social and political policies 
of the member proposing the change." Furthennore, "in its 
relations with members, the Fund shall recognize that the post
war transitional period will be one of change and adjustment 
and in making decisions on requests occasioned thereby which 
are presented by any member it shall give the member the 
benefit of any reasonable doubt" (XIV-5). 

imports and exports on current account, and ( 3) capital movements 
which represent and equate material movements. He believes that a 
system of frequent adjustments through orderly depreciation will be 
exposed to disturbing speculative movements since nobody will buy 
the goods of a country for wh~h a depreciation is impending until the 
depreciation has taken place. Mr. Benson is partl~ right. But he does not 
show how his system of free exchanges could 15e made secure against 
competitive exchange depreciation. For further critical points see below, 
p.l26. 
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But not all' changes in the par values of member currencies 
require the special p~rmission of the Fund. The Agreement 

· provides that, after consulting the Fund, a member may change 
the .established parity of its currency, provided the proposed 
change, inclusive of any previous change since the establishment 
.of the Fund, does not exc.eed 10 per cent. In the case of1applica
tion for a further change, not covered by the above and not 
exceeding 10 per cent, the Fund shall give its decision within 
seventy-two hours if the member so requests (Agreement IV-5; 
Joint Statement IV-4). 
·.Like the White Plan, the Agreement permits fluctuations of 

, exchange rates within an agreed percentage of parity (IV-2). 
Lord Keynes suggested a similar artificial gold point policy in 
his Treatise em Money where he proposed to increase the spread 
between the gold points under the g9ld standard by enlarging 
the difference between the official buying and selling price of 
gold. "It is this distance," he wrote, "which protects the money 
market of one country from being upset by every puff of wind 
which blows in the money markets of other countries." 2 Of 
course, the permissible fluctuations would have to stay within 
a rather narrow range, so that international short- and long
term lending would not suffer from undue risk The provision 
·has the advantage of making it more expensive for member 
countries to use the resources of the Fund. The member coun
tries would, therefore, have an inducement to use their own 
reserves of gold and foreign currency before they would buy 
from the Fund. The ·permitted fluctuations. of parities, further
more, would ha~e the modestly equilibrating effect of making 
the currencies of deficit countries slightly cheaper and those 
of the surplus countries slightly more expensive .. 

Thus we see that both the Agreement ~nd the Keynes Plan 
propose a mixed system of stability· and flexibility. Since both 
exclude categorically unilateral action, condemn sharply t(l()m
petitive. exchange depreciation, and make, consequently, ex
change depreciation normally dependent on the permission by 
the Fund or the Union, we can say that both subscribe to the 

2. J. M. Keynes, TreatiSe on Money {New York, Harcourt, Brace and 
Co., 1930), II, 325. 
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principle of managed flexibility in the adjustment of the ex
change values of the member currencies. 

The advantages of such a mixed system are fairly obvious. 
Only a system of managed flexibility could ( 1) give enough 
freedom for domestic policies without requiring dangerously 
large reserves of international money; ( 2) avoid defiationist 
tendencies without having to substitute world-wide credit ex
pansion; ( 3) allow for depreciation without having to fear 
competitive exchange depreciation; and ( 4) master the adjust
ment period after the war without too many exchange restric
tions. 

But the whole scheme would, nevertheless, remain an at
tempt to achieve and to maintain the maximum of exchange 
stability that can prudently be hoped for in the post-war world. 
Exchange stability would be the rule, depreciation the exemp
tion and no major depreciation would be possible without a 
majority of member votes. 

Professor Graham criticizes this attitude with the argument 
that the new plans "would set up a (wobbly) system of fixed 
rates (maintained until collapse is imminent) without any 
provision for the adoption of the internationally unified price 
level policy under which, alone, fixed exchange rates can make 
sense." 3 There is a grain of truth in this argument. A compro
mise between rigidity and flexibility can, of course, easily be 
interpreted as an inconsistent policy, "a recipe how to go swim
ming without getting wet," as another economist recently re
marked. But the experts who drafted the Agreement do not 
want to combine stable exchanges with diverging price de... 
velopments. They propose rather that we should try to do 
our best in integrating the domestic monetary policies of the 
member countries and that we should change the parities only 
when national employment policies lead to divergent price de
velopments; furthermore, that these changes should not be made 
by unilateral action. 

Professor Viner believes that the difficulties of substituting 
group management for unilateral action would be rather 

I 

3. See F. D. Graham, Fundamentals of International Monetary Policy 
(Princeton, 1943), p. 10. 
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formidable ~ince "majority . consent to the depreciation of 
a major currency would scarcely ever be obtainable from an 
international body."' Of course, if a local association of grocers 
would meet to act upon the application of one member to be 
permitted to cut his prices to the other members' disadvantage, 
this right would most certainly not be granted. Similarly, the 
Fund would never permit competitive exchange depreciation. 
On the contrary, it would be the Fund's function to prevent 
competitive depreciation. Only if the general wage and price 
structure of a country indicate an overvaluation of its currency 
will the right to depreciate be granted. Provision IV -5-f of the 
Agreement does, of course, not forbid a careful study by the 
Fund of the domestic economic situation of the applying coun· 
try.lt only means to say that the Fund cannot reject a requested 
change because it disapproves of the member's policies. How
ever, should the requested change constitute an undervaluation 
of the country's currency in terms of its domestic wage and 
price levels, the Fund would have the power and the duty to 
refuse to grant the request. ' 

Again we seem to find ourselves in an impasse. Competitive 
exchange depreciation cannot be permitted. "Free" fluctuations 
of exchange rates are liable to degenerate into competitive ex
change depreciatio:r;t and are, consequently, excluded, just as, 
on the other hand, exchange control is to be avoided if possible. 
But managed flexibility of exchange rates presupposes action of 
an international body whose members may be expected to 
guard jealously their own competitive advantages and to be, 
therefore, rather reluctant to grant to any member State the 
right to depreciate. And rigid exchange rates could only be 
maintained if the national wage and price policies of the mem
ber States were sufficiently integrated to reduce divergent price 
trends to minor proportions. · 

A compromise solution which may lead us out of this impasse 
is a complicated and delicate affair which will require an un· 
usual amount of self·discipline and foresight on the part of the 
member countries. But a compromise is inescapable if we are to 
avoid the rigid system of the old gold standard, the innumerable 

4. Viner, op. cit., p. 94. 
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restrictions of exchange control, the turmoil of free exchanges 
and the danger of competitive exchange depreciation. 

Such a compromise solution would have to achieve: ( 1) the 
elimination of frequent and violent fluctuations of exchange 
rates-as incompatible with a "balanced growth of international 
trade"; ( 2) the establishment of exchange rates which are cor
rect and, therefore, "neutral" in terms of artificial export ad
vantages or disadvantages; ( 3) the substitution of managed 
flexibility for outright rigidity whenever exchange stability 
would have to be bought at the price of a dangerous deflation 
and depression; and, finally ( 4) the integration of the d{)mestic 
credit policies of the member States which cannot possibly be 
left entirely free if order is to be achieved in the exchange 
ratios of the currencies of the member States. 

PURCHASING POWER PARITY 

It would be comparatively easy to solve our problem if we 
knew how to compute correct exchange values under given 
conditions. Then we could keep exchange rates at least "neu
tral," could adjust them more easily to divergent trends in 
national price levels and could design an objective method of 
determining exchange values which would greatly reduce the 
political difficulties surrounding an orderly exchange deprecia
tion by action of an international body. Unfortunately no 
method has, as yet, been found to detect promptly over- or 
undervaluations of national currencies. A theoretical answer 
to this difficult question depends on too many factors to be 
practically helpful. But a brief recapitulation of the purchasing 
power parity theory will at least clarify the problems which con- · 
front us when we try to determine correct exchange rates. 

The naive purchasing power parity doctrine says that 
changes in the foreign exchange values of national currencies 
are determined by, and are in proportion to, the changes in 
the domestic purchasing powers of these currencies. The famous 
Bullion Report stated as early as 1810 that "in the event of the 
prices of commodities being raised in one country by an aug
mentation of its circulating medium, while no similar aug
mentation in the circulating medium of the neighbouring 
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country has led to a similar rise in prices, the currencies of the 
two countries wlli no longer continue to bear the same relative 
value to each other as before. The exchange will be computed 
between 'these two countries to the disadvantage .of the former." 

After a period of violent inflationary price changes, the pur
chasing power parity theory may serve as a useful reminder 
that pre-inflation parities are of historical interest only and that 
the new exchange rates are to be found in the neighborhood 
of the new purchasing power parities. Had this simple truth 
been clearly understood in the middle 1920's much unnecessary 

. suffering from deflation could have been avoided. 
But only the approximate and not the exact location of ex

change values can be ascert.ained by a comparison of the fluc
tuations of national price levels. The general price level of a 
country (as an expression of the purchasing power of its mone
tary unit) includes all sorts' of prices . irrespective whether the 
commodities to which these prices belong are traded interna
tionally or within national boundaries only. Only internationally 
traded goods, ·goods which are imported and exported, will 
influence the demand for and the supply of foreign curren,cy 
and, consequently, the rate of exchange. Commodities which 
are only domestically traded, on the other hand, have no direct 
bearing on the exchange value of the currency and their prices 
may,.therefore, fluctuate without affecting directly and imme-
diately the rate of exchange. · ' 

Should we, then, choose an index of prices of internationally 
traded goods to determine the new parities? The answer must. 
be "np," for two reasons: 

( 1) We do not know which goods will actually enter into 
international trade. When the exchange value of a currency 
falls, more goods will be exported (and less will be imported) 
since the country's products become automatically cheaper 
for foreign buyers (and foreign products more expensive for 
the domestic buyers). Obviously we cannot ascertain the rate 
of exchange by an average price level of goods whose variety 
and number depend on the very rate of exchange which they 
are supposed to determine. ' 

( 2) In case of internationally traded commodities the pur· 
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chasing power parity theory becomes an empty truism 5 be
cause it is obvious that the national prices of internationally 
traded goods (adjusted to account for transportation costs, 
tariffs and other delivery expenses) tend to equality as between 
different markets when translated into each other by the rates of 
exchange. A process of equalization through arbitrage takes 
place so automatically that the national prices of these com
modities seem to follow rather than to determine the move
ments of the exchange rates. 

But to choose the prices of domestically traded goods would 
even be less satisfactory, since, as we have already seen, there 
is no direct relation between their changes and the fluctuations 
of foreign exchange rates. We have also no reason to assume 
that the prices of domestic and of internationally traded goods 
will always change in the same degree or even in the same 
direction. It is therefore wrong to expect the fluctuations of 
exchange values and of internal purchasing powers to be exactly 
or even nearly proportional. Of course, where international 
trade is an important part of the total trade of a country there 
must be a strong interdependence of both movements. 

MODIFICATIONS OF THE PURCHASING POWER PARITY THEORY 

The rate of exchange between the monetary units of paper 
standard countries is affected by an increase (or decrease) of 
one country's demand for the other country's products even 
though the price levels may remain the same-an important fact 
for which the naive purchasing power parity theory has no 
explanation. Under the gold standard mechanism, where the 
exchange rates are kept relatively stable, the price levels would 
have to change. 

Import duties or subsidies would cause another deviation 
from the results of tl1e naive purchasing power parity doctrine. 
If under the gold standard system new or higher duties would 
be levied by a country, the exporting country would have to 
lower its prices to be able to sell on the protected market. In 

5. See the excellent treatment of the purchasing parity doctrine in 
Barrett Whale, International Trade (London, Thornton Butterworth, 
Ltd., 1934), Chapter III. 
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case of r paper· currencies the same effect could be achieved 
by a lowering of the foreign exchange value of the exporting 
country's money, while commodity prices could, in this case, 
remain the same as before. Changes in transportation cost 
would have similar. effects. 

Last but. not least, we have to mention one-sided payments 
(capital ~movements, interest payments, reparations) as a 
powerful deterrent to the usefulness of the purchasing power 
parity theory. Again there are two ways by which the neces
sary export-import adjustment can be achieved. If country A 
borrows from country B, country A acquires· B's currency to 
buy in B or elsewhere. The increased supply of B-currency on 
A:s exchange market will lower the exchange value of B-money 
in tenns of A-money and it will, consequently, become cheaper 
for country A to buy in country B. At stable exchange rates 
under the ·gold standard the same result could have been 
achieved by a contraction of the purchasing power and a fall of 
prices in country B. It can easily be seen that the adjustments 
ar,e in both cases at variance with the purchasing power parity 
rate of exchange. 

PRACTICAL DIFFICULTIES 

Our theoretical analysis shows how extremely difficult it will 
be to detennine even approximately correct exchange values in 
the post-war period. We have only to enumerate the different 
factors which are certain to influence foreign exchange values, 
and to consider for a moment how hard it will be to determine 
the relative strength of these factors in the different member 
countries during the post-war period, to understand the com
plexity of the task confronting us. 

( 1) ·National price levels, the basis on which even the naive 
purchasing power parity theory rests, will not be definitely 
known: after the war before national price controls are abol
ished. Domestic price controls and exchange controls are inter
related and will have to be relaxed simultaneously. 

( 2) National price_ levels should not be discussed as if they 
were entirely free to adjust themselves to money rates of wages 
and efficiency. Lord Keynes's assumption concerning the "natu~ 
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ral tendency of wages to rise" must be modified unless exchange 
stabilization is to be victimized completely. Whether the adjust
ment of prices or of exchange rates is preferable depends, at 
least partly, on the elasticity of the cost structure of a coun
try and on the relative importance of its foreign trade relations. 
But if Lord Keynes's attitude is controversial, so is the attitude 
of those who consider an adjustment of national price levels 
(to maintain stable parities) as a problem of exclusively mone
tary significance. 

( 3) A country asking for a downward adjustment of its rate 
of exchange cannot escape a close scrutiny of its financial poli
cies in general, including wage, fiscal, and credit policies. Even 
though the International Monetary Fund cannot refuse a re
quested change in the par value of a member's currency "if it 
is essential to the correction of a fundamental disequilibrium," 
the Fund has to know these policies in order to determine the 
appropriate rate of exchange. Without investigating into the 
relationships between prices, wages, and efficiency, we could be 
tempted into palliating unsound domestic policies by granting 
the right to "undervaluate." 

( 4) The relative importance of domestic and internationally 
traded goods in the different countries of the world has to be 
considered. The greater the proportion of export to total pro
duction of a country, the greater the interest of the country in 
stable exchange rates since fluctuating rates could easily un
balance its national economy. 

(5) The larger the country and the more independent from 
the rest of the world, the more will it be interested in economic 
stability rather than in exchange stability-an attitude not neces
sarily at variance with the interest of other countries whose 
exports depend largely on the employment levels in the leading 
countries. 

( 6) In many fields of econpmic theory we have come to 
realize that one of the most important factors determining de
mand is the size of the national income. International demand 
too will be greatly influenced by the income and employment 
level which the countries of the world will manage to maintain. 
This should be clearly understood by those who are inclined 
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to believe. that employment policies should always be secondary 
to price and exchange rate stabilization. Should a policy of 
exchange stabilization be driven to the point where we have 
to pay the price of substantial underemployment for the main· 
tenance of stable exchange rates, the final outcome could again 
be exchange control, bilateralism, and a rapidly shrinking inter
national trade volume. 

(7) The elasticity of the world's demand for a country's 
products (and the elasticity of the country's demand for th~ 
world's products) are most difficult to predict But the respec
tive elasticities of demand and supply in international trade are 
a powerful factor in the determination of the relative exchange 
·values of the countries' currencies, a factor, which may push the 
exchange rates far away from their purchasing power parities. · 
The dollar and the pound sterling will be outstanding examples 
for two extreme positions in the post-war world. The demand 
lor dollars will be insatiable while the United States will re
quire comparatively little from the rest of the world; and, owing 
to the "abnormal balances" accumulating in England, Great 
Britain's demand for foreign exchanges will by far exceed her 
power to export. But virtually no country in tlie world will be 
able to estimate its post-war position in international trade until 
reasonably normal trade relations have been reestablished by 
trial and error methods and until those structural changes which 
will remain as a permanent aftermath of World War II will 
stand out more clearly. . 

( 8) As to import duties, which a~o modify the pmchasing 
power theory, we cannot make predictions at a time when not 
even the question of post-war frontiers has been settled-to 
mention only one obvious difficulty. No regulation of exchange 
rates by an international Board can take place without a dis
cussion of the tariff policies of all countries concerned. This may 
turn out to be a blessing in disguise since it may help to make 
the different countries see their mutual interdependence. 

(9) The inelasticity of a country's supply in international 
markets may be caused by insufficient reserves of international 
money. A country without internationally liquid funds would 
have to make frantic efforts to sell in foreign countries, and this 
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would impair its market position and, consequently, its cur· 
rency's exchange value. To make adequate reserves of interna
tional money available to countries which will be in need of 
these reserves after the war is, therefore, an integral part of 
a policy which tries to stabilize (within limits) the relative 
exchange values of the world's currencies. It should be obvious 
that the creation of adequate reserve facilities cannot simply 
wait until stability has been achieved in every other field. 

( 10) If one-sided payments, as they are connected with 
international capital movements, tend to distort the computa· 
tions of the naive purchasing power parity theory, the post
war exchanges will not be easy to find. International loans will 
be made and the concomitant changes in export-import rela
tions will be brought about, at least partly, by adjustments in 
the exchange values of the respective currencies. More than 
that: "the difficulties of many debtor countries might be ob
scured for a period by stabilization credits, but they might build 
up economies that could continue only on the basis of a constant 
inflow of credit. When the supply of these credits is exhausted 
and no long-term loans are available, the inevitable adjustments 
might prove more painful than if they had been made in the first 
place." 6 The creditor countries too will face great adjustment 
problems when the changeover from a "favorable" to an "un
favorable" balance of trade has to be accomplished. 

( 11) Exchange fluctuations would be reduced by multi-
· lateral clearing since, in a system with multilateral clearing, 
the deficit countries, which have to increase their exports, have 
virtually the whole world market to sell in while the export 
possibilities of those countries which are tied by bilateral pay
ment and trade deals have to press their exports into narrow 
markets. The problem of multilateral clearing and exchange 
stability are, therefore,, closely interrelated. 

6. See J. H. Riddle, British and American Plans for International Cur
rency Stabilization, National Bureau of Economic Research (New York, 
December 1943), p. 27. 
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INITIAL DErERMINATION OF PAR V ALUFS 

Faced with these many difficulties we may be inclined to 
give up, to -O.eclare that we have no way of finding out which 
exchange rates would be correct and to propose that the prob
lem should be postponed until more nearly normal times have 
arrived. Such a proposal would, indeed, be preferable to an 
attempt towards permanent stabilization of highly hypothetical 
exchange rates. But no such permanent stabilization is seriously 
considered. 

The Agreement leaves the initial determination of par values 
to the members. When the Fund noti£es the Il\embers that it 
will shortly be in a position to begin exchange transactions, the 
members shall communicate within thirty days the par values 
of their currencies based on the rates of exchange prevailing on 
the sixtieth day before the entry into force of the Agreement 
(XX-4-a), If a member or the Fund considers this par value of 
the member's currency as unsatisfactory, "the Fund and the 
member shall, within a period determined by the Fund in the 
light of all relevant circumstances, agree upon a suitable par 
value for that currency" (XX-4-b ). These changes in the par 
value will not be courited into the 10 per cent change which 
cannot be objected to by the Fund according to Article IV-5-c. 

These provisions cut the Gordian knot by starting from given 
exchange rates despite the fact that these rates may require 
very substantial adjustments. Thus prolonged and difficult nego
tiations between the Fund and the members are avoided and 
a trial and error method of adjustment is substituted for de
cisions which could not be made satisfactorily immediately after 
the war. But it is important to note that the necessary adjust
ments would take place under the vigilance of the Fund rather 
than by unilateral action. 

EXCHANGE CONTROL 

Any plan for international monetary cooperation will have 
to solve the difficult problem of relaxing the restrictions of 
foreign exchange control. That these restrictions exist enables 
us to face the monetary problems of the post-war period with 
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greater equanimity than was true after the last war. "The task 
of currency stabilization this time will not be to prevent wild 
gyrations of exchange rates but to work towards the economic 
and political conditions and the level of exchange rates under 
which the controls can be relaxed. 7 This will be a complicated 
task not only because this level is not easily ascertained, but 
also because exchange control is such a powerful political instru
ment that the nations now practicing it will find it hard to 
dispense with it. 

We have already seen that the new plans intend to use ex
change control measures even though they are eager to have 
all the old restrictions (except upon capital transfers) removed. 
Since the plans are essentially compromise proposals which 
have to construct a craft which will be seaworthy in the rather 
stormy waters of the post-war period, we cannot be surprised to 
find exchange control among the proposed instruments. 

Several important provisions of the Agreement deal with ex
change control. 

Article VIII obliges members not to impose ''restrictions on 
the making of payments and transfers for current international 
transactions" or to engage in "any discriminatory currency ar
rangements or multiple currency practices except as authorized 
under this Agreement or approved by the Fund." This is in line 
with Article 1-iv according to which it is the purpose of the Fund 
"to assist in the establishment of a multilateral system of pay
ments in respect of current transactions between members and 
in the elimination of foreign exchange restrictions which hamper 
the growth of world trade." 8 

Exchange· restrictions are only permitted, as exceptions from 
the rule, in three cases: 

( 1) "A member may not make net use of the Fund's resources 

7. See Williams, Foreign Affairs, January 1944, p. 237. 
8. Payments for current transactions are defined in Article XIX of the 

Agreement as "payments which are not for the purpose of transferring 
capital" and include "all payments due in connection with foreign trade, 
other current business, including services, and normal short-term banking 
and credit facilities; payments due as interest on loans ... ; payments of 
moderate amount for amortization of loans ... ; moderate remittances for 
family living expenses." 
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to meet a Jarge or sustained outflow of capital, and the Fupd 
may request a member to exercise ~ontrols to prevent such 
use of the resources of the ;Fl.:ID,d" (VI-1) ''but no member may 
exercise these controls in a manner whiCh will restrict payments 
for current transactio~ or which will unduly delay transfers 
of funds in settlement of commitments" (VI-3). 

Of course, this is more easily said than done. Lord Keynes 
reminds us that "it is an objection to this that control, if it is to 
be effective, probably requires the machinery of exchange 
control for all transactions ... " (Keynes Plan' VII-33). The 
Keynes Plari suggests that an attempt should be made to con
trol "short-term speculative movements or :llights of currency 
whether out of debtor ·countries or from one creditor country 
to another" (VII-35) at both ends (VII-33), i.e., to make the 
necessary controls a matter of joint rather than unilateral action. 
Article VIII-2-b of the Agreement states that "members may, 
by mutual accord, cooperate in measures for the purpose of 
making the exchange control regulations of either member more 
effective ... " 

That short-term speculative movements of capital and so
called capital :llight movements should not be supported by an 
international payment organization is obvious since "there is no 
country which can, in future, safely allow the :llight of funds 
for political reasons or to evade domestic taxation or in antici
pation of the owner turning refugee. Equally, there is no coun
try that can safely receive fugitive funds, which constitute an 
unwanted import of capital, yet cannot safely be tfSed for fixed 
investment" (Keynes Plan VII-32). 

( 2) Exchange restrictions may become necessary,. as we have 
already seen,9 when the Fund has to declare a currency formally 
as "scarce" (Agreement VII-3). The Fund will,' then, "appor
tion its existing and accrufug supply of the scarce currency with 
due regard to the relative needs of members, the general inter
national economic situation and any other pertinent considera
tions" ( VII-3). Furthermore, a decisi9n by the Fund to apportion 
a scarce currency "shall operate as an authorization to any mem. 
her, after consultation with the Fund, temporarily to impose 

9. See above Chapter VI, pp. 70-12. 
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limitations on the freedom of exchange operations in the scarce 
currency," and "the member shall have complete jurisdiction in 
determining the nature of such limitations, but they shall not be 
more restrictive than is necessary to limit the demand for the 
scarce currency to the supply ... ; and they shall be relaxed and 
removed as rapidly as conditions permit" (VII-3). 

We recall that these provisions, which seem to be rather in
consistent with the general objectives of the Fund are, neverthe
less, indispensable, at least in theory, if we do not want to force 
the prospective surplus countries to lend to the Fund their local 
currency up to the aggregate of quotas of the deficit countries. 

But while these provisions concerning the rationing of scarce 
currencies are indispensable, it may be doubted whether they 
are, in their present form, not too sweeping. That the Fund's 
resources of a member currency are scarce does not necessarily 
mean that "any" country's supply of that currency is scarce and 
it may, therefore, be quite unnecessary, and inconsistent with 
the purposes of the Fund, to give to each and every member the 
right to impose limitations on exchange operations in the scarce 
currency. The members may even make it a practice to draw on 
the Fund first and to be more careful with their own reserves. 
These reserves may partly consist of the scarce currency or 
of currencies of countries in which the scarce currency is not 
yet scarce. In such cases there would be no need for the intro
duction of exchange control. 

( 3) During the transition period "members may ... maintain 
and adapt to changing circumstances ... restrictions on pay
ments and transfers for current international transactions," but 
"as soon as conditions permit, they shall take all possible meas
ures to develop such commercial and financial arrangements 
with other members as will facilitate international payments 
and the maintenance of exchange stability. In particular, mem· 
hers shall withdraw restrictions maintained or imposed under 
this Section as soon as they are satisfied that they will be able, 
in the absence of such restrictions, to settle their balance of pay
ments in a manner which will not unduly encumber their access 
to the resources of the Fund" (XIV-2). "Not later than three 
years after the date on which the Fund begins operations and 
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in each year thereafter, the Fund shall report on the restrictions 
still in force .•.. Five years after the date on which the Fund 
begins operations, and in each year thereafter, any member still 
retaining. any restricdons inconsistent with Article VIII ... 
shall consult the Fund as to their further retention'" and in ex
ceptional circumstances the Fund may .. make representations 
to any member that conditions are favorable for the withdrawal 
of any particular restriction .. .'" (XIV-4).10 

.• 

Since the Agreement is intended to cover the transition period, 
it cannot avoid a certain amount of exchange control. This may 
be a ooason for postponing the creation of an international 
monetary organization, a problem to which we shall return in 
Chapter XII.· But if we postpone our permanent arrangements 
we shall need for the particularly dangerous post-war years 
a "transition program" which will have to include provisions 
for .the relaxation of exchange restrictions. 

PRO AND CON EXCHANGE CONTROL 

A case for the maintenance of exchange control measures can 
be made on·the following grounds: 

( 1) The interrelation of domestic price and of exchange con
trols, together with the advisability of maintaining price con~ 
trois during the transition period from war to peace, implies the 
maintenance of exchange restrictions for at least the same 
period. 

( 2) The very act of relaxing exchange restrictions is a deli
cate process for which many countries will require such outside 
help as the Fund is designed to render. It is, therefore, quite 
understandable that the operations of the Fund and the old 
exchange restrictions will temporarily overlap. 

10. Lord Keynes considers it as a major advantage for England that 
she is under the Joint Statement entitled "to retain any o£ those war· 
time restrictions, and special arrangements with the Sterling Area and 
others ••• without being open to the charge of acting contrary to any 
general engagements" into which she has entered (House of Lords, 
May 28, 1944). Louis Rasminsky on the other hand, considers this escape 
clause "the least satisfactory feature of the Joint Statement, particularly 
for a country like Canada" whose peculiar structure makes it especially 
interested in the earliest possible restoration of multilateral clearing.
Foreign Affalrst July 1944. p. 602. 
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( 3) The first tentative exchange values cannot be expected 
to be correct. Some currencies will be overvalued, others will 
be undervalued. Overvaluation would lead to corrective de
preciation. But the anticipation of a depreciation "would create 
a speculators' paradise or would involve rigid and comprehen
sive exchange control." 11 

( 4) The political stability of some countries may be doubt
ful in the eyes of the capitalist class and events could take place 
which would lead to a wholesale exodus of capital if exchange 
restrictions were abolished.12 

The case for the quickest possible relaxation of exchange 
restrictions is equally convincing: 

( 1) Exchange control cannot be applied to just one kind of 
transactions. "If outright capital movements are forbidden there 
is always a tendency to export all kinds of things which would 
otherwise not be exported (from jewelry to rare stamps) simply 
in order to build up balances abroad. All exporters would be 
compelled to report to the central authority all of the foreign 
exchange that they acquire. They could not be permitted to 
leave the proceeds of their exports abroad without proving that 
they do it for good business reasons and not because they expect 
a devaluation of their domestic currency .... Under such cir
cumstances the temptation is great not to register the acquisi
tion of forei~ exchange at all, particularly since the exporters 
know better t1an anybody else that it is almost impossible for 
the central authority to check on them." 13 These difficulties 
would remain essentially the same if movements of capital were 
controlled at both ends. 

( 2) We know from sad experience how exceedingly tempting 
it is for governments to use the control over all foreign transac
tions (which they are forced to introduce as soon as they try 
to control one part of these transactions) for protectionist and 

11. See Viner, op. cit., p. 95. Cf. also Paul Einzig, "Exchange Insta
bility after the War," The Banker, London, August 1943. "Such control," 
says Joan Robinson, "would prevent the perverse movements of lending 
by deficit to surplus countries which bedevilled the exchanges between 
the wars."-op. cit., p. 171. 

12. See Einzig, op. cit. 
13. Lutz, op. cit., pp. 17-18. 
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other purposes .. "The instrument is so powerful, so flexible, so 
versatile, that, once introduced, its operators tend to succumb 
to the itch to experiment broadly with its possibilities .... " u 

( 3) All this would contradict the very intentions of the new 
plans for international currency stabilization which . aim at a 
reduction "of such foreign exchange restriction'S, bilateral clear
ing arrangements, multiple currency devices, and discriminatory 
exchange practices as hamper world trade. and the international 
flow o£ productive capital" (White Plan I-5). . 

Again a compromise must be found. It is· obvious that ex
change Qontroi' cannot simply be discontinued at the end of the 
war; it is equally clear that many countries will not be able to 
relax exchange restrictions unless they are aided by other coun
tries or by the International Monetary Fund. That stabilization 
plans which aim at the eventual abolition of exchange control 
should have to comfl.lence in a world bristling with exchange 
restrictions is, therefore, not so con_!:radictory as it seems. The 
more successful international monetary ·cooperation will be, 
the more wm the need for exchange restrictions subside; and the . 
morer the countries will learn to cooperate, the less they will 
be tempted into unilateral or bilateral action, especially if they 
have to fear concerted action by "the rest of the world." Eventu
ally we could even be hopeful enough to assume that there 
would be left no adequate motivation for capital Hight moveM 
ments. Any remaining capital Hight tendencies could be made 
unpleasant enough to materially reduce them without forcing 
the whole system into full-fledged exchange control. 

ABNORMAL WARTIME BALANCES 

A particularly difficult problem for post-war exchange stabi
lization has been created through the accumulation of war 
debts, a considerable part· of which is only artificially frozen 
through exchange restrictions and will tend to flow back to the 
creditor countries as soon as this opportunity presents itself 
through the relaxation of exchange control. Great Britain's total 
external debt resulting from the war and exclusive of Lend
Lease was estimated by Lord Keynes in Bretton Woods to 

14. See Viner, op. cit., p. 103. 
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stand at 12 billion dollars by the end of 1944. Most of this debt 
is owed to Empire countries. "Even when liberal allowance is 
inade for the fact that some of this sterling debt is of more or 
less permanent character, enough of it is potentially mobile and 
straining at leash to create a serious problem-one which cannot 
be left out of account in considering the question of post-war 
stabilizatio~." 15 

Several solutions 16 are possible but not equally desirable: 
( 1) The relaxation of exchange resh·ictions can be postponed 

intentionally until the creditors are willing to come to such 
terms as are agreeable to the debtor country-a solution in which 
Nazi Germany excelled. 

( 2) Exchange restrictions can be removed and the exchange 
rate can be allowed to find its new level in a free market, how
ever low this level may turn out to be. The low exchange value 
of the country's currency would, then, stimulate exports and im
pede imports and thus create an excess of exports over imports 
with which the country could liquidate its debts. 

This was England's solution after September, 1931 (when she 
went off the gold). At that time, however, the short-term debt 
had been "comfortably covered by longer-term inveshnents" 17 

and the exchange rate could not drop very far without causing 
an increased demand for pound sterling by countries which 
owed sterling and seized upon the opportunity to get rid of 
their debts at unusually favorable conditions. Since this auto
matic protection o~ the pound will no longer work after the war, 
Great Britain will find herself in "the role of an uncovered debtor 
or short-term account" 18 and could only at her peril try to re
peat the cure of 1931-a fact which may have contributed more 
than anything else to the renunciation of free exchanges or of 
competitive exchange depreciation in England despite the 
favorable results of this policy for England before the war. 

A rapid fall in the exchange rate of a deficit country may not 

15. See "Britain's War Debts," The Economist, London, August 7, 
1943. 

16. Some of these solutions would also be of interest in case of repara
tions. 

17. "Britain's War Debts," The Economist, London, August 7, 1943. 
18. Ibid. 
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be able to equilibrate the free market demand for and the sup-
ply of foreign exchange at a level which the authorities could 
consider reasonable. The fall of the exchange rate could 
become much rather an incentive to further outward move
ments 

1

0f capital (capital flight) than one to increased exports 
and decreased imports. ., 

( 3) An attempt could be made to lower the cost and· price 
level of the country at stable exchange rates. This is the gold 
standard method of equilibrating the balance of payments. But 
the gold standard mechanism was not intended to handle the 
transfer of abnormal balances which, supposedly, could not 
have arisen under its regime. Even the defenders of deflation as 
an instrument of adjustments of payments on current account 
will hardly prescribe for England's post-war exchange problem 
a combination of complete removal of exchange restrictions, 
permanently stabilized exchange rates and deflation, since such 
credit contraction would not only create unemployment in Eng
land but would soon diffuse unemployment through the rest of 
the world. 

( 4) But after having repudiated deflation as a means to ac
complish a quick transfer of abnormal balances under assump-
tion of exchange stability, we have to beware lest we make the 
mistake of ruling out downward cost adjustments altogether as 
too dangerous. The long-run solution of the transfer of one-sided 
payments lies in the achievement of an export surplus. This ex
port surplus will have to rest on relatively attractive prices of 
the debtor's products at exchange rates which are not abnor
mally low and this will imply great efforts towards increased 
efficiency and a tightening of the belt.19 The other countries will, 
of course, have to cooperate or will, at least, have to abstain 
from interference through tariff and other protectionist policies. 
Nothing, however, can completely eliminate the basic sacrifice 
which the paying country has to make in form of a lower level 
of efficiency wages.20 To overlook this fact completely (as, in-

19. Ibid. 
20. This, after all, is only the consistent conclusion of foreign borrow

ing as a method of financing the war: the only case in which the burden 
of the war is shifted into the future. But only under the assumption of full 
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deed, some overzealous prophets of expansion seem tempted to 
do) would be just as wrong as the preaching of deflation at any 
price. 

( 5) The most obvious thing to do would be to try to come to 
a moratorium with the owners of the abnormal balances. The 
question is only whether the owners of these balances can af
ford to lock them up "under an agreed programme of funding 
or !ong-term expenditure" (Keynes Plan VII-34). They may be 
in need of liquid balances themselves. 

(6) A strong creditor country may be willing to make the 
necessary long-term funds available in its desire to arrange for 
reasonably stable exchange rates with the country which owes 
the abnormal wartime balances. This may be the case of the 
United States and of Great Britain, considering that an in
satiable demand for dollars will render it difficult to keep the 
foreign value of the dollar down while Great Britain will be 
faced with the opposite problem and considering, furthermore, 
how important a reasonable stability in the dollar-pound rela
tion will be for the post-war world.21 It is necessary to empha
size, however, that a loan for the funding of blocked wartime 
balances is not in itself a permanent solution because it only 
postpones and spreads over a reasonable period of time the 
effort of the final pay-off. 

(7) Help could be rendered by an International Reserve 
Bank. Both the White Plan ( V -8) and the Canadian Plan (VIII) 
contain provisions concerning abnormal wartime balances, and 

employment is our conclusion fully justified. If the extra effort needed to 
liquidate the abnormal balances should help to create additional employ
ment at a time of underemployment-a not impossible assumption-the 
standard of living could even be increased because of this incentive to 
export. 

21. See, e.g., Leon Fraser's proposal that "we should enter into a stabi
lization agreement with Great Britain, open to adherence of other coun
tries, which would include," among other proposals, "a credit to Great 
Britain in the form of a call on gold in the amount of, say, five billion 
dollars, on the understanding that neither nation would engage in com
petitive exchange depreciation and that the dollar-sterling exchange rate 
would be fixed by mutual agreement. Such a credit would constitute a 
constructive use of some of our surplus gold."-"Reconstructing World 
Money," Proceedings of the Academy of Political Science, January 1944, 
pp. 65-66. 
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the Keynes Plan makes some suggestions in section VII-34. But 
the Agreement declares tersely that the International Monetary 
Fund "is not intended ... to deal with international indebted
ness arising out of the war" (XIV-1). 

The White Plan provided that the Stabilization Funq should 
buy blocked balances to an amount not exceeding (in the first 
two years of its operation) 10 per cent of the aggregate quotas 
of the member countries, and that both the creditor and the 
debtor should agree to repurchase from the Fund during twenty 
years 40 per c~nt of the balances held by the Fund with gold 
and such foreign exchange.as the Fund would wish to accept. 

The difficulty with these provisions was that the seller of the 
blocked balances·would get from the Fund e~ther its own local 
currency or foreign exchange but the latter only ll.nder condi
tions similar to those under which he could buy foreign ex
change from the Fund anyhow. To be paid for blocked balances 
in one's own local currency could mean only (a) in case of a 
surplus country, that the Fund's particular weakness would be· 
emphasized, viz., the scarcity of i~s resources of surplus cur
rencies (in other words: the creditor country could dodge part 
of its obligations under the Fund); (b) in case of a deficit 
country (owning blocked balances), that its purchasing rights 
from the Fund would be increased, thus increasing the Fund's 
obligations in relation to its resources. 

Since the Fund's resources are rather limited it is better not 
to unload blocked balances on the Fund at the expense of the 
Fund's liquidity which is its most precarious problem anyhow. 

But we should not forget the International Monetary Fund's 
indirect contribution to the solution of this problell.l which con
sists in the creation of. reserves of international money for all 
member countries which will make the liquidation of frozen bal
ances less urgent than it would otherwise be. Such indirect con
tribution would also be made by the "Bank for Reconstruct~on 
and Development." 
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TilE FUND AND GOLD 

THE Fuiw usEs GOLD for very important functions. Gold is the 
international unit of account since the par values of the member 
currencies are expressed in terms of gold. The member countries 
have to pay part of their subscription in gold and have, under 
certain conditions, to sell gold to the Fund for their local cur
rencies. The members also agree to sell their local currencies to 
the Fund for gold. The Fund tends, whenever feasible, to 
change its local currency resources into gold in order to be able 
to buy with gold scarce currencies of surplus countries. Gold 
performs, therefore, the important function of maintaining the 
liquidity of the Fund's resources. The member countries are, of 
course, obliged not to buy or sell gold at a price which differs 
from the parity by more than a prescribed margin, a provision 
which introduces artificial gold points, prevents the circumven
tion of the Fund, and makes competitive exchange depreciation 
impossible. 

But all thi~·does not mean to say that gold standard and gold 
mechanism are to be reintroduced. The member countries are 
not obliged to adopt the gold standard though they are free to 
do so if they wish. To be on the gold standard means that the 
monetary authority of the country stands ready to buy and to 
sell gold at a £xed price in unlimited amounts and that it per
mits free import and export of gold. Owing to the unequal dis
tribution of gold many countries -could not go back to the gold 
standard even if they wanted to; and other countries which 
could go back may not desire to do so. 

145 
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The Agreement, furthermore, does not subscribe to the prin· 
ciples of the gold standard mechanism as an automatic integra-

. tor of the domestic economic policies of the member countries. 
The similarities between the new international payment 
organization and the gold standard mechanism are, therefote, 
superficial. 

Lord Keynes considers the Fund proposal as "th~ exact oppo
site" of the gold standard. The gold standard "means a system 
under which the external value of a national currency is rigidly 
tied to a fixed quantity of gold ... and it involves a financial 
policy which. compels the internal value of the· domestic cur· 
rency to conform to this external value as fixed in terms of gold" 
while, "on the other hand, the use of gold merely as a convenient 
common denominator by means of which the relative values of 

· national currencies-these being free to change;-are expressed 
from time to time, is obviously quite another matter." 

Lord Keynes points out, furthermore, that gold has already 
been dethroned in England as the fixed standard of value and 
that the Fund proposal "not merely confirms the de-thronement 
but approves it by expressly providing that it is the duty of the 
Fund to alter the gold value of any currency if it is shown that 
this will be serviceable to equilibrium." 1 

"'In four important respects does the new scheme differ from 
the gold standard system: 

( 1) The Agreement makes the reserves of international 
money at the disposal of the member countries independent of 
the supply and the present maldistribution of gold. More inter· 
national currency can be supplied because the reserves of the 
member countries are pooled and not scattered aud because sur· 
plus countries can be expected to loan additional local currency 
to the Fund if they consider such action advisable. 

( 2) The International Monetary Fund can induce member 
countries to take appropriate measures as these countries depart 
from equilibrium. Conscious world credit control can, thus, 
supplant the purely automatic adjustments of the gold flow. 

( 3) The International Monetary Fund does not have to 
·maintain rigid exchange rates. It provides an orderly and agreed 

1. House of Lords, May 23, 1944. 
' 
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upon method to adjust exchange rates which are out of line 
with price and cost levels without the danger of competitive 
depreciation. 

( 4) The International Monetary Fund can introduce ex
change restrictions if abnonnal conditions make exchange con
trol desirable. 

TilE KEYNES PLAN AND GOLD 

We remember that the Keynes Plan is based on the over
draft principle and does not require contributions in gold or 
in national currencies. International payments through the 
Clearing Union consist simply in the simultaneous creation 
of debit and credit balances. Gold is not essential, has no im
portant function to fulfill and only distorts the admirably 
simple structure of the Keynesian scheme. 

Bancor is fixed in terms of gold, but not unalterably (I-2) 
and, for the same reason as in the Agreement, the member 
countries shall not purchase gold at a higher price than corre
sponds to the parity of their currencies With bancor and the 
parity of bancor with gold (II -6-4). 

"A member State shall be entitled to obtain a credit balance 
in terms of bancor by paying in gold to the Clearing Union 
for the credit of its clearing account. But no one is entitled to 
demand gold from the Union against a balance of bancor ... " 
(II-6-10). Thus the Keynes Plan allows gold to expand the 
quantity of international money but not to contract it. Since the 
mechanism of the Keynes Plan provides for an upward revision 
of the quotas of the member States as international trade ex
pands, no purpose whatsoever is served by introducing gold 
production as an expansionist device. 

Why, then, is gold included in the provisions of the Keynes 
Plan? Section VI-26 gives the following reasons: · · 

( 1) "Gold still possesses great psychological value which is 
not being diminished by current events; and the desire to pos
sess a gold reserve against unforeseen contingencies is likely to 
remain." -This first point is meaningless in the context of the 
Keynes Plan unless it simply expresses political expediency and 
the fear that either not enough important countries may be 
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tempted to enter the Union or that, though members, the coun
tries would play an independent gold standard game outside 
the Union. ' 

( 2) "Gold also has the merit of providing in point of form 
(whatever the underlying realities may be) an uncontroversial 
standard of value for international purposes, for which it would 
not yet be easy to find a serviceable substitute." -But since the 
Keynes Plan introduces a new international monetary unit
bancor-:-the use of gold as international unit of account is quite 
unnecessary. 

( 3) "Moreover, by supplying an automatic means for set
tling some part of the favorable balances of the creditor coun
tries, the current gold production of the world and the remnant 
of gold reserves held outside the United States may still have 
a useful part to play."-This point suggests that Lord Keynes 
considers it quite desirable that the tendency towards gold 
imports by the United States should continue, a tendency 
which, implicitly, is rather sharply criticised by other sections 
of the Keynes Plan (ll.g., Preface 5; I-1-c; IV-11; IV-13; IV-14). 
Obviously Lord Keynes no longer considers a one-sided gold 
How as deflationary since it would be superimposed upon the 
credit facilities of the plan. But for the United States it would 

· be a reason for alarm lest she be faced with the prospect of be
coming forever the world's dumping ground of gold. 

( 4) "Nor is it reasonable to ask the United States to de- . 
monetise the stock of gold which is the basis of its impregnable 
liquidity. What, in the long run, the world may decide to do 
with gold is another matter." -The United States' impregnable 
liquidity rests on a much stronger foundation than gold, viz., 
on her position as a creditor country. It is, however, somewhat 
alarming from the viewpoint o~ the United States to be invited, 
first, to absorb plenty of more gold and, then, to face with equa
nimity "what, in the long run, the world may decide to do with 
gold." 

This somewhat mortifying attempt to rescue the role of gold. 
in (l plan which is supremely independent of gold is the weakest 
part in the Keynesian s~heme. To what strange results it might 
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lead has been shown by Professor Friedrich A. Lutz.2 To get 
conditions in which the gold stoc~s could become really useful 
to the United States we should have to make the rather unreal 
assumption of a strongly inflationary tendency in the United 
States, compared with the rest of the world, at stable exchange 
rates. In this case the Keynes Plan might automatically, through 
the working of its own mechanism, be replaced by the gold 
standard. With a strongly passive balance of payments the 
United States would either directly pay in gold or acquire ban
cor balances through gold deposits and draw against them in 
favor of countries with active trade balances. First these coun
tries would discharge their debt with the Union, then they 
would accumulate credit balances backed by gold. As these 
balances, originating in gold deposits, would grow, the aggre
gate amount of international money (balances backed by gold 
plus original quotas) could become dangerously large. Then 
the Union would make use of its power to reduce the quotas and 
when, in the extreme case, the quotas were reduced to zero, the 
original Keynes Plan would actually have been replaced by the 
gold standard. 

GOLD PRODUCI10N 

How gold production would be affected by the working 
of the International Monetary Fund depends on the following 
circumstances. If the price of gold in terms of member cur
rencies were reduced, gold production would, of course, tend to 
fall off while, on the other hand, a uniform depreciation of all 
member currencies would tend to stimulate gold mining. But an 
agreed uniform change in the gold value of member currencies 
can only be made "provided each such change is approved 
by every member which has ten per cent or more of the total 
of quotas" (Agreement IV -7). Under this condition it is most 
unlikely that the member currencies will be uniformly appre
ciated in terms of gold 8 and a uniform depreciation is not very 
probable either. 

2: See op. cit., pp. 8-9. 
3. Article IV-7 of the Agreement states that the par value of a mem

ber's currency shall not be changed in connection with a "uniform change 
in par values" if "the member informs the Fund that it does not wish the 
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The effect on gold mining of numerous depreciations of 
individual currencies would depend on whether or not these 
depreciations would always correspond exactly to upward 
changes in price and cost levels. If a downward adjustment in 
the par value of~ country's currency merely compensates for 
increasing domestic prices as, indeed, it is supposed to do, the 
depreciation would tend to be neutral in its effect on the gold 
mining industry. 

Since the Agreement establishes gold as international ter
tium comparationis, since the Fund is always more than willing 
to buy gold to improve its own liquidity, and since provision 
IV-7 makes a uniform change in the gold value of the member 
countries all but impossible, we may presume that the adoption 
of the new scheme would greatly strengthen the position of gold 
and assure the gold mining industry of a steady market. 

Is this, in itself, an advantage or a disadvantage? 
Dr. Hardy believes that "the only merit of the gold standard" 

is that it reduces the need for credit management and that 
"when gold no longer performs that service gold mining be
comes sheer waste." 4 This statement, is, strictly' speaking, only 
correct under conditions of full employment a:nd for the world 
as a whole. 

It can be argued that the go1d industry exerts a kind of para
chute effect upon the economy in times of deflation and depres
sion (provided that we assume a stable gold price). If prices in 
general go down, it becomes cheaper to produce gold while 
the price of gold-the monetary unit-remains stable. This situa
tion stimulates gold production and creates employment at a 
time when employment and the national income are on the 
downgrade. 

Dr. Hardy himself reminds us that "under the conditions of 

par value of its currency to be changed by such action." It is _difficult to see 
how, then, in case of a general appreciation of "all" currencies, competi~ 
tive advantages can be refused to those members which declare that they 
want to maintain the par value of their currencies. For all practical pur
poses this would be equal to competitive exchange depreciation. This 
clause would, therefore, prevent a less than uniform appreciation. ' , 

4. See Charles 0. Hardy, The Postwar Role of Gold, The Monetary 
Standards Inquiry, No. 8 (New YoJ"k, January, 1944), p . .20. 
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the middle thirties the gold mining industry became a gigantic 
boondoggle which might be justified on the grounds that are 
generally adduced in favor of putting men at work digging holes 
in the ground rather than supporting them in idleness." 6 Mrs. 
Robinson, too, emphasizes the importance of gold production as 
"a certain corrective to world slum conditions." 6 

If resources would not be employed at all, it can hardly be 
said that the same resources, when employed in gold produc
tion, would be wasted. The argument, furthermore, holds true 
for a country which, in times of unemployment, acquires gold 
in exchange for commodities which would not have been pro
duced at all had it not been for the inflow of gold. Both the 
gold producing and the gold buying country, as a matter of fact, 
will improve their respective positions by more than the value 
of the gold produced or acquired, since they will enjoy a bene
flcial indirect effect in the form of an extra contribution to 
income and employment owing to the increased demand of 
those who were put to work (multiplier effect). 

An even stronger case for gold and the maintenance of a 
world market for gold can be made by a gold producing country 
which has, at the same time, a well-nigh insatiable demand for 
imports. If a country should have an absolute advantage over 
other countries in the production of gold, this country is, of 
course, from a nationalist viewpoint, interested in the main
tenance of that advantage. It produces international money, 
viz., gold, more cheaply than many other export products and it 
enjoys the great and unique advantage of selling a commodity, 
viz., gold, which owns the unsurpassed quality of being salable 
in unlimited amounts at a .fixed price everywhere. 

It is, therefore, perfectly understandable that a country in the 
position described above will be an advocate of a solution of the 
international monetary problems which promises to maintain a 
world market for gold at a .fixed price. 

5. Ibid., pp. 24-25. 
6. Robinson, op. cit., p. 172. 
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RUSSIA AND GOLD 

Russia, the second largest gold producer, finds herself exactly . 
in this position. She is interested in the maintenance of an in
dustry which, under gold standard conditions, is ideally suited, 
to produce foreign exchange at low costs and with no risk in
volved. Nothing could be more desirable for a planned economy· 
than. a reduction of the risks. which arise when the planned 
economy meets with the uncertainties of the markets of the 
unplanned economies. 

Professor Varga pointed out that Russia "is not impressed by 
the international bank or stabilization fund proposals of the 
Keynes and White schemes" and that "if all the Soviet Union's 
trade with the rest of the world could be done on the basis of a 
fixed value gold currency, this would undoubtedly facilitate 
trade operations." 1 . The Economist, commenting on Professorr 
Varga's article, reminds us, furthermore, that "for Russia, a 
return to the gold standard would have none of the implications 
which such a move would have for a coWitry operating a rela
tively free economy. The fixed external value of the Soviet 
rouble has at no time maintained a close relation to its internal 
purchasing power. The problem of maintaining equilibrium 
with international cost and price structures hardly arises in a 

, 'wholly planned and socialized economy, where the State under-
takes the whole of foreign trade." 8 

' . 

All that is, of course, quite correct. Deflationist consequences 
of the gold outflow have no meaning for a gold producing, 
planned economy, nor do the Russians have to consider gold 
production as an unproductive digging of ditches, since they 
get the commodities and the capitalist rest of the world gets 
the yellow metal. Gold production provides Russia "with a 
means ·of buying useful materials and equipment from the 

. foolish capitalist world without sacrificing whea.t and timber 
which she can consume at home." 9 

But should we really go as far as The Economist and say that 

7. See The Economist,.December 11,1948, p. 785. 
8. The Economist, December 11, 1948, p. 785. 
9. Robinson, op. cit., p. 172. 
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"the Soviet experts are bound to be profoundly disinterested · 
in the technical devices by which the Keynes and the White 
plans propose to maintain international discipline in matters of 
currency policy''? True enough, the Russian economy is com
pletely insulated against "outside dictation." But the Russians 
are very much interested in whether or not the gold price is 
fixed unalterably; and it can hardly be a matter of indifference 
to the Commissar of Foreign Trade whether or not the capi
talist countries are able to maintain international monetary dis
cipline and to create normal and expanding trade relations. 

That the Russian experts were willing to accept the Agree
ment is in all probability due to the fact that the position of 
gold in the International Monetary Fund is comparatively 
strong and that the Fund ensures a world market for gold at a 
price which could be changed only with Russia's agreement 
(under the plausible assumption that Russia's quota would 
always be more than ten per cent of the aggregate of quotas). 

THE CONSERVATIVE DEFENSE OF GOLD 

Russia's position is one of hard-boiled realism and her prefer
ence for a strong position of gold is certainly not dictated by a 
belief in the intrinsic value of gold. 

The friends of gold in the capitalist countries, on the other 
hand, are not always realists. They suffer from nostalgia for the 
good old laissez-faire world which is definitely passe. They 
have some good points to make, to be sure,. but they tend to 
forget that the world of today does no longer fit their assump
tions. Their arguments are still impressive because they are 
simple and easily understood. But this simplicity is deceptive. 
And their criticism of the new plans is often unconsciously un
fair because they do not attempt to carry their own proposals 
(which lack utterly in originality) beyond some very general
izing suggestions. 

In Chapter II we discussed the advantages and the defects 
of the old gold standard mechanism. Now we shall try to find 
out whether or not the advocates of the readoption of the gold 
standard propose to change the old mechanism sufficiently to 
avoid these defects. 
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The post.war international standard must, according to .Pro.
fessor Kemmerer/0 have the confidence of the people. The 
people believe in gold because it has "intrinsic" value, because 
no other currency system can be made so simple, so easily 
understood, and because no other system could be kept equally 
free from the blighting hands of politics. ~ 

On the basis of these considerations Professor Kemmerer 
arrives at "a few postulates of the post-war international gold 
standard" which repeat, in the main, the well-known essentials 

1of the full fledged gold standard, viz., the definition of the 
countries' currency units in terms of gold, convertibility of 
money into gold and free export and import of gold. Added are 
three suggestions which try to modernize the gold mechanism 
and to adapt it to post-war conditions. These are: ( 1) the sug
gestion that the gold exchange standard should be used where 
return to the gold coin or gold bullion standard is not pos
sible; ( 2) the suggestion, already to be found in the Macmil
lan Report, that "among the central banks there should be 
maintained a close though largely informal and non-statutory 
cooperation directed towards the orderly functioning of the in
ternational exchanges"; ( 3) the suggestion that "there should 
be an international bank of some kind through which the cen
tral banks can cooperate in collecting international monetary 
and flnancial statistics and in effecting international payments, 
and which, when needed, can take the leadership in measures 
to enable strong countries to help weak ones in the maintenance 
of their monetary standards." 

In criticizing Professor Kemmerer's arguments and postulates 
(which stand for many similar ones in .the present discussion), 
we assume that they are meant to contradict, in detail as well 
as in general philosophy, the new proposals. 

( 1) The "intrinsic" value argument. This argument is gen
erally overemphasized. In using it we should not forget the 
decisive fact that the height of the intrinsic value of gold is 

10. See Edwin Walter Kemmerer, High Spots in the Case for a Return 
to the International Gold Standard, Economists' National Committee on 
Monetaxy Policy, New York City, 1943. 
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today the artificial product of the standing offer by the United 
States Treasury to buy gold at the price of $35 an ounce. If gold 
is worth what it is only because it is redeemed in dollars, it is 
rather strange to be told-as an argument for gold-that "all 
incontrovertible paper currencies have depreciated in terms of 
gold," 11 that our whole credit structure is only sound when it 
rests "on the intrinsic usefulness and value of the money 
metal," 12 and that gold plays today "a most essential role in 
supporting the nation's enormous and ever-increasing debt." 18 

Concerning. the Agreement and the Keynes Plan a reminder 
may be in order that both maintain the "intrinsic" value of gold 
because the par values of the member currencies will be ex
pressed in gold. But the fact that these prices may be altered 
seems to be inconvenient to those who want us to believe in the 
intrinsic value of gold as some:independent and mystic quality 
of the yellow metal. 

( 2) The simplicity argument. This argument is not strong. 
People do not believe in gold because they "easily understand" 
the gold standard mechanism. Very few people know how com-. 
plicated a modem monetary system is. If we should have to 
remain within the limits of what is easily understandable, we 
should have to return to the exclusive circulation of full-bodied 
coin. The simplicity of the gold standard, furthermore, rests 
on the simplifying assumptions of its advocates. But not a single 
one of the problems which the Agreement tries so courageously 
to tackle is solved by the device of ignoring it. And this, unfor
tunately is, what many gold enthusiasts are doing. We are not 
told by them how the correct exchange rates (which are to be 
stabilized permanently) are to be found, how competitive de
preciation and other unilateral and bilateral devices are to be 
avoided, how adequate reserves of international money are to 
be made available to deficit countries, etc. This does not mean 

11. See Walter E. Spahr, Alternatives in Postwar International Mone
tary Standards, Monetary Standards Inquiry, No. 7 (New York, January, 
1944), p. 5. 

12. The Guaranty Survey, September 28, 1943, p. 2. 
13. John Tom Holdsworth, "Gold at the Peace Table," Commercial and 

Financial Chronicle, September 2, 1943 .. 



156 INTERNATIONAL MONETARY COOPERATION 

to say that a gold standard solution would be impossible; only 
the solution would have to be just about as complicated as, 
and basically very similar to, the new plans. 

(3) The laissez-faire argurrumt. This argument rests (just as 
does argument 2) on the assumption that the gold standard 
mechanism works automatically. Professor Kemmerer admits, 
of course, that all modem currencies are more or less managed. 
But he asks that "whatever management we have should be 
superimposed upon a monetary system that is fundamentally 
automatic in its operation." This is probably the most essential 
point for the friends of gold. They want gold, as Professor Kem
merer frankly admits, because they do not trust governments. 
They believe that, once we have subscribed to the rules of the 
gold standru;d, we have renounced the new-fangled ideas of 
government qeficit spending and pump-priming. Then, they 
hope, we shall live again in an orderly world in which budgets 
are balanced and price levels and exchange rates are stable. 
The defenders of the old gold standard do not want to make 
concessions which would relax the tight control over national 
credit policies which is implied in the rules of the' gold standard 
game. The new plans, on the other hand, are essentially at
tempts ,to change these gold standard rules which they con
sider as dangerous and unacceptable especially under the 
conditions which will prevail in the post-war world. While we 
have already pointed out that the expansionist (inflationary) 

· tendencies of the Keynes Plan may, indeed, go too far, we can
not agree with the old fashioned standpoint that only balanced 
budgets are indications of sound economic policy. 

( 4) The gold exchange standard argurrumt. This argument 
advises countries which are short of gold to adopt a makeshift 
gold standard by linking their currencies with currencies of 
gold standard countries. The money of the gold exchange stand
ard country is convertible not into gold but into foreign ex
change which, in turn, can be converted into gold. This device 
is not new. It was widely used after the first World War. Since 
the gold exchange standard is recommended by those who 
believe in the automatic working of the gold standard, who are 
afraid of credit expansion and are for the maintenance of multi-
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lateral trade relations, a few warning remarks will be in order. 

(a) The use of foreign currency rather than of gold as 
"basic" money impairs the gold mechanism because the cur
rency of country A, the gold standard country, has an entirely 
different importance in A than in B, the gold exchange standard 
country. If this currency flows (like gold) from B to A, the 
effect will be hardly noticeable in A but very strong in B, where 
credit will be contracted just as if gold had left the country. 
The gold exchange standard tends, as we see, to stress the 
basic weakness of the gold standard mechanism, viz., its un
symmetrical character. 

(b) The gold exchange standard could, theoretically, be used 
for expansionist (inflationary) purposes because there is ac
tually no longer a metallic limit for expansion "since the same 
gold would form the basis for credit expansion in more than 
one country." 14 

(c) The experiences of the inter-war period show that the 
adoption of the gold exchange standard by many countries was 
instrumental for the formation of monetary blocs-a develop
ment not necessarily compatible with multilateral trade rela
tions.15 

( 5) The cooperation argument. When Professor Kemmerer 
suggests cooperation between the central banks, it seems, mo
mentarily, as if he were closely approaching the new plans. 
And since he derives his suggestion from the Macmillan Report, 
he seems to advocate quite a substantial degree of international 
monetary management (which in the Macmillan Report goes 
actually far beyond the old automatic gold standard mecha
nism). But Professor Kemmerer's emphasis on informal and 
non-statutory cooperation together with the constant stress on 
the automatic character of the gold mechanism destroys our 
illusion very soon. 

( 6) The international bank argument. An international 
bank as proposed by advocates of the gold mechanism is likely 

14. See Gottfried von Haberler, The Theory of International Trade 
(New York, Macmillan, 1937), p. 48. 

15. See J. B. Condliffe, The Reconstruction of World Trade (New 
York, W. W. Norton, 1940), pp. 317-18. 
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to be a rather .anaemic affair. fu a full-Hedged automatic gold 
standard mechanism there is not much room for a real bank of 
central banks which would be the very contradiction of the 
request for informal and non-statutory cooperation of central 
banks. 

But, in criticizing the new plans, the advocates of the gold 
. mechanism have the duty to show that their solution is prefer
able. They may believe that they are relieved from this task by 
simple reference to the working of the gold mechanism in 

, earlier days. This attitude will not do. Dr. Hardy states correctly 
that "the existing stock of gold must be redistributed in such a 
way that at the outset all member countries will have a suffi
cient gold reserve and no country will have a sufficient excess 
reserve to free it from the requirement of conformity to the 
working of the standard." 16 Excess reserves of gold are, accord
ing to Dr. Hardy, incompatible with the effective operation of 
the gold standard since "the various money markets must not 
be insulated from the effects of gold movements." 11 

No solution for this basic difficulty has as yet been proposed. 
The introduction of the gold exchange standard would, as we 
have seen, only emphasize the danger of an unsymmetrical 
working of the gold mechanism. Before a real redistribution of 
the gold stock has been achieved, the gold-holding surplus 
countries would be in a position of following an entirely inde
pendent credit policy while the deficit countries on the gold 
exchange stQildard would be asked to bear the brunt of the 
adjustment burden. Help could, of course, be forthcoming from 
the surplus countries at their discretion. But this help could 
also be used to strengthen the trend towards monetary blocs 
which is already implied in the very idea of the gold exchange 
standard. 

16. See Charles 0. Hardy, op. cit., p. 14. 
17. Ibid. 
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KEY COUNTRIES AND MONETARY BLOCS 
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THE PROBLEM OF TRANSmON 

WE RETURN Now to a problem which was briefly introduced at 
the end of Chapter IV, the question: "Is it wise to attempt to 
deal both with the problems of the transition period from war 
to peace and with longer-run currency stabilization under a 
single plan?" 1 Professor Williams believes that "a clear and 
unmistakable separation between these two problems" is "the 
greatest single prerequisite for the success of any plan for cur
rency stabilization." 2 He argues that there is a fundamental 
conflict between the requirements of the transition period and 
those of longer-run monetary stabilization" and that "any plan 
that serves one purpose well is bound to fail in the other." s 

Relief and rehabilitation together with the liquidation of the 
abnormal war-time balances will need funds of very large di
mensions. If these needs are met ''by a method which would 
expand American bank reserves and deposits, already greatly 
enlarged by the war" the danger of inflation would be great 
according to Professor Williams.4 Furthermore, the transition 
period would put the Clearing Union or Fund into a chronic 
lopsided condition. "Some countries would have run up large 
debits and other countries (mainly the United States) largely 
credits, and each group of countries would then be expected to 
pursue the policies of adjustment which are required by the 

1. Williams, Foreign Affairs, January 1944, p. 234. 
2. Ibid, p. 235. 
3. Ibid. 
4. Ibid. 
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plans-and this not by reason of anything arising out of their, 
by then, more nmmal situations but because of the past mis· 
use of the stabilization fund." 5 

Professor ·Williams' argument has been supported by Pro
fessor Viner who believes that "the handling of the emergency 
problem~ of the transition period" would "put a curse on the 
agency from the start" 6 and by Mr. Riddle who predicts that 
"any such mechanism as that proposed by White or Keynes 
would be badly battered by the tidal waves that follow in the 
wake of war." 1 A similar attitude is also implied in Mr. Fraser's 
proposals. 8 

' 

Much can be said against these arguments though we can, of 
course, not deny that it is very legitimate to ask whether or 
not the plans are prem11ture. 

Professor Robertson suggests that, painful as it may be to the 
purist, this partial blurring of outlines cannot be avoided in the 
world as it exists today. If the tidal wayes after the war will 
batter the ship, the ship must he sturdily built. Or to use Pro
fessor Robertson's delightful simile: "It is an umbrella we are 
constructing, not a bomb-proof shelter, but a specially rein· 
forced umbrella capable of withstanding a stiff shower of hail, 
or even of cats and dogs." 9 That the transition period will pose 
much greater problems than a normal period does certainly 
not prove that during this trying time the countries could get 
along without an international payment mechanism. Relief and 
rehabilitation as well as loans for reconstruction, while indis
pensable for the transition period, are not a sufficient substitute 
for an international payment and stabilization mechanism or for 
adequate reserves of international money. 

We must, of course, be careful "not to clutter up our machine 
of short-term credit with thin~ which should manifestly be 
done by way of gift or of long-term loan." 10 But we can easily 

5. Ibid., p. 236. 
6. See Viner, op .. cit., p. 105. 
7. See Riddle, op. cit., p. 22. 
8. See Leon Fraser, "Reconstructing World Money," Academy of Po

litical Science Proceedings, January 1944, pp. 63-66. 
9. Robertson, 'ihe Post-War Monetary Plans," loc. cit., p. 357. 
10. Ibid. 
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prove that the authors of the new plans are anxious to avoid 
this obvious mistake.11 

Secretary Morgenthau emphasized in the Foreword to the 
American plan "that an international stabilization fund is only 
one of the instrumentalities" and that "other agencies may be 
needed to provide long-term international credit for post-war 
reconstruction and development, to provide funds for rehabili
tation and relief, and to promote stability in the prices of 
primary international commodities" (White Plan, Foreword, 
P· ii). 

Lord Keynes said in his maiden speech in the House of Lords 
(May 18th, 1943): "It is most important to understand that the 
initial reserve provided by the Clearing Union is not intended as 
a means by which a country can regularly live beyond its income 
and which it can use up to import capital goods for which it 
cannot otherwise pay. Nor will it be advisable to exhaust this 
provision in meeting the relief and rehabilitation of countries 
devastated by war, thus dive.rting it from its real, permanent 
purpose. These requirements must be met by special remedies 
and other instrumentalities." 12 

Section X-42 of the Keynes Plan states that "if the intention 
is to provide resources on liberal and comprehensive lines out
side the resources made available by the Clearing Union and 
additional to them, it might be better for such specific aid to 
take the place of the proposed overdrafts during the 'relief 
period of (say) two years .... Nevertheless, the immediate es
tablishment of the Clearing Union would not be incompatible 
with provisional arrangements, ... qualifying and limiting the 
overdraft quotas." , 

The Canadian Plan is anxious to assert that "the establish
ment of an international monetary organization is no substitute 
for the measures of international relief and rehabilitation which 

11. Only the Dewey Resolution (78th Congress 2d Session, H.J. Res. 
226) mixes the different purposes together by providing for a "central 
reconstruction fund (of 500 million dollars) to be used in joint account 
with foreign governments for rehabilitation, stabilization of currencies, and · 
reconstruction, and for other purposes." 

12. See Parliamentary Debates on an International Clearing Union, 
British Information Services, July, 1943, p. 77. 



162 INTERNATIONAL MONETARY COOPERATION 

will be required as the war draws to its conclusion and after
wards; and in the view of the Canadian experts any monetary 
organization which is set up should not be called upon to finance 
transactions of this nature" (Canadian Plan, General Observa- , 
tions 4). 

The Joint Statement and the Agreement, finally, declare that 
"the Fund is not intended to provide facilities for relief or re
construction or to deal with international indebtedness arising 
out of the war" (Joint Statement X-1; Agreement XIV-1). 

Lord Keynes referred to the quotas of the Joint Statement as 
"an iron ration to tide over temporary emergencies of one kind 
or another." While this ration is "obviously not large enough ... 
to live upon during the reconstruction period," he said, "it is 
large enough for the purpose for which it is intended." 18 

It can, therefore, hardly be said that the new plans are not 
aware of the somewhat dangerous overlapping of short-term 
and long-term demands for loanable funds during the transition 
period, though the new plans recognize realistically that both 
long-term and short-term funds will have to be made available 
-a fact which the overcautious purists seem to overlook. 

The currency stabilization program might possibly become a 
catch-all for any inadequacies in the transition program.u But 

· what is possible is not necessary, 1 and a device, serving as a 
catch-all might still be much better than no such device. After 
all, nothing prevents the parties concerned from converting an 
acctiD\ulating short-term debt into a long-term debt, a policy 
actually hinted at in Section 111-7 of the Keynes Plan though 
not actually included in its mechanism. Since the long-term 
demand for loanable funds may not be known or an adequate 
supply not be immediately available for each member country, 
it is most important, especially during the transition period, 
that substantial reserves of international money should be made 
available or, in the words of Sir Kingsley Wood, "that countries 
whose economy has been gravely dislocated and damaged by 
the war, should have some temporary international monetary 

13. Speech before the House of Lords on May 23, 1944. 
14. See J. H. Williams, Foreign Affairs, January 1944, p. 237. 



KEY COUNTRIES AND MONETARY BLOCS 163 

facilities to enable them to start up into national trading with
out undue delay." 15 

If the cooperation between the relief and reconstruction 
agencies on the one side, and the international credit pool on 
the other, would not function properly right way, the Clearing 
Union or Fund would, of course, be put into a lopsided condi
tion. But even then it would not be necessary to cure this 
lopsidedness through the application of the mechanism of the 
plans if long-term loans can be arranged. It is most unlikely 
that the authors of the new plans would recommend painful 
adjustment processes (for debtors and creditors alike) if, dur
ing the transition period, the international monetary organiza
tion should actually have to serve as stopgap for temporarily 
lacking accommodations by the contemplated relief and recon
struction agencies. We can assume that these agencies will, 
later on, help to eliminate chronic debit and credit balances 
through long-term loans or other arrangements provided that 
these balances were due to transition difficulties. Why then 
construe a conflict between agencies which are obviously meant 
for cooperation in the solution of post-war financial problems? 
Referring to the fact that the Fund would at first "rapidly lose 
gold, dollars and dollar securities and build up its holdings of 
the national currencies and national securities of the countries 
impoverished by the war," Professor Condliffe states quite cor
rectly tl1at "this is the reason for its creation, to tide over a 
period of abnormal strain and prevent either indiscriminate 
lending or wholesale exchange depreciation." 16 

Professor Williams, Mr. Riddle, and many others doubt the 
workability of an international stabilization scheme because of 
the enormous difficulties in determining normal rates of ex
change. Professor Willian1s, furthermore, suggests that exchange 
control measures make it unnecessary to worry too much about 
currency stabilization right after the war.17 

We have already seen 18 that adoption of an international 
15. Cf. Parliamentary Debates, p. 6-7. 
16. See John B. Condliffe, Money and International Trade, The Mone

tary Standards Inquiry, No. 10 (New York, 1944), p. 10. 
17. Foreign Affairs, January 1944, p. 237. 
18. Cf. above Chapter X, pp. 134-38. 
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currency stabilization scheme does not require immediate re· 
laxation of all exchange control measures and that, on the other 
hand, there is hope for such relaxation only if every country 
is started off after the. war "with a stock of reserves appropriate 
to its importance in world commerce, so that without due 
anxiety it can get its house in order during the transitional 
period to full peace-time conditions" (Keynes Plan I-1-e ). Pro
fessor Williams fails to shpw h~w normal conditions concerning 
balances of payments, exchange rates, price levels, etc. can be 
created without the immediate availability of a plan for inter
n~J,tional monetary cooperation; or else his transition program 
has to contain a currency program of its own and we should 
be told in which respect it differs from Lord Keynes's or Dr. 
White's propositions. If such a monetary transition program 
were good enough to weather the storm of the post-war period, 
it would most certainly be able to handle the international pay
ment problems of more normal times. Questions of purity, 
beauty, and simplicity cannot possibly count. We shall gladly 
rewrite and simplify the currency stabilization plan ten or 
twenty years from now when it has helped us to reach safe 
shores. 

Finally, "knowing what we know of the centrifugal forces at 
work among the nations of the world, 'of the ease with which 
wills tire and good intentions fade, can we doubt that in this, 
as in the political field, it would be wise to lay the foundations 
while imaginations are acti~e and hopes are high?" 19 

' 

THE KEY COUNTRIES APPROACH 

Closely connected with the problems of transition and of 
timing is the proposal that international currency stabilization 
could best be effected "by a more gradual 'key countries' ap· 
proach, beginning with the dollar-sterling rate and tying in, as 
circumstances warrant the other currencies significant for inter· 
national trade." 20 This suggestion was first made by Professor 
Williams 21 and has been widely acclaimed and criticized. 

19. Robertson, op. cit., p. 357. ) 
20. See Foreign Affairs,-1anuary 1944, p. 234. 
21. See Foreign Affairs, July 1943, p. 654. 
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The arguments in favor of the key countries approach are as 
follows: 

( 1) This approach, it is suggested, would allow the countries 
time "to work out their problems one by one until general 
stabilization is attained. The emphasis would be placed upon 
remedying the basic causes of disequilibrium in each country 
rather than undertaking general stabilization before the causes 
of instability are attacked." 22 

( 2) The key countries approach, we are told, is the only 
practical or realistic approach. Direct cooperation between the 
United States and Great Britain is either all that is necessary 
(because the other countries will be eager to peg their ex
changes to a firm pound-dollar basis) ~r at least all that can 
momentarily be achieved. "If the dollar-sterling rate could be 
stabilized," says :Mr. Riddle "it would form a strong nucleus 
around which general stabilization efforts could center." 23 Pro
fessor Cassel and .Mr. Leon Fraser have made similar sugges
tions.2f 

Arthur Nussbaum doubts whether "a long-term treaty with 

22. See Riddle, op. cit., p. 32. The key countries approach is, of course, 
meant to lead to an international monetary organization; otherwise it 
would hardly be referred to as an "approach." But in its initial stages the 
key countries approach cannot be distinguished from the attitude of those 
who believe that "the most practical method of assuring international 
monetary cooperation is through sound economic, budgetary, credit, and 
currency policies within each nation," and that if these policies exist "a 
huge international stabilization fund will be unnecessary" while, when 
they do not exist, "an international monetary fund, no matter how large, 
will be worse than ineffective." When nations wish to borrow abroad, 
we are told, it should be done through private channels, first, because 
"private lenders, risking their own funds, can judge the probability of 
repayment with a purely business eye," second, because private lenders 
can require that the borrowing country should "change its economic or 
financial policies in this respect or that," and thirdly, because this "indi
cation of distrust" would be less embarrassing for both countries con
cerned if it is the lending country's private industry rather than its gov
ernment which imposes onerous conditions. (See editorial, "A World 
Monetary Plan," The New York Times, April24, 1944.) 

23. Riddle, op. cit., p. 32. 
24. Gustav Cassel, "The World Currency Problem," Quarterly Review, 

Skandinaviska Banken, Stockholm, October 1943, pp. 69-73; Leon Fraser, 
"Reconstructing World Money," Academy of Political Science Proceed
ings, January 1944, pp. 371-74. 
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a multitude of reliable and unreliable partners is the commend
able solution for a beginning." Modem experience rather sug
gests, he says, "informal or easily dissoluble agreements among 
a limited number of participants united on the solid ground of 
common interests and inspired by international good-will. Such 
tentative agreements under which much of the official plans 
might be used as statements of policy, may then gradually 
solidify by experience and eventually crystallize into more · 
rigidly defined and more comprehensive conventions." 26 

Professor Williams believes that the key counhies approach 
"is closer in con~eption than either the Keynes or White plan to 
the way the gold standard actually worked, around England as 
the central country; ... whereas ... those plans have a closer 
family relationship with what might be called the textbook type 
of gold standard, ·which implied_ that monetary stability was 
maintained by the compensatory action of a large number of 
counhies of equal economic weight." 26 

'The reader will notice that, strictly speaking, the key coun
hies approach means much more than just the proposal that 
the counhies should join an international system one after the 
other, when they are ready to join, and that it is not only to be 
interpreted as just another road to the aims for wbich the White 
and Keynes plans stand. The .. nucleus" would be more than a 
first toehold in the setting-up of an international currency sys
tem. It would be a core of permanent leadership around which 
smaller countries would group themselves as monetary satel
lites. 

( 3) The key tountries approach is, therefore, very similar to 
a monetary bloc proposal. Many counqies, · we are told, are 
already stable in relation to dollar or pound "and other curren
cies could gradually make the necessary adjustments and ally 
themselves with . these two important currencies. 27 Professor 
Williams admits that his key countries approach wants to stabi
lize the principal currencies "each of which would be central 

25. "International Monetary Agreements," The American Journal of In
ternational Law, April, 1944, p. 2JJ7. 

,26. Foreign Affairs, July 1943, p. 654. 
27. Riddle, op. cit., p. 32. 
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for an area of trade" and that this has some similarity with a 
proposal by The Economist for "a system of currency groups 
with substantial freedom of payment within each group and 
controlled-but not restrictively controlled-exchanges between 
group and group." 28 But after having admitted this similarity, 
Professor Williams hastens to emphasize that his aim would be 
"a truly multilateral system" while The Economist only ex
presses the hope that the relations between the sterling group 
and the dollar group would not be necessarily hostile. 

We see that the key countries approach which seems, at first, 
to indicate only a slight difference in procedure, actually pro
poses that we should recognize, frankly and realistically, exist
ing groupings and relationships, so that a smaller country 
would join a multilateral clearing system through its member
ship in a narrower group rather than as . a direct and inde
pendent member of equal rights. 

Much can be said against this attitude which, though it aims 
at multilateralism, comes dangerously close to a system of 
monetary blocs or even to bilateralism. 

( 1) Taken simply as a suggestion that the different coun
tries should join a multilateral system when they are ready, i.e. 
when the basic causes of disequilibria are remedied in each 
country, the key countries approach denies to those countries 
which are most in need of it (and when they are most in need 
of it) the help which an international monetary organization 
could offer. But "the very fact that many of them will be in a 
sorry condition after the war, not capable of playing their fu~ 
part at once in an international system, is surely an argument 
for organizing their return to such a system rather than leaving 
them to scramble back as best they may." 29 

( 2) The key countries are interested in the stability of the 
smaller countries. These smaller countries are Great Britain's 
and the United States' customers, suppliers and competitors on 
an important scale and the key countries are therefore "deeply 

28. See Foreign Affairs, January 1944, p. 234. Professor Williams re
fers to an article "Post-War Currency" in The Economist, August 28, 
1943, p. 261-62. 

29. Robertson, op. cit., p. 355. 
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affected by the state of their financial health." ao The small 
countries, furthermore, ''have an important positive contribu
tion to make to the financial ordering of the world, not only 
in resources, but in experience and personnel." 31 

( 3) Since large credits would be involved in the stabiliza
tion of the key currencies and "as each major country must 
carry the burden of its satellites ... such credits would .... be 
just as difficult to make and to accept as credits to or from an 
international agency, and would certainly seem to be just as 
heavily loaded with political dynamite." 82 An international 
agency would offer the advantages which a pooling of reserves 
implies and would open up a direct and unequivocal approach 
to a multilateral system. 

1 

( 4) An international system composed of key countries and 
their satellites rather than of. independent members could easily 
crack and fall apart into monetary blocs which, by definition, 
violate the .idea of strict multilateralism. 

(5) Monetary blocs will be less inviting to many smaller 
countries than an international organization. Blocs easily imply 
the domination of the smaller countries' financial and economic 
life and Professor Robertson is therefore right in assuming "that 
in the present state of world opinion. the worst way to offer 
Anglo-American leadership to the nations in any field is to seem 

· to be imposing it on them. That leadership must develop within 
the framework of a United Nations-and ultimately of a still 
broader-system. Offered in that way it will be accepted; im
posed from the outside with a 1eave. this job to London and 
New York, who know all there is to be known about it' air, it 
will be resented and kicked against." 88 

( 6) This very same resentment has even been shown by 
English politicians who assume correctly ·that Great Britain 
would find herself in such a set-up in the role of a junior partner 
' so. lbid. 

Sl. Ibid., pp. 355-56; see also J. B. Condliffe, Agend4 for a Postwar 
World (New York, W. W. Norton, 1942), p. 78. 

32. See J. L. Ilsley, "The Problem of Monetary Stabilization," Academy 
of Political Science Proceedings, January 1944, p. 61. ' 

SS. Robertson, op. cit., p. 356. 
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"fettered in a strait-jacket of gold." 34 For whatever it is worth, 
this argument shows at least that the crack in the system might 
run straight through the nucleus itself, viz. the relationship 
between the United States and Great Britain. The smaller coun
tries, furthermore, might not peg their exchanges to the dollar
sterling basis but rather either to the dollar or to the pound 
(if, indeed, they did not already join as satellites) and might, 
therefore, serve as weights which could widen the rift between 
~ dollar and a sterling bloc. 

MULTILATERALISM 

Interpreting his Clearing Union to the House of Lords, Lord 
Keynes said that the Union's principal object could be explained 
in the single sentence: "To provide that money earned by 
selling goods to one country can be spent on purchasing the 
products of any other country. In jargon, a system of multi
lateral clearing." 35 Multilateralism, therefore, is the basis of the 
Keynes Plan. We remember, furthermore, that it is the aim of 
the International Monetary Fund "to assist in the establishment 
of a multilateral system of payments in respect of current trans
actions between members and in the elimination of foreign ex
change restrictions which hamper the growth of world trade" 
(I-iv). 36 

Both the Keynes Plan and the Agreement are compatible 
with a certain degree of monetary regionalism. The Keynes 
Plan does not find it necessary to "interfere with the discretion 
of countries which desire to maintain a special intimacy within 
a particular group of countries associated by geographical or 
political ties, such as the existing sterling area, or groups, like 
the Latin Union of former days, which may come into existence 
covering, for example, the countries of North America or those 
of South America ... " ( V -23). The Keynes Plan maintains, 

34. Mr. Boothby, Parliamentary Debates, p. 43. 
35. Parlitlmentary Debates, p. 76. 
36. In his reeent statement on United States foreign policy Secretary 

Hull said (March 21, 1944): "Excessive trade barriers of the many differ
ent kinds must be reduced .... Equally plain is the need for making na
tional currencies once more freely exchangeable for each other at stable 
rates of exchange ..•. " ' 



170 INTERNATIONAL MONETARY COOPERATION 

furthermofe, that "there is no reason why such countries should 
not be allowed a double position, both as members of the 
Clearing Union in their own right with their proper quota, and 
also as making use of another financial centre along traditional 
lines ... " (V-23). But Lord Keynes admits the possibility that 
sterling and dollar might appear to compete with bancor for 
the purpose of reserve balances and suggests that "the United 
Kingdom and the United States might agree together that they 
would not accept the reserve balances of other countries in 
excess of normal working balances except in the case of banks 
definitely belonging to a Sterling Area or a Dollar Area group" 
(V-25). 

The Agreement, too, leaves the prospective members of the 
International Monetary Fund free to continue their customary 
relationships-at least no provision to the contrary can be foimd 
in the Agreement.87 But regionalism could hardly endanger the 
Fund. The Agreement would not exempt countries (belonging, 
say, to the Sterli.llg Area) .from provision V-6-b. Thus, if a coun
try tied to the pound sterling increases its sterling holdings the 
Fund may require that part of the increase be used to repur
chase part of the Fund's holdings of its currency. We should 
notice, furthermore, that there is no provision in the Agreement 
which permits the pooling of quotas for a group of countries 

. or the transfer of quotas from one counb'y to another. 
Thus both the Agreement and the Keynes Plan are permitting 

(if not actually encouraging) regional groups while, at the 
same time, they subscribe to the principle of strictest multi
lateralism and exclude discriminatory practices. Is this attitude 
contradictory? Not necessarily. The plans can subscribe to mul-

. tilateralism and, nevertheless, encourage regionalism without 
too much danger that the "centrifugal forces" will burst open 
the new payment mechanism-provided that the ~amework 

87. The explanatory memorandum of the British experts says that sec
tion IX-S of the Joint Statement concerning the obligation of member 
countries not to engage "in any discriminatory currency arrangements or 
multiple currency practices without the approval of the Fund" is not 
intended to interfere "with the traditional ties and other arrangements 
between the members of the Sterling area and London." Cf. "The Joint 
Currency Scheme," The Economist, London, April22, 1944, p. 561. 



KEY COUNTRIES AND MONETARY BLOCS 171 
of the new plans is strong enough and provided, above all, that 
the member countries join the Fund or the Union in the right 
spirit. While the key countries approach, too, is aimed at multi
lateralism, it is inferior to the new plans because it does not 
equip these multilateral intentions with a strong framework and 
does not secure them against those discriminatory practices 
which may easily demarcate the boundary lines between mone
tary blocs and can only be removed by an early concentric 
effort. 

Whether we welcome or whether we fear economic regional
ism depends on our point of view. If, in the matter of trade 
barriers, for instance, some countries decide to treat each other 
preferentially, it can mean that they want to lower existing 
trade barriers. But it can also mean that they want to raise 
their duties against outsiders. Thus regionalism can be used to 
achieve freer trade or to increase protectionism, to improve or 
to worsen international trade relations. The same holds true for 
monetary regionalism. Seen against the background of mone
tary chaos any "multilateral, agreement on a regional basis 
would be an advantage compared with relations of the exchange 
control or bilateral clearing type. But regional multilateralism 
would still seem insufficient when compared with a truly inter
national monetary system. International trade must take place 
between the regional groups. Money earned by trading within 
the bloc must be able to buy in other countries unless we want 
international trade to shrink to a fraction of its potential size. 

But once we take the principle of multilateralism for granted 
there is, indeed, no reason why a closer cooperation between 
two nations should not be welcome as a step in the right direc
tion, which, through an additional pooling of funds and an 
additional effort towards exchange stabilization would actually 
lighten the burden which rests on the international organiza
tion. Nevertheless, we have to beware lest regionalism is intro
duced into the new proposals for reasons of distrust and as a 
kind of reinsurance. In this case the plans' liberalism in per
mitting the fonnation of blocs among the prospective members 
might prove to be their own undoing. 

In his very stimulating paper, "The Problem of Exchange 
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Systems in the Postwar World," Professor H. S. Ellis discusses as 
one of the possible systems the case of an "exchange between 
blocs." sa Professor Ellis uses· quite adequately a sort of black 
and white technique, contrasting the dangerous with the more 
promising aspects of such a system of monetary blocs. First we 
hear that "economic medievalism would prevail in the form of 
exchange control, bilateral clearing and barter, discriminatory 
buying and selling, competitive currency depreciation and the 
like." But having drawn this dark picture, which reminds us of 
everything the new plans are against, Professor Ellis chooses 
brighter colors. A turn for the better is conceivable. We hear 
that "the existence of a few powerful units might contribute to 
economic stability and even expansion," that "the very inclu
siveness of the unit would provide a large variety of resources 
within a large free trade area" and that "in the bloc situation 
where buyers and sellers are few; each bloc would have to take 
into account the consequences of its buying and selling policies 
upon the buying and selling policies of rival units." 89 

Thus Professor Ellis comes to the conclusion that the bloc 
system "affords at least certain checks to economic hostilities 
and offers the possibility of economic disarmament through 
agreement." But he does not necessarily subscribe to the key 
countries approach. He believes that such an evolution could 
only be expected "in ordinary settled times" when gradualness 
is appropriate. This implies, clearly, that post-war international 
currency stabilization should not be left to monetary blocs 
without the blocs being tied together by a strong multilateral 
framework. "The moment of the death blow to the National 
Socialist state," says Professor Ellis, "will be a dramatic episode, 
inviting· a dramatic climax. The foundation of blocs would be 
a sorry anticlimax, for there is no escaping the animus of the 
bloc at its inception." 40 

· 

' 
88. See Papers and Proceedings, American Ecorwmic Review, March 

1942, Supplement, pp. 195-205. 
89. Ibid., pp. 208-4. 
40. Ibid., pp. 204-5. 
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ADVANTAGES OF MULTILATERAL CLEARING 

Money developed because barter proved to be utterly inade
quate when increasing division of labor gave rise to increasing 
exchange. As a medium of exchange which everybody is willing 
to accept, money easily overcomes the difficulties of barter. 
The people's wishes do no longer have to coincide exactly as to 
the kind, quantity, and value of the things they mutually desire. 
We sell for money and buy for money any desired good. 

This principle . of indirect or multilateral exchange applies 
to international transactions as well as to domestic exchanges. 
There is no reason to assume that a country's export markets 
should coincide with its sources of supply. Country A may have 
a continuous import surplus with country B and a continuous 
export surplus with country C (as, for instance, Canada with 
the United States on the one side and with Great Britain on 
the other). Such a situation is absolutely normal owing to the 
different economic s~cture of the countries in question. But 
it requires that country A must be able to use the proceeds p£ 
her exports to country C to pay for her imports from country B. 
Or, stated quite generally, a country must be allowed to spend 
the proceeds of her exports for purchases from any other coun
try. If a country cannot use its exports proceeds anywhere for 
any desired purpose the consequences are very damaging. Un
able to make up for a deficit with one country by a surplus with 
others, a country finds its interna~onal trade equilibrium de
stroyed and it will try to reestablish equilibrium by methods 
which will drastically reduce the volume of international trade. 

Mr. Falke Hilgerdt has illustrated this process of disintegra
tion under the assumption of a rapid withdrawal of short-term 
capital from a country: "The currency derived from that coun
try's export surpluses in certain directions is being transferred 
abroad in the liquidation of debt and thus cannot fulfill its usual 
function of financing import balances in other directions. The 
currency situation thus tightens both in the country in question 
and in those from which it used to derive its net imports. In 
such a situation it is customary to have recourse to measures of 
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commercial policy. But because of fear of retaliation, counhies 
usually avoid imposing import reshictions on manufactured 
goods or foodstuffs from a country with which they enjoy an 
export surplus. If country A reduces its import balance from 
country B, the latter cannot retaliate but must reduce its im
ports from country C, with which it has an import balance, and 
so on." 41 

Once the countries of the world are no longer able to main
tain international payment equilibrium, they will tum to bi
lateral agreements and other discriminatory .devices, either 
individually oy as groups. This will seem quite natural to them 
since each individual country will tend to blame others for a 
general trend from which it cannot extricate itself and which it 

· tries to combat with policies which tend to spread the evil. 
The most important and the most obvious advantage of mul

tilateral clearing and multilateral trade is, of course, the fullest 
possible use which is made of the benefits of international 
division of labor. Any solution short of multilateralism excludes 
possible applications of the principle of international division 
of labor and iS; therefore, in this respect, inferior to a multi
lateral system. 

A system that falls short of multilateral clearing implies re
strictions which are undesirable in themselves. Anything short 
of universality necessarily involves "the authorities in fairly 
close and intimate control of specific transactions. This is objec
tionable, in part because of the much greater apparatus o£ 
administrative supervision that is needed, with all the delay 
and frustration involved, but also for a more important reason. 
The great danger in any system of purposive direction is lest, 
however good the intentions may be at the outset of working 
for an expansion of trade and of ensuing only the common 
interest, it may, in fact work out to be restrictive in operation 
and more solicitous of sectional interests against the community 
than of the general good. Any system of control over foreign 

41. Folke Hilgerdt, 'The Case for Multilateral Trade," American Eco· 
nomic R.eclew, March 1943, Supplement, p. 401. 
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trade which operates case by case, or even class by class, runs 
this danger which is mortal." 42 

Any system falling short of multilateralism would fail to give 
real economic freedom to smaller or weaker nations. Especially 
countries which are in need of foreign help will live in fear that 
"there may be political strings attached to the accommoda
tion." ' 8 A pooling of funds, short-term as well as long-term, 
would divorce international economics from international poli
tics and the debtor nations would be spared "the embarrass· 
ment of being beholden to any one particular creditor. They 
would avoid the possibility of being offered a dubious political 
pill in the spoonful of soothing credit syrup."'' 

Strong countries which consider themselves as "have nots" 
may be able to use the monopolistic and monopsonistic possi
bilities of their large markets through exchange control and 
other devices to achieve by domination what could be gained 
by multilateral trade. "To ascertain the functioning of the multi
lateral trading system is therefore not only an economic task, 
it is also an object of general policy, as it reduces tensions of 
the kind that are instrumental in bringing about war." 45 

If the Atlantic Charter wants "to further the enjoyment by 
all States, great or small, victor or vanquished, of access on 
equal terms, to the trade and to the raw materials of the 
world which are needed for their economic prosperity," the 
Atlantic Charter quite obviously implies multilateral trade and 
multilateral clearing. In order to get the needed raw materials 
the countries of the world must be able to buy them and in 
order to be able to pay for them the countries must be able 
to sell on the world market. Thus nothing short of multilateral 
trade can fulfill this point of the Atlantic Charter. 

42. "The Principles of Trade-IV: The Multilateral Approach," The 
Economist, January 22, 1944, p. 95. 

43. Sidney Turk, "International Currency Plans," Banking Sessions, 
Report of the Proceedings at the Thirtieth National Foreign Trade Con
vention (New York, October 25, 1943), p. 34. 

44. Ibid., p. 35. 
45. Hilgerdt, op. cit., p. 405. 
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PLANNED MULTILATERALISM 

The arguments for multilateral trade and multilateral clear* 
ing are .basically sound and irrefutable. There is no substitute 
for multilateralism unless we subscribe to the aggressive ideas 
of co-prosperity sphere and Lebensraum.48 If criticism is voiced 
within the United Nations, this criticism is not directed against 
the principle of multilateralism as such but rather against the 
methods and instruments by .which multilateral trade and 
multilateral clearing are to be achieved. 

We have already discussed the opinion of those writers who, 
with the aim of multilateralism clearly in mind, feel that we 
cannot achieve it all at once, that we must learn to walk before 
we try to rnii, and that w~ should tackle only one section of the 
world at a time. · 

Another and perhaps even more interesting attitude towards 
multilateral clearing expresses itself in the British discussion of 
the new currency proposals though it is unfortunate that their 
modem concept of planned multilateralism leads some British 
economists back to the bloc approach rather than to induce 
them to support Lord Keynes. 

This British argument begins with an emphatic endorsement 
of multilateral clearing, multilateral trade and international 
division of labor. Other things remaining equal "a world-wide, 
multilateral system, if it can be attained is very much to be 
preferred to a system of barter, or of restricted bargains." 47 

But these English observers are not sure that all the methods 
to achieve international payment equilibrium on a multilateral 
basis will leave "other things" equal. They are afraid of an 
equilibrating mechanism which would cost the participating 
countries more in terms of unemployment than could be gained 
through truly multilateral trade. Such a mechanism, we are told, 
was the old gold standard game, a system of inflexible exchange 
rates in which the deficit countries had no means of correcting 

46. Even co-prosperity and Lebensraum philosophies might easily rew 
fuse to be satisfied before world domination is achieved. But it wo.uld be 
difficult in this case to distinguish the econotirlc argument from sheer lust 
for power. 

47. The Economist, January 22, 1944, p. 95. 
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their adverse balances except by the traditional technique of 
deflation with the effect of diffusing unemployment throughout 
the world.48 A multilateral scheme is good only if its equilibrat
ing mechanism is helping to create more rather than less em
ployment. "Full employment requires," says The Economist, 
"that any limping balance of payments shall be cured by length
ening the short leg, not by shortening the long leg, and this, 
to judge by past experience, is most unlikely to happen in an 
uncontrolled system." 49 This attitude does not try to construe 
a conflict between multilateral trade and full employment. It 
only wants to show that "what full employment requires of in
ternational trade is that a country's imports and exports should 
balance at a high level." n 

The Economist believes that this result is perfectly consistent 
with classical ideas. "The driving force behind the philosophy 
of Adam Smith and his successors was a strong belief in the 
natural tendencies of the economic system towards material 
expansion .... Free trade was only a means .... But we have 
learn~d that freedom of commerce may not be so completely 
synonymous with expansion, nor planning with restriction. To 
insist today that it is the expansion that matters most, not the 
exclusive use of the means securing it, is not to revolt against 
the liberal doctrine, but to restore it, to rescue it from the latter
day corruption which mistook the means for the end." 51 

The whole argument leads to a req~est for planned expansion 
and planned multilateralism. The gold standard mechanism se
cured the necessary balancing ''by cutting down what is 
excessive." 52 The purpose of a system of planned multilateral
ism should be "to ensure that any balancing is secured by bal
ancing upwards what is deficient." 58 

According to this attitude both the British and the American 

48. Financial News, London, August 26, 1943, p. 2. 
49. The Economist, January 22, 1944, p. 94. 
50. "The Principles of Trade-III: Trade and Employment," The 

Economist, January 15, 1944, p. 65. , 
51. "The Principles of Trade-VIII: The New Liberalism," The Econo

mist, February 19, 1944, p. 232. 
52. The Economist, January 22, 1944, p. 95, 
53. Ibid. 
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currency plans ''would undoubtedly be a step in the right direc
tion. But it would not be a very long step." 54 The main British 
criticism of the new plans seems to be that the plans are not 
expansionist enough and that their mechanisms would ~ost 
of necessity be restrictionist since almost all a deficit country 
can do, of its own motion, when it has exhausted its quota, is 
to cut down various forms of purchases. Thus, for many Brit
ish observers, riot even the Keynes Plan is expansionist enough, 
tosay nothing of the much more limited quotas of the White 
Plan 9r the Agreement. At the same time these British critics 
know full well that a plan which would be even more expansion
ist than the Keynes Plan would not have. even the shadow of 
a chance of being accepted in the United States. The Economist 
comes, therefore, to the'conclusion that there is "no option but 
to examine the less-than-universal, the less-than-fully-multi- -
lateral, the less-than-completely-orthodox alternatives." 55 

The Economist's alternative is, we are disappointed to hear, 
nothing else than a system of monetary blocs. Monetary region
alism though definitely a ."second best" choice is considered all 
we can endeavour to achieve under present conditions. We are 
told, however, that the blocs or regions would have to fulfill 
three conditions. 'The first is that the accounts of each member 
.with the other members of the grouping taken together would 
have to be substantially balanced, or capable of being brought 
into balance without undue difficulty. The second is that mem
bers of the grouping would have to give assurance that they 
would cooperate in removing any disequilibria that might 
appear by increasing their trade .... The third is that members 
would have to give satisfactory assurances that they would, 
within their borders, avoid large-scale depressions." H these 
conditions would be observed, continues The Economist, "a 
grouping of this nature would provide a working model of the 
principles of trade expansion which it would be hoped to 
extend, when conditions permitted, to the whole world." 56 

54. Ibid. 
55. "The Principles of Trade-V: Planned Expansion," The Econo

mist, January 29, 1944, p. 137. 
56. "Principles of Trade-VI: "The Regional Solution," The Economist, 

February 5, 1944, p. 170. 
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Our critique of the expansionist philosophy of the Keynes 
Plan need not be repeated. 57 If the Keynes Plan might prove too 
expansionist and too inflationist, what about a system of planned 
multilateral groupings which is designed to overcome the "re
strictionist" and "deflationist" features of the Keynes Plan even 
at the price of giving up the admitted advantages of full-fledged, 
world-wide i:nultilateralism? If the gold standard mechanism 
was too deflationist, this new system of monetary blocs, whose 
expansionist intentions would dwarf those of the Keynes Plan, 
would certainly be exposed to the mortal danger of over-expan
sion. Why does The Economist completely ignore the results 
of modem business cycle research? How can the members of 
a group give satisfactory assurances that they will, within their 
borders, avoid large-scale depressions if the expansionist bias 
of the whole scheme endangers economic stability just about 
as much as did the contractionist bias of the gold standard 
system? 

If the accounts of each member of the grouping with the 
other members taken together would have to be substantially 
balanced, this condition could only be fulfilled at the expense 
of giving up real, world-wide multilateralism. In the attempt 
to achieve the desired multilateral clearing within a given area 
the grouping would inadvertently surround itself with a fence 
of discriminatory devices and it is difficult to see how countries 
outside the group could possibly interpret such a fence as a 
sign of friendly collaboration or as construction of a path to
wards true multilateralism. 

The Economist believes that "in theory, three possible systems 
of international trade can be set up-the wholly uncontrolled; 
the planned expansionism ... ; and the narrow restrictionism 
of two sided barter"; and adds, warningly, that "those whore
ject the middle solution, hoping to get the first, are far more 
likely to find themselves saddled with the third." 58 We could 
find ourselves in close agreement with The Economist if the 
middle solution could be identified with the'basic ideas of the 
Agreement. Unfortunately we have to come to the conclusion 

57. See Chapter IX, passim. 
58. The Economist, February 19, 1944, p. 233. 
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that the regionalism which seems to The Economist to be prefer
able to the Keynes Plan might finally degenerate into a restric
tionism much more narrow and dangerous than The Economist 
anticipates. Regionalism and true, world-wide multilateralism 
are incompatible by definition provided that the region is 
supposed to become il self-contained clearing unit whose mem
bers are not, at the same time, members of a real multilateral 
clearing system. It sounds very much like quibbling and self
deception when The Economist suddenly distinguishes multi
lateral from completely uniVersal trade and when it sets the 
regional solution as "multtlateral solution in the narrower defi
nition of the wora against the universal or omnilateral solu-
tion. 59 

1 

· ' 

In his ·speech before the bouse of Lords of May 23, 1944, 
Lord Keynes criticized this attitude rather sharply. Again he · 
emphasized the necessity of. inter-convertibility of national 
currencies. And then he added: "To suppose that a system of 
bilateral and barter agreements, with no one who owns sterling 
knowing just what he can do with it-to suppose that this is the 
best way of encouraging the Dominions to center their financial 
system on London, seems to me pretty near frenzy. As a tech
nique of little Englandism, adopted as a last resort when all 
else has failed us, with' this small country driven to autarchy, 

· keeping itself to itself in a harsh and unfriendly world, it might 
make more sense. But those who talk this way, on the expec
tation that the rest of· the Commonwealth will throw in their 
lot on these lines and cut their free commercial relations with 
the rest of the world, can have very little idea bow this Empire 
has grown or by what means it can be sustained." 

59. Ibid., February 5, 1944, p. 70. , 
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THE· INTERNATIONAL BANK FOR 
RECONSTRUCTION AND DEVELOPMENT 

PURPOSES OF TilE BANK 

THE International Monetary Fund is not intended to provide 
facilities for reconstruction and development. Even though the 
Fund can be considered as an international "credit pool" it 
furnishes only short-term credit facilities in international 
money to enable a member to bridge temporary disequilibria 
in its balance of payments. The Fund must under no condition 
let the buying rights of the members degenerate into long-term 
'1oans." The use for investment purposes of the reserves of 
international money provided by the Fund would violate the 
very character of the Fund by making it completely illiquid. 

On the other hand, it is quite obvious that many members of 
the Fund will need long-term foreign loans for reconstruction 
and development so badly that they might be tempted to spend 
their reserves of international money for investment purposes 
unless long-term capital is made available to them on reason
able terms. The creation of an International Bank for Recon
struction and Development would, therefore, protect the Fund 
against misuse of its resources just as the Fund would establish 
a sound foundation for international capital movements through 
multilateral clearing, the gradual elimination of exchange re· 
strictions and the maintenance of orderly exchange rates. 

The International Bank for Reconstruction and Development, 
as agreed upon in Bretton Woods/ has the purpose of facilitat
ing and promoting foreign investment. Domestic loans are 
excluded from the activities of the Bank; the loans made, par-

I. See Chapter I, p. 5; Chapter IV, p. 48; and Appendix V. 
181 
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ticipated ill, or guaranteed by the Bank are internationallong
tenn loans, i.e., loans whose creditors and debtors reside in 
different member countries. 

For a clear understanding of the operations of the Bank 
the following' points must be kept in mind: 

( 1) Foreign loans add to the productive resources available 
to the borrowing country while domestic loans imply only a 
change of hands of loanable funds within a country. 

( 2) On the other hand, the servicing of a foreign loan (the 
payment of interest and amortization), means a real burden for 
the debtor country while what is paid on a domestic loan is 
received by residents of that country. 

( 3) Foreign loans and the servicing of foreign loans affect 
the b~ances of payments and the rates of exchange of debtor 
and creditor countries. 

( 4) Payments of interest and amortization on foreign loans 
are, therefore, not merely a problem of how to raise enough 
domestic currency. The money has to be transferred into the 
currency of the creditor country. This transfer can only be 
accomplished by an excess of exports over imports in the paying 
country and by an excess of imports over exports in the receiv
ing country. 

( 5) International loans and investments should, therefore, 
be made only in total amounts and in a manner which, later on, 
will permit the transfer of the service payments through an 
export surplus. But this does not mean to say that international 
loans could be given only to export industries. · 

( 6) This implies that the creditor country should, from the 
yery beginning, be completely conscious of the fact that it shall 
have to receive in the future payments in the fonn of an import 
surplus and that to refuse to. accept these payments through 
cumulative protectionism would be more dangerous than the 
refusal to lend in the first place. 

(7) Foreign loans are safe only if their total amount bears a 
reasonable proportion to the debtor country's ability to meet 
the service requirements and if the conditions of each indi
vidual loan (rate of interest, period of amortization) fit the 
character of the inv~stment project, 
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( 8) International loans should not lead to bilateralism. 
"Tied loans," loans which have to be spent in the creditor 
country, are to be avoided and no political strings of any sort 
should endanger the debtor or creditor. Money borrowed in any 
one country must be able to buy in any other (member) coun
try, just as the collection of debts must be free from exchange 
restrictions. 

These principles of sound international investment were not 
heeded during the inter-war period. Foreign funds were bor
rowed for purposes of dubious productivity, sometimes at ex
orbitant risk premiums. The transfer problem was equally 
ignored in the borrowing and in the lending countries and the 
latter excluded, through increasing tariffs, the very payments 
on which they insisted. Shmt-terrn credits were used for long
term investments and reparations were transferred through the 
medium of commercial credits. The whole international credit 
system disintegrated finally causing deflation, unemployment, 
increasing protectionism, and exchange control. 

It would be unfair to criticize, ex post facto, private borrowers 
and private creditors too much for these events. But we have to 
admit as a fact that private finance was not able to solve the 
problems of post-war international lending. Reference to the 
superior wisdom of the private investor would, therefore, be 
a poor argument against the proposed International Bank, an 
argument for people with short memories and an indefatigable 
confidence in the magic of the profit motive.2 

2. See, e.g., the editorial, "An International Bank," New York Times, 
July 19, 1944: "Under a free world economy, with private lenders risking 
their own funds and borrowers seeking to meet their requirements, loans 
would go to the countries and projects that offered the most attractive 
terms commensurate with the best prospect of repayment. This means, 
in general, that capital would go into the countries providing the sound
est conditions and into projects promising the greatest economic suc
cess." Did this happen after the last war? Of course, it can be pointed 
out that cumulative protectionism and exchange control did not provide 
the conditions of a "free world economy." But can we hope for the fulfill
ment of these conditions unless we create international institutions which 
try to avoid the mistakes of the past? Moreover, let us not forget that 
cumulative protectionism had its roots in the same profit motive which, 
in other respects, is so blindly trusted. 
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This do~s not, of course, imply that the new bank is to 
take the place of the private investor. Far from it: the Bank 
has the purpose "to promote private foreign investment by 
means of guarantees or participations in loans and other in
vestments made by private investors; and when private capital, 
is not available on reasonable terms, to supplement private 
investment by. pr~viding, on suitable conditions, finance for 
productive purposes. out of its own capital, funds raised by it 
and its other resources" (1-ii).s 

Whetper private capital iS available or not will partly de
pend on the conditions of the loau contract. At very high 
premiums "risk capital" may be available; or it. may be avail
able only in the dangerous short-term form when it is obvious 
that it will be used for long-term investment purposes. 

Inter-war experiences prove that the flow of "risk capital" is 
not always desirable. Where exorbitant rates of interest (or, 
better, -risk premiums) direct the flow of international capital 
we cannot be sure that the available funds are invested ac
cording to the marginal efficiency of the projects concerned 
or according to their importance for the productivity of the 
economy as a whole. Those who are willing to borrow at 
extremely high rates and other unfavorable conditions, and 
those who are willing to lend at usurious rates, are not neces
sarily the most reliable judges as to how a limited amount of 
international loanable funds should be allocated. An institu
tion which can survey the :financial and the international trade 
situation of a borrowing country in its entirety, and in com
parison with the situation in other countries, will be able to help 
steer the flow of loanable funds in the right directions. It is, 
therefore, one of the purposes of the Bank "to arrange the 
loans made or guaranteed by it in relation to international loans 
through other channels so that the more useful and urgent 
projects, large and small alike, will be dealt with first" (1-iv). 

This is of particular importance during the transition period 
when private capital will be reluctant to venture abroad on 
reasonable terms. The transition period will be a time of urgent 

3. The Articles and Sections quoted in this chapter refer to the Bank 
Agreement, not to the Fund Agreement. 
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need for foreign long-term capital for reconstruction and recon
version. Like the Fund, the Bank will be of inestimable value 
"in bringing about a smooth transition from a wartime to a 
peacetime economy" (1-v). 

STRUCTURE AND OPERATIONS OF TilE BANK 

The authorized capital of the Bank will be ten billion dol
dars! The members subscribe shares of the capital stock of 
the Bank (II -3). These. subscriptions are, in several respects, 
similar to the quotas of the Fund.5 They determine the relative 
share of a member in the management of the Bank ( V -3) and 
they limit, of course, the members' obligations (11-6). But they 
do not, like the quotas of the Fund, limit the amount of loans 
or guarantees of loans which a member can arrange with the 
Bank. 

The Bank's main function is to act as a guarantor of private 
loans placed through the normal investment channels (I-ii; 
111-4; IV-1-a-iii; IV-5). For this function no funds are required 
until, in case of default, the Bank has to meet contractual pay
ments of interest and amortization on guaranteed loans. Hence 
it is sufficient that the Bank should have the right to call in 
the necessary amounts when needed (11-5-ii). Eighty per cent 
of the subscribed capital is, therefore, not to be paid in by 
the members. It is a surety fund which is protected, more
over, by a "special reserve" and other resources of the Bank 
against which liabilities of the Bank on borrowings and guaran
tees have to be charged first (IV -7 -b), i.e., before the Bank may 
call it an appropriate part of the unpaid subscriptions of the 
members (IV-7-c). These payments, if any, would have to be 
made, at the option of the members "either in gold, in United 
States dollars or in the currency required to discharge the obli-

4. Of which 9.1 billion dollars have so far been allocated to prospec
tive members. See Art. II-2 and Schedule A. 

5. The similarity of the Fund-quotas and the Bank-subscriptions is 
obviously due to the fact that both are based on formulae which contain 
as determining factors the national income of a member, indicating its 
importance, and the volume of its foreign trade, indicating the general 
interest of a member in an institution which wants "to promote the long
range balanced growth of international trade" (1-ili). 
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gations of the Bank for the purpose for which the call is made" 
(II-7-ii). 

Twenty per cent of the subscribed capital will be paid 
(II-5-i): two per cent in gold or United States dollars and 
the remainder in the currency of the member (II-7-i). This is 
the "working capital" of the Bank, available for loans and the 
participation in loans. But the Bank's ability to make loans is 
not limited to .this fund of less than two billion dollars. Besides 
being a guarantor and a direct lender of its own funds the Bank 
can act as an intermediary. The Bank may, with the approval 

-of a member, sell its own 'securities in the member's market and 
use the loanable funds thus acquired to make or participate 
in loans (IV-1-a-ii; IV-1-b). 

But all activities of the Bank, taken together, are strictly lim
ited. "The total amount outstanding of guarantees, participa
tions iri loans and direct loans made by the Bank shall not be 
increased at any time, if by such increase the total would ex-

. ceed one hundred per cent of the unimpaired subscribed capital, 
resel'Ves and surplus of the Bank" ( III-3). 6· • 

We see that the right to issue its own securities would not 
enable the Ban~ to increase its total liabilities. It would mean 
only that the Bank can· shift its emphasis from guaranto~ to 
intermediary if this should be considered desirable. Since the 

· Bank can sell securities in which it has invested, can guar
antee securities which it sells and buy guaranteed securities 
(IV-8), it can shift its activities within the prescribed limit 
as general conditions may require. 

Like the Fund, the Bank deals with its members only through 
their Central Banks, Treasuries or other fiscal agencies (111-2). 
But the Bank can guarantee, participate in or make loans to 
not only members and. their political subdivisions but also to 
"any- business,· industrial, and agricultural enterprise in the 
territories of a member" (III-4). 

6. The Economist interprets this section to mean that the Bank can 
guarantee very large sums "since the guarantee will relate only to interest 
and service." This is quite obviously a misinterpretation. Once a loan goes 
bad the Bank is liable for all of it and not only for one year's service. See 
"Bretton Woods," The Economist, July 29, 1944, p. 139. 

/ 
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But all guarantees and loans are subject to the following con
ditions (III -4) : 

( i) "When the member in whose territories the project is located 
is not itself the borrower, the member or the central bank or some 
comparable agency of the member which is acceptable to the bank, 
fully guarantees the repayment of the principal and the payment of 
interest and other charges on the loan." 

( ii) "The Bank is satisfied that in the prevailing market condi
tions the borrower would be unable otherwise to obtain the loan 
under conditions which in the opinion of the Bank are reasonable 
for the borrower." 

(iii) "A competent committee (appointed by the Bank according 
to Art. V-7) has submitted a written repmt recommending the 
project after a careful study of the merits of the proposal." 

( iv) "In the opinion of the Bank the rate of interest and other 
charges are reasonable and such rate, charges and the schedule 
for repayment of principal are appropriate to the project." 

( v) "In making or guaranteeing a loan, the Bank shall pay due 
regard to the prospects that the borrower, and, if the borrower is 
not a member, that the guarantor, will be in position to meet its 
obligations under the loan; and the Bank shall act prudently in the 
interests both of the particular member in whose territories the 
project is located and of the members as a whole." 

(vi) '1n guaranteeing a loan made by other investors, the Bank 
receives suitable compensation for its risk." 

(vii) "Loans made or guaranteed by the Bank shall, except in 
special circumstances, be for the purpose of specific projects of 
reconstruction or development." 

These conditions are certainly aiming in the right direction. 
That some formulations are rather vague (e.g., the concept of 
"development" or the criteria of the "merits of the proposal") 
cannot be helped. The member's guarantee is, at any rate, a 
valuable second line of defense and a committee of neutral 
experts will be a better judge for the type of loans the Bank will 
guarantee or make just because it will be independent of per
sonal financial interests. 

More problematic are perhaps conditions ( ii) and ( iv), since 
it may well be asked, "How many loans are there likely to be 
which are safe enough to meet the Bank's standards and yet 
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not safe enough to float on their own merits?"' Dnly practical 
experience will answer this question. During the transition 
period the Bank will, undoubtedly, have a broad field for its 
activities since it is most unlikely that private capital will be 
available in sufficient amounts and on reasonable terms. If, later 
on, the Bank's activities should become more and more limited 
because private capital would gradually take over under equally 
favorable conditions for the borrower, the purpose of the Bank 
would be fulfilled. It is quite possible that the mere presence of 
a source of international credit at reasonable rates for sound 
purposes would keep rates down even if the actual demand 
for guarantees or loans from the Bank were not large. 

, Moreover, the Bank may possibly jind a useful field in the 
extension of guarantees or loans of smaller amounts which pri
vate capital may easily neglect. This problem, not unknown in 
domestic banking, lends itself particularly to a solution by an 
institution which is. willing to serve as a guarantor or to issue 
its own securities in lieu of smaller borrowers. 

Private investment depends on , profit anticipations. Profit 
'anticipations fluctuate with the business cycle. During periods 
of depression private capital may not be available without the 
guarantee of the Bank. The Bank's activities may, therefore, 
increase when private investment tends to fall off, thus causing 
a beneficial countercycle effect which could contribute consid
erably towards more stable employment conditions throughout 
the world. /Where the guarantee of the Bank would not suffice 
the Bank could issue its own obligations to secure loanable 
funds for investment projects which, though in the eye of the 
private investor at the moment not profitable or secure enough, 
would nevertheless help to maintain a given employment and 
income level; The Bank could, in other words, act as a counter
weight to the swings of private international investment, simi
lar ~o 'the compensatory spending of governments when ex
penditures are shifted as far as possible from time of prosperity 
into time of depression. 

7, The Economist, July 29, 1944, p. 139, 
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MULTll..ATEBALISM 

As a companion agency to the Fund, the Bank is based en
tirely and unequivocally on the multilateral principle. Art. 111-5 
provides that "the Bank shall impose no conditions that the 
proceeds of a loan shall be spent in the territories of any par
ticular member or members." The Bank may borrow ~ds and 
guarantee loans only if the member in whose markets the funds 
are raised or in whose currency the loan is denominated agree 
"that the proceeds may be exchanged for the currency of any 
other member without restriction" ( IV-1-b). In 'other words, the 
money borrowed can be spent in any member country. Thus 
the Bank enables its members to borrow in the most favorable 
capital market and to spend the borrowed funds wherever raw 
materials, machines, etc., should be bought according to strictly 
economical considerations. No political or economic strings will 
be attached to loans which the Bank guarantees, participates 
in or makes (IV-10). Thus bilateralism is prevented and it is 
to be hoped that, under the competitive influence of the Bank, 
private investors will find it impossible to impose conditions on 
borrowers which would violate the principle of multilateralism. 
The borrower, on the other hand, will not be able to use 
payment difficulties via exchange control to force the creditor 
into bilateral deals. Each member guarantees payments on loans 
for projects in its territory and by refusing to ful:B.ll its obliga
tions to the Bank it would antagonize all other members-a 
policy which it would hardly find advisable. 

Of course it can happen that a member finds itself unable 
to live up to its promises. In case of "acute exchange stringency" 
a member may apply to the Bank for a relaxation of the condi
tions of payment (IV-4-c). If the Bank is satisfied that some 
relaxation is in the interest of the member, the other members 
or the Bank, it can do two things: ( l) it can accept service 
payments in the currency of the member for periods not to 
exceed three years and arrange for the repurchase of such 
currency on appropriate terms; and ( 2) it can modify the terms 
of amortization or extend the life of the loan, or both (IV -4·c). 

\Vhere the Bank has only given its guarantee these relaxa-
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tions, which concern direct loans, are not applicable. But the 
Bank has the right to tenninate its liability to the creditor of 
a guaranteed loan by offering to purchase the loan at pa~ and 
interest accrued (IV -5-c) after which purchase the above men
tioned relaxations could be arranged. 

When the Bank makes loans or participates in loans it must 
be able to supply the borrower with currencies of any member 
from which the borrower wants to buy. The Bank is able to do 
so because its resources consist of currencies of all members or 
of gold and United States dollars. Gold has, as in the Fund, 
the function of a transfonner which increases the liquidity of 
the Bank's resources. That the dollar is considered equivalent to 
gold is easily explained by the position of the United States as 
the main creditor nation among the members. 

The Bank's foreign exchange resources will, under certain 
conditions, be available. to a member ,in whose territories part 
of the loan is spent. This member's demand for imports may 
increase because of its exports (e.g., when more raw materials 
have to be bought) and the Bank is, therefore, willing to re
purchase with gold or foreign exchange a part of that member's 
currency which was spent by the borrower (IV -3-d). 

In one respect only the Bank seems to fall short of a complete 
application of strictest multilateralism: it is, as a rule, not will
ing to provide the borrowing member with the member's own 
local currency (IV -3-a). In other words, the Bank does not 
arrange domestic loans. This seems quite obvious since a 
country can, of course, supply its own domestic money. But 
the following consideration is in order. 

Many borrowers want, first of all, domestic money. If they 
borrow abroad they will sell the borrowed foreign funds on the 
domestic exchange market for local currency to importers who, 
then, import whatever commodities can be bought more cheaply 
abroad than at home. Of course, the character of the imported 
commodities would, under these conditions, have nothing 
whatsoever to do with the project for which the foreign debt 
was incurred and we should try in vain to gauge the produc
tivity of the project or projects by the character of the country's 
imports. Foreign lending and foreign trade would be com-
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pletely disconnected as far as each individual loan is concerned. 
Borrowing and buying would follow the laws of their respective 
markets, and only indirectly and on the whole would creditor 
and debtor countries find their international trade balances 
adjusted to changes in their credit balances. 

But to be an ideal solution this case would require ideal 
conditions which may not be fulfilled. A country with great 
scarcity of capital may all too easily be tempted to accumulate 
a transfer burden far beyond its strength. Moreover, the coun
try may borrow abroad what it could have created at home. 
A scarcity of capital may be caused by an insufficient supply of. 
savings owing to a low national income and unemployment. 
This situation can, at least partly, be overcome by credit crea
tion. In this case a country should try, first of all, to mobilize 
its own resources instead of relying too much on foreign help. 
To borrow abroad what could be extracted from the country's 
own unused resources would be foolish. Only such additional 
help should come from the outside as is complementary to and 
indispensable for full employment at home. 

It is, therefore, commendable that the Bank should, on prin· 
ciple, refrain from loaning for purposes other than those which 
require imports from abroad. Article III-5-b provides that the 
Bank "shall make arrangements to ensure that the proceeds of 
any loan are used only for the purposes for which the loan was 
granted .... " That the Bank is normally not supposed to pro· 
vide local funds which could be borrowed in a member's own 
capital market, is implied in Article IV-3-b according to which 
the Bank may, in exceptional circumstances, when local cur
rency required for the purpose of the loan cannot be raised by 
the borrower on reasonable terms, provide the borrower, as 
part of the loan, with an appropriate amount of local currency. 

SPREADING TilE RISK 

Professor Williams' only remark concerning the Bank pro
posal implies an interesting criticism. "I have not been able to 
see," he writes,S ''how such a bank can be international, except 

8. "The Postwar Monetary Plans," American Economic Review, March, 
1944, Supplement, p. 372. 
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in a fonnal or. limited sense; in a world containing only one 
large cr~ditor and many debtors.') In other words, the United' 
States cannot escape the creditor's risk, .the weak cannot pro· 
teet the strong, and to have loans guaranteed by the debtor 
against default does not make them any better. For "who is to 
guarantee the guarantors?" 9 

To answer this argument we shall have to find out in which 
respect the Bank can, through international organization, 
achieve a greater amount of financial security than could other
wise be obtained. This will answer .the question whether the 
international character of the Bank is purely fonnal or not. 

For the creditor countries the Bank reduces the risk con· 
nected with foreign loans by spreading losses proportionately 
according to the members' subscriptions (11-7-iii). This advan· 
tage can be ignored only when one assumes that all the debtor 
coUntries among the members would find themselves simul
taneously in a completely illiquid condition, unable to meet 
their international financial obligation~. This would imply that 
not only the borrowers themselves fail to pay or to transfer 

· their payments, but also that the members' double guarantee 
-as guarantors for the projects in their territories and as sub
scribers of the Bank's unpaid capital-is worthless. Only under 
the assumption of a world-wide credit crisis of very great pro
portions· could such pessimism be justified. But the Bank is 
expressly designed for the prevention of developments similar 
to those which, in the earlv thirties, led to the breakdown of the 
international credit struchrre. 

The Bank's main purpose is not the distribution of losses 
but the prevention of losses. First, the Bank sees to it that each 
individual loan which it makes, participates in, or guarantees is 
basically sound and fit to strengthen the member's productivity 
and, therefore, indirectly, its export position; secondly, it tries 
to arrange its loans and guarantees in such a manner "that the 
more useful and urgent projects, large and small alike, will he 
dealt with first" ( 1-iv). Acting on these principles, the Bank 
would achieve a diversification of risk which would probably 
he superior to that of institutions of smaller scope. Because 

9. New York Times, July 19, 1944. 
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the Bank is not only international but world-wide in its activi
ties, and in its infonnation, it should be ·able to allocate its 
funds or the funds guaranteed by it in a well-balanced, prudent 
way and to keep its members continuously aware of their 
inescapable interdependence and of ~eir mutual obligations 
as debtors and as creditors. 

Seen in this light, it can hardly be maintained that the Bank 
would be international only in a fonnal or limited sense. 

PROTECTION OF MEMBERS 

The detailed provisions of Articles IV and V concerning the 
Bank's operations, organization and management will not be 
discussed. They are, in many respects, similar to those of the In
ternational Monetary Fund. Only the provisions which serve 
to protect the members against unwelcome effects of the 
Bank's transactions upon their economies will briefly be men
tioned. 

Both the foreign exchange and the credit market of a 
member might be adversely influenced by the Bank's operations. 

As far as a member's security market is concerned, the mem
ber must, of course, remain sole judge whether it wants to 
make its funds available to the Bank. And since all transactions 
with the Bank would take place through the Central Bank or 
the Treasury of the member, there is hardly a transaction con
ceivable which would, via a change in the commercial banks' 
reserve deposits, not tend to influence the member's money 
market.10 

It is, therefore, natural that the Bank will only be able to raise 
funds in a member's market with the approval of the member 
(IV -1-b) and that currencies paid into the Bank "shall be loaned 

10. The International Bank holds its resources of a member's l~cal 
currency in the member's Central Bank (V-11). As the local currency is 
made available to and spent by a borrower, the local currency is received 
by domestic firms and deposited in commercial banks. The commercial 
banks in tum deposit the money with their Central Bank thus increasing 
their reserves by the same amount by which their demand deposits are 
increased. And since only a fractional reserve is required, the commercial 
banks are, ceteris paribus, in a position to expand their loans by an amount 
several times larger than the original loan by the International Bank. 
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only with the approval in each case of the member whose cur
rency is involved .... " (IV-2). 

The foreign.exchange·markets of the members are protected 
against unfavorable effects due to action by the Bank as far as 
this is possible without violation of the basic principle of multi
lateralism. The discussion of the operations of the International 
Monetary Fund in Chapter VI has shown that international 
long-term investment will, as a rule, stabilize rather than un
stabilize the .members' balances of payments. We saw that a 
surplus country may easily avoid the rationing of its currency 
by increased foreign investment or by loans to the Fund. Situa
tions are conceivable, however, where a. loan would tend to 
disturb, temporarily, the balance of payments of a creditor or 
a debtor country. The creditor country may, e.g., find that its 
,exports do not increase sufficiently to correspond to its foreign 
investments or the member in whose market the loan is spent 
may find its imports for raw materials and, therefore, its demand 
for foreign exchange increased. Similarly, the debtor country 
may, under the influence of a foreign loan, expand or readjust 
its economic activities in a manner which could lead to a de
mand for foreign exchange'in addition to the funds made avail
able by th~ loan. · 

. The Bank will be able to help adjust these occasional diffi-
culties (IV -3) and can also rely on the fullest cooperation of 
the Fund. 

BUILT ON SAND? 

But what about the time when the loans are to be paid 
back? Harold Fleming 11 believes that, while the Bank is de
signed as well as could be asked and while it should make 
possible more and better loans, and in a more orderly fashion, 
it is, nevertheless, built on sand. The serious weakness in the 
foundations under the Bank's well-built structure, he argues, 
is that it helps its members to get into debt with the United 
States, a country which does not want their goods. Thus the 
Bank only helps to avoid balance of payments difficulties today 
by rolling up trouble for the future. 

11. Christian Science Monitor, August 15, 1944. 
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The same problem worries The Economist.12 Commenting 
on the Bretton Woods Agreements the paper comes to the con~ 
elusion that the success of both the Fund and the Bank rests on 
assumptions whose ful£llment is perhaps not impossible, but 
not very probable either. 

The world in which alone the Fund and the Bank could 
really work "would be one in which at least the major countries 
were successful in avoiding unemployment crises, in which 
there was a substantial lowering of tariffs and other trade bar~ 
riers, in which creditors behaved as creditors should, in which 
debtors did not default-in short, ill which balances of payments 
were naturally brought into equilibrium by expansion, not 
forced into it by contraction." 18 

True, a repetition of the mistakes of the thirties in employ
ment and foreign trade policies could jeopardize the success 
of the proposed monetary and financial institutions. But should 
we really be so obsessed by fear? Of course, the monetary and 
financial agreements will have to be followed by a similar 
agreement concerning foreign trade policies.14 The success of 
Bretton Woods justifies hopes that such an agreement can be 
achieved. And if international relations are put on a sound 
basis we may also hope that the problem of full employment 
will be more successfully handled than during the inter~war 
period. 

This reasoning does not indulge in unwarranted optimistic 
predictions. It says only that the success of the Fund and the 
Bank should not be endangered by the fear of events which it 
is in our power to prevent. 

And can it really be argued that foreign loans in general are 
no longer advisable because they would lead to difficulties much 
worse than those which they help to mitigate? Even if we 
admit that the new institutions might be gravely endangered 
through a possible failure of the members to live up to the 
standards of behavior which an orderly world trade requires, is 

12. "Bretton Woods," The Economist, July 29, 1944, p. 139. 
13. Ibid., p. 139. 
14. See, e.g., World Trade and Employment, The Committee on Inter

national Economic Policy (New York, June 28, 1944). 
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this reason enough. to plunge the world prematurely and per~ 
haps unnecessarily into the difficulties which might follow a 
thoroughly uncertain breakdown of the new international 
system? , · 

A series of well-integrated international agreements of the 
·Bretton Woods type have the very purpose to avoid the disaster 
in which they could go under. 

That the United States will f9rever refuse to import more 
than she exports, that she will never learn to behave as a cred
itor, is an unwarranted assumption. The service payments on 
long-term international loans will be made in an orderly man
ner, will be spread over a reasonable period of time, and will 
take place under conditions of multilateral clearing and an ex-

- panding world economy. Nor should it always be forgotten that 
a creditor, in enjoyirig additional imports, does not have to take 
away purchasing power from the domestic market since he can 
buy in foreign markets with the money owed to him. . 



I 

XIV 
CONCLUSION 

A SUCCESSFUL COMPROMISE 

THE United Nations Monetary and Financial Conference at 
Bretton Woods was a success because the representatives of 
forty-four nations had the wisdom to modify their individual 
and national preferences and to agree on a world-wide system 
of monetary and financial cooperation. Cooperation and multi
lateral clearing can be achieved only when a great majority 
of nations believe that the proposed system is to their advantage 
and this great majority can be won only if extreme positions, 
not acceptable to some of the prospective members, are suffi
ciently revised. A country cannot insist on its own brand of 
multilateral clearing because it needs the willingness of other 
countries to desist from discriminatory policies; and desist 
they will only if the price for multilateralism is not considered 
worse than bilateralism. 

Different countries have different monetary interests: the 
capitalist economies face problems to which a planned economy 
can be indifferent; debtor and creditor countries have often 
conflicting viewpoints; gold holdings and gold production 
create a preference for the monetary use of gold while others 
fear the strait-jacket of gold; exchange control seems quite in
dispensable to one country and particularly obnoxious to the 
next; and cheap money policies at home,are to some countries 
preferable to stable exchange rates. 

To achieve a workable compromise between these different 
viewpoints and diverging interests is riot easy. To achieve it 
through a combination of the constructive features of compet

l97 
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ing proposals means success. The compromise solution of Bret
ton Woods creates a framework for international monetary and 
financial cooperation which is strong and flexible while offering 
to the weaker members the help without which they could not 
join the stronger nations in a genuinely multilateral organiza
tion. 

To achieve a similarly broad agreement any alternative plan 
would have to be so nearly identical with the present proposals 
that it would be inexcusable to reject the results of Bretton 
Woods on account of minor points. A plan which would deviate 
considerably from the proposed compromise now awaiting final 
endorsement would have no chance of being adopted by a ma
jority of countries and could not, therefore, lead to a multilateral 
solution. 

The failure of the present endeavors could easily be tanta
mount to the breaking apart of the world into monetary blocs 
which would again embark on discriminatory policies. This 
would foreshadow a new wave of economic nationalism. It 
would, in fact, be its beginning. And the peace might be lost 
before the war is won. 

The very nature of a compromise implies that nobody is fully 
satisfied. In the United States, for instance, we could perhaps 
be tempted to reject the Fund because of the possible rationing 

· of dollars as a scarce currency. Exchange control, we could 
argue, is bad and conflicts with multilateral clearing. This seems 
convincing enough. But it is wrong because by refusing to join 
a system which is tainted· with exchange control we are not 
creating a system which is free from it. We only destroy our 
last chance of getting a multilateral payment system and_con
sequently will soon be enmeshed in controls and discrimina
tions which are much worse. 

Our approach must be different. If it is not desirable that 
the dollar should be subject to exchange control, we must try 
to avoid situations in which the Fund would be forced to ap
portion its dollar resources. Adequate policies in the debtor and 
creditor countries may restore equilibrium before a currency 
becomes scarce; credits will help; appreciation of the scarce 
currency can be considered. Indeed1 impending exchange con· 
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trol may have the beneficial effect of impressing on the creditor 
the necessity of adequate action. 

A QUESTION OF ALTERNATIVES 

Assuming that the Bretton Woods Agreements may not be 
ratified, is there any other proposal, aimed at multilateral 
clearing, so definitely, so obviously superior that it would be ac
cepted by a majority· of nations in the atmosphere of disap
pointment, pessimism, an~ cynicism following a refusal of the 
respective governments to endorse the proposed institutions? 

The key-countries approach is perhaps the next best proposal. 
Unfortunately it amounts to the Fabian advice not to undertake 
the difficult task of international currency stabilization right 
now, to proceed more cautiously and to wait first for greater 
domestic stability in the prospective member countries. Thus it 
leaves the weaker countries, right after the war when they are 
most in need, without the help which the proposed monetary 
and financial institutions could render. Left alone the deficit 
countries are liable to employ measures destructive of inter
national prosperity. They will either try to increase their ex
ports through competitive exchange depreciation or they will 
cut down imports through cumulative protectionism and ex
change control. Domestic stability, for which the key-countries 
approach is waiting, may be achieved, if at all, at the expense of 
international cooperation. The key-countries approach is 
dangerous because it refuses to forge a durable and compre
hensive international framework before it is too late. 

The gold standard mechanism is a multilateral solution of 
considerable prestige. Nevertheless, it cannot compete with the 
Fund as a practical post-war solution because it is unacceptable 
to a number of countries, including Great Britain. This fact 
could not be ignored, even if the merits of the gold standard 
were much more obvious than they actually are and even if 
a more equal gold distribution could be achieved. 'Ipe friends 
of gold request rigid exchange rates, strictest elimination of 
exchange control and reciprocal deflation and inflation accord
ing to gold movements; they also insist on very conservative 
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domestic policies with balanced budgets and without govern
ment deficit spending. 

British experts, on the other hand, consider these conserva· 
tive recipes as the surest way to unemployment, first in the 
deficit countries, and· then in the whole world. Rather than 
being tied to gold they would do without a multilateral solution. 
Some, not even willing to accept the Keynes Plan, propose, 
therefore, a less than multilateral solution which would amount 
to the creation of monetary blocs. ' 

If we take the Keynes Plan as typical for Great Britain's first 
choice, we can easily see why such a plan, in· turn, would not 
be acceptable to the creditor countries. 

The creditor countries cannot be expected to endorse a plan 
for the creation of international hank money according to which 
the debtor countries might control the credit expansion in the 
creditor countries. The creditor countries insist on a right to 
their. own domestic policies just as much as the deficit coun· 
tries. As the latter refuse to adopt the gold standard to avoid 
deflation, so creditor countries insist on a sufficient modification 
of the Keynesian proposal to protect themselves against in
flation .. 

Thus we see that no alternative to the Bretton Woods Agree·' 
ments is equally acceptable to all prospective members of an 

· i:Dternational system: the road to international monetary co· 
operation has to lead through and not around Bretton Woods. 

A CONSTRUcTIVE SOLUTION 

How does the international Monetary Fund reconcile ~ese 
diverging interests and theories? . 

( 1) The Fund puts adequate reserves of "international 
money" in the form of buying rights at the disposal of the mem
bers: Thus one of the most urgent economic post-war problems 
is solved without necessitating a redistribution of gold for 
which, incidentally~ so far no adequate suggestion has been 
made. The availability of sufficient reserves of international 
money is of paramount importance; it prevents prospective 
deficit countries from "resorting to measures destructive of 
national or international prosperity." 
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( 2) The Fund sees to it that the members do not lose their re

serves in the vain attempt of trying to hold untenable positions. 
Prolonged deviations from international payment equilibrium 
are not permitted. But the responsibility is not one-sidedly fixed 
on the deficit countries. Both deficit and surplus countries are 
induced to follow policies which tend to maintain international 
payment equilibrium. 

( 3) The Fund does not intedere, however, with the mem· 
bers' domestic policies. This is already implied in the fact that 
the members have different social-economic systems. If com
pletely planned economies like Russia on the one side and 
capitalist economies like the United States on the other are 
members, how could the Fund discriminate against their social 
and political policies? Moreover, it has to be taken for granted 
that full employment policies will rank higher than fixed ex
change rates in the scale of preferences of many members. 

( 4) The Fund has the purpose to promote exchange stability 
but it does not insist on rigid parities. If a member's domestic 
policies lead to a national price level which is at variance with 
the established patity, the resulting international payment dis
equilibrium is considered "fundamental," and the member will 
be given the right to adjust the par value of its currency accord
ingly. Depreciation is generally considered more advisable than 
deflation. 

( 5) While the Fund permits changes in the par values of 
the members' currencies, it makes these changes dependent on 
the approval of the Fund and excludes, therefore, unilateral 
and competitive exchange depreciation. 

( 6) Orderly exchange depreciation is not only necessary for 
the protection of deficit countries against deflation; it also pro
tects the surplus countries against inflation. Credit expansion 
in deficit country plus exchange stability would force the sur
plus countries into foreign lending or into domestic credit ex
pansion. Only depreciation of deficit currencies or appreciation 
of surplus currencies can insulate the members against un
desired effects of the domestic policies of other members. 

(7) The obligations of the prospective creditor countries as 
members of the Fund are strictly limited. In contradistinction 



· 202 :IN"'$RNATIONAL MONETARY COOPERATION 

to the Keynesian Clearing Union, the Fund does not create 
international. bank money. The members have no overdraft 
privileges but they can buy, within limits, foreign exchange 

"'from the Fund. Since the aggregate buying rights of the pro
spective deficit countries may be larger than the Fund's supply 
of currencies of surplus countries (plus gold), rationing of 
scarce currencies must be provided for. But the creditor coun
tries can protect themselves against this unpleasant eventuality 
through loans to the Fund or to other members and through 
appreciation of their currencies. 

( 8) The Fund tends to eliminate exchange control as incom
patible with ·multilateral clearing. But it permits its members 
to maintain and to adapt to changing circumstances restrictions 
on payments and transfers for current international transactions 
during the transition period. Exchange controls, furthermore, 
cannot be dispensed with as a weapon against capital Hight 
movements. 

( 9) The Fund uses gold as a common denominator for the 
member currencies and as an asset of highest international 
liquidity. It also establishes a firm market for gold. But the 
operations of the Fund al:e not a replica of the gold How mecha
nism nor are the members "tied" to gold. They merely express 
·the par value of their currencies in terms of gold and promise 
not to change this par value without authorization by the Fund. 

( 10) The Fund attempts to achieve the maximum amount of 
integration of the credit policies of the members which is at
tainable without coercion. It makes, therefore, an effort towards 
exchange stability which is, theoretically, superior to the blind 
forces of the gold mechanism. If the Fund should succeed in 
this ambitious endeavor, it would resolve most of the difficul
ties which endanger an international monetary system in the 
modern world. 

DANGER POINTS 

Purists may point out that the Fund Agreement is full of 
inconsistencies. Non-interference seems incompatible with an 
equilibrating mechanism, exchange stability with depreciation, 
exchange control with multilateral clearing. These criticisms 
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ignore the compromise character of the Fund. But they indicate, 
nevertheless, the conflicts and tensions which will tax the 
strength of the Fund's structure and the members' willingness 
to cooperate. The Fund itself is only an instrument whose qual
ity will depend largely on the policies which it will be made to 
serve. · 

Some of the concepts used in the Fund Agreement are of 
necessity rather vague, some of the provisions are difficult to 
interpret. What, precisely, is a "fundamental" disequilibrium? 
How important an aim is the promotion of exchange stability? 
If, for instance, a member's social and political policies cause a 
fundamental disequilibrium, has the member violated the pur
pose of the Fund which is exchange stability? Is the member, 
then, ineligible to use the resources of the Fund? 

What, precisely, are current transactions? How can exchange 
controls be exercised in a manner which will not restrict pay
ments for current transactions? How can allocations and con
trols of scarce currencies be prevented from leading into 
bilateral clearing arrangements and other discriminatory prac
tices? 

How are exchange rates to be determined? When are depre
ciations to be granted by the Executive Directors, considering 
the complexity of the problem and the understandable jealousies 
of the members? And how can overexpansion and inflation be 
avoided when contraction and deflation seem to be a priori 
excluded? 

These are pertinent questions. They mark difficult problems 
for the Board of Governors, the Executive Directors and the 
monetary authorities of the members. It will take many years to 
work out the proper techniques and policies of international 
monetary cooperation. 

The broad and often intentionally vague formulations of 
the Fund Agreement will have to be interpreted and the Fund's 
mechanism operated in a spirit of mutual understanding born 
of the painful experiences of the years between the wars. The 
new system will, no doubt, have to pass through crises when its 
survival alone will be an achievement. But as more peaceful 
times are reached and as the members learn to stabilize their 
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own economies, we can gradually develop the art of integrating 
the monetary policies of the member nations just as a Central 
Bank integrates the policies of its member banks. 

The Fund will be a place where the diverging national 
futerests and conilicti~g theoretical viewpoints can be continu
ously discussed and compromised. Its members will remain con
scious of their mutual interdependence and will be willing to 
cooperate rather than to face the consequences of another 
period of monetary chaos. 

The Fund is the only practicable multilateral solution of 
the world's monetary problems. To fail to back up the Fund 
proposal means to risk destruction of the last chance for a 
return to healthy multilateral trade. Nothing less than a multi
lateral solution, however, will be acceptable to those who, fol
lowing the Atlantic Charter, "desire to bring about the fullest 
collaboration between all nations in the economic field with the 
object of securing, for all, improved labor standards, economic 
advancement, and social security." 
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THE WHITE PLAN 

PRELIMINARY DRAFT OUTI..INE OF A PROPOSAL FOR 

AN INTERNATIONAL STAB,JLIZATION FUND 

OF THE 

UNITED AND ASSOCIATED NATIONS 

REVISED July 10, 1943 

Preamble 

1. There is a growing recognition that progress toward 
establishment of a functioning democratic world in the post
war period will depend on the ability of free peoples to work 
together in solving their economic problems. Not the least of 
these is the problem of how to prevent a widespread breakdown 
of currencies with resultant international economic disorder. 
We must assure a troubled world that the free countries will 
solve these perplexing problems, and that they will not resort 
to competitive exchange depreciation, multiple currency prac
tices, discriminatory bilateral clearing, or other destructive 
foreign exchange devices. · . 

2. These are not transitory problems of the immediate post
war period affecting only a few countries. The history of the 
past two decades shows that they are continuing problems of . 
vital interest to all countries. There must be a general realiza
tion that world prosperity, like world peace, is indivisible. 
Nations must act together to restore multilateral international 
trade, and to provide orderly procedure for the maintenance 
of balanced economic growth. Only through international co
operation will it be possible for countries successfully to apply 
measures directed toward attaining and maintaining a high 
level of employment and income which must be the primary 
objective of economic policy. 

3. The International Stabilization Fund of the United and 
Associated Nations is proposed as a permanent institution for 

205 , 
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international monetary cooperation. The resources of this Fund 
would be available under adequate safeguards to maintain cur
rency stability, while giving member countries time to correct 
maladjustments in their balance of payments without resorting 
to extreme measures destructive of international prosperity. · 
The resources of the Fund would not be used to prolong a basi
cally unbalanced· intf(rnational position. On the contrary, the 
Fund would be influential in inducing countries to pursue 
policies making for an orderly return to equilibrium. 

4. The Fund would deal only with me~ber governments 
and their fiscal agents, and would not intrude in the customary 
channels for conducting international commerce and finance. 
The Fund is intended to provide supplemental facilities for the 
successful functioning of the established foreign exchange in
stitutions and to free international commerce from harmful re
strictions. 

5. The success of the Fund must ultimat,ely depend upon 
the willingness of nations to act together on their common 
problems. International monetary cooperation should not be 
regarded as a matter of generosity. All countries have a vital 
interest in the maintenance of international monetary stability, 
and in the balanced growth of multilateral international trade. 

I. Purposes of the Fund 

The United Nations and the countries associated with them 
recognize, as declared in the Atlantic Charter, the need for the 
fullest cooperation among nations with the object of securing 
economic advancement and rising standards of living for all. 
They believe that attainment of these objectives will be facili
tated by international monetary cooperation. Therefore, it is 
proposed that there be established an International Stabilization 
Fund with the following purposes: 

1. To help stabilize the foreign exchange rates of the cur
rencies of the United Nations and the countries associated with 
them. 

2. To shorten the periods and lessen the degree of disequi
librium in the international balance of payments of member 
countries. 
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3. To help create conditions under which the smooth flow 

of foreign trade and of productive capital among the member 
countries will be fostered. 

4. To facilitate the effective utilization of the blocked foreign 
balances accumulating in some countries as a consequence of 
the war situation. 

5. To reduce the use of such foreign exchange restrictions, 
bilateral clearing arrangements, multiple currency devices, and 
discriminatory foreign exchange practices as hamper world 
trade and the international flow of productive capital. 

II. Composition of the Fund 

1. The Fund shall consist of gold and the currencies and 
securities of member governments. 

2. Each of the member countries shall subscribe a specified 
amount, to be called its quota. The aggregate of quotas of the 
member countries shall be the equivalent of at least $5 billion. 

3. Each member country shall meet its quota contribution in 
full on or before the date set by the Board of Directors for the 
Fund's operations to begin. 

(a) A country shall pay in gold not less than an amount 
determined as follows. If its gold and free foreign ex· 
change holdings are: 
( i) In excess of three times its quota, it shall pay in 

gold 50 percent of its quota. · · 
( ii) More than two but less than three times its quota, 

it shall pay in gold 40 percent of its quota plus 10 
percent of its holdings in excess of twice its quota. 

(iii) More than its quota but less than twice its quota, 
it shall pay in gold 30 percent of its quota plus 10 
percent of its holdings in excess of its quota. 

( iv) Less than its quota, it shall pay in gold 30 per
cent of its holdings. 
The gold payment required of a member country 

substantial parts of whose home areas have been wholly 
or partly occupied by the enemy, shall be only three
fourths of the above. (For other gold provisions, Cf. 
v-2-a and v-6, 7.) 
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A member country may include in the legal reserve 
account and ~ the published statement of the reserves 
of gold and foreign exchange in its Treasury or Central 
Bank, an amount not to exceed its· gold contribution to 
the Fund, minus its net purchases of foreign exchange 
from the Fund paid for with local currency. 

(b) It shall pay the remainder of its quota in local currency, 
except that a member country may substitute govern· 
ment securities (redeemable at par) for local currency 
up to 50 percent of its quota. 

4. A quota for each member country shall be computed by 
an agreed upon formula which gives due weight to the impor
tant relevant factors, e.g., a country's holdings of gold and 
free foreign exchange, the magnitude and the fluctuations of 
its balance of international payments, its national income, etc. 

Before computing individual quotas on the basis of the 
agreed upon formula, there shall be reserved an amount equal 
to 10 percent of aggregate quotas to be used as a special 
allotment for the equitable adjustment of quotas. Where the 
initial quota of a member country as computed by the formula 
i~ clearly inequitable, the quota may be increased from this 
special allotment. 

5. Quotas shall be adjusted on the basis of the mo~t 'recent 
data 3 years after the establishment of the Fund, and 'at inter-, 
vals of 5 years thereafter, in accordance with the agreed upon 
formula. In the period between adjustment of quotas, the 
Fund may increase the quota of a country, where it is clearly 
inequitable, out of the special allotment reserved for the equi
table adjustment of quotas. 

6. Any changes in the formula by which the quotas of mem
ber countries are determined shall be made only with the 
approval of a four~fifths vote of the Board. 

7. No increase shall be made in the quota of a member 
country under II-4, 5 or 6 without the consent of th~ repre
sentative of the country concerned. 

8. The resources of the Fund shall be used exclusively for 
the benefit of the member countries. 
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III. Monetary Unit of the Fund 

1. The monetary unit of the Fund shall be the unitas (UN-) 
equal in value to 1371;7 grains of fine gold (equivalent to $10). 
No change in the gold value of the unitas shall be made except 
with the approval of 85 percent of the member votes\_When 
such change is made, the gain or loss sustained by the Fund 
on its holding$ of gold shall be distributed equitably among 
the members of the Fund. 

The accounts of the Fund shall be kept and published in 
terms of unitas. 

2. The. value of the currency of each member country shall 
be established in terms of unitas and may not be altered except 
as provided in IV-5, below. ( Cf. IV-1, 2, below.) 

No member country shall purchase or acquire gold, directly 
or indirectly, at a price in terms of its national currency in 
excess of the parity which corresponds to the value of its cur
rency in terms of unitas and to the value of unitas in terms 
of gold; nor shall any member country sell or dispose of gold, 
directly or indirectly, at a price in terms of its national currency 
below the parity which corresponds to the value of its currency 
in terms of unitas and to the value of unitas in terms of gold. 
( Cf. VII-1.) 

3. No change in the value of the currencies of member coun
tries shall be permitted to alter the value in unitas of the assets 
of the Fund. Whenever the currency of a member country has 
depreciated to a significant extent, that country must deliver 
to the Fund when requested an amount of its local currency or 
securities equal to the decrease in the unitas value of the Fund's 
holdings of the local currency and securities of the country. 
Likewise, if the currency of a member country should appre
ciate to a significant extent, the Fund must return to that 
country an amount (in the currency or secur~ties of that coun
try) equal to the resulting increase in the unitas value of the 
Fund's holdings. 



210 
I 

INTERNATIONAL MONETARY COOPERATION 

IV. Exchange Rates 

1. The rates at which the Fund will buy and sell one mem
ber <;urrency for another and at which the Fund will buy and 
sell gold for local currency shall be established in accordance 
with the provisions below. ( Cf. also 111-2 and V-2.) 

2. The initial rates of exchange for member countries' cur
rencies shall be determined as follows: 

(a) For any country which becomes a member prior to the 
date on which the Fund's operations begin, the rates 
initially used by the Fund shall be based upon the value 
of the currency in terms of United States dollars which 
prevaUed on July 1, 1943. 

If, in the judgment of either the member country or 
the Fund, the ~hove rate is clearly inappropriate, the 
initial rate shall be deteimined by consultation between 
the member country and the Fund. No operations in such 
currency shall be undertaken by the Fund ~mtil a rate 
has been established which has the approval of the Fund 
and of the member country in -question. 

(b) For any member country which has been occupied by 
the enemy, the Fund shall use the exchange rate fixed 
by the government of the liberated country in consulta
tion with the Fund and acceptable to the Fund. Prior 
to the fixing of a definitive rate, operations in such cur
rency may be '!Jlldertaken by the Fund with the approval 
of the Board at a tentative rate of exchange fixed by 
the member country in consultation with the Board. No 
operations shall be continued under this provision for 
more than 3 months after the liberation of the country 

· or when the local currency holdings of the Fund exceed 
the quota of the country, except that under special cir
cumstances the period and the amount of such opera
tions may be extended by the Fund. 

3. The Fund shall not come into operation until agreement 
has been reached on the exchange rates for currencies of coun
tries .representing a majority of the aggregate quotas. 
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4. The Fund shall detennine the range within which the 
rates of exchange of member currencies shall be permitted to 
fluctuate. (Cf. VII-I.) 

5. Changes in the exchange value of the currency of a mem
ber country shall be considered only when essential to the 
correction of fundamental disequilibrium in its balance of 
payments, and shall be made only with the approval of three
fourths of the member votes including the representative of the 
country concerned. 

Because of the extreme uncertainties of the immediate post
war period, the following exceptional provisions may be used 
during the first 3 years of the Fund's operations: 

(a) When the existing rate of exchange of a member country 
is clearly inconsistent with the maintenance of a bal
anced international payments position for that country, 
changes from the established rate may be made at the 
special request of that country and with the approval of 
a majority of the member votes. 

(b) A member country may change the established rate for 
its currency by not more than 10 percent provided that 
the member country shall notify the Fund of its inten
tion and shall consult with the Fund on the advisability 
of its action. 

V. Powers and Operations 

1. The Fund shall have the power to buy, sell and hold gold, 
currencies, and government securities of member countries; to 
earmark and transfer gold; to issue its own obligations, and to 
offer them for discount or sale in member countries. 

The Fund shall purchase for local currency or needed foreign 
exchange any member currency in good standing acquired by 
another member country in settlement of a balance of payments 
on current account, where such currency cannot be disposed of 
in the foreign exchange markets within the range established 
by the Fund. 

2. The Fund may sell to the Treasury of any member country 
(or Stabilization Fund or Central Bank acting as its agent) at 
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the accepted !~te of exchange, currency of any member coun
try which the Fund holds; provided that: 

(a) The foreign exchange demanded from the Fund is 
required to meet an adverse balance of payments pre
dominantly ori current account with any member coun
try. ( Cf. V-3, for capital transfers.) 

When the gold and free foreign exchange holdings 
of a member country exceed 50 percent of its quota, 

·the Fund in selling foreign exchange to such member 
country shall require that one-half of such exchange 
shall be paid for with gold or foreign exchange accept
able to the Fund. (Cf. V-6, 7; on gold collateral, see 
V-2-c.) -

(b) The Fund's total holdings of the cur:r.ency and securities 
of any member country shall not exceed the· quota of 
such country by more than 50 percent during the first 
year of operation of the Fund, and thereafter shall not 
exceed such quota by more than 100 percent . (except as 
otherwise provided below). The total holdings thus 
permitted are termed the permissible quota of a country. 
When the Fund's holdings of local currency and securi
ties are equal to the permissible quota of a counny, the 
Fund may sell foreign exchange for such additional local 
currency only with the specific approval of the Board.of 
Directors ( cf. VI-3~a, below), and provided that at 
least one of the following two conditions is met: 
( i) In the judgment of the Fund satisfactory measures 

are being or will be taken by the country whose cur
rency is acquired by the Fund, to correct the disequi
librium in the country's balance of payments; or 

( ii) It is ,believed that the balance of payments of the 
country whose currency is acquired by the Fund will 
be such. as to warrant the expectation that the excess 
currency holdings of the Fund can be disposed of 
within a reasonable time; 

Provided further, that when the Fund's holdings of the \ 
currency of any member (.!Ountry or countries fall below 
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20 percent of their respective quotas, the sale of such 
currencies shall also require the approval of the repre
sentatives of these countries. 

(c) When the Fund's holdings of local currency and securi
ties exceed the permissible quota of a country, the Board 
may require the member country to deposit collateral in 
accordance with regulations prescribed by the Board. 
Such collateral shall take the form of gold, foreign or 
domestic currency or Government bonds, or other suit
able collateral within the capacity of the member 
country. 

(d) When, in the judgment of the Fund, a member country, 
whose currency and securities held by the Fund exceed 
its quota, is exhausting its permissible quota more rap
idly than is warranted, or is using its permissible quota 
in a manner that clearly has the effect of preventing or 
unduly delaying the establishment of a sound balance in 
its international accounts, the Fund may place such con
ditions upon additional sales of foreign exchange to 
that country as it deems to be in the general interest 
of the Fund. 

3. The Fund may sell foreign exchange to a member coun
try, under conditions prescribed by the Fund, to facilitate a 
transfer of capital, or repayment or adjustment of foreign debts, 
when in the judgment of the Board such a transfer is desirable 
from the point of view of the general international economic 
situation, provided the Fund's holdings of the currency and 
securities of tl1e member country do not exceed 150 percent of 
the quota of that country. When the Fund's holdings of the 
local currency and securities of a member country exceed 150 
percent of the quota of that country, the Fund may, in excep
tional circumstances, sell foreign exchange to the member coun
try for the above purposes with the approval of three-fourths of 
the member votes. ( Cf. V-2-a, above; on voting, VI-3-a, be
low.) 

4. When the Fund's holdings of the currency and securities 
of a member country become excessively small in relation to 
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prospective acquisitions and needs for that currency, the Fund 
shall render a report to that country. The report shall embody 
an analysis of the causes of the depletion of the Fund's holdings 
of that currency, a forecast of the prospective balance of pay
ments in the absence of special measures, and finally, recom
mendations designed to increase the Fund's holdings of that 
currency. The representative of the country in question shall 
be a member of ·the Fund committee appointed to draft the 
report. This report shall be sent to all member countries and, 
if deemed desirable, be made public. Member countries agree 
that they will give immediate and careful attention to recom
mendations made by the Fund. 

5. Whenever it becomes evident to the Board of Directors 
that the anticipated ~emand for any particular currency may 
soon exhaust the Fund's holdings of that currency, the Fund 
shall inform the member countries of the probable supply of . 
the currency and of a proposed method for its equitable dis
tribution, together with suggestions for helping to equate the 
anticipated demand for and St!pply of that currency. 

The Fund shall make' every effort to increase the supply of 
the scarce currency by acquiring that currency from the foreign 
balances of member countries. The Fund may make special· 
arrangements with any member country for the purpose of pro
viding an emergency supply under. appropriate conditions' 
which are acceptable to both the Fund and the member 
country. 

To facilitate appropriate adjustment, in the balance of pay· 
ments position of member countries, and to help correct the 
distortions in the pattern of trade balances, the Fund shall 
apportion its sales of such scarce currency. In such apportion· 
ment, it shall be guided by the principle of satisfying the most 
urgent needs from the point of view of the general interna
tional economic situation. It shall also consider the special 
needs and resources of the particular countries. making the re· 
quest for the scarce currency. 

The right of any member country to acquire an amount of 
other currencies equal to its permissible quota shall be limited 
by the necessity of assuring an appropriate distribution among 
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the various members of any currency the supply of which is 
scarce. 

6. In order to promote the most effective use of the available 
and accumulating supply of foreign exchange resources of 
member countries, each member country agrees that it will 
offer to sell to the Fund, for its local currency or for foreign 
currencies which the member country needs, one-half of the 
foreign exchange resources and gold it acquires in excess of its 
official holdings at the time it became a member of the Fund, 
but no country need sell gold or foreign exchange under this 
provision unless its official holdings (i.e., Treasury, Central 
Bank, Stabilization Fund, etc.) are in excess of 25 percent of 
its quota. For the purpose of this provision, only free and liquid 
foreign exchange resources and gold shall be considered. The 
Fund may accept or reject the offer. ( Cf. II-3-a, V-2-a, and 
V-7.) 

To help achieve this objective each member country agrees 
to discourage the excessive accumulation of foreign exchange 
resources and gold by its nationals. The Fund shall inform any 
member country when, in its opinion, any further growth of 
privately held foreign exchange resources and gold appears 
unwarranted. 

7. When the Fund's holdings of the local currency and 
securities of a member country exceed the quota of that country, 
the Fund shall, upon request of the member country, resell 
to the member country the Fund's excess holdings of the cur
rency of that country for gold or acceptable foreign exchange. 
( Cf. V-14, for charges on holdings in excess of quota.) 

8. To buy from the governments of member countries, 
blocked foreign balances held in other member countries, pro
vided all the following conditions are met: 

(a) The blocked balances are held in member countries 
and are reported as such (for the purpose of this pro
vision) by the member governments and are verified by 
the Fund. 

(b) The member country selling the blocked balances to 
the Fund agrees to transfer these balances to the Fund 
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and to repurchase from the' Fund 40 percent of them (at 
the same price) with gold or such free currencies as the 
Fund may wish to accept, at the rate of 2 percent of the 
transferred balances each year for 20 years beginning 
not later than 3 years after the date of transfer. 

(c) The country in which the blocked balances are held 
agrees to transfer to the Fund the balances described in 
(b) above, and to repurchase from the Fund 40 per
cent of them (at the same price) with gold or such free 
currencies as the Fund may wish to accept, at the rate 
of 2 percent of the transferred balances each year for 
20-fears beginning not later than 3 years after the date 
of transfer. ' · 

(d) A charge of 1 percent on the amount of blocked balances 
sold to the Fund, payable in gold, shall be levied against ' 
the country selling its. blocked balances and against the 
countty in which the balances are held, In addition a 
charge of not less than one percent, payable in gold, 

' shall be levied annually against each country on the 
amowit of sucH balances remaining to be purchased 
by it. . . 

(e) If the country selling blocked balances to the Fund asks 1 

for foreign exchange rather than local currency, the 
request will not be granted unless the country needs the 
foreign exchange for the purpose of meeting an adverse 
balance of payments not arising from the acquisition of 
·gold, the accumulation of foreign balances, or other 
capital transactions. . , 

(0 Either country may, at its option, increase the amount 
it repurchases annually. But, in the case of the country 
selling blocked balances to the Fund, not more than 2 
per cent per annum of the original sum taken over by 
the Fund shall become free, and only after 3 years 
shall have elapsed since the sale of the balances to the 
Fund. · 

(g) The Fund has the privilege of dispo~ing of any of its 
holdings of blocked balances as free funds after the 23-
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year period is passed, or sooner under the following 
conditions: 
( i) Its holdings of the free funds of the country in which 
the balances are held fa:ll below 20 percent of its quota; 
or 

I 
( ii) The approval is obtained of the country in which 
the balances are held. 

(h) The country ih which the blocked balances are held 
agrees not to impose any restrictions on the use of the 
instalhnents of the 40 percent portion gradually repur
chased by the- country which sold the balances to the 
Fund. 

( i) The Fund agrees not to sell the blocked balances ac
quired under the above authority, except with the per
mission or at the request of the country in which the · 
balances are being held. The Fund may invest these 
balances in the ordinary or special government securi
ties of that country. The Fund shall be free to sell such 
securities in any country under the provisions of V-11, 
below. 

(f) The Fund shall determine from time to time the maxi
mum proportion of the blocked balances it will purchase 
under this provision. 

Provided, however, that during the first 2 years of 
its operation, blocked balances purchased by the Fund 
shall not exceed in the aggregate 10 percent of the quotas 
of all member countries. At the end of 2 years of opera
tion, the Fund shall propose a plan for the gradual 
further liquidation of blocked balances still outstanding 
indicating the proportion of the blocked balances which 
the Board considers the Fund can appropriately pur
chase. 

Blocked balances acquired under this provision shall not be 
included either in computing the amount of foreign exchange 
available to member countries under their quotas ( cf. V-2, 3), 
or in computing charges on balances of local currency in excess 
of the quotas ( c£. V-14). 
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9. To buy and sell currencies of non-member countries but 
shall not acquire more than $10 million of the currency of any 
one non-member country nor hold such currencies beyond 60 
days after date of purchase except with the approval of the 
Board. · 

10. To borrow the currency of any member country pro
vided the additional amount is needed by the Fund and pro
vided the representative of that cmmtry approves. 

11. To sell member-country obligations owned by the Fund 
provided that the representatives of the country issuing the 
securities and of the country in which the securities are to be 
sold approve, except that the approval of the representative 
of the issuing country shall not be necessary if the obligations. 
are to be sold in its own market. 

To use its holdings to obtain rediscounts or advances from 
the Central Bank of any country whose currency the Fund 
needs. 

12. To invest any of its curre~cy holdings in government 
securities -of the country of that currency provided that the 
representative of the country approves. 

13. To lend to any member country its local currency from 
the Fund for 1 year or less up to 75 percent of the currency 
of'that country held by the Fund, provided the local currency 
holdings of the Fund are not reduced below 20 percent o£ the 
quota. 

14. To make a service charge on all gold and exchange trans
actions. 

To levy a charge uniform to all countries, at a rate no.t less 
than 1 percent per annum, payable in gold, against any country 
on the amount o£ its currency held by the Fund in excess of 
the quota of that country. An additional charge, payable in 
gold, shall be levied by the Fund against any member country 
on the Fund's holdings of its currency in excess of the per· 
missible quota of that country. 

In case the Funds finds it necessary to borrow currency to 
meet the demands of its members, an additional charge, pay· 
able in gold, shall be made by the Fund sufficient to cover the 
cost of the borrowing. 

15. To levy, upon member countrie~ a pro rata· share of the 
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expenses of operating the Fund, payable in local cun-ency, not 
to exceed one-tenth percent per annum of the quota of each 
country. The levy may be made only to the extent that the 
earnings of the Fund are inadequate to meet its current ex
penses. 

16. The Fund shall deal only \vith or through: 

(a) The Treasuries, Stabilization Funds, or Central Banks 
acting as fiscal agents of member ,governments. 

(b) Any international banks owned predominantly by mem
ber governments. 

The Fund may, nevertheless, with the approval of the repre
sentatives of the governments of the countries concerned, sell 
its own securities, or securities it holds, directly to the public 
or to institutions of member countries. 

VI. Management 

1. The administration of the Fund shall be vested in a Board 
of Directors. Each government shall appoint a director and an 
alternate, in a manner determined by it, who shall serve for a 
period of 5 years, subject to the pleasure of their government. 
Directors and alternates may be reappointed. 

2. In all voting by the Board, the director or alternate of 
each member country shall be entitled to cast an agreed upon 
number of votes. 

The distribution of basic votes shall be closely related to the 
quotas of member countries, although not in precise proportion 
to the quotas. An appropriate distribution of basic voting power 
would seem to be the following: Each country shall have 100 
votes, plus 1 vote for the equivalent of each 100,000 unitas ( $1 
million) of its quota. 

No country shall be entitled to cast more than one-fifth of 
the aggregate basic votes, regardless of its quota. 

3. All voting shall be according to basic votes except .as 
follows: 

(a) In voting on proposals to authorize the sale of foreign 
exchange, each country shall cast a number of votes 
modified from its basic vote: 
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( i) By the addition of one vote for each $2 million of net 
s~es of its currency by the Fund (adjusted for its net 
~ansactions in gold), and 

( ii) By th~ subtraction of one vote for each ,$2 million 
of its net purchases of foreign exchange from the Fund 
(adjusted for its net transactions in gold). 

(b) In voting· on proposals to. suspend or restore member
ship, each member country shall cast one vote, as pro

. vided in VI-li, below. 

4. All decisions, except where specifically provided other
wise, shall be made by a majority of the member votes. 

5. The Board of Directors shall select a Managing Director 
. of the Fund and one or more assistants. The Managing Director 

shall become an ex officio member of the Board and shall be 
chief of the operating staff of the Fund. The operating staff 
shall be selected in accordance with regulations established 
by the Board of Directors. 

6. The Board of Directors shall appoint from among its mem
bers an Executive Committee of not less than 11 members. The 
Chairman of the Board shall be Chairman of the Executive 
Committee, and the Managing Director of the Fund shall be 
an ex officio member of the Executive Committee. 

The Executive Committee shall be continuously available 
at the head office of the Fund and shall exercise the authority 
delegated to it by the Board. In the absence of. any member 
of the Executive Committee, his alternate shall act in his place. 
Members of the Executive Committee shall receive appropriate 
remuneration. 

7. The Board of Directors may appoint such other commit
tees as it finds necessary for the work of the Fund. It may also 
appoint advisory committees chosen wholly or partially from 
persons not employed by the Fund. 

8. The . Board of Directors may at any meeting authorize 
any officers or committees of the Fund to exercise any specified 
powers of the Board not requiring more than a majority vote. 

The Board may delegate any authority to the Executive 
· Committee, provided that the delegation of powers requiring 
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more than a majority of the member votes can be authorized 
only by a majority (of the Board) of the same size as specified, 
and can be exercised by the Executive Committee only by like 
majority. 

Delegated powers sh:;tll be exercised only until the next 
meeting of the Board, and in a manner consistent with the 
general policies and practices of the Board. 

9. The Board of Directors may establish procedural regu
lations governing the operations of the Fund. The officers and 
committees of the Fund shall be bound by such regulations. 

10. The Board of Directors shall hold an annual meeting 
and such other meetings as it may be desirable to convene. 
The annual meeting shall be held in places designated by the 
Executive Committee, but not more than one annual meeting 
in any 5-year period shall be held within the same member 
country. 

On request of member countries casting one-fourth of the 
votes, the Chairman shall call a meeting of the Board for the 
purpose of considering any matters placed before it. 

11. A country failing to meet its obligations to the Fund may 
be suspended provided a majority of the member countries so 
decides. While under suspension, the country shall be deni~d 
the privileges of membership but shall be subject to the same 
obligations as any other member of the Fund. At the end of 
1 year the country shall be automatically dropped from mem
bership unless it has been restored to good standing by a 
majority of the member countries. 

Any country may withdraw from the Fund by giving notice, 
and its withdrawal will take effect 1 year from the date of 
such notice. During the interval between notice of withdrawal 
and the taking effect of the notice, such country shall be subject 
to the same obligations as any other member of the Fund. 

A country which is dropped or which withdraws from the 
Fund shall have returned to it an amount in its own currency 
equal to its contributed quota, plus other obligations of the 
Fund to the country, and minus any sum owed by that country 
to the Fund. Any losses of the Fund may be deducted pro rata 
from the contributed quota to be returned to the country that 
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has been dropped or has withdrawn from membership. Local 
currency holdings of the Fund in excess of the above shall be 
repurchased .by that country with. gold or foreign exchange 
acceptable to the Fund. 

When any country is dropped or withdraws from member
ship, the rights of the Fund shall be fully safeguarded. The obli
gations of a cottntry to the Fund shall become due at the 
time it is dropped or withdraws from membership; but the 
Fund shall have 5 years within which to liquidate its obliga
tions to such country. 

12. Net profits earned by the Fund shall be distributed in 
the following manner: 

(a). Fifty percent to reserves until the ~e'serves are equal to 
.10 percent of the aggregate quotas of the Fund. 

(b) Fifty percent to be divided each year among ~e mem
bers in proportion to their quotas. Dividends distributed 
to each country shall be paid in its own currency or in 
gold at the Cliscretion of the Fund. 

VII. Policies of Member Countries 

Each member country of the Fund undertakes the following: 
1. To maintain by appropriate action exchange rates estab

lished by the Fund on the currenCies of other countries, and 
not to alter exchange rates except as provided in IV-5, above. 

Exchange rates of member countries may be permitted to 
fluctuate within the specified range fixed by the Fund. 

2. Not to engage in exchange dealings with member or non
member countries that will undermine stability of exchange 
rates established by the Fund. 

3. To abandon, as soon is the member country decides that 
conditions permit, all restrictions (other than those involving 
capital transfers) over foreign exchange transactions with other 
member countries, and not to impose any additional restrictions 
(except upon capital transfers) without the approval of the 
Fund. 

The Fund may make representations to member countries 
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that conditions are favorable for the abandonment of restric* 
lions over foreign exchange transactions, and each member 
country shall give consideration to such representations. 

All member countries agree that all of the local currency 
holdings of the Fund shall be free' from any restrictions as to 
their use. This provision does not apply to blocked foreign 
balances acquired by the Fund in accordance with the pro* 
visions of V -8, above. 

4. To cooperate effectively with other member countries 
when such countries, with the approval of the Fund, adopt or 
continue controls for the purpose of regulating international 
movements of capital. Cooperation shall include, upon recom
mendation by the Fund, measures that can appropriately be 
taken, such as: 

(a) Not to accept or permit acquisition of deposits, securi
ties, or investments by nationals of any member country 
imposing restrictions on the export of capital except with 
the permission of the government of that country and 
the Fund; 

(b) To make available to the Fund or to the government of 
any member country such information as the Fund con
siders necessary on property in the form of deposits, 
securities and investments of the nationals of the mem
ber country imposing the restrictions. 

5. Not to enter upon any new bilateral clearing arrange* 
ments, nor engage in multiple currency practices, which in the 
judgment of the Fund would retard the growth of world trade 
or the international flow of productive capital. 

6. To give consideration to the views of the Fund on any 
existing or proposed monetary or economic policy, the effect of 
which would be to bring about sooner or later a serious dis
equilibrium in the balance of payments of other countries. 

7. To furnish the Fund with all information it needs for its 
operations and to furnish such reports as the Fund may require 
in the form and at the times requested by the Fund. 

8. To adopt appropriate legislation or decrees to carry out 
its undertakings to the Fund. 
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PROPOSALS FOR AN INTERNATIONAL CLEARING UNION 

APRIL 8, 1943 

Preface 

Immediately after the war, all countries which have been ~n
gaged will be concerned with the pressure of relief and urgent 

. reconstruction. The transition out of this into the normal world . 
of the future cannot be wisely effected unless we know into 
what we are moving; It is therefore not too soon to consider 
what is to come after. In the field of national activity occupied 
by production, trade and finance, both the nature of the prob
lem and the experience of the period between wars suggest 
four main lines of approach. 

1. The mechanism of currency and exchange. 
2. The framework of a commercial policy regulating condi

tions for exchange of goods, tariffs, preferences, subsidies, im
port regulations and the like. 

3. Orderly conduct of production, distribution and price of 
primary products so as to protect both producers and con
sumers from the loss and risk for which extravagant fluctuations 
of market conditions have been responsible in recent times. 

4. Investment aid, both medium and long term, for countries 
whose economic development needs assistance from outside. 

If the principles of these measures and the form1 of institu
tions to give effect to them can be settled in advance, in order -
that they may be in operation when need arises, it is possible 
that taken together they may help the world to control the ebb 
and flow of the tides of economic activity which have, in the 
past, destroyed ~ecurity of livelihood and endangered interna
tional peace. 

All these matters will need to be handled in due course. The 
proposal that follows relates only to the mechanism of currency 

224 
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and exchange in international trading. It appears on the whole 
convenient to give it priority, because some general conclusions 
have to be reached under this head before much progress can 
be made with other topics. 

In preparing these proposals care has been taken to regard 
certain conditions, which the groundwork of an international 
economic system to be set up after the war should satisfy if it 
is to prove durable. 

( 1) There should be the least possible interference with in
ternal national policies, and the plan should not wander from 
the international terrain. Since such policies may have impor
tant repercussions on international relations they cannot be left 
out of account. Nevertheless, in the realm of internal policy, the 
authority of the governing board of the proposed institution 
should be limited to recommendations, or, at most, to imposing 
conditions for more exte~ded enjoyment of the facilities which 
the institution offers. 

( 2) The technique of the plan must be capable of application 
irrespective of the type and principle of government and the 
economic policy existing in the prospective member States. 

( 3) Management of the institution must be genuinely inter
national, without preponderant power of veto or enforcement 
lying with any coufltry or group. And the rights and privileges 
of smaller countries must be safeguarded. 

( 4) Some qualification of the right to act at pleasure is re
quired by any agreement or treaty between Nations. But in 
order that such arrangements may be fully voluntary so long 
as they last and terminable when they have become irksome, 
provision must be made for voiding the obligation at due no
tice. If many member States were to take advantage of this, the 
plan would have broken down, but if they are free to escape 
from its provisions if necessary, they may be more willing to 
go on accepting them. 

( 5) The plan must operate not only to the general advantage 
but also to the individual advantage of each of the participants, 
and must not require a special economic or financial sacrifice 
from certain countries. No participant must be asked to do or 
offer anything which is not to his own true long-term interest. 
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It must be emphasized that it is not for the Clearing Union 
to assume the burden of long term lending whic~ is the proper 
task of some other institution. It is also necessary for it to have 
the means of restraining improvident borrowers. But the Clear
ing Union must also seek to discourage creditor countries from 
having unused large liquid balances which ought to be devoted 
to some positive purpose. For excessive credit balances neces
sarily create excessive debit balances for some other party. In 
recognising that the creditor as well as the debtor may be re
sponsible for a want of balance, the proposed institution would 
be breaking new ground. 

I. The Objects of the Plan 

1. About the primary objects of an improved system of Inter
national Currency there is, to-day, a wide measure of agree· 
ment:- '" 

(a) We need an instrument of international currency having 
general acceptability between nations, so that blocked · 
balances and bilateral clearings are unnecessary; that is 
to say, an· instrument of currency used by each nation, 
in its transactions with other nations, operating through 
whatever national organ, such as a Treasury or a Central_ 
Bank, is most appropriate, private individuals, busi
nesses and banks other than Central Banks, each con
tinuing to use their own national currency as heretofore., 

(b) We need an orderly and agreed method of determining 
the relative exchange values of national currency units, 
so that unilateral action and competitive exchange de
preciations are prevented. 

(c) We need a quantum of international currency, which is 
neither determined in an unpredictable and irrelevant 
manner as, for example, by the technical progress of the 
gold mdustry, nor subject to large variations depending 
on the gold reserve policies of individual countries; but 
is governed by the actual current requirements of world 
commerce, and is also capable of deliberate expansion 
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and contraction to offset deflationary and inflationary 
tendencies in effective world demand. 

(d) We need a system possessed of an internal stabilising 
mechanism, by which pressure is exercised on any coun· 
try whose balance of payments with the rest of the world 
is departing from equilibrium in either direction, so as to 
prevent movements which must create for its neighbours 
an equal but opposite want of balance. 

(e) We need an agreed plan for starting off every country 
after the war with a stock of reserves appropriate to its 
importance in world commerce, so that without due 
anxiety it can set its house in order during the transi
tional period to full peace-time conditions. 

(f) We need a central institution, of a purely technical and 
non-political character, to aid and support other interna
tional institutions concerned with the planning and 
regulation of the world's economic life. 

(g) More generally, we need a means of reassurance to a 
troubled world, by which any country whose own affairs 
are conducted with due prudence is relieved of anxiety, 
for causes which are not of its own making, concerning 
its ability to meet its international liabilities; and which 
will, therefore, make unnecessary those methods of 
restriction and discrimination which countries have 
adopted hitherto, not on their merits, but as measures 
of self-protection from disruptive outside forces. 

2. There is also a growing measure of agreement about the 
general character of any solution of the problem likely to be 
successful. The particular proposals set forth below lay no claim 
to originality. They are an attempt to reduce to practical shape 
certain general ideas belonging to the contemporary climate of 
economic opinion, which have been given publicity in recent 
months by writers of several different nationalities. It is difficult 
to see how any plan can be successful which does not use these 
general ideas, which are born of the spirit of the age. The 
actual details put forward below are offered, with no dogmatic 
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iD.tention, as the basis of discussion for criticism and improve
ment. For we cannot make progr~ss without embodying the 
general underlying idea in a frame of actual working, which 
will bring out the practical and political difficulties to be faced 
and met if the breath of life is to inform it. 

3. · In one respect this particular plan will be found to be 
more ambitious and yet, at the same time, perhaps mor~ work
able than some of the variant versions of the same basic idea, 
in that it is fully international, being based on one general 

' agreement and not on a multiplicity of bilateral arrangements. 
Doubtless proposals might be made by whic4 bilateral arrange
ments could be fitted together so as to obtain some of the 
advantages of a multilateral scheme. But there will be many 
difficulties attendant on such adjustments. It may be doubted 
whether a comprehensive scheme will ever in fact be worked 
out, unless it can come into existence through a single act of cre
ation made possible by the unity o'f purpose and energy of hope 
for better things. to come, springing from the victory of the 
United Nations, when they have attained it, over immediate 
evil. That these proposals are ambitious is claimed, therefore 
to be not a drawback but an advantage. 

4. The proposal is to establish a Currency Union, here desig
nated an International Clearing Union, based on international 
bank-money, called (let us say) bancor, :fixed (but not un
alterably)· in terms of gold and accepted as the equivalent of 
gold by the British Commonwealth and the Unit~d States and 
all the other members of the Union for the purpose of settling 
international balances. The Central Banks of all member States 
(and also of non-members) would keep accounts with the In
ternational Clearing Union through which·they would be en
titled to settle their exchange balances with one another at 
their par value as defined in terms of bancor. Countries having 
a favourable balance of payments with the rest of the world 
as a whole would find themselves in possession of a credit 
account with the Clearing Union, and those having an unfa
vourable balance would have a debit account. Measures would 
be necessary (see below) to prevent the piling up of credit and 
debit balances without limit, and the system would have failed 
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in the long run if it did not possess sufficient capacity for self
equilibrium to secure this. 

5. The idea underlying such a Union is simple, namely, to 
generalise the essential principle of banking as it is exhibited 
within any closed system. This principle is the necessary 
equality of credits and debits. If no credits can be removed 
outside the clearing system, but only transferred within it, the 
Union can never be in any difficulty as regards the honouring 
of cheques drawn upon it. It can make what advances it wishes 
to any of its members with the assurance that the proceeds can 
only be transferred to the clearing account of another member. 
Its sole task is to see to it that its members keep the rules and 
that the advances made to each of them are prudent and ad
visable for the Union as a whole. 

II. The Provisions of the Plan 

6. The provisions proposed (the particular proportions and 
other details suggested being tentative as a basis of discussion) 
are the following:-

( I) All the United Nations will be invited to become original 
members of the International Clearing Union. Other States may, 
be invited to join subsequently. If ex-enemy States are invited 
to join, special conditions may be applied to them. 

( 2) The Governing Board of the Clearing Union shall be 
appointed by the Governments of the several member States, 
as provided in ( 12) below; the daily business with the Union 
and the technical arrangements being carried out through their 
Central Banks or other appropriate authorities. 

( 3) The member States will agree between themselves the 
initial values of their own currencies in terms of bancor. A 
member State may not subsequently alter the value of its cur
rency in terms of bancor without the permission of the Govern
ing Board except under the conditions stated below; but during 
the first five years after the inception of the system.the Govern
ing Board shall give special consideration to appeals for an 
adjustment in the exchange value of a national cwTency unit 
on the ground of unforeseen circumstances. 

( 4) The value of bancor in terms of gold shall be fixed by 
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. the Governing Board. Member States shall not purchase or · 
acquire gold, directly or indirectly, a( a price in terms of their 
national currencies in excess of the parity which corresponds 
to the value of their currency in terms of bancor and to the 
value of bancor in terms of gold. Their sales and purchases of 
gold shall not be otherwise restricted. 

( 5) Each member State shall have assigned to it a quota, 
which shall/determine the measure of its responsibility in the 
management of the Union and of its right to enjoy the credit 
facilities provided by the Union. The initial quotas might be 
fixed by reference to the sum of each country's exports and 
imports on the average of (say) the three pre-war years, and 
might be (say) 75 percent of this amount, a special assessment 
being substituted in cases (of wrJch there might be several) 
where this formula would be, for any reason, inappropriate. 
Subsequently, after the elapse of. the transitional period, the 
quotas should be revised annually in accordance with the run
ning average of each country's actual volume of trade in the 
three preceding years, rising to a five-year average when 
figures for five post-war years are available. The determination 
of a country's quota primarily by reference to the value of its 
foreign trade seems to offer the criterion most relevant to a plan 
which is chiefly concerned with the regulation of the foreign 
exchanges and of a country's international trade balance. It is, 
however, a matter for discussion whether the formula for fixing 
quotas should also take account of other factors. 

(6) Member States shall agree to accept payment of cur
rency balances, due to them from other members, by a transfer 
of bancor to their credit in the books of the Clearing Union. 
They shall be entitled, subject to the conditions set forth below, 
to make transfers of banbor to other members which have the 
effect of overdrawing their own accounts with the Union, pro
vided that the maximum debit balances thus created do not 
exceed their quota. The Clearing Union may, at its discretion, 
charge a small commission or transfer fee in respect of transac
tions in its books for the purpose of meeting its current expenses 
or any other outgoings approved by the Governing Board. 

(7) A member State shall pay to the Reserve Fund of the 
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Clearing Union a charge of 1 percent per annum on the amount 
of its average balance in bancor, whether it is a credit or a debit 
balance, in excess of a quarter of its quota; and a further charge 
of 1 percent on its average balance, whether credit or debit, in 
excess of a half of its quota. Thus, only a country which keeps 
as nearly as possible in a state of international balance on the 
average of the year will escape this contribution. These charges 
are not absolutely essential to the scheme. But if they are found 
acceptable, they would be valuable and important inducements 
towards keeping a level balance, and a significant indication 
that the system looks on excessive credit balances with as critical 
an eye as on excessive debit balances, each being, indeed, the 
inevitable concomitant of the other. Any member State in debit 
may, after consultation with the Governing Board, borrow 
bancor from the balances of any member State in credit on such 
terms as may be mutually agreed, by which means each would 
avoid these contributions. The Governing Board may, at its 
discretion, remit the charges on credit balances, and increase 
correspondingly those on debit balances, if in its opinion unduly 
expansionist conditions are iplpending in the world economy. 

( 8 )-(a) A member State may not increase its debit balance 
by more than a quarter of its quota within a year without the 
permission of the Governing Board. If its debit balance has 
exceeded a quarter of its quota on the average of at least two 
years, it shall be entitled to reduce the value of its currency in 
terms of bancor provided that the reduction shall not exceed 
· 5 percent without the consent of the Governing Board; but it 
shall not be entitled to repeat this procedure unless the Board 
is satisfied that this procedure is appropriate. 

(b) The Governing Board may require from _a member State 
having a debit balance reaching a half of its quota the deposit 
of suitable collateral against its debit balance. Such collateral 
shall, at the discretion of the Governing Board, take the form 
of gold, foreign or domestic currency or Government bonds, 
within the capacity of the member State. As a condition of 
allowing a member State to increase its debit balance to a 
figure in excess of a half of its quota, the Governing Board 
may require all or any of the following measures:-



232 INT.ERNATIONAL MONETARY COOPERATION 

{i) a stated reduction in the value of the member's cur· 
rency, if it deems that to be the suitable remedy; 

( ii) the control of outward capital transactions if not already 
in force; and 

(iii) the outright surrender of a suitable proportion of any 
. separate gold or other liquid reserve in reduction of its 

debit balance. 

'Furthermore, the Governing Board may recommend to the 
Government of the member State any internal :measures affect· 
ing its domestic economy which may appear to be appropriate 
to restore the equilibrium of its international balance. 

(c) If a member State's debit balance has exceeded three· 
quarters of its quota Qn the average of at least a year and is 
excessive in the opinion of the Governing Board in relation to 
the total debit balances outstanding on the books of the Clear· 
ing Union, or is increasing at an excessive rate, it may, in addi
tion, be asked by the Governing Board to take measures to 
improve its position, and, in the event of its failing to reduce 
its debit balance accordingly within two years, the Governing 
Board may declare that it is in default and no longer entitled 
to draw against its account except with the permission of the 
Governing Board. 

(d) Each member State, on joining the system, shall agree 
to pay to the Clearing Union any payments due from it to a 
country in default towards the discharge of the latter's debit 
bruance and to accept this arrangement in the event of falling 
into default itself. A member State which resigns from . the 
Clearing Union without making approved arrangements for the 
discharge of any debit balance shall also be treated as in 
default. 

(9) Amember State whose. credit balance has exceeded half 
of its quota on the average of at least a year shall discuss with 
the Governing Board (but shall retain the ultimate decision 
in its own hands) what measures would be appropriate to re· 
store the equilibrium of its international balances, including-

( a) Measures for the expansion of domestic credit and do
mestic demand. 
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(b) The appreciation of its local currency in tenns of bancor, 
or, alternatively, the encouragement of an increase in 
money rates of earnings. 

(c) The reduction of tariffs and other discouragements 
against imports. 

(d) International development loans. 

( 10) A member State shall be entitled to obtain a credit 
balance in tenns of bancor by paying in gold to the Clearing 
Union for the credit of its clearing account. But no one is en
titled to demand gold from the Union against a balance of 
bancor, since such balance is available only for transfer to 
another clearing account. The Governing Board of the Union 
shall, however, have the discretion to distribute any gold in 
the possession of the Union between the members possessing 
credit balances in excess of a specified proportion of their 
quotas, proportionately to such balances, in reduction of their 
amount in excess of that proportion. 

( 11) The monetary reserves of a member State, viz., the 
Central Bank or other bank or Treasury deposits in excess of a 
working balance, shall not be held in another country except 
with the approval of the monetary authorities of that country. 

( 12) The Governing Board sh::!ll be appointed by the Gov
ernments of the member States, those with the larger quotas 
being entitled to appoint a member individually, and those with 
smaller quotas appointing in convenient political or geographi
cal groups, so that the members would not exceed (say) 12 or 
15 in number. Each representative on the Governing Board 
shall have a· vote in proportion to the quotas of the State (or 
States) appointing him, except that on a proposal to increase 
a particular quota, a representative's voting power shall be 
measured by the quotas of the member States appointing him, 
increased by their credit balance or decreased by their debit 
balance, averaged in each case over the past two years. Each 
member State, which is not individually represented on the 
Governing Board, shall be entitled to appoint a pennanent 
delegate to the Union to maintain contact with the Board and 
to act as liaison for daily business and for the exchange of in-
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formation with the Executive of the Union. Such delegate shall 
be entitled to be present at the Governing Board when any 
matter is under consideration which specially concerns the 
State he represents, and to take part in the discussion. 

( 13) The Governing Board shall be entitled to reduce the 
quotas of members, all in the same specified proportion, if it 
seems necessary to correct in this manner an excess of world 
purchasing power. In that event/the provisions of 6 ( 8) shall 
be held to apply to the quotas as so reduced, provided that no 
member shall be required to reduce his actual overdraft at the 
date of the change, or be entitled by reason of this reduction 
to alter the value of his currency under 6 . ( 8) (a)' except after 
the expiry of two years. If the Governing Board subsequently 
desires to correct a potential deficiency of world purchasing 
power, it shall be entitled to restore the general level of quotas 
toyvards the original level. 

' ( 14) The Governing Board shall be entitled to ask and re
ceive from each member State any relevant statistical or other 
information, including a full disclosure of gold, external credit 
and debit balances and other external assets and liabilities, both 
public and private. So far as circumstances permit, it will be 
desirable that the member States shall consult with the Govern
ing Board on important matters of policy likely to affect sub
stantially their bancor balances or their financial relations with 
other members. · 

( 15) The executive offices of the Union shall be situated in 
London and New York, with the Governing Board meeting 
alternately in London and Washington. 

(16) Members shall be entitled to withdraw from the Union 
on a year's notice, subject to their making satisfactory arrange
ments to. discharge any debit balance~ They would not, of 
course, be able to employ any credit balance except by making 
transfers from it, either before or after their withdrawal, to ~e 
Clearing Accounts of other Central Banks. Similarly, it should 
be within the power of the Governing Board to require the 
withdrawal of a member, subject to the same notice, if the 
latter is in breach of agreements relating to the Clearing Union. 

( 17) The Central Banks of non-member States would be 
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allowed to keep credit clearing accounts with the Union; and, 
indeed, it would be advisable for them to do so for the conduct 
of their trade with member States. But they would have no 
right to overdrafts and no say in the management. 

( 18) The Governing Board shall make an annual Report 
and shall convene an annual Assembly at which every member 
State shall be entitled to be represented individually and to 
move proposals. The principles and governing rules of the 
Union shall be the subject of reconsideration after five years' 
experience, if a majority of the Assembly desire it. 

III. What Liabilities Ought the Plan to Place on Creditor 
Countries? 

7. It is not contemplated that either the debit or the credit 
balance of an individual country ought to exceed a certain 
maximllin-let us say, its quota. In the case of debit balances 
this maximum has been made a rigid one, and, indeed, counter· 
measures are called for long before the maximum is reached. 
In the case of credit balances no rigid maximum has been pro
posed. For the appropriate provision might be to require the 
eventual cancellation or compulsory investment of persistent 
bancor credit balances accumulating in excess of a member's 
quota; and, however desirable this may be in principle, it might 
be felt to impose on creditor countries a heavier burden than 
they can be asked to accept before having had experience of 
the benefit to them of the working of the plan as a whole. If, 
on the other hand, the limitation were to take the form of the 
creditor country not being required to accept bancor in excess 
of a prescribed figure, this might impair the general accepta
bility of bancor, whilst at the same time conferring no real 
benefit on the creditor country itself. For, if it chose to avail 
itself of the limitation, it must either restrict its exports or be 
driven back on some form of bilateral payments agreements 
outside the Clearing Union, thus substituting a less acceptable 
asset for bancor balances which are based on the collective 
credit of all the member States and are available for payments 
to any of them, or attempt the probably temporary expedient 
of refusing to trade except on a gold basis. 
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8. The absence of a rigid maximum to credit balances does 
not impose on any member State, as might be supposed at first 
sight, an unlimited liabiUty outside its own control. The liability 
of· an individual member is determined, not by the quotas of 
the other members, but by· its own policy in controlling its 
favourable balance of payments. The existence of the Clearing 
Union does not deprive a member State of any of the facilities 
which it now possesses for receiving payment for its exports. 
In the absence of the Clearing Union a creditor country can 
employ the pro~eeds of its exports to buy goods or to buy in
vestments, or to make temporary advances and to hold tempo
rary overseas balances, or to buy gold in the market. All these 
facilities will remain at its disposal. The difference is that in 
the absence of the Clearing Union, more or less automatic 
factors come into play to restrict the volume of its exports after 
the above means of receiving payment for them have been 
exhausted. Certain countries become unable to buy and, in 
addition to this, there is an automatic tendency towards a 
general slump in international trade and, as a result, a reduc
tion in the exports of the creditor country. Thus, the effect of 
the Clearing Union is to give the creditor country a choice 
between voluntarily curtailing its exports to· the same extent 
that they would have been involuntarily curtailed in the ab
sence of the Clearing Union, or, alternatively, of allowing its 
exports to continue and accumulating the excess receipts in 
the form of bancor balances for the time being. Unless the 
removal of a factor causing the involuntary reduction of exports 
is reckoned a disadvantage, a creditor country incurs no burden 
but is, on the contrary, relieved, by being offered the additional 
option of receiving payment for its exports through the accumu
lation of a bancor balance. 

9. If, therefore, a member State asks what governs the maxi
mum liability which it incurs by entering the system, the answer 
is that this lies entirely within its own control. No more is asked 
of it than that it should hold in ,bancor such surplus of its 
favourable balance of payments as it does not itself choose to 
employ in any other way, and only for so long as it does not 
so choose. · ' 
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IV. Some Advantages of the Plan 

10. The plan aims at the substitution of an expansionist, in 
place of a contractionist, pressure on world trade. 

11. It effects this by allowing to each member State overdraft 
facilities of a defined amount. Thus each country is allowed a 
certain margin of resources and a certain interval of time ·within 
which to effect a balance in its economic relations with the rest 
of the world. These facilities are made possible by the consti
tution of the system itself and do not involve particular in
debtedness between one member State and another. A country 
is in credit or debit with the Clearing Union as a whole. This 
means that the overdraft facilities, whilst a relief to some, are 
not a real burden to others. For the accumulation of a credit 
balance with the Clearing Union would resemble the importa
tion of gold in signifying that the country holding it is abstain
ing voluntarily from the immediate use of purchasing power. 
But it would not involve, as would the importation of gold, the 
withdrawal of this purchasing power from circulation or the ex
ercise of a deflationary and contractionist pressure on the whole 
world, including in 'the end the creditor country itself. Under 
the proposed plan, therefore, no country suffers injury (but 
on the contrary) by the fact that the command over resources, 
which it does not itself choose to employ for the time being, is 
not withdrawn from use. The accumulation of bancor credit 
does not curtail in the least its capacity or inducement either 
to produce or to consume. 

12. In short, the analogy with a national banking system is 
complete. No depositor in a local bank suffers because the 
balances, which he leaves idle, are employed to finance the 
business of someone else. Just as the development of national 
banking systems served to offset a deflationary pressure which 
would have prevented otherwise the development of modem 
industry, so by extending the same principle into the interna
tional field we may hope to offset the contractionist pressure 
which might otherwise overwhelm in social disorder and dis
appointment the good hopes of our modem world. The substi
tution of a credit mechanism in place of hoarding would have 
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fepeated in the international field the same miracle, already 
· perlonned iD. the domestic field, of turning a stone into bread. 

13. There might be other ways of effecting the same objects 
temporarily or in part. For example, the United States might 
redistribute her gold, Or there might be p. number of bilateral 
arrangements having the effect !>f providing international over
drafts, as, for example, an agreement by the Federal Reserve 
Board to accumulate, if necessary, a large sterling balance at , 
the Bank of England, accompanied by a great number of 
similar bilateral arrangements, amounting to some hundreds 
altogether, between these and all the other banks in the world. 
The objection to particular arrangements of this kind, in addi
tion to their greater complexity, is that they a~e likely to be 
influenced by extraneous, political reasons; that they put indi-' 
vidual countries in a position of particular obligation towards 
others; and that the distribution of the· assistance between 
different countries may not correspond to need and to the real 
requirements, which are extremely difficult to foresee. 

14. It should be much easier, and surely more satisfactory 
for all of us, to enter into a general and collective responsibility, 
applying to_all countries alike, that a country finding itself in 
a creditor position against the rest of the world as a whOle 
should enter into an arrangement not to allow this credit bal
ance to exercise a contractionist pressure against world economy 
and, by repercussion, against the economy of the creditor coun
try itself. This would give everyone the great assistance of 
multilateral clearing, whereby (for example) Great Britain 
could offset favourable balances arising out of her exports to 
Europe against unfavourable balances due to the United States 
or South America or elsewhere. How, indeed, can any country 
hope to start up trade with Europe during the relief and recon
struction period on any other tenns? 

15. The facilities offered will be of particular importance in 
the transitional period after the war, as soon as the initial short· 
ages of supply have been overcome. Many countries will find a 
difficulty in paying for their imports, and will need time and 
resources before they can establish a readjustment. The efforts 
of each of these debtor countries to preserve its own equilib-
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rium, by forcing its exports and by cutting off all imports which 
are not strictly necessary, will aggravate the problems of all the 
others. On the other hand, if each feels free from undue pres~ 
sure, the volume of international exchange will be increased 
and everyone will find it easier to re-establish equilibrium with
out injury to the standard of life anywhere. The creditor coun~ 
tries will benefit, hardly less than the debtors, by being given 
an interval of time in which to adjust their economies, during 
which they cari safely move at their own pace without the re
sult of exercising deflationary pressure on the rest of the world, 
and, by repercussion, on themselves. 

16. It must, however, be emphasized that the provision by 
which the members of the Clearing Union start with substantial 
overdraft facilities in hand will be mainly useful, just as the pos~ 
session of any kind of reserve is useful, to allow time and method 
for necessary adjustments and a comfortable safeguard behind 
which the unforeseen and the unexpected can be faced with 
equanimity. Obviously, it does not by itself provide any long
term solution against a continuing disequilibrium, for in due 
course the more improvident and the more impecunious, left to 
themselves, would have run through their resources. But, if 
the purpose of the overdraft facilities is mainly to give time for 
adjustments, we have to make sure, so far as possible, that they 
will be made. We must have, therefore, some rules and some 
machinery to secure that equilibrium is restored. A tentative 
attempt to provide for this has been made above. Perhaps it 
might be strengthened and improved. 

17. The provisions suggested differ in one important respect 
from the pre-war system because they aim at putting some part 
of the responsibility for adjustment on the creditor country as 
well as on the debtor. This is an attempt to recover one of the 
advantages which were enjoyed in the nineteenth century, 
when a flow of gold due to a favourable balance in favour of 
London and Paris, which were then the main creditor centres, 
immediately produced an expansionist pressure and increased 
foreign lending in those markets, but which has been lost since 
New York succeeded to the position of main creditor, as a result 
of gold movements failing in their effect, of the breakdown 
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of international borrowing and of the frequent Hight of loose 
funds from one depository to another. The object is that the 
creditor should not be allowed to remain entirely passive. For if 
he is, an intolerably heavy task may be laid on the debtor coun
try, which is already for that very reason in the weaker position. 

18. If, indeed, a country lacks the· productive capacity to 
maintain its standard of life, then a reduction in this standard 
is not avoidable. If its wage and price levels in terms of 
money are out of line 'with those elsewhere, a change in the rate 
of its foreign exchange is inevitable .. But if, possessing the pro
ductive capacity, it lacks markets because of restrictive policies 
throughout the world, then the remedy lies in expanding its 
opportunities for export by removal of the restrictive pressure. 
We are too ready to-day to assume the inevitability of un
balanced trade positions, thus making the opposite error to 
those who assumed the tendency of exports and imports to 
equality. It used to be supposed, without sufficient reason, that 
effective demand is always properly adjusted throughout the 
world; we now tend to assume, equally without sufficient rea
son, that it never can be. On the contrary, there is great force in 
the contention that, if active employment and ample purchasing 
power can be sustained in the main centres of the world trade, 
the problem of surpluses and unwanted exports will largely dis
appear, even though, under the most prosperous conditions, 
there may remain some disturbances of trade and unforeseen 
situations requiring special remedies. 

V. The Daily Management of the Exchanges under the Plan 

19. The Clearing Union restores unfettered multilateral 
clearing between its members. Compare this with the difficul
ties and complications of a large number of bilateral agree
ments. Compare, above all, the provisions by which a country, 
taking improper advantage of a payments agreement (for the 
system is, in fact, a genemlized payments agreement), as Ger
many did before the war, is dealt with not by a single country 
(which may not be strong enough to act effectively in isolation 
or cannot afford to incur the diplomatic odium of isolated 
action), but by the system as a wh~le. If the argument is used 
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that the Clearing Union may have difficulty in disciplining a 
misbehaving country and in avoiding co.nsequentialloss, with 
what much greater force can we urge this objection against a 
multiplicity of separate bilateral payments agreement~. 

20. Thus we should not only obtain the advantages, without 
the disadvantages, of an international gold currency, but we 
might enjoy these advantages more widely than was ever pos- 1 

sible in practice with the old system under which at any given 
time only a miriority of countries were actually working with 
free exchanges. In conditions of multilateral clearing, exchange 
dealings would be carried on as freely as in the best days of the 
gold standard, without its being necessary to ask anyone to 
accept special or onerous conditions. 

21. The principles governing transactiOn$ are: first, that the 
Clearing Union is set up, not for the transaction of daily busi
ness between individual traders or banks, but for the clearing 
and settlement of the ultimate outstanding balances between 
Central Banks (and certain other super-national Institutions), 
such as would have been settled under the old gold standard 
by the shipment or the earmarking of gold, and should not tress
pass unnecessarily beyond this field; and, second, that its pur
pose is to increase freedom in international commerce and not 
to multiply interferences or compulsions. 

~2. Many Central Banks have found great advantages in cen
tralising with themselves or with an Exchange Control the 
supply and demand of all foreign exchange, thus dispensing 
with an outside exchange market, though continuing to accom
modate individuals through the existing banks and not directly. 
The further extension of such arrangements would be consonant 
with the general purposes of the Clearing Union, inasmuch as , 
they would promote order and discipline in international ex
change transactions in detail as well as in general. The same is 
true of the control of capital movements, further described 
below, which many States are likely to wish to impose on their 
own nationals. But the structure of the proposed Clearing Union 
does not require such measures of centralisation or of control 
on the part of a member State. It is, for example, consistent 
alike with the type of Exchange Control now established in the 
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United Kingdom or with the system now operating in the 
United States. The Union does not prevent private holdings of 
foreign currency or private dealings in exchange or international 
capital movements, if these-have been approved or allowed by. 
the member States concerned. Central Banks can deal direct 
with one another as heretofore. No transaction in bancor will 
take place except when a member State or its Central Bank is 
exercising the right to pay in it. In no case is there any direct 
control on capital movements by the Union, .even in the case 
of 6 ( 8) (b) ( ii) above, but only by the member States them
selves through their own institutions. Thus the fabric of inter
national banking organisation, built up by long experience to 
satisfy practical needs, would be left as undisturbed as possible. 

23. Jt is not necessary to interfere with the discretion of 
countries which desire to maintain a special intimacy within 
a particular group of countries associated by geographical or 
political ties; such as the existing sterling area, or groups, like 
the Latin Union of former days, which may come into existence 
covering, for example, the countries of North America or those 
of South America, or the groups now under active discussion, 
including Poland and Czechoslovakia or certain of the Balkan 
States. There is no reason why such countries should not be 
allowed' a double position, both as members of the Clearing 
Union in their own right with their proper quota, and also 
as making use of another financial centre along traditional lines, 
as, for example, Australia and India with London, or certain 
American countries with New York. In this case, their accounts 
with the Clearing Union wocld be in exactly the same position 
as the independent gold reserves which they now maintain, and 
they would have no occasjon to modify in any way their present 
practices in the conduct of daily business. 

24. There might be other cases, however, in which a de
pendency or a member of a federal union would merge its cur
rency identity in that of a mother country, w!th a quota 
appropriately adjusted to the merged currency area as a whole, 
and not enjoy a separate individual membership of the Clear
ing Union, as, for example, the States of a Federal Union, the 
French colonies or the British Crown Colonies. 
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25. At the same time countries, which do not belong to a spe

cial geographical or political group, would be expected to keep 
their reserve balances with the Clearing Union and not with 
one another. It has, therefore, been laid down that balances may 
not be held in another country except with the approval of 
the monetary authorities of that country; and, in order that 
sterling and dollars might not appear to compete with bancor 
for the purpose of reserve balances, the United Kingdom and 
the United States might agree together that they would not 
accept the reserve balances of other countries in excess of nor
mal working balances except in the case of banks definitely be
longing to a Sterling Area or Dollar Area group. 

VI. The Position of Gold under the Plan 

26. Gold still possesses great psychological value which is 
not being diminished by current events; and the desire to pos
sess a gold reserve against unforeseen contingencies is likely 
to remain. Gold also has the merit of providing in point of form 
(whatever the underlying realities may be) an uncontroversial 
standard of value for international purposes, for which it would 
not yet be easy to find a serviceable substitute. Moreover, by 
supplying an automatic means for settling some part of the 
favourable balances of the creditor countries, the current gold 
production of the world and the remnant of gold reserves held 
outside the United States may still have a useful part to play. 
Nor is it reasonable to ask the United States to de-monetise the 
stock of gold which is the basis of its impregnable liquidity. 
What, in the long run, the world may decide to do with gold 
is another matter. The purpose of the Clearing Union is to 
supplant gold as a governing factor, but not to dispense with it. 

27. The international bank-money which we have designated 
bancor is defined in terms of a weight of gold. Since the national 
currencies of the member States are given a defined exchange 
value in terms of bancor, it follows that they would each have 
a defined gold content which would be their official buying 
price for gold, above which they must not pay. The fact that 
a member State is entitled to obtain a credit in terms of bancor 
by paying actual gold to the credit of its clearing account, se-
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cures a steady and ascertained purchaser for the output of the 
gold-producing countries, and for countries holding a large 
reserve of gold. Thus the position of producers and holders 
of gold is not affected adversely, and is, indeed, improved. 

28. Central Banks would be entitled to retain their separate 
gold reserves and ship gold to one another, provided they did 
not pay a price above parity; they could coin gold and put it 
into circulation, and, generally speaking, do what they liked 
with it, I 

29. One limitation only would be, for obvious reasons, essen
tial. ~o member State would be entitled to demand gold from 
the Clearing Union against its bala.Dce of bancor; for bancor 
is available only for transfer to another clearing account Thus 
between gold and bancor itself there would be a one-way con
vertibility, such as ruled frequently before the war with national 
currencies which were on what was called a "gold exchange 
standard." This need not mean that the Clearing Union would 
only receive gold and never pay it out. It has been provided 
above that, if the Clearing Union finds itself in possession of 
a stock of gold, the Governing Board shall have discretion to 
distribute the surplus between those possessing credit balances 
in bancor, proportio:p.ately to such balances, in reduction of · 
their amount. 

30. The question has been raised whether these arrange
ments are compatible with the retention by individual member 
States of a full gold standard with two-way convertibility, so 
that, for example, any foreign central bank acquiring dollars 
could use them to obtain gold for export. It is not evident that 
a good purpose would be served by this. But it need not be pro-

. hibited, and if any member State should prefer to maintain 
full convertibility for internal purposes it could protect itself 
from any abuse of the system or inconvenient consequences by 
providing that gold could only be exported under licence. 

31. The value of bancor in terms of gold is fixed but not 
unalterably. The power to vary its value might have to be 
exercised if' the stocks of gold tendered to the Union were 

. to be excessive. No object would be served by attempting fur
ther to peer into the future or to prophesy the ultimate outcome. 
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VII. The Control of Capital Movements 

32. There is no country which can, in future, safely allow 
the :Bight of funds for political reasons or to evade domestic 
taxation or in anticipation of the owner turning refugee. 
Equally, there is ·no country that can safely receive fugitive 
funds, which constitute an unwanted import of capital, yet can
not safely be used for fixed investment. 

33. For these reasons it is widely held that control of capital 
movements, both inward and outward, should be a permanent 
feature of the post-war syst~m. It is an objection to this that con
trol, if it is to be effective, probably requires the machinery 
of exchange control for all transactions, even though a general 
permission is given to all remittances in respect of current trade. 
Thus those countries which have for the time being no reason 
to fear, and may indeed welcome, outward capital movements, 
may be reluctant to impose this machinery, even though a gen
eral permission for capital, as well as current transactions re
duces it to being no more than a machinery of record. On the 
other hand, such control will be more difficult to work by 
unilateral action on the part of those countries which cannot 
afford to dispense with it, especially in the absence of a postal 
censorship, if movements of capital cannot be controlled at 
both ends. It would, therefore, be of great advantage if the 
United States, as well as other members of the Clearing Union, 
would adopt machinery similar to that wliich the British Ex
change Control has now gone a long way towards perfecting. 
Nevertheless, the universal establishment of a control of capital 
movements cannot be regarded as essential to the operation 
of the Clearing Union; and the method and degree of such con
trol should therefore be left to the decision of each member 
State. Some less drastic way might be found by which countries, 
not themselves controlling outward capital movements can 
deter inward movements not approved by the countries from 
which they originate. 

34. The position of abnormal balances in overseas ownership 
held in various countries at the end of the war presents a prob
lem of considerable importance and special difficulty. A country 
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in which a large volume of such balances is held could not, 
unless it is in a creditor position, afford the risk of having tore· 
deem them in bancor on a substantial scale, if this would have 
the effect of depleting its bancor resources at the outset. At the 
same time, it is very desirable. that the countries owning these 
balances should be able to regard them as liquid, at any rate 
over and above' the amounts which they can afford to lock up 
under an agreed programme of funding or long-term expendi
ture. Perhaps there should be some special over-riding provision 
for dealing with the trarlsitional period only by which, 
through the aid of the Clearing Union, such balances would 
remain liquid and convertible into bancor by the creditor coun
try whilst there would be no corresponding strain on the bancor 
resources of the debtor country, or, at any rate, the resulting 
strain would be spread over a period. . 

35. The advocacy of ,a control of capital movements must not 
be taken to mean that the era of international investment should 
be brought to an end. On the contrary, the system contemplated 
should greatly facilitate the restoration of international loans 
and credits for legitimate purposes in ways to be discussed 
below. The object, and it is a vital object, is to have a means-

( a) of distinguishing long-term loans by creditor countries, 
which help to maintain equilibrium and develop the 
world's resources, from movements of funds out of debtor 
countries which lack the means to finance them; and 

(b) of controlling( short-term speculative movements or 
flights of currency whether out of debtor countries or 
from one creditor country

1
to another. 

36. It should be emphasised that the purpose of the over
drafts of bancor permitted by the Clearing Union is, not to fa
cilitate long-term, or even medium-term, credits to be made by 
debtor countries which cannot afford them, but to allow time 
and a breathing space for adjustments and for averaging one 
period with. another to all member States alike, whether in the 
long run they are well-placed to develop a forward interna
tional loan policy or whether their prospects of profitable new 
d~velol?ment in ~l<;:ess of their own resources justifies them in 



APPENDIX U 247 

long-term borrowing. The machinery and organisation of inter
national medium-term and long-term lending is another aspect 
of post-war economic policy, not less important than the pur
poses which the Clearing Union seeks to serve, but requiring 
another, complementary institution. 

VIII. Relation of the Clearing Union to Commercial Policy 

37. The special protective expedients which were developed 
between the two wars were sometimes due to political, social or 
industrial reasons. But frequently they were nothing more than 
forced and undesired dodges to protect an unbalanced position 
of a country's overseas payments. The new system, by helping . 
to provide a register of the size and whereabouts of the aggre
gate debtor and creditor positions respectively, and an indica
tion whether it is reasonable for a particular country to adopt 
special expedients as a temporary measure to assist in regaining 
equilibrium in its balance of payments, would make it possible 
to establish a general rule not to adopt them, subject to the 
indicated exceptions. 

38. The existence of the Clearing Union would make it pos
sible for member States contracting commercial agreements to 
use their respective debit and credit positions with the Clearing 
Union as a test, though this test by itself would not be com
plete. Thus, the contracting parties, whilst agreeing to clauses 
in a commercial agreement forbidding, in general, the use 
of certain measures or expedients in their mutual trade relations, 
might make this agreement subject to special relaxations if the 
state of their respective clearing accounts satisfied an agreed 
criterion. For example, an agreement might provide that, in the 
event of one of the contracting States having a debit balance 
with the Clearing Union exceeding a specified proportion of 
its quota on the average of a period, it should be free to resort 
to import regulation to barter trade agreements or to higher 
import duties of a type which was restricted under the agree
ment in normal circumstances. Protected by the possibility of 
such temporary indulgences, the members of the Clearing Union 
should feel much more confidence in moving towards the with
drawal of other and more dislocating forms of protection and 
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discrimination and in accepting the prohibition of the worst of 
them from the outset. In any case, it should be laid down that 
members of the Union would not allow or suHer among them
selves any restrictions on the disposal of receipts arising out 
of current trade or "invisible" income. 

IX. The Use of the Clearing Union for Other International 
Purposes 

89. The Clearing Union might become· the instrument and 
the support of international policies in addition to those which 
it is its primary purpose to promote. This deserves the greatest 
possible emphasis. The Union might become the pivot of the 
future economic government of the world. Without it, other 
more desirable developments will .find themselves impeded and 
unsupported. With it, they will fall into their place as parts of 
an ordered scheme. No one of the following suggestions is a 
necessary part of the plan. But they are illustrations of the addi
tional purposes of high importance and value which the Union, 
once established, might be able to serve:-

( 1) The Union might set up a clearing account in favour of 
international bodies charged with post-war relief, rehabilitation 
and reconstruction. But it could go much further than this. For 
it might supplement contributions received from other sources 
by granting preliminary overdraft facilities in favour of these 
bodies, the overdraft being discharged over a period of years 
out of the Reserve Fund of the Union, or, if necessary, out of a 
levy on surplus credit balances. So far as this method is adopted 
it would be possible to avoid asking any country to assume a 
burdensome commitment for relief and reconstruction, since 
the resources would be provided ·in the first instance by those 
countries having credit clearing accounts for which they have 
no immediate use and are voluntarily leaving idle, and in the · 
long run by those countries which have a chronic international 
surplus for which they have no beneficial employment. 

( 2) The Union might set up an account in favour of any 
super-national policing body which may be charged with the 
duty of preserving the peace and mairitaining international 
order. If any country were to :i:hfringe its properly authorised 
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orders, the policing body might be entitled to request the Gov
ernors of the Clearing Union to hold the clearing account of the 
delinquent country to its order and permit no further transac
tions on the account except by its authority. This would pro
vide an excellent machinery for enforcing a financial blockade. 

( 3) The Union might set up an account in favour of inter
national bodies charged With the management of a Commodity 
Control, and might finance stocks of commodities held by such 
bodies, allowing them overdraft facilities on their accounts up 
to an agreed maximum. By this means the financial problem of 
buffer stocks and "ever-normal granaries" could be effectively 
attacked. 
, ( 4) The Union might be linked up with a Board for Inter
national Investment. It might act on behalf of such a Board and 
collect for them the annual service of their loans by automati
cally debiting the clearing account of the country concerned. 
The statistics of the clearing accounts of the member States 
would give a reliable indication as to which countries were in 
a position to finance the Investment Board, with the advantage 
of shifting the, whole system of clearing credits and debits 
nearer to equilibrium. 

( 5) There are various methods by which the Clearing Union 
could use its influence and its powers to maintain stability of 
prices and to control the Trade Cycle. If an International Eco
nomic Board is established, this Board and the Clearing Union 
might be expected to work in close collaboration to their mutual 
advantage. If an International Investment or Development Cor
poration is also set up together with a scheme of Commodity 
Controls for the control of stocks of the staple primary products, 
we might come to possess in these three Institutions a powerful 
means of combating the evils of the Trade Cycle, by exercising 
contractionist or expansionist influence on the system as a 
whole or on particular sections. This is a large and important 
question which cannot be discussed adequately in this paper; 
and need not be examined at length in this place because it 
does not raise any important issues affecting the fundamental 
constitution of the proposed Union. It is mentioned here to 

' 
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complete the picture of the wider purposes which the founda
tion of the Clearing Union might be made to serve. 

40. The facility of applying the Clearing Union plan to these 
several purposes arises out of a fundamental characteristic 
which is worth pointing out, since it distinguishes fhe plan from 
those proposals which try to develop the same basic principle 
along bilateral lines and is one of the grounds on which the Plan 
can claim superior merit. This might be described as its "anony
mous" or "impersonal" quality. No particular member States 
have to engage their own resources as such to the support qf 
other parti~ular States or of any of the international projects or 
policies adopted. They have only to agree in general that, if 
they find themselves with surplus resources which for the time 
being they do not themselves wish to employ, these resources 
may go into the general pool and be put to w9rk on approved 
purposes. This costs the surplus country nothing because it is 
not asked to part permanently, or even for any specified period, 
with such resoU.rces, which it remains free to expend and em
ploy for its own purposes whenever it chooses; in which case 
the burden of finance is passed on to the next recipient, again 
for only so long as the recipient has no use for the money. As 
pointed out above, this merely amounts to extending to the 
international sphere the ·methods of any domestic banking 
system, which are in the same sense "impersonal" inasmuch as 
_there is no call on the particular depositor either to support as 
such the purposes for which his banker makes advances or to 
forgo permanently the use of his deposit. There is no counter
vailing objection except that which applies equally to the tech
nique of domestic banking, namely that it is capable of the 
abuse of creating excessive purchasing power and hence an 
inflation of prices. In our efforts to avoid the opposite evil, we 
must not lose sight of this risk, to which there is an allusion in 
39 ( 5) above. But it is no more reason for refusing the advan
tages of international banking than the similar risk in the domes-. 
tic field is a reason to return to the practices of the seventeenth 
century goldsmiths (which are what we· are still following in 
the international field) and to forgo the vast expansion of pro
duction which banking principles have made possible. Where 
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financial contributions are required for some purpose of general 
advantage it is a great facility not to have to ask for specific 
contributions from any named country, but to depend rather 
on the anonymous and impersonal aid of the system as a whole. 
We have here a genuine organ of truly international govern
ment. 

X. The Transitional Arrangements 

41. It would be of great advantage to agree [to] the general 
principles of the Clearing Union before the end of the war, with 
a view to bringing it into operation at an early date after the 
termination of hostilities. Major plans will be more easily 
brought to birth in the flrst energy of victory and whilst the 
active spirit of united action still persists, than in the days of 
exhaustion and reaction from so much effort which may well 
follow a little later. Such a proposal presents, however, some
thing of a dilemma. On the one hand, many countries will.be 
in particular need of reserves of overseas resources in the 
period immediately after the war. On the other hand, goods 
will be in short supply and the prevention of inflationary inter
national conditions of much more importance for the time being 
than the opposite. The expansionist tendency of the plan, which 
is a leading recommendation of it as soon as peace-time output 
is restored and the pr~ductive capacity of the world is in 
running order, might be a danger in the early days of a sellers· 
market and an excess of demand over supply. 

42. A reconciliation of these divergent purposes is not easily 
found until we know more than is known at present about the 
means to be adopted to finance post-war relief and reconstruc
tion. If the intention is to provide resources on liberal and com
prehensive lines outside the resources made available by the 
Clearing Union and additional to them, it might 'be better for 
such specific aid to take the place of the proposed overdrafts 
during the "relief period of (say) two years. In this case credit 
clearing balances would be limited to the amount of gold de
livered to the Union, and the overdraft facilities created by the 
Union in favour of the Relief Council, the International Invest
ment Board or the Commodity Controls. Nevertheless, the im-
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mediate . establishment of the Clearing Uniori would not be 
incompatible with provisional arrangements, which could take 
alternative forms according to the character of the other "relief' 
arrangements, qualifying and limiting the overdraft quotas. 
Overdraft quotas might be allowed on a reduced scale during 
the transitional period. Or it might be proper to provide that 
countries in receipt of relief or Lend-Lease assistance should 
not have access at the same time to overdraft facilities~ and that 
the latter should only become available when the former had 
come to an end. If, on the other hand, relief from . outside 
sources looks like being inadequate from the outset, the over-

. draft quotas may be even more necessary at the outset than 
later on. 

43. We must not be over-cautious!/A rapid economic restora
tion may lighten the tasks of the diplomatists and the poli
ticians in the resettlement of the world and the restoration of 
social order. For Great Britain and other coUntries outside the 
"relief' areas the possibUity of exports sufficient to sustain their 
standard of life is bound up with good ~d expanding markets. 
We cannot afford to wait too long for this, and we must not 
allow excessive caution to condemn us to perdition. U~ess the 
Union is a going concern,. the problem of proper "timing" will 
be nearly insoluble. It is sufficient at this stage to point out that 
the problem of timing must not be overlooked, but that the 
Union is capable of being used so as to aid rather than impede 
its solution. ' 

XI. Conclusion 

· 44. It has been suggested that so ambitious a proposal is 
open to criticism on the ground that it requires from the mem
bers of the Union a greater surrender of their sovereign rights 
than they Will readUy concede. But no greater surrender is 
required than in a commercial treaty. The obligations will be 

,entered into voluntarily and can be terminated on certain con
ditions by giving notice. 

45. A greater readiness to accept super-national arrange· 
ments must be required in the post-war world. If the arrange
ments proposed can be . described as a measure of financial 
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disarmament, there is nothing here which we need be reluctant 
to accept ourselves or to ask of others. It is an advantage, and 
not a disadvantage, of the scheme that it invites the member 
States to abandon that licence to promote indiscipline, disorder 
and bad-neighbourliness which, to the general disadvantage, 
they have been free to exercise hitherto. . 

46. The plan makes a beginning at the future economic 
ordering of the world between nations and "the winning of the 
peace." It might help to create the conditions and the atmos
phere in which much else would be made easier. 
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JOINT STATEMENT BY EXPERTS ON THE ESTABLISHMENT 

OF AN INTERNATIONAL MoNETARY FuND 

April 21, 1944 

Sufficient discussion of the problems of international mone
tary cooperation has taken place a~ the technical level to 
justify a statement of principles. It is the consensus of opinion 
of the experts of the United and Associated Nations who have 
participated in these discussions that the most practical method 
of assuring international monetary cooperation is through the 
establishment of an International Monetary Fund. The prin
ciples set forth below are designed to constitute the basis for 
this Fund. Governments are not asked to give final approval to 
these principles until they have been embodied in the fonn of 
definite proposals by the delegates of the United and Associated 
Nations meeting in a formal conference. 

I. Purposes and Policies of the International 
Monetary Fund 

The Fund will be guided in all its decisions by the purposes 
and policies set forth below: 

1. To promote international monetary cooperation through 
a pennanent institution which provides the machinery for con
sultation on international monetary problems. 

2. To facilitate the expansion and balanced growth of inter
national trade and to contribute in this way to the maintenance 
of a high level of employment and real income, which must bE 
a primary objective of economic policy. 

3. To give confidence to member countries by making thE 
Fund's resources available to them under adequate safeguards 
thus giving members time to correct maladjustments in theil 
balance of payments without resorting to measures destructiv« 
of national or international prosperity. 

254, ' 
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4. To promote exchange stability, to maintain orderly ex
change arrangements among member countries, and to avoid 
competitive exchange depreciation. 

5. To assist in the establishment of multilateral payments 
facilities on current transactions among member countries and 
in the elimination of foreign exchange restrictions which 
hamper the growth of world trade. 

6. To shorten the periods and lessen the degree of disequi
librium in the international balance of payments of member 
countries. 

II. Subscription to the Fund 

1. Member countries shall subscribe in gold and in their 
local funds amounts (quotas) to be agreed, which will amount 
altogether to about $8 billion if all the United and Associated 
Nations subscribe to the Fund (corresponding to about $10 
billion for the world as a whole). · 

2. The quotas may be revised from time to time but changes 
shall require a four-fifths vote and no member's quota may be 
changed without its assent. · 

3. The obligatory gold subscription of a member country 
shall be fixed at 25 percent of its subscription (quota) or 10 
percent of its holdings of gold and gold-convertible exchange, 
whichever is the smaller. 

III. Transactions with the Fund 

1. Member countries shall deal with the Fund only through 
their Treasury, Central Bank, Stabilization Fund, or other fiscal 
agencies. The Fund's account in a member's currency shall be 
kept at the Central Bank of the member country. 

2. A member shall be entitled to buy another member's cur
rency from the Fund in exchange for its own currency on the 
following conditions: 

(a) The member represents that the currency demanded is 
presently needed for making payments in that currency 
which are consistent with the purposes of the Fund. 

(b) The Fund has not given notice that its holdings of the 
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currency demanded have become scarce in which case 
the provisions of VI, below, come into force. 

(c) The Fund's total holdings of the currency offered (after 
having been restored, if below that figure, to 75 per
cent of the member's quota) have not been increased by 
more than 25 percent of the member's quota during the 
previous tWelve months and do not exceed 200 percent 
of the quota. 

(d) The Fund has not previously given appropriate notice 
that the member is suspended from making further use 
of the Fund's resources on the ground that it is using 
them in a manner contrary to the purposes and policies 
of the Fund; but the Fund shall not give such notice 
until it has presented to the member concerned a report 
setting forth its views and has allowed a suitable time for 
reply. 

The Fund may in its discretion and on terms which safeguard 
its interests waive any of the conditions above. 

3. The oper!ltions on the Fund's account will be limited to 
transactions for the pirrpose of supplying a member country on 
the member's initiative with another member's currency in ex
change for its own currency or for gold. Transactions provided 
for under 4 and 7, below, are not subject to this limitation. 
, 4. The Fund will be entitled at its option, with a view to 
preventing a particular member's currency from becoming 
scarce: 

(a) To borrow its currency from a member country; 
(b) To offer gold to a membe~ country in exchange for its 

currency. 

5. So long as a member counb:y is entitled to buy another 
member's currency from the Fund in exchange for its own cur
rency, it shall be prepared to buy its own currency from that 
member with that member's currency or with gold. This shall 
not apply to currency subject to -restrictions in conformity with 
IX, 3 below, or to holdings of currency which have accumu
lated as a result of transactions of a current account nature 
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effected before the removal by the member country of restric
tions on multilateral clearing maintained or imposed under 
X, 2 below. 

6. A member country desiring to obtain, directly or indi
rectly, the currency of another member country for gold is 
expected, provided that it can do so with equal advantage, to 
acquire the currency by the sale of gold to the Fund. This 
shall not preclude the sale of newly-mined gold by a gold
producing country on any market. 

7. The Fund may also acquire gold from member countries 
in accordance with the following provisions: 

(a) A member country may repurchase from the Fund for 
gold any part of the latter's holdings of its currency. 

(b) So long as a member's holdings of gold and gold-con
vertible exchange exceed its quota, the Fund in selling 
foreign exchange to that country shall require that one
half of the net sales of such exchange during the Fund's 
financial year be paid for with gold. 

(c) If at the end of the Fund's financial year a member's 
holdings of gold and gold-convertible exchange have 
increased, the Fund may require up to one-half of the 
increase to be used to repurchase. part of the Fund's 
holdings of its currency so long as this does not reduce 
the Fund's holdings of a country's currency below 75 
percent of its quota or the member's holdings of gold 
and gold-convertible exchange below its quota. 

IV. Par Values of Member Currencies 

1. The par value of a member's currency shall be agreed 
with the Fund when it is admitted to membership, and shall 
be expressed in terms of gold. All transactions between the 
Fund and members shall be at par, subject to a fixed charge 
payable by the member making application to the Fund, and all 
transactions in member currencies shall be at rates within an 
agreed percentage of parity. 

2. Subject to 5, below, no change in the par value of a mem
ber's currency shall be made by the Fund without the coun-
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try's approval. Member countries agree not to propose a change 
in the parity of their currency unless they consider it appro
priate to the correction of a fundamental disequilibriuii). 
Changes shall be made only with the approval of the Fund, 
subject to the provisions below. • 

3. The Fund shall approve a requested change in the par 
value of a member's currency, if it is essential to the correction 
of a fundamental disequilibrium. In particular, the Fund shall 
not reject a requested change, necessary to restore equilibrium, 
because of the domestic social or political policies of the country 
applying for a change. In considering a requested change, the 
Fund shall take into consideration the extreme uncertainties 
prevailing at the time the parities of the currencies of the l!lem
ber countries were initially agreed upon. 

4. After consulting the Fund, a member country may change 
the established parity of its currency, provided the proposed 
change, inclusive of any previous change since the establish
ment of the Fund, does not exceed 10 percent. In the case of 
application for a further change, not covered by the above 
and not exceeding 10 percent, the Fund shall give its decision 
within two days of receiving the application, if the applicant 
so requests. · 

5. An agreed uniform change may be made in the gold 
value of member currencies, provided every member country 
having 10 percent or more of the aggregate quotas approves. 

V. Capital Transactions 

1. ,A member country may not use the Fund's resources to 
meet a large or sustained outflow of. capital, and the Fund may 
require a member country to-exercise controls to prevent such 
use of the resources of the Fund. This provision is not intended 
to prevent the use of the Fund's resources for capital transac
tions of reasonable amount required for the expansion of ex
ports or in the ordinary course of trade, banking or other 
business. Nor is it intended to prevent capital movements which 
are met out of a member country's own resources of gold and 
foreign exchange, provided such capital movements are in 
accordance with the purposes of t?e Fund. 
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2. Subject to VI below, a member country may not use its 
control of capital movements to restrict payments for current 
transactions or to delay unduly the transfer of funds in settle
ment of commitments. 

VI. Apportionment of Scarce Currencies 

1. When it becomes evident to the Fund that the demand 
for a member country's currency may soon exhaust the Fund's 
holdings of that currency, the Fund shall so inform mem· 
her countries and propose an equitable method of apportioning 
the scarce currency. When a currency is thus declared scarce, 
the Fund shall issue a report embodying th~ causes of the 
scarcity and containing recommendations designed to bring it 
to an end. 

2. A decision by the Fund to apportion a scarce currency 
shall operate as an authorization to a member country, after 
consultation with the Fund, temporarily to restrict the freedom 
of exchange operations in the affected currency, and in deter
mining the manner of restricting the demand and rationing the 
limited supply among its nationals, the member country shall 
have complete jurisdiction. 

VII. Management ~ 

1. The Fund shall be governed by a board on which each 
member will be represented and by an executive committee. 
The executive committee shall consist of at least nine members 
including the representatives of the five countries with the 
largest quotas. 

2. · The distribution of voting power on the board and the 
executive committee shall be closely related to the quotas. 

3. Subject to II, 2 and IV, 5, all matters shall be settled by 
a majority of the votes. 

4. The Fund shall publish at short intervals a statement of 
its position showing the extent of its holdings of member cur
rencies and of gold and its transactions in gold. 
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VIII. Withdrawal 

1. A member country may withdraw from the Fund by 
giving notice in writing. , 

2. The reciprocal obligations of the Fund and the country 
are to be liquidated within a reasonable time. 

3. Mter a member country has given notice in writing of its 
· withdrawal from the Fund, the Fund may not dispose of its 
holdings of the country's currency except in accordance with 
the arrangements made under 2, above. Mter a country has 
given notice of withdrawal, its use of the resources of the Fund 
is subject to the approval of the Fund. ' 

IX. The Obligations of Member Countries 

1. Not to buy gold at a price which exceeds the agreed · 
parity of its currency by more than a prescribed margin and not 
to sell gold at a price which falls below the agreed parity by 
more than a prescribed margin. 

2. Not to allow exchange transactions in its market in cur
rencies of other members at rates outside a prescribed range 
based on the agreed parities. 

3. Not to impose restrictions on payments for current inter
national transactions wi,th other member countries (other than 
those involving capital transfers or in accordance with VI, 
above), or to engage in any discriminatory currency arrange
ments or multiple currency practices without the approval of 
the Fund. 

X. TransitioJ;tal Arrangements 
I 

1. . Since the Fund is not, intended to provide facilities for 
relief or reconstruction or to deal with international indebted
ness arising out of the war,.the agreement of a member country 
to provisions Ill, 5 and IX, 3 above, shall not become operative 
until it is satisfied as to the arrangements at its disposal to facili-

. tate the settlement of the balance of payments differences dur
ing the early post-war transition period by means which will not 
unduly encumber its £acUities with the Fund. . 

2. During this transition period member countries may main-
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tain and adapt to changing circumstances exchange regulations 
of the character which have been in operation during the war, 
but they shall undertake to withdraw as soon as possible by 
progressive stages any restrictions which impede multilateral 
clearing on current account. In their exchange policy they shall 
pay continuous regard to the principles and objectives of the 
Fund; and they shall take all possible measures to develop com
mercial and financial relations with other member countries 
which will facilitate international payments and the mainte
nance of exchange stability. 

3. The Fund may make representations to any member that 
conditions are favorable to withdrawal of particular restrictions 
or for the general abandonment of the restrictions inconsistent 
with IX, 3 above. Not later than three years after coming into 
force of the Fund any member still retaining any restrictions 
inconsistent with IX, 3, shall consult with the Fund as to their 
further retention. 

4. In its relations with member countries, the Fund shall 
recognize that the transition period is one of change and adjust· 
ment, and in deciding on its attitude to any proposals pre
sented by members it shall give the member country the benefit 
of any reasonable doubt. 
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ARTICLES OF AGREEMENT 

INTERNATIONAL MONETARY FUND 
;. 

The Governments on whose behalf the present Agreement 
is signed agree as follows: 

Introductory Article 

The International Monetary Fund is established and shall 
operate in accordance with the following provisions: 

Article I. Purpos~s 

The purposes of the International Monetary Fund are: 

( i) To promote international monetary cooperation through 
a pem1anent institution which provides the machinery for 
consultation and collaboration on international monetary 
problems. 

( ii) To facilitate the expansion and balanced growth of in
ternational trade, and to contribute thereby to the promo
tion and maintenance of high levels of employment and 
real income and to the development of the productive re
sources of all members as primary objectives of economic 
policy. 

(iii) To promote exchange stability, to maintain orderly ex
change arrangements among members, and to avoid com
petitive exchange depreciation. 

( iv) To assist in the establishment of a multilateral system 
of payments in respect of current transactions between 
members and in the elimination of foreign exchange re
strictions which hamper the growth of world trade. 

( v) To give confidence to members by making the Fund's 
resources available to them under adequate safeguards, 
thus providing them with opportunity to correct maladjust
ments in their balance of payments without resorting to 
measures destructive of national or international pros
perity. 
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(vi) In accordance with the above, to shorten the duration 
and lessen the degree of disequilibrium in the international 
balances of payments of members~ 

The Ft;md shall be guided in all its decisions by the purposes 
set forth in this Article. 

Article II. Mem~ership 

SECTION 1. Original members.-The original members of the 
Fund shall be those of the countries represented at the United 
Nations Monetary and Financial Conference whose· govern
, J!1ents accept membership before the date specified in Article 
XX, Section 2 (e). 

SEc. 2,. Other members.-Membership shall be open to the 
governments of other countries at such times and in accordance 
with such terms as may be prescribed by the Fund. 

Article III. Quotas and Subscriptions 

SECTION 1. Q~tas.-Each member shallbe assigned a quota. 
The. quotas of the members represented at the United Nations 
Monetary and Financial Conference which accept membership 
pefore the date specified in Article XX, Section 2 (e), shall be 
those set forth in Schedule A. The quotas of other members 
shall be determined by the Fund. 

SEc. 2. Adjustment of quotas.-The Fund shall at intervals 
of five years review, and if it deems it appropriate propose an 
adjustment of, the quotas of the members. It may also, if it 
thinks fit, consider at any other time the adjustment of any 
particular quota at the request of the member concerned. A 
four-fifths majority of the total voting power shall be required 
for any change in quotas and no quota shall be changed without 
the consent of the member concerned. 

SEc. 3. Subscriptions: Time, place, and form of payment.
( a) The subscription of each member shall be equal to 1ts 
quota and shall be paid in full to the Fund at the appropriate 
depository on or before the date when the member becomes 
eligible under Article XX, Section 4 (c) or (d), to buy cur
rencies from the Fund. 
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(b) Each member shall pay in gold, as a minimum, the 
smaller of 

( i) twenty-five percent of its quota; or 
( ii) ten percent of its net official holdings of gold and United 

States dollars as at the date when the Fund notifies mem· 
hers under Article XX, Section 4 (a) that it will shortly 
be in a position to begin exchange transactions. 

Each member shall furnish to the Fund the data necessary to 
determine its net official holdings of gold and United States 
dollars. 

(c) Each member shall pay the balance of its quota in its 
own currency. 

(d) If the net official holdings of gold and United States 
dollars of any member as at the date referred to in (b) ( ii) 
above are not ascertainable because its territories have been 
occupied by the enemy, the Fund shall flx an appropriate 
alternative date for determining such holdings. If such date is 
later than that on which the country becomes eligible under 
Article XX, Section 4 (c) or (d), to buy currencies from the 
Fund, the Fund and the member shall agree on a provisional 
gold payment to be made under (b) above, and the balance 
of the member's subscription shall be paid in the member's 
currency, subject to appropriate adjustment between the mem
ber and the Fund when the net official holdings have been 
ascertained. 

SEC. 4. Payments when quotas are changed.- (a) Each mem
ber which consents to an increase in its quota shall, within 
thirty days after the date of its consent, pay to the Fund twenty
five percent of the increase in gold and the balance in its own 
currency. If, however, on the date when the member consents 
to an increase, its monetary reserves are less than its new 
quota, the Fund may reduce the proportion of the increase to 
be paid in gold. 

(b) If a member consents to a reduction in its quota, the 
Fund shall, within thirty days after the date of the consent, 
pay to the member an amount equal to the reduction. The 
payment sh~ll be made in the member's currency and in such 
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amount of gold as may be necessary to prevent reducing the 
Fund's holdings of the currency below seventy-five percent 
of the new quota. 

SEc. 5. · Substitution· of securities for currency.~ The Fund 
shall accept from any member in place of any part of the mem
ber's currency which in the judgment of the Fund is not 
needed for its operations, notes or similar obligations issued by 
the member or the depository designated by the member under. 
Article XIII, Section 2, which shall be non-negotiable, non
interest bearing and payable at their par value on demand by 
crediting the account of the Fund in the designated depository. 
This Section shall apply not only to currency subscribed by 
members but also to any currency otherwise due to, or ac
quired by, the Fund. 

Article IV. Par Values of Currencies 

SECTION J.. Expression of par values.-( a) The par value of 
the currency of each member shall be expressed in terms of 
gold as a common denominator or in terms of the Unit~d 
States dollar of the weight and fineness in effect on July 1, 
1944. 
. (b) 'An computations relating to currencie~ of members for 
the purpose of applying the provisions of this Agreement shall 
be on the basis of their par values. ... 

SEc. 2. Gold purchases based on par values.-The Fund shall 
prescribe a margin above and below par value for transactions 
in gold by members, and no member shall buy gold at a price 
above par value plus the prescribed margin, or sell gold at a 
price below par value minus the prescribed margin: · 

SEC. 3. Foreign exchange dealings based on parity.-The 
maximum and the minimum rates for exchange transactions 
between the currencies of members taking place within their 
territories shall not dilfer from parity. 

( i) in the case of spot exchange transactions, by more than 
one percent; and 

( ii) in the case of other exchange transactions, by a margin 
which exceeds the margin for spot exchange transactions 
by more than the Fund considers reasonable. 
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SEC. 4. Obligations regarding exchange stability.-( a) Each 
member undertakes to collaborate with the Fund to promote 
exchange stability, to maintain orderly exchange arrangements 
with other members, and to avoid competitive exchange altera
tions. 

(b) Each member undertakes, through appropriate meas
ures consistent with this Agreement, to permit within its terri
tories exchange transactions between its currency and the 
currencies of other members only within the limits prescribed 
under Section 3 of this Article. A member whose monetary 
authorities, for the settlement of international transactions, in 
fact freely buy and sell gold within the limits prescribed by 
the Fund under Section 2 of this Article shall be deemed to be 
fulfilling this undertaking. 

SEc. 5. Changes in par values.-( a) A member shall not pro
pose a change in the par value of its currency except to correct 
a fundamental disequilibrium. 

(b) A change in the par value of a member's currency may 
be made only on the proposal of tl1e member and only after 
consultation with the Fund. 

(c) 'Vhen a change is proposed, the Fund shall first take into 
account the changes, if any, which have already taken place 
in the initial par value of the member's currency as determined 
under Article XX, Section 4. If the proposed change, together 
with all previous changes, whether increases or decreases, 

( i) does not exceed ten percent of the initial par value, the 
Fund shall raise no objection; 

( ii) does not exceed a further ten percent of the initial par 
value, the Fund may either concur or, object, but shall 
declare its attitude within seventy-two hours if the member 
so requests; · 

(iii) is not within ( i) or ( ii) above, the Fund may either 
concur or object, but shall be er~titled to a longer period 
in which to declare its attitude. 

(d) Uniform changes in par values made under Section 7 
of this Article shall not be taken into account in dete1mining 
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whether a proposed change falls within ( i), ( ii), or (iii) of (c) 
above. , 
· (e) A member may change 1:\le par value of its currency 
without the. concurrence of the Fund if the change does not 
affect the international transactions of members of the Fund. 

(f) The Fund shall concur in a proposed change which is 
within the terms of (c) ( ii), or (c) (iii) above if it is satisfied 
that the change is necessary to correct a fundamental disequi
librium. In particular, provided it is so satisfied, it shall not 
object to a proposed change because of the domestic social or 
political policies of the member proposing the change. 

SEc. 6. Effect of unauthorized changes.-H a member changes 
the par value of its currency despite the objection of the Fund, 
in cases where the Fund is entitled to object, the member shall 
be ineligible to use the resources of the Fund unless the Fund 
otherwise determines; and if, after the expiration of a reason
able period, th~ difference between the member and the Fund 
continues, the matter shall be subject to the provisions of 
Article XV, Section 2 (b). 

SEc. 7. Uniform changes in par values.-Notwithstanding the 
provisions of Section 5 (b) of this Article, the Fund by a ma
jority of the total voting power may make uniform proportion
ate changes in the par values of the currencies of all members, 
provided each such change is approved by every member which 
has ten percent or more of the total of the quotas. The par 
value of a member's currency shall, however, not be changed 
under this provision if, within seventy-twO' hours of the Fund's 
action, the member informs the Fund that it does not wish the 
par value of its currency to be changed by such action. 

SEc. 8. Maintenance of gold value of the F~ntls assets.-( a) 
The gold value of the Fund's assets shall be maintained not
withstanding changes in the par or foreign exchange value of 
the currency of any member. 
' (b) Whenever ( i) the par value of a member's currency >is 

reduced, or (ii) the foreign exchange value of a member's 
currency has, in the opinion of the Fund, depreciated to a 
significant extent within that member's territories, the member 
shall pay to the Fund within a reasonable time an amount of 
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its own currency equal to the reduction in the gold value of its 
currency held by the Fund. · 

(c) Whenever the par value of a member's currency is in
creased, the Fund shall return to such member within a reason
able time an amount in its currency equal to the increase in 
the gold value of its currency held by the Fund. 

(d) The provisions of this Section shall apply to a uniform 
proportionate change in the par values of the currencies of all 
members, unless at the time when such a change is proposed 
the Fund decides otherwise. 

SEc. 9. Separate currencies within a member's territories.
A member proposing a change in the par value of its cur
rency shall be deemed, unless it declares otherwise, to be 
proposing a corresponding change in the par value of the 
separate currencies of all territories in respect of which it has 
accepted this Agreement under Article XX, Section 2 (g). It 
shall, however, be open to a member to declare that its pro
posal relates either to the metropolitan currency alone, or only 
to one or more speci£ed separate currencies, or to the metro
politan currency and one or more speci£ed separate currencies. 

Article V. Transactions with the Fund 

SECTION 1. Agencies dealing with the Fund.-Each member 
shall deal with the Fund only through its Treasury, central 
bank, stabilization fund, or other similar fiscal agency and the 
Fund shall deal only with or through the same agencies. 
· SEc. 2. Limitation on the Fund's operations.-Except as other
wise provided in this Agreement, operations on the account of 
the Fund shall be limited to transactions for the purpose of 
supplying a member, on the initiative of such member, with 
the currency of another member in exchange for gold or for 
the currency of the member desiring to make the purchase. 

SEc. 3. Conditions governing use of the Fund's resources.
( a) A member shall be entitled to buy the currency of another 
member from the Fund in exchange for its own currency sub
ject to the following conditions: 

( i) The member desiring to purchase the currency repre
sents that it is presently needed for making in that cur· 
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rency payments which are consistent with the provisions 
of this Agreement; 

( ii) The Fund has not given notice under Article VII, Sec
tion 3, that its holdings of the currency desired have 
become scarce; 

(iii) The proposed purchase would not cause the Fund's 
holdings bf the purchasing member's currency to increase 
by more than twenty-five percent of its quota during the 
period of twelve months ending on the date of the purchase 
nor to exceed two 4undred percent of its quota, but the 
twenty-~ve percent limitation shall apply only' to the ex
tent that the Fund's holdings of the member's currency 
have been brought above seventy-five percent of its quota 
if they had been below that amount; 

( iv) ·The Fund has not previously declared under Section 
· 5 of this Article, Article IV, Section 6, Article VI, Section 1, 
or Article XV, Section 2 (a), that the member desiring to 
purchase is ineligible to use the resources of the Fund. 

(b) A member shall not be entitled without the permission 
of the l;fund to use the Fund's resources to acquire currency to 
hold against forward exchange transactions: 

SEc. 4. Waiver of conditions.-The Fund may in its discretion, 
and on terins which safeguard its interests, waive any of the 
conditions prescribed in Section 3 (a) of this Article; especially 
in the case of members with a record of avoiding large or 
continuous use of the Fund's resources. In making a waiver it 
shall take into consideration periodic or exceptional require
ments of the member reqlli)sting the waiver. The Fund shall 
also take into consideration a member•s willingness to pledge 
as collateral security gold, silver, securities,-or other acceptable 
assets having a value sufficient in the opinion of the Fund to 
protect its ·interests and may require as a condition of waiver 
the pledge of such collateral security. 

SEc. 5. Ineligibility to use the Fund's resources.-Whenever 
the Fund is of the opinion that any member is using the re
sources of the Fund in a manner contrary to the purposes of the 
Fund, it shall present to the member a report setting forth 
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the views of the Fund and prescribing a suitable time for reply. 
After presenting such a report to a member, the Fund may 
limit the use of its resources by the member. If no reply to 
the report is received from the member within the prescribed 
time, or if the reply received is unsatisfactory, the Fund may 
continue to limit the member's use of the Fund's resources or 
may, after giving reasonable notice to the member, declare it 
ineligible to use.the resources of the Fund. 

SEC. 6. Purchases of currencies from the Fund for gold.-( a) 
Any member desiring to obtain, directly or indirectly, the cur
rency of another member for gold shall, provided that it can 
do so with equal advantage, acquire it by the sale of gold to 
the Fund. 

(b) Nothing in this Section shall be deemed to preclude 
any member from selling tn any market gold newly produced 
from mines located within its territories. 

SEc. 7. Repurchase by a member of its currency held by the 
Fund.-( a) A member may repurchase from the Fund and the 
Fund shall sell for gold any part of the Fund's holdings of its 
currency in excess of its quota. 

(b) At the end of each financial year of the Fund, a member 
shall repurchase from the Fund with gold or convertible cur
rencies, as determined in accordance with Schedule B, part of 
the Fund's holdings of its currency under the following condi
tions: 

( i) Each member shall use in repurchases of its own currency 
from the Fund an amount of its monetary reserves equal 
in value to one-half of any increase that has occurred 
during the year in the Fund's holdings of its currency plus 
one-half of any increase, or minus one-half of any decrease, 
that has occurred during the year in the member's mone
tary reserves. This rule shall not apply when a member's 
monetary reserves have decreased during the year by more 
than the Fund's holdings of its currency have increased. 

( ii) If after the repurchase described in ( i) above (if re
quired) has been made, a member's holdings of another 
member's currency (or of gold acquired from that mem· 
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her) are found to have increased by reason of transactions 
' in tenns of that currency with other members or persons 

in .their territories, the member whose holdings of such 
currency (or gold) have thus increased shall use the in• 
crease to repurchase its own currency from the Fund. 

(c) None of the adjustments described in (b) above shall 
be.carried to a point at which. 

( i) the member's monetary reserves are below its quota, 
or . I 

(ii) the Furid's holdings of its curr~ncy are below seventy-
five percent of its quota, or . 

(iii) the Fund's holdings of any currency required to be used 
are above seventy-five percent of the quota of the member 
concerned. 

SEc. 8. Charges.-( a) Any member buying the currency of 
another member from the Fund in exchange for its own cur
rency shall pay a service charge unifonn for all members of 
three-fourths percent in addition to the parity price. The Fund 
in its discretion may incr~ase this service charge to not more 
than one percent or reduce it to not less than one-half percent. 

(b) The Fund may levy a reasonable handling charge 9n· 
any member buying gold from the Fund or selling gold to the 
Fund. 

(c) The Fund shall lery charges unifonn for all members 
which shall be payable by any member on the average daily 
balances of its currency held by the Fund in excess of its quota. 
These charges shall be at the following rates: 

1 

( i) On amounts not more than twenty-five percent in excess 
of the quota: no charge for the first three months; one-half 
percent per annum for the next nine months; and there
after an increase in the charge of one-half percent for each 
subsequent year. 

( ii) On a11UJ1lnts more than twenty-fi-pe percent and not more 
than fifty percent in excess of the quota: an additional one
half percent for the first year; and an additional one-half 
percent for each subseq}lent year. 
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(iii) On each additional bracket of twenty-five percent in 
excess of the quota: an additional one-half percent for the 
first year; and an additional one-half percent for each 

_ subsequent year. 

(d) Whenever the Fund's holdings of a member's currency 
are such that the charge applicable to any bracket for any 
period has reached the rate of four percent per annum, the 
Fund and the member shall consider means by which the 
Fund's holdings of the currency can be reduced. Thereafter, 
the charges shall rise in accordance with the provisions of (c) 
above until they reach five percent and failing agreement, the 
Fund may then impose such charges as it deems appropriate. 

(e) The rates referred to in (c) and (d) above may be 
changed by a three-fourths majority of the total voting power. 

(f) All charges shall be paid in gold. If, however, the mem
ber's monetary reserves are less than one-half of its quota, it 
shall pay in gold only that proportion of the charges due which 
such reserves bear to one-half of its quota, and shall pay the 
balance in its own currency. 

Arti~le VI. Capital Transfers 

SECTION 1. Use of the Fund's resources for capital transfers. 
-(a) A member may not make net use of the Fund's resources 
to meet a large or sustained outflow of capital, and the Fund 
may request a member to exercise controls to prevent such use 
of the resources of the Fund. If, after receiving such a request, 
a member fails to exercise appropriate controls, the Fund may 
declare the member ineligible to use the resources of the Fund. 

(b) Nothing in this Section shall be deemed 

( i) to prevent the use of the resources of the Fund for capital 
transactions of reasonable amount required for the expan
sion of exports or in the ordinary course of trade, banking 
or other business, or 

( ii) to affect capital movements which are met out of a mem
ber's own resources of gold and foreign exchange, but 
members undertake that such capital movements will be 
in accordance with the purposes of the Fund. 
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SEc. 2. Special provisions for capital transfers.-1£ the Fund's 
holdings of the currency of a member have remained below 
seventy-five percent of its quota for an immediately preceding 
period of not less than' six months, such member, if it has not 
been declared ineligible to use the resources of the Fund under 
Section 1 of this Article, Article IV, Section 6, Article V, Sec
tion 5, or Article XV, Section 2 (a), shall be entitled, notwith
standing the provisions. of Section 1 (a) of this Article, to buy 
the currency of another member from the Fund with its own 
currency for any purpose, including capital transfers. Purchases 
for capital transfers under this Section shall not, however, be 
permitted if they have the effect of raising the Fund's holdings 
of the currency of the member desiring to purchase above 
seventy-five percent of its quota, or of reducing the Fund's 
holdings of the currency desi!ed below seventy-five percent 
of the quota of the member whose currency is desired. 

SEc. 3. Controls of capital transfers.-Members may exercise. 
such controls as are necessary to regulate international capital 
movements, but no member may exercise these controls in a 
manner which will restrict payments for current transactions 
or which will unduly delay transfers of funds in settlement of 

v commitments, except as provided in Article VII, Section 3 (b), 
and in Article XIV, 'Section 2. 

Article VII. Scarce Currencies 

SECTION 1. General scarcity of currency.-I£ the Fund .finds 
that a general scarcity of a particular currency is developing, 
the Fund may so inform members and may issue a report set
ting forth the causes of the scarcity and containing recom
mendations designed to bring it to an end. A representative 
of the member whose currency is involved shall participate in 
the preparation of the report. 

SEc. 2. Measures to replenish the Funas holdings of scarce 
currencies.-The Fund may, if it deems such action appropriate 
to replenish its holdings of any member's currency, take either 
or both of the following steps: 



APPENDIX IV 277 

(1) Propose to the member that, on terms and conditions 
agreed between the Fund and the member, the latter lend 
its currency to the Fund or that, with the approval pf the 
member, the Fund borrow such currency from some other 
source either within or outside the territories of the mem
ber, but no member shall be under any obligation to make 
such loans to the Fund or to approve the borrowing of its 
currency by the Fund from any other source. 

( ii) Require the member to sell its currency to the Fund for 
gold. 

SEc. 3. Scarcity of the Fund's holdings.-( a) If it becomes 
evident to the Fund that the demand for a member's currency 
seriously threatens the Fund's ability to supply that currency, 
the Fund, whether or not it has issued a report under Section 1 
of this Article, shall formally declare such currency scarce and 
shall thenceforth apportion its existing and accruing supply 
of the scarce currency with due regard to the relative needs of 
members, the general international economfc situation, and 
any other pertinent considerations. The Fund shall also issue 
a report concerning its action. 

(b) A formal declaration under (a) above shall operate as 
an authorization to any member, after consultation with the 
Fund, temporarily to impose limitations on the freedom of 
exchange operations in the scarce currency. Subject to the pro
visions of Article IV, Sections 3 and 4, the member shall have 
complete jurisdiction in determining the nature of such limi
tations, but they shall be no more restrictive than is necessary 
to limit the demand for the scarce currency to the supply held 
by, or accruing to, the member in question; and they shall be 
relaxed and removed as rapidly as conditions permit. 

(c) The authorization under (b) above shall expire when
ever the Fund formally declares the currency in question to be 
no longer scarce. 

SEc. 4. Administration of restrictions.-Any member impos
ing restrictions in respect of the currency of any other member 
pursuant to the provisions of Section 3 (b) of this Article shall 
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.give sympathetic consideration to any representations by the 
other member regarding the administration of such restrictions. 

SEc. 5. Effect of other international agreements on restric
tio~.-Members agree not to invoke the obligations of any 
engagements entered into with other members prior to this 
Agreement in such a manner as will prevent the op~ration of 
the provisions of this Article. 

Article VIII. General Obligations of . Members 

S~CTION 1. Introduction.-In additim{ ·to the obligations 
assumed under other articles of this Agreement, each member 
undertakes the pbligations set out in this Article. 

SEC. 2. Avoidance of restrictions on current payments.
( a) Subject to the provisions of Article VII, Section 3 (b), and 
Article XIV, Section 2, no member shall, without the approval 
of the Fund, ·impose restrictions on the making of payments 
and transfers for current international transactions. 

(b) Exchange contracts which involve the ,currency of any 
member and which are contrary to the exchange control regula
tions of that member maintained or·imposed consistently with 
this Agreement shall be unenforceable in the territories of any 
member. In addition, members may, by mutual accord, co
operate in measures for the purpose of making the exchange 
control regulations of either me:r;nber more effective, provided 
that such measures and regulations are consistent with this 
Agreement. · 

SEc. 3. Avoidance of discriminatory currency practices.
No member shall engage in, or permit any of its fiscal agencies 
referred to in Article V, Section 1, to engage in, any discrimina
tory currency arrangements or multiple currency practices 
except as authorized under this Agreement or approved by the 
Fund. If such arrangements and practices are engaged in. at 
the date when this Agreement enters into force the member 
concerned shall consult with the Fund as to their progressive 
removal unless they are maintained or imposed under Article 
XIV, Section 2, in which case the provisions of Section 4 of 
that Article shall apply. 
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SEc. 4. Convertibility of foreign-held balances.-( a) Each 
member shall buy balances of its currency held by another 
member if the latter, in requesting the purchase, represents 

( i) that the balances to be bought have been recently ac
quired as a result of current transactions; or 

( ii) that their conversion is needed for making payments for 
current transactions. 

The buying member shall have the option to pay either in the 
currency of the member making the request or in gold. 

(b) The obligation in (a) above shall not apply 

( i) when the convertibility of the balances has been re
stricted consistently with Section 2 of this Article, or 
Article VI, Section 3; or 

( ii) when the balances have accumulated as a result of 
transactions effected before the removal by a member of 
restrictions maintained or imposed under Article XIV, 
Section 2; or 

(iii) when the balances have been' acquired contrary to 
the exchange regulations of the member which is asked 
to buy them; or 

( iv) when the currency of the member requesting the pur
chase has been declared scarce under Article VII, Section 
3 (a); or 

( v) when the member requested to make the purchase is 
for any reason not entitled to buy currencies of other 
members from the Fund for its own currency. 

SEC. 5. Furnishing of information.-( a) The Fund may re
quire members to furnish it with such information as it deems 
necessary for its operations, including, as the minimum neces
sary for the effective discharge of the Fund's duties, national 
data on the following matters: 

( i) Official holdings at home and abroad, of ( 1) gold, 
( 2) foreign exchange. 

(ii) Holdings at home and abroad by banking and financial 
agencies, other than official agencies, of ( 1) gold, ( 2) for
eign exchange. 
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(·iii) Production of gold. 
( iv) Gold exports and imports according to countries of 

destination and origin. • 
( v) Total exports and imports of merchandise, in terms of 

local currency values, according to countries of destina
tion and origin. 

(vi) International balance of payme~ts, including ( 1) trade 
in goods and services, ( 2) gold transactions, ( 3) known 
capital transactions, and ( 4) other items. · 

(vii) International investment position, i.e., investments 
within the territories of the member owned abroad and in~ 
vestments abroad owned by persons in its territories so far 
as it is possible to furnish this information. 

(viii) National income. 
(ix) ~rice indices, i.e., indices of commodity prices in whole

sale and retail markets and of export and import prices. 
(x) Buying and selling rates for foreign currencies. 
(xi) Exchange controls, i.e., a comprehensive statement of 

exchange controls in effect at the time of assuming mem
bership in the Fund and details of subsequent changes 
as they occur. .. 

( xii) Where official clearing arrangements exist, details of 
amounts awaiting clearance in respect of· commercial and 
financial transactions, and of the ··length of time during 
which such arrears have been outstanding. 

(b) In requesting information the Fund shall take into con
sideration the varying ability of members to furnish the data 
requested. Members shall be under no obligation to furnish 
information in such detail that the affairs of individuals or cor
porations are disclosed. Members undertake, however, to fur
nish the desired information in as detailed and accurate a 
manner as is practicable, and, so far as possible, to avoid mere 
estimates. 

(c) The Fund may arrange to obtain further information 
by agreement with members. It shall act as a centre for the 
collection and exchange of information on monetary and finan
cial problems, thus facilitating the preparation of studies de-
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signed to assist members in developing policies which further 
the purposes of the Fund. 

SEC. 6. Consultation between members regarding existing 
international agreements.-Where under this Agreement a 
member is authorized in the special or temporary circumstances 
specified in the Agreement to maintain or establish restrictions 
on exchange transactions, and there are other engagements 
between members entered into prior to this Agreement which 
conflict with the ·application of such restrictions, the parties 
to such engagements will consult with one another with a view 
to making such mutually acceptable adjustments as may be 
necessary. The provisions of this Article shall be without preju· 
dice to the operation of Article VII, Section 5. 

Article IX. Status, Immunities and Privileges 

SECTION 1. Purpose of Article.-To enable the Fund to fulfill 
the functions with which it is enhusted, the status, immunities 
and privileges set forth in this Article shall be accorded to the 
Fund in the territories of each member. 

SEC. 2. Status of the Fund.-The Fund shall possess full 
juridical personality, and, in particular, the capacity 

( i) to contract; 
( ii) to acquire and dispose of immovable and movable prop

erty; 
(iii) to institute legal proceedings. 

SEc. 3. Immunity from judicial process.-The Fund, its prop
erty and its assets, wherever located and by whomsoever held, 
shall enjoy immunity from every form of judicial process except 
to the extent that it expressly waives its immunity for the pur
pose of any proceedings or by the terms of any contract. 

SEc. 4. Immunity from other action.-Property and assets 
of the Fund, wherever located and by whomsoever held, shall 
be immune from search, requisition, confiscation, expropriation 
or any other form of seizure by executive or legislative action. 

SEc. 5. Immunity of archives.-The archives of the Fund 
shall be inviolable. 
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SEc. 6. Freedom of assets' from restrictions.-To the extent 
necessary to carry out the operations provided for in this Agree
ment, all property and assets . of the Fund shall be free from 
restrictions, regulations, controls and moratoria of any nature. 

SEc. 7. Privilege for communications.-The official communi
cations of the Fund shall be ·accorded by members the same 
treatment as the official communications of other members. 

SEc .. 8. Immunities and privileges of officers and em
ployees.-All governors, exe!!utive directors, alternates, officers 
and employees of the Fund 

( i) shall be immune from legal process with respect to acts 
performed by them in their official capacity except when 
the Fund waives this immunity; 

( ii) not being local nationals, shall be granted the same im· 
munities from immigration restrictions, alien registration 
requirements and national service obligations and the same 
facilities as regards exchange restrictions as are accorded 
by members to the representatives, officials, and employees 
of comparable rank of other members; 

(iii). shall be granted the same treatment in respect of trav· 
eling facilities as is accorded by members to representa· 
tives, officials and employees of comparable rank of other 
members. 

SEC. 9. Immunities from taxation.-( a) .The Fund, its assets, 
property, income and its operations and transactions authorized 
by this Agreement, shall be immune from all taxation and from 
all customs duties. The Fund shall also be immune from liability 
for the collection or payment of any tax or duty. 

(b) No tax shall be levied on or in respect of salaries and 
emoluments paid by the Fund to executive directors, alternates, 
officers or employees of the Fund who are not local citizens, 
local subjects, or other local nationals. 

(c) No taxation of any kind shall be levied on any obliga· 
tion or security isstted by the Fund, including any dividend or 
interest thereon, by whomsoever held 

( i) which discriminates against such obligation or security 
solely because of its origin; or 



APPENDIX IV 283 
( ii) If the sole jurisdictional basis for such taxation is the 

place or currency in which it is issued, made payable or 
paid, or the location of any office or place of business main
tained by the Fund. 

SEc. lO. Application of Article.-Each member shall take 
such action as is necessary in its own territories for the purpose 
of making effective in ,terms of its own law the principles set 
forth in this Article and shall inform the Fund of the detailed 
action which it has taken. 

Article X. Relations with Other International 
Organizations 

The Fund shall cooperate within the terms of this Agreement 
with any general international organization and with public 
international organizations having specialized responsibilities 
in related fields. Any arrangements for such cooperation which 
would involve a modification of any provision of this Agreement 
may be effected only after amendment to this Agreement under 
Article XVII. 

Article XI. Relations with Non-member Countries 

SECTION 1. Undertakings regarding relations with non-mem
ber countries.-Each member undertakes: 

( i) Not to engage in, nor to permit any of its fiscal agencies 
referred to in Article V, Section 1, to engage in, any trans
actions with a non-member or with persons in a non-mem
ber's territories which would be contrary to the provisions 
of this Agreement or the purposes of the Fund; 

( ii) Not to cooperate with a non-member or with persons in 
a non-member's territories in practices which would be 
contrary to the provisions of this Agreement or the pur
poses of the Fund; and 

(iii) To cooperate with the Fund with a view to the applica
tion in its territories of appropriate measures to prevent 
transactions with non-members or with persons in their 
territories which would be contrary to the provisions of 
this Agreement or the purposes of the Fund. 
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SEC. 2. Restrictions on transactions with non-member coun· 
tries.-Nothing in this Agreement shall affect the right of any 
member to impose restrictions on exchange transactions with 
non-members or with persons in their territories unless the 
Fund finds that such restrictions prejudice the interests of 
members and are contrary to the purposes of the Fund. 

Article XII. Organization and Management 

SrimoN 1. Structure of the Fund.-The F1md shall have a 
Board of Governors, Executive Directors, a Managing Director, 
and a staff. 

SEC. 2. Board of Governors.-( a) All powers of the Fund 
shall be vested in the Board of Governors, consisting of one 
governor and one alternate appointed by each member in such 
manner as it may determine. Each governor and each alternate 
shall serve for five years, subject to the pleasure of the mem
ber appointing him, and may be reappointed. No alternate · 
may vote except in the absence of his principal. The Board 
shall select one of the governors as ~airman. 

(b) The Board of Governors may delegate to the Executive 
Directors authority to exercise any powers of the Board, except 
the power to: 

(i) Admit new members and determine the conditions of 
their admission. 

· ( ii) Approve a revision of quotas. 
(ill) Approve a uniform change in the par value of the cur-

rencies of all members. , 
( iv) Make arrangements to cooperate with other interna

tional organizations ( otper than infonnal arrangements of 
a temporary or administrative character). 

( v) Determine the distribution of the net income of the 
Fund. 

(vi) Require a member to withdraw. 
(vii) Decide to liquidate the Fund. 
(viii) Decide appeals from interpretations of this agreement 

given by the Executive Directors. 
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(c) The Board of Governors shall hold an annual meeting 

and such other meetings as may be provided for by the Board 
or called by the Executive Directors. Meetings of the Board 
shall be called by the Directors whenever requested by five 
members or by members having one-quarter of the total voting 
power. 

(d) A quorum for any meeting of the Board of Governors 
shall be a majority of the governors exercising not less than two
thirds of the total voting power. 

(e) Each governor shall be entitled to cast the number of 
votes allotted under Section 5 of this Article to the member 
appointing him. 

(f) The Board of Governors may by regulation establish 
a procedure whereby the Executive Directors, when they 
deem such action to be in the best interests of the Fund, may 
obtain a vote of tlie governors on a specific question without 
calling a meeting of the Board. 

(g) The Board of Governors, and the Executive Directors 
to the extent authorized, may adopt such rules and regulations 
as may be necessary or appropriate to conduct the business 
of the Fund. 

(h) Governors and alternates shall serve as such without 
compensation from the Fund, but the Fund shall pay them 
reasonable expenses incurred in attending meetings. 

( i) The Board of Governors shall determine the remunera
tion to be paid to the Executive Directors and the salary and 
terms of the contract of service of the Managing Director. 

SEc. 3. Executive Directors.- (a) The Executive Directors 
shall be responsible for the conduct of the general operations of 
the Fund, and for this purpose shall exercise all the powers 
delegated to them by the Board of Governors. 

(b) There shall be not less than twelve directors who need 
not be governors, and of whom 

( i) five shall be appointed by the five members having the 
largest quotas; 

(ii) not more than two shall be appointed when the pro
visions of (c) below apply; 
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(iii) five shall be elected by the members not entitled to 
appoint directors, other than the American Republics; 
and 

( iv) two shall be elected by the America!l Republics not 
entitled to appoint directors. · 

For the purposes ·of this paragraph, members means govern-· 
ments of countries whose names are set forth in Schedule A, 
whether they become members in accordance with Article XX 
or .in accordance with Article II, Section 2. "When governments 
of other countries become members, the Board of Governors 
may, by a four-fifths majority of the total voting. power, in
crease the number of directors to be elected .. 

(c) H, at the second regular election of directors and there
after, the members entitled to appoint directors under (b) ( i) 
above do not include the two members, the holdings of whose 
currencies by the fund have been, on the average ·over the 
preceding two years, reduced below their quotas by the largest 
absolute amounts in terms of gold as a common denominator, 
either one or both of such members, as the case may be, shall 
be entitled to appoint a director. 

(d) Subject to Article XX, Section 3 (b) elections of elec
tive directors shall be conducted 1\_t intervals of two years in 
accordance _with the provisions of Schedule C, supplemented 
by such regulations. as the. Fund deems appropriate. When
ever the Board of Governors increases the number of directors 
to be elected under (b) above, it shall issue regulations making 
appropriate changes .in the proportion of votes required to 
elect directors under the provisions of Schedule C. 

(e) Each director shall appoint an alternate with full power 
to act for him when he is not present. "When the directors ap
pointing them are present, alternates may participate in meet
ings but may not vote. 

(f) Directors shall continue in office until their successors 
are appointed or elected. H the office of an elected director be
comes vacant more than ninety days before the end of his 
term, another director shall be elected for the remainder of the 
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term by the members who elected the former director. A ma
jority of the votes cast shall be required for election. While the 
office remains vacant, the alternate of the former director shall 
exercise his powers, except that of appointing an alternate. 

(g) The Executive Directors shall function in continuous 
session at the principal office of the Fund and shall meet .as 1 

often as the business of the Fund may require. 
(h) A quorum for any meeting of the Executive Directors 

shall be a majority of the directors representing not less .than 
one-half of the voting power. 

( i) Each appointed director shall be entitled to cast the 
number of votes allotted under Section 5 of this Article to the 
member appointing him. Each elected director shall be entitled 
to cast the number of votes which counted towards his election. 
When the provisions of Section 5 (b) of this Article are appli
cable, the votes which a director would otherwise be entitled 
to cast shall be increased or decreased correspondingly. All the 
votes which a director is entitled to cast shall be cast as a unit. 

(f) The Board of Governors shall adopt regulatipns under 
which a member not entitled to appoint a director under 
(b) above may send a representative to attend any meeting 
of the Executive Directors when a request made by, or a matter 
particularly affecting, that member is under consideration. 

( k) The Executive Directors may appoint such committees 
as they deem advisable. Membership of committees need not 
be limited to governors or directors or their altern~tes. 

SEC. 4. Managing Director and staff.-( a) The Executive 
Directors shall select a Managing Director who shall not be 
a governor or an executive director. The Managing Director 
shall be chairman of the Executive Directors, but shall have 
no vote except a deciding vote in case of an equal division. He 
may participate in meetings of the Board of Governors, but 
shall not vote at such meetings. The Managing Director shall 
cease to hold office when the Executive Directors so decide. 

(b) The Managing Director shall be chief of th~ operating 
staff of the Fund and shall conduct, under the direction of the 
Executive Directors, the ordinary business of the Fund. Subject 
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to the general control of the Executive Directors, he shall be 
responsible for the organization, appointment and disrilissal of 
the staff of the Fund. 

(c) The Managing Director and the staff of the Fund, in the 
discharge of their functions, shall owe their duty entirely to the 
Fund and to no other authority. Each member of the Fund 
shall respect the international character of this duty and shall 
refrain . from all attempts to influence any of the staff in the 
discharge of his functions. 

(d) In appointing the staff the Managing Director shall, 
subject to the paramount importance of securing the highest 
standards of efficiency and of technical competence, pay due 
regard to the importance of recruiting personnel on as wide 
a geographical basis as possible. 

SEc. 5. Voting.-( a) Each member shall have two hundred 
fifty votes plus one additional vote for each part of its quota 
equivalent to one hundred thousand United States dollars. 

(b) Whenever voting is required under Article V, Section 
4 or 5, each member shall have the number of votes to which 
it is entitled under (a) above, adjusted 

( i) by the addition of one vote for the equivalent of each 
four hundred thousand United States dollars of net sales 
of its currency up to the date when the vote is taken, or 

( ii) by the subtraction . of one vote for the equivalent of 
each four hundred thousand United States dollars of its 
net purchases of the currencies of other members up to 
the date when the vote is taken; 

provided, that neither net purchases nor net sales shall be 
deemed at any time to exceed an amount equal to the quota 
of the member involved. 

(c) For the purpose of all computations under this Section, 
United States dollars shall be deemed to be of the weight and 
fineness .in effect mi JUly 1, 1944, adjusted for any uniform 
change under Article IV, Sec~on 7, if a waiver is made under 
Section 8 (d) of that Article. . 

{d) Except as otherwise specifically provided, ~ decisions 
of the Fund shall be made by a majority of the votes cast. 
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SEc. 6. Distribution of net income.-( a) The Board of Gov

ernors shall determine annually what part of the Fund's net 
income shall be placed to reserve and what part, if any, shall 
be distributed. 

(b) If any distribution is made, there shall first be dis
tributed a two percent non-cumulative payment to each mem
ber on the amount by which seventy-five percent of its quota 
exceeded the Fund's average holdings of its currency during 
that year. The balance shall be paid to all members in propor
tion to their quotas. Payments to each member shall be made in 
its own currency. 

SEc. 7. Publication of reports.-( a) The Fund shall publish 
an annual report containing an audited statement of its ac
counts, and shall issue, at intervals of three months or less, a 
summary statement of its transactions and its holdings of gold 
and currencies of members. 

(b) The Fund may publish such other reports as it deems 
desirable for carrying out its purposes. 

SEc. 8. Communication of views to members.-The Fund 
shall at all times have the right to communicate its views in
formally to any member on any matter arising under this 
Agreement. The Fund may, by a two-thirds majority of the total 
voting power, decide to publish a report made to a member 
regarding its monetary or economic conditions and develop
ments which directly tend to produce a serious disequilibrium 
in tl1e international balance of payments of members. If the 
member is not entitled to appoint an executiye director, it shall 
be entitled to representation in accordance with Section 3 (f) 
of this Article. The Fund shall not publish a report involving 
changes in the fundamental structure of the economic organ
ization of members. 

Article XIII. Offices and Depositories 

SECTION 1. Location of· offices.-The principal office of the 
Fund shall be located in the territory of the member having the 
largest quota, and agencies or branch offices may be established 
in the territories of other members. 

SEc. 2. Depositories.-( a) Each member country shall desig-
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nate its central bank as a depository for all the Fund's holdings 
of its currency, or if it has no central bank it shall designate 
such other institution as· may be acceptable to the Fund. · 

(b) .The .Fund may hold. other assets, including gold, in the 
depositories .designated by the five members having the largest 
quotas and in such other designated depositories as, the Fund 
may select. Initially; at least one-baH of the holdings of the 
Fund shall be held in the depository designated by the mem
ber in whose territories the F,und has its principal office and 
at least forty percent shall be held in the depositories desig
nated by the remaining four members referred to above. How
ever, all transfers of gold by the Fund shall be made with due 
regard _to the costs of transport and anticipated requirements 
of

1 
$e Fund. In an emergency the Executive Directors may 

tran,sfer all or any part of the Fund's gold holdings to any place 
where they can be adequately protected. 

SEc. 3. Guarantee of the Fund's assets.-Each member guar
antees all assets of the Fund against loss resulting from faUure 
or default on the part of the depository designated by it. 

Article XIV. Transitional Period 

SECTION 1. Introduction.-The Fund is not intended to pro
vide facilities for relief or reconstruction or to deal with inter-
national indebtedness arising out of the war. ' 

SEc. 2. Exchange restrictions.-In the post-war transitional 
period members may, notwithstanding the provisions of any 
other articles of this Agreement, maintain and adapt to chang: 

· ing . circumstances (and, in the case of members whose ter
ritories have been occupied by the enemy, introduce where 
necessary) restrictions OJ) payments and transfers for current 
international transactions. Members shall, however, have con
tinuous regard in their foreign exchange policies to the purposes 
of the Fund; and, as soon as conditions permit, they shall take 
all possible measures to develop such commercial and financial 
arrangements with other members as will facUitate international 
payments and the maintenance of exchange stability. In par
ticular, members shall withdraw restrictions maintained or 
imposed under this Section as soon as they are satisfied that 
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they will be able, in the absence of such restrictions, to settle 
their balance of payments in a manner which will not unduly 
encumber their access to the resources of the Fund. 

SEc. 3. Notification to the Fund.-Each member shall notify 
the Fund before it becomes eligible under Article XX, Section 
4 (c) or (d), to buy currency from the Fund, whether it intends 
to avail itself of the transitional arrangements in Section 2 of 
this Article, or whether it is prepared to accept the obligations 
of Article VIII, Sections 2, 3, and 4. A member availing itself 
of the transitional arrangements shall notify the Fund as soon 
thereafter as it is prepared to accept the above-mentioned 
obligations. . 

SEC. 4. Action of the Fund relating to restrictions.-Not later 
than three years after the date on which the Fund begins opera· 
tions and in each year thereafter, the Fund shall report on the 
restrictions still in force under Section 2 of this Article. Five 
years after the date on which the Fund begins operations, and 
in each year thereafter, any member still retaining any restric
tions inconsistent with Article VIII, Sections 2, 3, or 4, shall 
consult the Fund as to their further retention. The Fund may, 
if it deems such action necessary in exceptional circumstances, 
make representations to any member that conditions are favor
able for the withdrawal of any particular restriction, or for the 
general abandonment of restrictions, inconsistent with the 
provisions of any other article of this Agreement. The member 
shall be given a suitable time to reply to such representations. 
If the Fund finds that the member persists in maintaining re
strictions which are inconsistent with the purposes of the Fund, 
the member shall be subject to Article XV, Section 2 (a). 

SEC. 5. Nature of transitional period.-ln its relations with 
members, the Fund shall recognize that the post-war transi
tional period will be one of change and adjustment and in 
making decisions on requests occasioned thereby which are. 
presented by any member it shall give the member the benefit 
of any reasonable doubt. 
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Article XV. Withdrawal from Membership 

SECTioN 1. Right of members to withdraw.-Any member 
may withdraw from the Fund at any time by transmitting a 
notice in writing to the Fund at its principal office. Withdrawal 
shall become effective on the date such notice is received. 

SEC. 2. Compulsory withdrawal.-(a) If a member fails to 
fulfill any of its obligations under this Agreement, the Fund 
may declare the member ineligible to use the resources of the 
Fund. No~g in this Section shall be deemed to limit the pro
visions of Article IV, Section 6, Article V, Section 5, or Article 
VI, Section 1. 

(b) If, after the expiration of a reasonable period the mem
ber persists in its failure to fulfill any of its obligations l)llder 
this Agreement, or a difference between a member and the 
Fund under Article IV, Section 6, continues, that member may 
be required to withdfaw from membership in the Fund by a 
decision of the Board of Governors carried by a majority of 
the governors representing a majority of the total voting power. 

(c) Regulations shall be adopted to ensure that before action 
is taken against any member under (a) or (b) above, the mem· 

. her shall be informed in reasonable time. of the complaint 
against it and given an adequate opportunity for stating its 
case, both orally and in writing. 

SEc. 3. Settlement of accounts with members withdrawing.
When a member withdraws from the Fund, normal transactions 
of the Fund in its currency shall cease and settlement of all 
accounts between it and the Fund shall be made with reason
able despatch by agreement between it and the F~d. If agree
ment is not reached promptly, the provisions of Schedule D 
shall apply to the settlement of accounts. 

Article XVI. Emergency Provisions 

SECTION 1. Temporary suspension.-(a) In the event of an 
emergency or the development of unforeseen circumstances 
threatening the operations of the Fund, the Executive Directors 

·by unanimous vote may suspend for a period of not more than 
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one hundred twenty days the operation of any of the following 
provisions: 

( i) Article IV, Sections 3 and 4 (b). 
( ii) Article V, Sections 2, 3, 7, 8 (a) and (f). 
(iii) Article VI, Section 2. 
( iv) Article XI, Section ,1. 

(b) Simultaneously with any decision to suspend the opera-· 
tion of any of the foregoing provisions, the Executive Directors 
shall call a meeting of the Board of Governors for the earliest 
practicable date. 

(c) The Executive Directors may not extend any suspension 
beyond one hundred twenty days. Such suspension may be ex
tended, however, for an additional period of not more than 
two hundred forty days, if the Board of Governors by a four
fifths majority of the total voting power so decides, but it may 
not be further extended except by amendment of this Agree
ment pursuant to Article XVII. 

(d) The Executive Directors may, by a majority of the total 
voting power, terminate such suspension at any time. 

SEc. 2. Liquidation of the Fund.-(a) The Fund may not 
be liquidated except by decision of the Board of Governors. In 
an emergency, if the Executive Directors decide that liquida
tion of the Fund may be necessary, they may temporarily 
suspend all transactions, pending decision by the Board. 

(b) If the Board of Governors decides to liquidate the Fund, 
the Fund shall forthwith cease to engage in any activities ex
cept those incidental to the orderly collection and liquidation 
of its assets and the settlement of its liabilities, and all obliga
tions of members under this Agreement shall cease except those 
set out in this Article, in Article XVIII, paragraph (c), in 
Schedule D, paragraph 7, and in Schedule E. 

(c) Liquidation shall be administered in accordance with 
the provisions of Schedule E. 
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Article XVII. Amendments. 

(a) Any proposal to introduce modifications in this Agree
ment, whether emanating from a member, a governor or the 
Executive Directors, shall be communicated to the chairman 
of the Board of Governors who shall bring the proposal before 
the Board. If the proposed amendment is approved by the 
Board the Fund shall, by circular letter or telegram, ask all 
members whether they accept the proposed amendment. When 
three-fifths of the members, having four-fifths of the total 
voting power, have accepted the proposed amendment, the 
Fund shall certify the fact by a fomal communication addressed 
to all members. . 

(b) Notwithstanding (a) above, acceptance by all mem
bers is required in the case. of any arriendment modifying 

( i) the right to withdraw from the Fund (Article XV, Sec
tion 1); 

(ii) the provision that no change in a member's quota shall 
be made without its consent (Article III, Section 2); 

(iii) the provision that no change may be made in the par 
value of a member's currency except on the proposal of 
that member (Article IV, Section 5 (b) ) . 

(c) Amendments shall enter into force for all members three 
months after the date of the formal communication unless a 
shorter period is specified in the circUlar letter or telegram. 

Article XVIII. Interpretation 

(a) Any question of interpretation of the provisions of this 
Agreement arising between any member and the Fund or 
between any members of the Fund shall be submitted to the 
Executive Directors for their decision. If the question particu
larly. affects any member not entitled to appoint an executive 
director it shall be entitled to representation in accordance with 
Article XII, Section 3 (f). · 

(b) In any case where the Executive Directors have given 
a decision under (a) above, any member may require that the 
question be referred to the Board of Governors, whose decision 
shall be final. Pending the result of the reference to the Board 
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the Fund may, so far as it deems necessary, act on the basis of 
the decision of the Executive Directors. 

(c) Whenever a disagreement arises between the Fund and 
a member which has withdrawn, or between the Fund and 
any member during liquidation of the Fund, such disagree
ment shall be submitted to arbitration by a tribunal of three 
arbitrators, one appointed by the Fund, another by the member 
or withdrawing member and an umpire who, unless the parties 
otherwis~ agree, ·shall be appointed by the President of the 
Permanent Court of International Justice or such other au~ 
thority as may have been prescribed by regulation adopted by 
the Fund. The umpire shall have full power to settle all ques
tions of procedure in any case where the parties are in dis~ 
agreement with respect thereto. 

Article XIX. Explanation of Terms 

In interpreting the provisions of this Agreement the Fund 
and its members shall be guided by the following: 

(a) A member's monetary reserves means its net official 
holdings of gold, of convertible currencies of other members, 
and of the currencies of such non-members as the Fund ~!lay , 
specify. 

(b) The official holdings of a member means central hold
ings (that is, the holdings of its Treasury, central bank, stabiliza
tion fund, or similar fiscal agency). 

(c) The holdings of other official institutions or other banks 
within its territories may, in any particular case, be deemed by 
the Fund, after consultation with the member, to .be official 
holdings to the extent that they are substantially in excess of 
working balances; provided that for the purpose of determining 
whether, in a particular case, holdings are in excess of working 
balances, there shall be deducted from such holdings amounts 
of currency due to official institutions and banks in the terri
tories of members or non-members specified under (d) below. 

(d) A member's holdings of convertible currencies means 
its holdings of the currencies of other members which are not 
availing themselves of the transitional arrangements under 
Article XIV, Section 2, together with its holdings of the cur-
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rencies of such non-members as the Fund may from time to 
time specify. The term currency for this purpose includes with
out limitation coins, paper money, bank balances, bank accept
ances, and government obligations issued with a maturity not 
exceeding twelve months. 

(e) A member's monetary reserves shall be calculated by 
deducting from its central holdings the currency liabilities to 
the Treasuries, central banks; stabilization funds, or similar fis
cal agencies of other members or non-members specified under 
(d) above, together with similar, liabilities to other official 
institutions and other banks in the territories of members, or 
non-members specified under (d) above. To these net holdings 
shall be added the sums deemed to be official holdings of other 
official institutions and other banks under (c) above. 

(f) The Fund's holdings of the currency of a member shall 
include any securities accepted by the Fund under Article 
III, Section 5. 

(g) The Fund, after consultation with a member which is 
availing itself of the transitional arrangements under Article 
XIV, Section 2, may deem holdings of the currency of that 
member which carry specified rights of conversion into another 
currency or into gold to be holdings of convertible currency 
for tlie purpose of the calculation of monetary reserves. 

(h) For the purpose of calculating gold subscriptions under 
Article III, Section 3, a member's net official holdings of gold 
and United States dollars shall consist of its official holdings 
of gold and United States currency after deducting central 
holdings of its currency by other countries and holdings of its 
currency by other official institutions and other banks if these 
holdings carry specified rights of conversion into gold or United 
States currency. 

( i) Payments for current transactions means payments which 
are not for the purpose of transferring capital, and includes, 
without .limitation: 

( 1) All payments due in connection with foreign trade, 
other current business, including services, and normal 
short-term. banking and credit facilities; 
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( 2) Payments due as interest on loans and as net income 
from other investments; 

( 3) Payments of moderate amount for amortization of loans 
or for depreciation of direct investments; 

( 4) Moderate remittances for family living expenses. 

The Fund may, after consultation with the members concerned, 
determine whether certain specific transactions are to be con
sidered current transactions or capital transactions. 

Article XX. Final Provisions 

SECTION 1. Entry into force.-This Agreement shall enter 
into force when it has been signed on behalf of governments 
having sixty-five percent of the total of the quotas set forth in 
Schedule A and when the instruments referred to in Section 
2 (a) of this Article have been deposited on their behalf, but 
in no event shall this Agreement enter into force before May 1, 
1945. 

SEc. 2. Signature.-( a) Each government on whose behalf 
this Agreement is signed shall deposit with the Government of 
the United States of America an instrument setting forth that 
it has accepted this Agreement in accordance with its law and 
has taken all steps necessary to enable it to carry out all of its . 
obligations under this Agreement. 

(b) Each government shall become a member of the Fund 
as from the date of the deposit on its behalf of the instrument 
referred to in (a) above, except that no government shall be
come a member before this Agreement enters into force under 
Section 1 of this Article. 

(c) The Government of the United States of America shall 
inform the governments of all countries whose names are set 
forth in Schedule A, and all governments whose membership is 
approved in accordance with Article II, Section 2, of all signa· 
tures of this Agreement and of the deposit of all instruments 
referred to in (a) above. 

(d) At the time this Agreement is signed on its behalf, each 
government shall transmit to the Government of the United 
States of America one one-hundredth of one percent of its 
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total subscription in gold or United States dollars for the pur
pose of meeting administrative expenses of the Fund. The 
Government of the United States of America shall hold such 
funds in a special deposit account and shall transmit them to 
the Board of Governors of the Fund when the initial meeting 
has been called under Section 3 of this Article. If this Agree
ment has not come into force by December 31, 1945, the 
Government of the United States of America shall return such 
funds to the governments that transmitted them. 

(e) This Agreement shall ·remain open for signature at 
Washington on behalf of the governments of the countries 
whose names are set forth in Schedule A until December 31, 
1945. ' 

(f) After December 31, 1945, this Agreement shall be open 
for signature on behalf of the government of any country whose 
membership has been approved in accor.dance with Article II, 
Section 2. 

(g) By their signature of this Agreement, all governments 
accept it both on their own behalf and in respect of all their 
colonies, overseas territories, all territories under their protec
tion, suzerainty, or authority and all territories in respect of 
which they exercise a mandate. . 

(h) In the case of governments whose metropolitan terri~ 
tories have been under enemy occupation, the deposit of the 
instrument referred to in (a) above may be delayed until one 
hundred eighty days after the date on which these territories 
have been liberated. li, however, it is not deposited by any 
such government before the expiration of this period the signa
ture affixed on behalf of that government shall become void and 
the portion of its subscription paid under (d) above· shall be 
returned to it. 

(i) Paragraphs (d) and (h) shall come into force with 
regard to each signatory government as from the date of its 
signature. 

SEc. 3. Inauguration of the Fund.- (a) As soon as this Agree
ment enters into force under Section 1 of this Article, each 
member shall appoint a governor and the member having the 
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largest quota shall call the first meeting of the Board of Gover
nors. 

(b) At the first meeting of the Board of Governors, arrange
ments shall be made for the selection of provisional executive 
directors. The governments of the five countries for which the 
largest quotas are set forth in Schedule A shall appoint pro
visional executive directors. If one or more of such governments 
have not become members, the executive directorships they 
would be entitled to fill shall remain vacant until they become 
members, or until January 1, 1946, whichever is the earlier. 
Seven provisional executive directors shall be elected in accord
ance with the provisions of Schedule C and shall remain in 
office until the date of the first regular election of executive 
directors which shall be held as soon as practicable after Janu
ary 1, 1946. 

(c) The Board of Governors may delegate to the provisional 
executive directors any powers except those which may not 
be delegated to the Executive Directors. 

SEc. 4. Initial determination of par values.-(a) When the 
Fund is of the opinion that it will shortly be in a position to 
begin exchange transactions, it shall so notify the members and 
shall request each member to communicate witl1in thirty days 
the par value of its currency based on the rates of exchange 
prevailing on the sixtieth day before the entry into force of this 
Agreement. No member whose metropolitan territory has been 
occupied by the enemy shall be required to make such a com
munication while that territory is a theater of major hostilities 
or for such period thereafter as the Fund may determine. When 
such a member communicates the par value of its currency the 
provisions of (d) below shall apply. 

(b) The par value communicated by a member whose 
metropolitan territory has not been occupied by the enemy shall 
be the par value of that member's currency for the purposes 
of this Agreement unless, within ninety days after the request 
referred to in (a) above has been received, ( i) the member 
notifies the Fund that it regards the par value as unsatisfactory, 
or ( ii) the Fund notifies the member that in its opinion the par 
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value cannot be mafutained without causing recourse to the 
Fund on the part of that member or others on a scale prejudicial 
to the Fund and to members. When notification is given under 
( i) or ( ii) above, the Fund and the member shall, within a 
period determined by the Fund in the light of all relevant cir
cumstances, agree upon a suitable par value for that currency. 
If the Fund and the member do not agree within the period so 
determined, the member shall be deemed to have withdrawn 
from the Fund on the date when the period expires. 

(c) When the par value of a member's currency has been 
established under (b) above, either by the expiration of ninety 
days without notification, or by agreement after notification, the 
member shall be eligible to buy from the Fund the currencies of 
other .members to the full extent permitted in this Agreement, 
provided that the Fund has begun exchange transactions. 

(d) In the case of a member whose metropolitan territory 
has been occupied by the, enemy, the provisions of (b) above 
shall apply, subject to the following modifications: 

( i), The period of ninety days shall be extended so as to 
end on a date to be fixed by agreement between the Fund 
and the member. 

( ii) Within the extended period the member may, if the 
Fund has begun exchange transactions, buy from the Fund 
with its currency the currencies of other members, but only 
under such conditions and .in such amounts as may be pre
scribed by the Fund. 

(iii) At any time before the date fixed under ( i) above, . 
changes may be made by agreement with the Fund in 
the par value communicated under (a) above. 

(e) . If a member whose metropolitan territory has been 
occupied by the enemy adopts a new monetary unit before the 

. date to be fixed tinder (d) ( i) above, the par value fixed by that 
member for the new unit shall be communicated to the Fund 
and the provisions of (d) above shall apply. 

(f) Changes in par values agreed with the Fund under this 
Section shall not be taken into account in determining whether 
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a proposed change falls within (i), (ii), or (iii) of Article IV, 
Section 5 ( c) . 

(g) A member communicating to the Fund a par value for 
the currency of its metropolitan territory shall simultaneously 
communicate a value, in terms of that currency, for each sepa· 
rate currency, where such exists, in the territories in respect of 
which it has accepted this Agreement under Section 2 (g) of 
this Article, but no member shall be required to make a com
munication for the separate currency of a territory which has 
been occupied by the enemy while that territory is a theater of 
major hostilities or for such period thereafter as the Fund may 
determine. On the basis of the par value so communicated, the 
Fund shall compute the par value of each separate currency. A 
communication or notification to the Fund under (a), (b) or 
(d) above regarding the par value of a currency, shall also 
be deemed, unless the contrary is stated, to be a communication 
or notification regarding the par value of all the separate cur
rencies referred to above. Any member may, however, make a 
communication or notification relating to the metropolitan or 
any of the separate 'currencies alone. If the member does so, 
the provisions of the preceding paragraphs (including (d) 
above, if a territory where a separate currency exists has been 
occupied by the enemy) shall apply to each of these currencies 
separately. 

(h) The Fund shall begin exchange transactions at such 
date as it may determine after members having sixty-five per
cent of the total of the quotas set forth in Schedule A have 
become eligible, in accordance with the preceding paragraphs 
of this Section, to purchase the currencies of other members, 
but in no event until after major hostilities in Europe have 
ceased. 

( i) The Fund may postpone exchange transactions with any 
member if its circumstances are such that, in the opinion of · 
the Fund, they would lead to use of the resources of the Fund 
in a manner contrary to the purposes of this Agreement or 
prejudicial to the Fund or the members. 

(f) The par values of the currencies of governments which 
indicate their desire to become members after December. 31, 
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1945, shall be determined in accordance with the ·provisions of 
Article n; Section 2. 

Done at Washington, in a single copy which shall remain 
deposited in the archives of the Government of the United 
States of America, which shall transmit certified copies to all 
governments whose names are set forth in Schedule A and to 
all governments whose membership is approved in accordance 
with Article II, Section 2. 

Schedule A. Quotas 
[In millions of United State~ dollars] 

Australia 200 India 400 
Belgium 225 Iran 25 
Bolivia 10 Iraq 8 
Brazil 150 Liberia .5 
Canada 300 Luxembourg 10 
Chile 50 Mexico 90 
China 550 Netherlands . 275 
Colombia 50 New Zealand 50 
Costa Rica 5 Nicaragua 2 
Cuba 50 Norway 50 
· Czechoslovakia 125 Panama .5 
Denmark (1) Paraguay 2 
Dominican Republic 5 P~ru 25 
Ecuador 5 Philippine Commonwealth 15 
Egypt 45 Poland 125 
El Salvador 2.5 . Union of South Africa 100 
Ethiopia 6 Union of Soviet Socialist 

France 450 . Republics 1,200 
Greece. 40 United Kingdom 1,800 
Guatemala 5 United,States 2,750 
Haiti 5 Uruguay 15 

-Honduras 2.5 Venezuela 15 
Iceland 1 Yugoslavia 60 

1. The quota of Denmark shall be determined by the Fund after the'. 
Danish Government has declared its readiness to sign this Agreement but 
before signature takes place. 
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Schedule B. Provisions with Respect to Repurchase by a 
Member of Its Currency Held by the Fund 

1. In determining the extent to which repurchase of a mem~ 
her's currency from the Fund under Article V, Section 7 (b), 
shall be made with each type of monetary reserve, that is, with 
gold and with each convertible currency, the following rule, 
subject to 2 below, shall apply: 

(a) If the member's monetary reserves have not increased 
during the year, the amount payable to the Fund shall 
be distributed among all types of reserves in proportion 
to the member's holdings thereof at the end of the year. 

(b) If the member's monetary reserves have increased dm~ 
ing the year, a part of the amount payable to the Fund 
equal to one-half of the increase shall be distributed among 
those types of reserves which have increased in proportion 
to the amount by which each of them has increased: The 
remainder of the sum payable to the Fund shall be dis~ 
tributed among all types of reserves in proportion to the 
member's remaining holdings thereof. 

(c) If after all the repurchases required under Article V, 
Section 7 (b), had been made, the result would exceed 
any of the limits specified in· Article V, Section 7 (c), the 
Fund shall require such repurchases to be made by the 
members proportionately in such manner that the limits 
will not be exceeded. 

2. The Fund shall not acquire the cmrency of any non
member under Article V, Section 7 (b) and (c). 

3. In calculating monetary reserves and the increase in mone
tary reserves dming any year for the pmpose of Article V, Sec
tion 7 (b) and (c), no account shall be taken, unless deductions 
have otherwise been made by the member for such holdings, 
of any increase in those monetary reserves which is due to cm
rency previously inconvertible having become convertible 
during the year; or to holdings which are the proceeds of long~ 
term or medium-term loan contracted during the year; or to 
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holdings which have been transferred or set aside for repay
ment of loan dupng the subsequent year. 

4. In the case of members whose metropolitan territories 
. have been occupied by the enemy, gold newly produced during 
the five years after the entry into force of this Agreement from 
mines located within their metropolitan territories shall not 
be included ill computations of their monetary reserves or of 
increases in their monetary reserves. 

Schedule C. Election of Executive Directors 

1. The election of· the elective executive directors shall be 
by ballot of the governors eligible to vote under Article XII, 
Section 3 (b) (iii) and ( iv) . 

2. In balloting for the five directors to 'be elected under 
Article XII, Section 3 (b) (iii), each of the governors eligible 
to vote shall cast for one person all of the votes to which he is 
entitled under Article XII, Section 5 (a). The five persons re
ceiving the greatest number of votes shall be directors, provided 
that no person who received less than nineteen percent of the 
total number of votes that can be cast (eligible votes) shall be 

· considered elected. · 
3. When five persons are not elected on the first ballot, a 

second ballot shall be held in which the person who received 
the lowest number of votes shall be ineligible for election and 
in which there shall vote only (a) those governors who voted 
in the first ballot for a person not elected, and (b) those gov
ernors whose votes for a person elected are deemed under 4 
below to have raised the votes cast for that person above twenty 
percent of the eligible votes. 

4. In determining whether the votes cast by a governor are 
to be deemed to have raised the total of any person above 
twenty percent of the eligible votes the twenty percent shall be 
deemed to include, first, the votes of the governor casting the 
largest number of votes for such person, then the votes of the 
governor casting the next largest number, and so on ·until 
twenty percent is reached. 

5. Any governor part of whose votes must be counted in ' 
order to raise the total of any person above nineteen percent 
shall be .considered as casting all of his votes for such person · 
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even if the total votes for such person thereby exceed twenty 
percent. 

6. If, after the second ballot, five persons have not been 
elected, further ballots shall be held on the same principles 
until five persons have been elected, provided that after four 
persons are elected, the fifth may be elected by a simple ma
jority of the remaining votes and shall be deemed to have 
been elected by all such votes. 

7. The directors to be elected by the American Republics 
under Article XII, Section 8 (b) ( iv) shall be elected as fol
lows: 

(a) Each of the directors shall be elected separately. 
(b) In the election of the first director, each governor repre

senting an American Republic eligible to participate in 
the election shall cast for one person all the votes to 
which he is entitled. The person receiving the largest 
number of votes shall be elected provided that he has 
received not less than forty-five percent of the total 
votes. 

(c) If no person is elected on the first ballot, further ballots 
shall be held, in each of which the person receiving the 
lowest number of votes shall be eliminated, until one 
person receives a number of votes sufficient for election 
under (b) above. 

(d) Governors whose votes contributed to the election of 
the first director shall take no part in the election of the 
second director. 

(e) Persons who did not succeed in the first election shall 
not be ineligible for election as the second director. · 

(f) A majority of the votes which can be cast shall be re
quired for election of the second director. If at the first 
ballot no person receives a majority, further ballots shall 
be held in each of which the person receiving the lowest 
number of votes shall be eliminated, until some person 
obtains a majority. 

(g) The second director shall be deemed to have been 
elected by all the votes which could have been cast in 
the ballot securing his election. 
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Schedule D. Settlement of Accounts with Members 
Withdrawing 

1. The Fund shall be obligated to pay to a member with
drawing an amount equal to its quota, plus any other amounts 
due to it from, the Fund, less any B!flOunts· due to the Fund, 
including charges accruing after the date of its withdrawal; but 
no payment shall be made until six months after the date of 
withdrawal. Payments shall be made in the currency of the 
withdrawing member. 

2. If the Fund's holdings of the currency of the withdrawing 
member are not sufficient to pay the net amount due from the .. 
. Fund, the balance shall be paid in gold, or in such other manner 

' as may be agreed. If the Fund and the withdrawing member 
do not reach agreement within six months of the date of with
drawal, the currency in question held by the Fund shall be 
paid forthwith to the withdrawing member. Any balance due 
shall be paid in ten half-yearly installments-during the ensuing 
five years. Each such installment shall be paid, at the option of 
the Fund, either in the currency of the withdrawing member 
acquired after its withdrawal or by the delivery of gold. 

3. If the Fund fails to meet any installment which is due in 
accordance with the preceding paragraphs, the withdrawing 
member shall be entitled to require the Fund to pay the install
ment in any currency hel~ by the Fund with the exception of 
any currency which has been declared scarce under Article 

.VII, Section 3. . 
/ 4. If the Fund's holdings of the currency of a withdrawing 
member exceed the amount due to it, and if agreement on the 
method of settling accounts is not reached within six moni:hs 
of the date of withdrawal, the former member shall be obligated 
to redeem such excess currency in gold or, at its option, in the 
currencies of members which at the time of redemption are con
vertible. Redemption shall be made at the parity existing at the 
time of withdrawal from the Fund. The withdrawing member 
shall complete redemption within five years of the date of with
drawal, or within such longer period as may be fixed by the 
Fund, but shall not be required to redeem in any half-yearly 
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period more than one-tenth of the Fund's excess holdings of its 
currency at the date of withdrawal plus further acquisitions 
of the currency during such half-yearly period. If the withdraw
ing member does not fulfill this obligation, the Fund may in an · 
orderly manner liquidate in any market the amount of currency 
which should have been redeemed. 

5. Any member desiring to obtain the currency of a member 
which has withdrawn shall acquire it by purchase fro,m the 
Fund, to the extent that such member has access ·to the re
sources of the Fund and that such currency is available under 4 
above. 

6. The withdrawing member guarantees the unrestricted use 
at all times of the currency disposed of under 4 and 5 above for 
the purchase of goods or for payment of sums due to it or to 
persons within its territories. It shall compensate the Fund for 
any loss resulting from the diHerence between the par value of 
its currency on the date of withdrawal and the value realized 
by the Fund on disposal under 4 and 5 above. 

7. In the event of the Fund going into liquidation under 
Article XVI, Section 2, within six months of the date on which 
the member withdraws, the account between the Fund and 
that government shall be settled in accordance with Article 
XVI, Section 2, and Schedule E. 

Schedule E. Administration of Liquidation 

1. In the event of liquidation the liabilities of the Fund other 
than the repayment of subscriptions shall have pliority in the 
distribution of the assets of the Fund. In meeting each such 
liability the Fund shall use its assets in the following order: 

(a) the currency in which the liability is payable; 
(b) gold; 
(c) all other currencies in proportion, so far as may be prac

ticable, to the quotas of the members. 

2. After the discharge of the Fund's liabilities in accordance 
with 1 above, the balance of the-Fund's assets shall be dis
tributed and apportioned as follows: 
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(a) The Fund shall distribute its holdings of gold among the 
members whose currencies are held by the Fund in 
amounts less than their quotas. These members shall 
share the gold so distributed in the proportions of the 
amounts by which their. quotas exceed the Fund's hold
ings of their currencies. 

(b) The Fund shall distribute to each member one-half the 
Fund's holdings of its currency but such distribution 
shall not exceed fifty percent of its quota. • 

(c) The Fund shall apportion the remainder of its holdings 
of each currency among all the members in proportion 
to the. amounts due to each member· after the distribu
tions under (a) and (b) above. 

3. Each member shall redeem the holdings of its currency 
apportioned to other members under 2 (c) above, and shall 
agree with the Fund within three months after a decision to 
liquidate upon an orderly procedure for such redemption. 

4. If a member has not reached agreement with the Fund 
within the three-month period referred to in 3 above, the Fund 
shall use the currencies of other members apportioned to that 
member under 2 (c) above to redeem the currency of that 
member apportioned to other members.· Each currency appor
tioned to a member which has not reached agreement shall be 
used, so far as possible, to redeem its currency apportioned to 
the members which have made agreements with the 

1 
Fund 

under 3 above. 
5. If a member has reached agreement with the Fund in 

accordance with 3 above, the Fund shall use the currencies of 
other members apportioned to that member under 2 (c) above 
to redeem the currency of that member apportioned to other 
members which have made agreements with the Fund under 8 
above. Each amount so redeemed shall be redeemed in the cur
rency of the member to which it was ·apportioned. 

6. Mter carrying out the preceding paragraphs, the Fund 
shall pay to each member the remaining currencies held for its 
account. I 



APPENDIX IV 309 

7. Each member whose currency has been distributed to 
other members under 6 above shall redeem such currency in 
gold or, at its option, in the currency of the member requesting 
redemption, or in such other manner as may be agreed between 
them. If the members involved do not otherwise agree, the 
member obligated to redeem shall complete redemption within 
five years of the date of distribution, but shall not be required 
to redeem in any half~yearly period more than one-tenth of the 
amount distributed to each other member. If the member does 
not fulfill this obligation, the amount of currency which should 
have been redeemed may be liquidated in an orderly manner 
in any market. 

8. Each member whose currency has been distributed to 
other members under 6 above guarantees the unrestricted use 
of such currency at all times for the purchase. of goods or for 
payment of sums due to it or to persons in its territories. Each 
member so obligated agrees to compensate other members for 
any loss resulting from the difference between the par value of 
its currency on the date of the decision to liquidate the Fund 
and the value realized by such members on disposal of its cur
rency. 
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ARTICLES OF AGREEMENT . 
I • 

INTERNATIONAL BANK 

FO~ 

RECONSTRUC'IlON AND DEVELOPMENT 

The Governments on whose behalf the present Agreement is 
signed agree as follows: 

Introductory Article 

· The International Bank for Reconstruction and Development 
is established and shall operate in. accordance with the fol
lowing provisions: 

Article I. Purposes 

The purposes of the Bank are: 

(i) To assist in the reconstruction and development of ter
ritories of members by facilitating the investment of capital 
for productive purposes, including the restoration of econo
mies destroyed or disrupted by war, the reconversion of 
productive facilities to peacetime needs and the encour
agement of the development of productive facilities and 
resources in less developed countries. 

( ii) To promote private foreign investment by means of 
guarantees or participations in loans and other investments 
made by private investors; and when private capital is 
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not available ~n reasonable tenns, to supplement private 
investment by providing, on suitable conditions, finance for 
productive purposes out of its own capital, funds raised 
by it and its other resources. 

(iii) To promote the long-range balanced growth of inter
national trade and the maintenance of equilibrium in bal
ances of payments by encouraging international investment 
for the development of the productive resources of mem
bers, thereby assisting in raising productivity, the standard 
of living and conditions of labor in their territories. 

( iv) To arrange the loans made or guaranteed by it in rela
tion to international loans through other channels so that 
the more useful and urgent projects, large and small alike, 
will be dealt with first. 

( v) To conduct its operations with due regard to the effect 
of international investment on business conditions in the 
territories of members and, in the immediate post-war 
years, to assist in bringing about a smooth transition from 
a wartime to a peacetime economy. 

The Bank shall be guided in all its decisions by the purposes 
set forth above. ' 

Article II. Membership in and Capital of the Bank 

SECTION 1. Membership.-( a) The original members of the 
Bank shall be those members of the International Monetary 
Fund which accept membership in the Bank before the date 
specified in Article XI, Section 2 ( e ) . 

(b) Membership shall be open to other members of the 
Fund, at such times and in accordance with such tenns as may 
be prescribed by the Bank. , 

SEC. 2. Authorized capital.- (a) The authorized capital stock 
of the Bank shall be $10,000,000,000 in tenns of United States 
dollars of the weight and fineness in effect on July 1, 1944. The 
capital stock shall be divided into 100,000 shares having a par 
value of $100,000 each, which shall be available for subscrip
tion only by members. 

(b) The capital stock may be increased when the Bank 



314 I;NTERNATIONAL MONETARY COOPERATION 
I 

deems it advisable by a three-fourths majority of the total voting 
power. 

SEC. 3~ Subscription of shares.-( a) Each member shall sub
scribe shares of the capital stock of the Bank. The minimum 
number of shares to be subscribed by the original members shall 
be those set fort;h in Schedule A. The minimum number of 

· shares to be subscribed by other members shall be determined 
by the )3ank, which shall reserve a sufficient portion of its capi· 
tal stock for subscription by such members. 

(b) The. Bank shall prescribe rules laying down the condi
tions under which members may subscribe shares of the author· 

. ized capital stock of the Bank in addition ·to their minimum 
subscriptions. 

(c) If the authorized capital stock of the Bank is increased, 
each member shall have a reasonable opportunity to subscribe, 
under such conditions as the Bank shall decide, a proportion of 
the increase of stock equivalent to the proportion which its 
stock theretofore subscribed bears to the total capital stock of 
the Bank, but no member shall be obligated to subscribe any 
part of the increased capital. 

SEC .. 4. Issue price of shares.-Shares included in the mini
mum subscriptions of original members shall be issued at par. 
Other shares shall be issued at par unless the Bank by a majority 
of the total voting power decides in special circumstances to 
issue them on other terms. 

SEc. 5. Divisicm· and calls of subscribed capital.-The sub
scription of each member shall be divided into two parts as 
follows: 

( i) twenty percent shall be paid or subject to call under Sec
tion 7 ( i) of this Article as needed by the Bank for its 
operations; 

( ii) the remaining eighty percent shall be subject to call by 
the Bank only when required to meet obligations of the 
Bank created under Article IV, Sections 1 (a) (ii) and 
(iii). 

Calls on unpaid subscriptions shall be uniform on all shares. 
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SEC. 6. Limitation on liability.-Liability on shares shall be 

limited to the unpaid portion of the issue price of the shares. 
SEc. 7. Method of payment of subscriptions for shares.-Pay

ment of subscriptions for shares shall be made in gold or United 
States dollars and in the currencies of the members as follows: 

( i) under Section 5 ( i) of this Article, two percent of the 
price of each share shall be payable in gold or United 
States dollars, and, when calls are made, the remaining 
eighteen percent shall be paid in the currency of the 
member; 

( ii) when a call is made under Section 5 ( ii) of this Article, 
payment may be made at the option of the member either 
in gold, in United States dollars or in the currency required 
to discharge the obligations of the Bank for the purpose for 
which the call is made; 

(iii) when a member makes payments in any currency under 
( i) and ( ii) above,· such payments shall be made in 
amounts equal in value to the member's liability under the 
call. This liability shall be a proportionate part of the sub
scribed capital stock of the Bank as authorized and defined 
in Section 2 of this Article. 

SEC. 8. Time of payment of subscriptions.-( a) The two per
cent payable on each share in gold or United States dollars 
under Section 7 ( i) of this Article, shall be paid within sixty 
days of the date on which the Bank begins operations, pro
vided that 

( i) any original member of the Bank whose metropolitan 
territory has suffered from enemy occupation or hostilities 
during the present war shall be granted the right to post
pone payment of one-half percent until five years after 
that date; 

( ii) an original member who cannot make such a payment 
because it has not recovered possession of its gold reserves 
which are still seized or immobilized as a result of the war 
may postpone all payment until such date as the Bank 
shall decide. 
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(b) The remainder of the price of each share payable under 
• Section 7' ( i) of this Article shall be paid as and when called by 
the Bank, provided that 

( i) the Bank shall, within one year of its beginning opera
tions, call not less than eight. percent . of the price of the 
share in addition to the payment of two percent referred to 
in (a) above; 

( ii) not more than five percent of the price of the share 
shall be called in any period of three months. 

SEc. 9. Mainte1Ulnce of value of certain currency,holdings of 
the Bank.-( a) Wheneve~ (i) the par value of a member's cur
rency is reduced, or ( ii) the foreign exchange value of a mem
ber's currency has, in the opinion of the Bank, depreciated to 
a significant extent within that member's territories, the member 
shall pay to the Bank within a reasonable time an additional 
amount of its own currency sufficient to maintain the value, as 
of the time of initial subscription, of the amount of the cur
rency ofsuch member, which is held by the Bank and derived 
from currency originally paid in to the Bank by the member 
under Article IIj Section 7 ( i), from currency referred to in 

· Article IV, Section 2 (b), or from any ad<1;itional currency fur
nished under the provisions of the present paragraph, and 
which has not been repurchased by the member for gold or for 
the currency of any member which is acceptable to the Bank. 

(b) Whenever the par value of a member's currency is in
creased, the Bank shall return to such member within a reason
able time an amount of that member's currency equal to the 
increase in the value of the amount of such currency described 
in (a) above. 

(c) ·The provisions. of the preceding paragraphs may be 
waived by the Bank when a uniform proportionate change in 
the par' values of the currencies of all its members is made by 
the International Monetary Fund. 

SEC. 10. Restriction on disposal of shares.-Shares shall not 
be ple4ged or encumbered in any manner whatever and they 
shall be transferable only to the Bank. 
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Article III. General Provisions Relating to Loans and 
Guarantees 

817 

SEcnoN 1. Use of resources.- (a) The resources and the facili
ties of the Bank shall be used exclusively for the benefit of 
members with equitable consideration to projects for develop
ment and projects for reconstruction alike. 

(b) For the purpose of facilitating the restoration and re
construction of the economy of members whose metropolitan 
territories have suffered great devastation from enemy occupa
tion or hostilities, the Bank, in determining the conditions and 
terms of loans made to such members, shall pay special regard 
to lightening the financial burden and expediting the comple
tion of such restoration and reconstruction. 

SEc. 2. Dealings between members and the Bank.-Each 
member shall deal with the Bank only through its Treasury, 
central bank, stabilization fund or other similar fiscal agency, 
and the Bank shall deal with members only by or through the 
same agencies. 

SEc. 3. Limitations on guarantees and borrowings of the 
Bank.-The total amount outstanding of guarant~es, participa
tions in loans and direct loans made by the Bank shall not be 
increased at any time, if by such increase the total would exceed 
one hundred percent of the unimpaired subscribed capital, 
reserves and surplus of the Bank. 

SEc. 4. Conditions on which the Bank may guarantee or make 
loans.-The Bank may guarantee, participate in, or make loans 
to any member or any political subdivision thereof and any 
business, industrial, and agricultural enterprise in the territories 
of a member, subject to the following conditions: 

( i) When the member in whose territories the project is 
located is not itself the borrower, the member or the central 
bank or some ,comparable agency of the member which is 
acceptable to the Bank, fully guarantees the repayment of 
the principal and the payment of interest and other charges 
on the loan. 

(ii) The Bank is satisfied that in the prevailing market con-
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ditions the borrower would be unable otherwise to obtain 
the loan under conditions which in the opinion of the Bank 
are reasonable for the borrower. 

(iii) A competent committee, as provided for in Article V, 
Section 7, has submitted~ written report recommending 

, the project after a careful study of fue merits of the pro- · 
posal. 

( iv) In the opinion of the Bank the rate of interest and other 
charges are reasonable and such rate, charges and the 
schedule for repayment of principal are appropriate to the 
project. 

{ v) In making or guaranteeing a loan, the Bank shall pay 
due regard to the prospects that the borrower, and, if the 
borrower is not a member, that the guarantor, will be in 
position to meet its obligations under the loan; and the 
Bank shall act prudently in the interests both of the ·par
ticular member in whose territories the project is located 
and of the members as a whole. 

(vi) In guaranteeing a loan made by other investors, the 
Bank receives suitable compensation for its risk. 

(vii) Loans made or guaranteed by the Bank shall, except 
in special circumstances, be for the purpose of specific 
projects of reconstruction or development. 

SEc. 5. Use of loans guaranteed, participated in or rruule by 
the Bank.-( a) The Bank shall impose no conditions that the 
proceeds of a loan shall be spent in the territories of any par
ticular member or members. 

(b) The Bank shall make arrangements to ensure that the 
proceeds of any loan are used only for the purposes for which 
the loan was granted, with due attention to considerations of 
economy and efficiency and without regard to political or other 
non-economic influences or considerations. 

(c) In the <!ase of loans made by the Bank, it shall open 
an account in the name of the borrower and the amount of the 
loan shall be credited to this account in the currency or cur
rencies in which the loan is made. The borrower shall be per-· 
mitted by the Bank to draw on this account only to meet 
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expenses in connection with the project as they are actually 
incurred. 

Article IV. Operations 

SEcTioN 1. Methods of making or facilitating loans.-( a) The 
Bank may make or facilitate loans which satisfy the general 
conditions of Article III in any of the following ways: 

( i) By making or participating in direct loans out of its own 
funds corresponding to its unimpaired paid-up capital and 
surplus and, subject to Section 6 of this Article, to its 
reserves. 

( ii) By making or participating in direct loans out of funds 
raised in the market of a member, or otherwise borrowed 
by the Bank. 

(iii) By gauranteeing in whole or in part loans made by 
private investors through the usual investment channels. 

(b) The Bank may borrow funds under (a) ( ii) above or 
guarantee loans under (a) (iii) above only with the approval 
of the member in whose markets the funds are raised and the 
member in whose currency the loan is denominated, and only 
if those members agree that the proceeds may be exchanged for 
the currency of any other member without restriction. 

SEc. 2. Availability and transferability of currencies.-( a) 
Currencies paid into the Bank under Article II, Section 7 ( i), 
shall be loaned only with the approval in each case of the mem
ber whose currency is involved; provided, however, that if 
necessary, after the Bank's subsqribed capital has been entirely 
called, such currencies shall, without restriction by the mem
bers whose currencies are offered, be used or exchanged for 
the currencies required to meet contractual payments of 
interest, other charges or amortization on the Bank's own bor
rowings, or to meet the Bank's liabilities with respect to such 
contractual payments on loans guaranteed by the Bank. 

(b) Currencies received by the Bank from borrowers or 
guarantors in payment on account of principal of direct loans 
made with currencies referred to in (a) above shall be ex
changed for the currencies of other members or reloaned only 
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with the 'approval in each case of the members whose currencies 
are involved; provided, however, that if necessary, after the 
Bank's subscribed capital has been entirely called, such cur
rencies shall, without restriction by the members whose curren
cies are offered, be us·ed or exchanged for the currencies 
required to meet contractual payments of interest, other charges 
or amortization on the Bank's own borrowings, or to meet the 
Bank's liabilities with respect to such contractual payments on 
loans guaranteed by the Bank. 

(c) Currencies received by the Bank from borrowers or 
guarantors in payment on account of principal of direct loans 
made by the Bank under Section 1 (a) ( ii) of this Article, shall 
be held and used, without restriction by the members, to make 
amortization payments, or to anticipate payment of or repur
chase part or all of the Bank's own obligations. 

(d) All other currencies available to the Bank, including 
those raised in the market or otherwise borrowed under Section 
1 (a) ( ii) of this Article, those obtained by the sale of gold, 
those received as payments of interest and other charges for 
direct loims made under Sections 1 (a) ( i) and ( ii), and those · 
received as payments of commissions and other charges under 

. Section 1 (a) (iii), shall be used or exchanged for other cur
rencies or gold required in the operations of the Bank without 
restriction by the members whose currencies are offered. 

(e) Currencies raised in the markets of members by bor
. rowers on loans guaranteed by the Bank under Section 1 (a) 
(iii) of this Article, shall also be used or exchanged for other 
currencies without restriction_ by such members. 

SEc. 3. Provision of currencies for direct loan.s.-The fol· 
lowing provisions shall apply to direct loans under Sections 
1 (a) (i) and ( ii) of this Article. 

(a) The Bank shall furnish the borrower with such curren
cies of members, other than the member in whose territories 
the project is located, as are needed by the borrower for ex
penditures to be made in the territories of such other members . 
to carry out the purposes of the loan. 

(b) The Bank may, in exceptional circumstances when local 
currency required for the purposes of the loan cannot be raised 
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by the borrower on reasonable terms, provide the borrower as 
part of the loan with an appropriate amount of that currency. 

(c) The Bank, if the project gives rise indirectly to an in
creased need for foreign exchange by the member in whose 
territories the project is located, may in exceptional circum
stances provide the borrower as part of the loan with an appro
priate amount of gold or foreign exchange not in excess of the 
borrower's local expenditure in connection with the purposes 
of the loan. 

(d) The Bank may, in exceptional circumstances, at the 
request of a member in whose territories a portion of the loan 
is spent, repurchase with gold or foreign ~xchange a part of 
that ~ember's currency thus spent but in no case shall the part 
so repurchased exceed the amount by which the expenditure 
of the loan in those territories gives rise to the increased need 
for foreign exchange. 

SEc. 4. Payment provisions for direct loans.-Loan contracts · 
under Section 1 (a) ( i) or ( ii) of this Article shall be made 
in accordance with the following payment provisions: 

(a) The terms and conditions of interest and amortization 
payments, maturity and dates of payment of each loan shall be 
determined by the Bank. The Bank shall also determine the· 
rate and any other terms and conditions of commission to be 
charged in connection with such loan. 

In the case of loans made under Section 1 (a) ( ii) of this 
Article during the first ten years of the Bank's operations, this 
rate of commission shall be not less than one percent per annum 
and not greater than one and one-half percent per annum, and 
shall be charged on the outstanding portion of any such loan. 
At the end of this period of ten years~ the rate of commission 
may be reduced by the Bank with respect both to the outstand
ing portions of loans already made and to future loans, if the 
reserve accumulated by the Bank under Section 6 of this Article 
and out of other earnings are considered by it sufficient to 
justify a reduction. In the case of future loans the Bank shall 
also have discretion to increase the rate of commission beyond 
the above limit, if experience indicates that an increase is 
advisable. 
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(b) All, loan contracts shall stipulate the currency or cur
rencies in which payments under the contract shall be made to 
the Bank. At the option of the borrower, however, such pay
ments may be made in gold, or subject to the agreement of the 
B11-nk, in the currency of a member other than that prescribed 
in the contract. 

( i) In the case of loans made under Section 1 (a) ( i) of this 
Article, the loan contracts shall provide that payments to 
the Bank of interest, other charges and amortization shall 
be made in the currency loaned, unless the member whose 
currency is loaned agrees that such payments shall be 
made in some other specified currency or currencies. These 
payments, subject to the provisions of Article II, Section 
9 (c), shall be equivalent to the value of such contractural 
payments at the time the loans were made, in terms of a 
currency specified for the purpose by the Bank by a three
fourths majority of the total voting power. 

( ii) In the case of loans made under Section 1 (a) ( ii) of 
this Article, the total amount outstanding and payable to 
the Bank in any one currency shall at no time exceed the 
total amount of the outstanding borrowings made by the 
Bank under Section 1 (a) ( ii) and payable in the same 
currency. 

(c) If a member suffers from an acute exchange stringency, 
so that the service of any loan contracted by that member or 
guaranteed by it or by one of its agencies cannot be provided 
in the stipulated manner, the member concerned may apply to 
the Bank for a relaxation of the conditions of payments. If the 

- Bank is satisfied that some relaxation is in the interests of the 
particular member and of the operations of the Bank and of 
its members as a whole, it may take action under either, or 
both, of the following paragraphs with respect to the whole, or 
part, of the annual service: . · 

( i) The Bank may, in its discretion, make arrangements with 
the member concerned to accept service payments on the 
loan in the member's currency for periods not to exceed 
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three years upon appropriate terms regarding the use of 
such currency and the maintenance of its foreign exchange 
value; and for the repurchase of such currency on appro
priate terms. 

( ii) The Bank may modify the terms of amortization or 
extend the life of the loan, or both. 

SEc. 5. Guarantees.-( a) In guaranteeing a loan placed 
through the usual investment channels, the Bank shall charge a 
guarantee commission payable periodically on the amount of 
the loan outstanding at a rate determined by the Bank. During 
the first ten years of the Bank's operations, this rate shall be not 
less than one percent per annum and not greater than one and 
one-half percent per annum. At the end of this period of ten 
years, the rate of commission may be reduced by the Bank 
with respect both to the outstanding portions of loans already 
guaranteed and to future loans if the reserves accumulated by 
the Bank under Section 6 of this Article and out of other 
earnings are considered by it sufficient to justify a reduction. In 
the case of future loans the Bank shall also have discretion to 
increase the rate of commission beyond the above limit, if 
experience indicates that an increase is advisable. 

(b) Guarantee commissions shall be paid directly to the 
Bank by the borrower. 

(c) Guarantees by the Bank shall provide that the Bank may 
terminate its liability with respect to interest if, upon default 
by the borrower and by the guarantor, if any, the Bank offers 
to purchase, at par and interest accrued to a date designated 
in the offer, the bonds or other obligations guaranteed. 

(d) The Bank shall have power to determine any other terms 
and conditions of the guarantee. 

SEC. 6. Special reserve.-The amount of commissions received 
by the Bank under Sections 4 and 5 of this Article shall be set 
aside as a special reserve, which shall be kept available for 
meeting liabilities of the Bank in accordance with Section 7 of 
this Article. The special reserve shall be held in such liquid 
form, permitted under this Agreement, as the Executive Di
rectors may decide. 
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SEc. 7. Methods of meeting liabaities of the Bank in case of 
defaults . ..:.In cases of default on loans made, participated in, 
or guaranteed by the Bank: 

(a) The Bank shall make such arrangements as may be 
feasible to adjust the obligations under the loans, including 
arrangements under or analogous to those provided in Section 
4 (c) of this Article. · 

(b) The payments in discharge of the Bank's liabilities on 
borrowings or guarantees under Section 1 (a) ( ii) and (iii) of 
this Article shall be charged: 

(i) first, against the special reserve provided in Sectio~ 6 of 
this Article; 

( ii) then, to the extent necessary and at the discretion of the 
Bank, against the other reserves, surplus and capital avaU
able to the Bank. 

(c) Whenever necessary to meet contractual payments of 
int

1
erest, other charges or amortization on the Bank's own bor

rowings, or to meet the Bank's liabUities with respect to simUar 
payments on lo~s guaranteed by it, the Bank may call an 
appropriate amount of the unpaid subscriptions of members 
in accordance with Article II, Sections 5 and 7. Moreover, if it 
. believes that a default may be of long duration, the Bank may 

, · call an additional amount of such unpaid subscriptions not to 
exceed in any one year one percent of the total subscriptions 
of the members for the following purposes: 

(i) To ~edeem prior to maturity, or otherwise discharge its 
liability on, all or part of the outstanding principal of any 
loan guaranteed by it in respect of which the debtor is in 
default. ' 

( ~) To repurchase, or otherwise discharge its liability on, 
all or part of its own outstanding borrowings. 

SEC. 8. Miscellaneous operations.-In addition to the opera
tions specified elsewhere in this Agreement, the Bank shall have 
the power: 

(i) ·To buy and sell securities it has issued and to buy and 
sell securities which it has guaranteed or in which it has 
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invested, provided that the Bank shall obtain the approval 
of the member in whose territories the securities are to be 
bought or sold. 

( ii) To guarantee securities in which it has invested for the 
purpose of facilitating their sale. 

(iii) To borrow the currency of any member with the ap
proval of that member. 

( iv) To buy and sell such other secmities as the Directors by 
a three-fourths majority of the total voting power may 
deem proper for the investment of all or part of the special 
reserve under Section 6 of this Article. 

In exercising· the powers conferred by this Section, the Bank 
may deal with any person, partnership, association, corporation 
or other legal entity in the territories of any member. 

SEc. 9. Warning to be placed on securities.-Every security 
guaranteed or issued by the Bank shall bear on its face a con
spicuous statement to the effect that it is not an obligation of 
any government unless expressly stated on the security. 

SEC. 10. Political activity prohibited.-The Bank and its offi
cers shall not interfere in the political affairs of any member; 
nor shall they be influenced in their decisions by the political 
character of the member or members concerned. Only eco
nomic considerations shall be relevant to their decisions, and 
these considerations shall be weighed impartially in order to 
achieve the purposes stated in Article I. 

Article V. Organization and Management 

SECTION 1. Structure of the Bank.-The Bank shall have a 
Board of Governors, Executive Directors, a President and such 
other officers and staff to perform such duties as the Bank may 
determine. 

SEC. 2. Board of Governors.-( a) All the powers of the Bank 
shall be vested in the Board of Governors consisting of one 
governor and one alternate appointed by each member in such 
manner as it may determine. Each governor and each alternate 
shall serve for five years, subject to the pleasure of the member 
appointing him, and may be reappointed. No alternate may 
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vote except in the absence of his principal. The Board shall 
select one of the governors as Chairman. ' 

(b) The Board of Governors may delegate to the Executive 
Directors authority to exercise any powers of the Board, except 
the power to: 

( i) Admit new members and determine the conditions of 
their admission; 

( ii) Increase or decrease the capital stock; 
(iii) Suspend a member; 
( iv) Decide appeals from interpretations of this Agree· 

ment given by the Executive Directors; 
( v) Make arrangements to cooperate with other interna

tional organizations (other than informal arrangements of 
a temporary and administrative character); 

(vi) Decide to suspend permanently the operations of the 
Bank and to distribute its assets; 

(vii) Determine the distribution of the net income of the 
Bank. " 

(c) The Board of Governors shall hold an annual meeting 
and such other meetings as may be provided for by the Board 
or called by the Executive Directors. Meetings of the Board 
shall be called by the Directors whenever requested by five 
members or by members having one-quarter of the total voting 
power. · 

(d) A quorum for any meeting of the Board of Governors 
shall be a majority of the Governors, exercising not less than 
two-thirds of the total voting power. · 

(e) The Board of Governors may by regulation establish a 
procedure whereby the Executive Directors, when they deem 
such action to be in the best interests of the Bank, may obtain 
a vote of the Governors on a specific question without calling 
a me~ting of the Board. 

(f) The Board of Governors, and the Executive Directors 
to the extent authorized, may adopt such rules and regulations 
as may be necessary or appropriate to conduct the business of 
the Bank. 

(g) Governors and alternates shall serve as such without 
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compensation from the Bank, but the Bank shall pay them 
reasonable expenses incurred in attending meetings. 

(h) The Board of Governors shall determine the remunera
tion to be paid to the Executive Directors and the salary and 
terms of the contract of service of the President. 

SEC. 3. Voting.-(a) Each member shall have two hundred 
fifty votes plus one additional vote for each share of stock held. 

(b) Except as otherwise specifically provided, all matters 
before the Bank shall be decided by a majority of the votes 
cast. 

SEc. 4. Executive Directors.-( a) The Executive Directors 
shall be responsible for the conduct of the general operations 
of the Bank, and for this purpose, shall exercise all the powers 
delegated to them by the Board of Governors. 

(b) There shall be twelve Executive Directors, who need 
not be governors, and of whom: 

(i) five shall be appointed, one by each of the five members 
having the largest number of shares; 

( ii) seven shall be elected according to Schedule B by all the 
Governors other than those appointed by the five members 
referred to in ( i) above. 

For the purpose of this paragraph, ''members" means govern
ments of countries whose names are set forth in Schedule A, 
whether they are original members or become members in 
accordance with Article II, Section 1 (b). When governments 
of other countries become members, the Board of Governors 
may, by a four-fifths majority of the total voting power, increase 
the total number of directors by increasing the number of 
directors to be elected. 

Executive directors shall be appointed or elected every two 
years. 

(c) Each executive director shall appoint an alternate with 
full power to act for him when he is not present. When the 
executive directors appointing them are present, alternates may 
participate in meetings but shall not vote. 

(d) Directors shall continue in office until their successors 
are appointed or elected. If the office of an elected director 
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becomes vacant more than ninety days before the end of his 
term, another director shall be elected for the remainder of the 
term by the governors who elected the former director. A ma
jority of the votes cast shall be required for election. While the 
office remains vacant, the alternate of the former director shall 
exercise his powers, except that of appointing an alternate. 

(e) The ~ecutive Directors shall function in continuous 
session at the principal office of the Bank and shall xneet as 
often as the business of the Bank may require. 

(f) A quorum for any meeting of the Executive Directors 
shall be a majority of: the Directors, exercising not less than 
one-half of the total voting power. · 

(g) Each appointed director shall be entitled to cast the 
number of votes allotted under Section 3 of this Article to the 
member appointing him. Each elected director shall be entitled 
to cast the number of votes which counted toward his election. 
All the votes which a director is entitled to cast shall be cast as 
a Unit. 

(h) The Board of Governors shall adopt regulations under 
which a member not entitled to appoint a director under (b) 
above may send a representative to attend any meeting of the 
Executive Directois when a request made by, or a matter par
ticularly affecting, that member is under consideration. 

( i) The Executive Directors may appoint such committees 
as they deem advisable. Membership of such committees need 
not be limited to governors or directors or their alternates. 

SEc. 5. President and staff.-(a) The Executive Directors 
shall select a President who shall not be a governor or an execu
tive director or an alternate for either. The President shall be 
Chairman of the Executive Directors, but shall have no vote 
except a deciding vote in case of an equal division. He may 
participate in meetings of the Board of Governors, but shall 
not vote at such m~etings. The President shall cease to hold 
office when the Executive Directors so decide. 

(b) The President shall be chief of the operating staff of the 
Bank and shall conduct, under the direction of the Executive 
Directors; the ordinary business of the Bank. Subject to the 
general control of the Executive Directors, he shall be respon-



APPENDIX V 329 

sible for the organization, appointment and dismissal of the 
officers and staff. 

(c) The President, officers and staff of the Bank,· in the dis· 
charge of their offices, owe their duty entirely to the Bank and 
to no other authority. Each member of the Bank shall respect 
the international character of this duty and shall refrain from 
all attempts to influence any of them in the discharge of their 
duties. 

(d) In appointing the officers and staff the President shall, 
subject to the paramount importance of securing the highest 
standards of efficiency and of technical competence, pay due 
regard to the importance of recruiting personnel on as wide 
a geographical basis as possible. 

SEc. 6. Advisory Council.- (a) There shall be an Advisory 
Council of not less than seven persons selected by the Board 
of Governors including representatives of banking, commercial, 
industrial, labor, and agricultural interests, and with as wide a 
national representation as possible. In those fields where spe· 
cialized international organizations exist, the members of the 
Council representative of those fields shall be selected in agree
ment with such organizations. The Council shall advise the 
Bank on matters of general policy. The Council shall meet 
annually and on such other occasions as the Bank may request. 

(b) Councillors shall serve for two years and may be re
appointed. They shall be paid their reasonable expenses in
curred on behalf of the Bank. 

SEc. 7. Loan committees.-The committees required to report 
on loans under Article III, Section 4, shall be appointed by the 
Bank. Each such committee shall include an expert selected by 
the Governor representing the member in whose territories the 
project is located and one or more members of the technical 
staff of the Bank. 

SEc. 8. Relationship to other international organizations.
( a) The Bank, within the terms of this Agreement, shall co· 
operate with any general international organization and with 
public international organizations having specialized responsi· 
bilities in related :fields. Any arrangements for such cooperation 
which would involve a modi:ficatiQn of any provision of this 
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Agreement may be effected only after amendment to this 
Agreement under Article VIII. . 

(b) In making decisions on applications for loans or guar
antees relating to matters directly within the competence of 
any international organization of the types speeified ·in the 
preceding paragraph and participated in primarily by mem
bers of the Bank, the Bank shall give consideration to the views 
and recommendations of such organization. 

SEc. 9. Location of offices.-(a) The principal office of the 
Bank shall be located in the territory of the member holding the 
greatest number of shares. 

(b) The Bank may establish agencies or branch offices in 
the territories of any member of the Bank. 

SEc. 10. Regional offices and councils.-( a) The Bank may 
establish regional offices and determine the location of, and the 

· areas to be covered by, each regional office. 
(b) Each regional office shall be advised by a regional coun

cil representative of the entire area and selected in such manner 
as the Bank may decide.# 

SEc. 11. Depositories.-( a) Each member shall designate its 
central bank as a depository for all the Bank's holdings of its 
currency or, if it has no central bank, it shall designate such 
other institution as may be acceptable to the Bank. 

(b) The Bank may hold other assets, including gold, in de
positories designated by the five members having the largest 
number of shares and in such other designated depositories as 
the Bank may select. Initially, at least one-half of the gold 
holdings of the Bank shall be held in the depository designated 
by the member in whose territory the Bank has its principal 
office, and !l:t least forty percent shall be held in the depositories 
designated by the remaining four members referred to above, 
each of such depositories to hold, initially, not less than the 
amount of gold paid on the shares of the member designating it. 
However, all transfers of gold by the Bank shall be made with 
due regard to the costs of transport and anticipated require· 
ments of the Bank. In an emergency the Executive Directors 
may transfer all or any part of the Bank's gold holdings to any 
place where they can be adequately protected. 
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SEc. 12. Form of holding of currency.-The Bank shall ac-

, cept from any member, in place of any part of the member's 
currency, paid in to the Bank under Article II, Section 7 ( i), 
or to meet amortization payments on loans made with such cur
rency, and not needed by the Bank in its operations, notes or 
similar obligations issued by the Government of the member or 
the depository designated by such member, which shall be 
non-negotiable, non-interest-bearing and payable at their par 

· value on demand by credit to the account of the Bank in the 
designated depository. 

SEc. 13. Publication of reports and provision of information.
( a) The Bank shall publish an annual report containing an 
audited statement of its accounts and shall circulate to mem
bers at intervals of three months or less a summary statement 
of its financial position and a profit and loss statement showing 
the results of its operations. 

(b) The Bank may publish such other reports as it deems 
desirable to carry out its purposes. 

(c) Copies of all reports, statements and publications made 
under this section shall be distributed to members. 

SEC. 14. Allocation of net income.-( a) The Board of Gov
ernors shall determine annually what part of the Bank's net 
income, after making provision for reserves, shall be allocated 
to surplus and what part, if any, shall be distributed. 

(b) If any part is distributed, up to two percent non-cumu
lative shall be paid, as a first charge against the distribution for 
any year, to each member on the basis of the average amount 
of the loans outstanding during the year made under Article 
IV, Section 1 (a) ( i), out of currency corresponding to its 
subscription. If two percent is paid as a first charge, any balance 
remaining to be distributed shall be paid to all members in 
proportion to their shares. Payments to each member shall be 
made in its own currency, or if that currency is not available 
in other currency acceptable to the member. If such payments 
are made in currencies other than the member's own currency, 
the transfer of the currency and its use by the receiving mem
ber after payment shall be without restriction by the members. 
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Article VI. Withdrawal and Suspension of Membership: 
Suspension of Operations 

SECTION 1. Right of members to withdraw.-Any member 
may withdraw from the Bank at any time by transmitting a 
notice in writing to the Bank and its principal office. With
drawal shall become effective on the date such notice is re
ceived. 

SEC 2. Suspension of membership.-1£ a member fails to fulfill 
any of its obligations to the Bank, the Bank may suspend its 
membership by decision of a majority of the Governors, exer
cising a majority of the total voting power. The member so 
suspended shall automatically cease to be a member one year 
from the date of its suspension unless a decision is taken by the 
same majority to restore the member to good standing. 

While under suspension, a member shall not be entitled to 
exercise any rights under this Agreement, except the right of 
withdrawal, but shall remain subject to all obligations. 

SEc. 3. Cessation of membership in International Monetary 
Fund.-Any member which ceases to be a member of the Inter
national Monetary Fund shall automatically cease after three 
months to be a member of the Bank unless the Bank by three
fourths of the total voting power has agreed to allow it to re
main a member. 

SEc. 4. Settlement of accounts with governments ceasing to 
be members.-( a) When a government ceases to be a member, 
it shall remain liable for its direct obligations to the Bank and 
for its contingent liabilities to the Bank so long as any part of 
the loans or guarantees contracted before it ceased to be a 
member are outstanding; ,but it shall cease to incur liabilities 
with respect to loans and guarantees entered into thereafter by 
the Bank and to share either in the income or the expenses of 
the Bank. 

(b) At the time a government ceases to be a member, the 
Bank shall arrange for the repurchase of its shares as a part of 
the settlement of accounts with such government in accordance 
with the provisions of (c) and (d) below. For this purpose the 
repurchase price of the shares shall be the value shown by the 
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books of the Bank on the day the government ceases to be a 
member. 

(c) The payment for shares repurchased by the Bank under 
this section shall be governed by the following conditions: 

( i) Any amount due to the government for its shares shall 
be withheld so long as the government, its central bank 
or any of its agencies remains liable, as borrower or guar
antor, to the Bank and such amount may, at the option of 
the bank, be applied on any such liability as it matures. 
No amount shall be withheld on account of the liability 
of the government resulting from its subscription for shares 
under Article II, Section 5 ( ii). In any event, no amount 
due to a member for its shares shall be paid until six 
months after the date upon which the government ceases 
to be a member. 

( ii) Payments for shares may be made from time to time, 
upon their surrender by the government, to the extent by 
which the amount due as the repurchase price in (b) 
above exceeds the aggregate of liabilities on loans and 
guarantees in (c) ( i) above until the former member has 
received the full repurchase price. 

(iii) Payments shall be made in the currency of the country. 
receiving payment or at the option of the Bank in gold. 

( iv) If losses are sustained by the Bank on any guarantees, 
participations in loans, or loans which were outstanding on 
the date when the government ceased to be a member, and 
the amount of such losses exceeds the amount of the re
serve provided against losses on the date when the govern
ment ceased to be a member, such government shall be 
obligated to repay upon demand the amount by which the 
repurchase price of its shares would have been reduced, if 
the losses had been taken into account when the repur
chase price was determined. In addition, the former mem
ber government shall remain liable on any call for unpaid 
subscriptions under Article II, Section 5 ( ii), to the extent 
that it would have been required to respond if the impair
ment of capital had occurred and the call had been made 
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at the time the repurchase price of its shares was deter
mined. 

(d) If the Bank suspends permanently its operations under 
Section 5 (b) of this Article, within six months of the date upon 
which any government ceases to be a member, all rights of 
such government shall be determined by the provisions of Sec
tion. 5 of the Article. 

SEc. 5. Suspension of operations and settlemR!nt of obliga
tions.-( a) In an emergency the Executive Directors may sus
pend temporarily operations in respect of new loans and 
guarantees pending an opportunity for further consideration 
and action by the Board of Governors. 

(b) The Bank may suspend permanently its operations in 
respect of new loans and guarantees by vote of a majority of 
the Governors, exercising a majority of the total voting power. 
After· such suspension of operations the Bank shall forthwith 
cease all activities, except those incident to the orderly realiza
tion, conservation, and preservation of its assets and settlement 
of its obligations. 

(c) The liability of all members for uncalled subscriptions 
to the capital stock of the Bank and in respect of the deprecia
tion of .their own currencies shall continue until all claims of 
creditors, including all contingent claims, shall have been dis
charged. 

(d) All creditors holding direct claims shall be paid out of 
the assets of the Bank, and then out of payments to the Bank on 
calls on uppaid subscriptions. Before making any payments to 
creditors holding direct claims; the Executive Directors shall 
make such arrangements as are necessary, in their judgment, to 
insure a distribution to holders of contingent claims ratably 
with creditors holding direct claims. 

(e) No distribution shall be made to members on account 
of their subscriptions to the capital stock of the Bank until 

( i) all liabilities . to creditors have been discharged or pro
vided for, and 

( ii) a majority of the Governors, exercising a majority of the 
· total voting power, have decided to make a distribution. 

(f) After a decision to make ~ distribution has been taken 
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under (e) above, the Executive Directors may by a two-thirds 
majority vote make successive distributions of the assets of the 
Bank to members until all of the assets have been distributed. 
This distribution shall be subject to the prior settlement of all 
outstanding claims of the Bank against each member. 

(g) Before any distribution of assets is made, the Executive 
Directors shall fix the proportionate share of each member ac
cording to the ratio of its shareholding to the total outstanding 
shares of the Bank. 

(h) The Executive Directors shall value the assets to be dis
tributed as at the date of distribution and then proceed to dis
tribute in the following manner: 

( i) There shall be paid to each member in its own obliga
tions or those of its official agencies or legal entities within 
its territories, insofar as they are available for distribution, 
an amount equivalent in value to its proportionate share of 
the total amount to be distributed. 

( ii) Any balance due to a member after payment has been 
made under ( i) above shall be paid, in its own currency, 
insofar as it is held by the Bank, up to an amount equiva
lent in value to such balance. 

(iii) Any balance due·to a member after payment has been 
made under ( i) and ( ii) above shall be paid in gold or 
currency acceptable to the member, insofar as they are 
held by the Bank, up to an amount equivalent in value to 
such balance. 

( iv) Any remaining assets held by the Bank after payments 
have been made to members under ( i), ( ii), and (iii) 
above shall be distributed pro rata among the members. 

( i) Any member receiving assets distributed by the Bank 
in accordance with (h) above, shall enjoy the same rights with 
respect to such assets as the Bank enjoyed prior to their dis-
tribution. ~ 

Article VII. Status, Immunities, and Privileges 

SECTION 1. Purpose of Article.-To enable the Bank to fulfill 
the functions with which it is entrusted, the status, immunities 
and privileges set forth in this Article shall be accorded to the 
Bank in the territories of each member. 
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SEC. 2. Status of the Bank.-The Bank shall possess full ju· 
·ridical personality, and, in particular, the capacity: 

( i) to contract; \ 
( ii) to acquire and dispose' of immovable and movable 

property; · 
(iii) to illstitute legal proceedings. 

SEC. 3. Position of the Bank with regard to judicial process.
Actions may be brought against the Bank only in a court of 
competent jurisdiction in the territories of a member in which 
the Bank has an office, has appointed an agent for the purpose 
of accepting service or notice of process, or has issued or guar
anteed securities. No actions shall, however, be brought by 
members or persons acting for or deriving claims from mem
bers. The property and assets of the Bank shall, wheresoever 
located and by whomsoever held, be immune from all forms of 
seizure, attachment or execution before the delivery of final 
judgment against the Bank. 

SEc. 4. Immunity of assets from seizure.-Property and assets 
of the Bank, wherever located and by whomsoever held, shall 
be immune from search, requisition, confiscation, expropriation 
or any other form of seizure by executive or legislative action. 
· SEc. 5. Immunity of archives.-The archives of the Bank 

shall be inviolable. 
SEc. 6. Freedom of assets from restrictions.-To the extent 

necessary to carry out the operations provided for in, this 
Agreement and subject to the provisions of this Agreement, all 
property and assets of the Bank shall be free from any restric
tions, regulations, controls and moratoria of any nature. 

SEc. 7. Privilege for communications.-The official communi
cations of the Bank shall be accorded by each member the 
same treatment that it accords to the official communications 
of other members. 

SEc. 8. Immunities and privileges of officers and employees.
All governors, executive directors, alternates, officers and em
ployees of the Bank 



APPENDIX V 337 

( i) shall be immune from legal process with respect to acts· 
performed by them in .their official capacity except when 
the Bank waives this immunity; 

( ii) not being local nationals, shall be accorded the same 
immunities from immigration restrictions, alien registration 
requirements and national service obligations and the same 
facilities as regards exchange restrictions as are accorded 
by members to the representatives, officials, and employees 
of comparable rank of other members; 

(iii) shall be granted the same treatment in respect of trav
elling facilities as is accorded by members to representa
tives, officials and employees of comparable rank of other 
members. 

SEc. 9. Immunities from taxation.-( a) The Bank, its assets, 
property, income and its operations and transactions authorized 
by this Agreement, shall be immune from all taxation and from 
all c~stoms duties. The Bank shall also be immune from liability 
for the collection or payment of any tax or duty. 

(b) No tax shall be levied on or in respect of salaries and 
emoluments paid by the Bank to executive directors, alternates, 
officials or employees of the Bank who are not local citizens, 
local subjects, or other local nationals. 

(c) No taxation of any kind shall be levied on any obligation 
or security issued by the Bank (including any dividend or inter
est thereon) by whomsoever held 

( i) which discriminates against such obligation or security 
solely because it is issued by the Bank; or 

( ii) if the sole jurisdictional basis for such taxation is the 
place of currency in which it is issued, made payable or 
paid, or the location of any office or place of business main
tained by th~ Bank. 

(d) No taxation of any kind shall be levied on any obligation 
or security guaranteed by the Bank (including any dividend or 
interest thereon) by whomsoever held 

( i) which discriminates against such obligation or security 
solely because it is guaranteed by the bank; or 
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( ii} if the sole jurisdictional basis for such taxation is the 
location of any office or place of business maintained by 
the Bank. 

SEc. 10. Application of Article.-Each member shall take such 
action as is necessary in its own territories fOJ; the purpose of 
making effective in terms of its own law the principles set forth 

, in this Article and shall inform the Bank of the detailed action 
which it has taken. 

Article VIII. Amendments 

(a) Any proposal to introduce modifications in this Agree
ment, whether emanating from a member, a governor or the 
Executive Directors, shall be communicated to the Chairman of 
the Board of Governors who shatl bring the proposal before 
the Board. If the proposed amendment is appproved by the 
Board the Bank shall, by circular letter or telegram, ask all 
members whether they accept the proposed amendment. When 
three-fifths of the members, having four-fifths of the total voting 
power, have accepted the proposed amendment, the Bank shall 
certify the fact by a formal communication addressed to all 
members. 

(b) Notwithstanding (a) above, acceptance by all members 
is required in the, case of any amendment modifying 

( i) the right to withdraw from the Bank provided in Article 
VI, Section 1; 

( ii) the right secured by Article II, Section 3 (c); 
(iii) the limitation on liability provided in Article II, Sec

tiona. 

(c) Amendments shall enter into force for all members three 
months after the date of the formal communication unless a 
shorter period is specified in the circular letter or telegram. 

Article IX. Interpretation 

(a) Any question of interpretation of the provisions of this 
Agreement arising between any member and the Bank or be
tween any members of the Bank shall be submitted to the 
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Executive Directors for their decision. If the question particu
larly affects any member not entitled to appoint an executive 
director, it shall be entitled to representation in accordance 
with Article V, Section 4 (h). 

(b) In any case where the Executive Directors have given a 
decision under (a) above, any member may require that the 
question be referred to the Board of Governors, whose decision 
shall be final. Pending the result of the reference to the Board, 
the Bank may, so far as it deems necessary, act on the basis of 
the decision of the Executive Directors. 

(c) Whenever a disagreement arises between the Bank and 
a country which has ceased to be a member, or between the 
Bank and any member during the permanent suspension of the 
Bank, such disagreement shall be submitted to arbitration by 
a tribunal of three arbitrators, one appointed by the Bank, an
other by the country involved and an umpire who, unless the 
parties otherwise agree, shall be appointed by the President of 
the Permanent Court of International Justice or such other 
authority as may have been prescribed by regulation adopted 
by the Bank. The umpire shall have full power to settle all ques
tions of procedure in any case where the parties are in dis
agreement with respect thereto. 

Article X. Approval Deemed Given 

Whenever the approval of any member is required before 
any act may be done by the Bank, except in Article VIII, ap
proval shall be deemed to have been given unless the member 
presents an objection within such reasonable period as the Bank 
may fix in notifying the member of the proposed act. 

Article XI. Final Provisions 

SECTION 1. Entry into force.-This Agreement shall enter into 
force when it has been signed on behalf of governments whose 
minimum subscriptions comprise not less than sixty-five percent 
of the total subscriptions set forth in Schedule A and when the 
instruments referred to in Section 2 (a) of this Article have 
been deposited on their behalf, but in no event shall this Agree
ment enter into force before May 1, 1945. 
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SEC. 2. Signature.-( a) Each government on whose behalf 
··this Agreement is signed shall deposit with the Government . 
of the United States of America an instrument setting forth 
that it has accepted this Agreement in accordance with its 
law and has taken all steps necessary to enable it to carry out 
all of its obligations under this Agreement. 

(b) Each government shall become a member of the Bank 
as from the date of the deposit on its behalf of the instrument 
referred to in (a) above, except that no government shall be
come a member before this Agreement enters into force under 
Section 1 of this Article. 

(c) The Government of the United States of America shall 
inform the governments of all countries whose names are set 
forth in Schedule A, and all governments whose membership 
is approved in accordance with Article II, Section 1 (b), of all 
signatures of this Agreement and of the deposit of all instru-
ments referred to in (a) above. · 

(d) At the time this Agreement is signed on its behalf, each 
government shall transmit to the Government of the United 
States of America one one-hundredth of one percent of the 
price of each share in gold or United States dollars for the 
purpose of meeting administrative expenses of the Bank. This 
payment shall be credited on account of the payment to be 
made in accordance with Article II, Section 8 (a). The Govern
ment of the United States of·America shall hold such funds in 
a special deposit account and shall transmit them to the Board 
of Governors of the Bank when the initial meeting has been 
called under Section 3 of this Article. If this Agreement has not 
come into force by December 31, 1945, the Government of the 
United States of America shall return such funds to the govern
ments that transmitted them. 

(e) This Agreement shall remain open for signature at 
Washington on behalf of the governments of the countries 
whose names are set forth in Schedule A until December 31, . 
1945. 

(f) After December 31, 1945, this Agreement shall be open 
for signature on behalf of the government of any country whose 
membership has been approved in accordance with Article II, 
Section 1 (b). 
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(g) By their signature of this Agreement, all governments 

accept it both on their own behalf and in respect of all their 
colonies, overseas territories, all territories under their protec
tion, suzerainty, or authority and all territories in respect of 
which they exercised a mandate. 

(h) In the case of governments whose metropolitan terri
tories have been under enemy occupation, the deposit of the 
instrument referred to in (a) above may be delayed until one 
hundred and eighty days after the date on which these terri
tories have been liberated. If, however, it is not deposited by 
any such government before the expiration of this period, the 
signature affixed on behalf of that government shall become 
void and the portion of its subscription paid under (d) above 
shall be returned to it. 

( i) Paragraphs (d) and (h) shall come into force with re
gard to each signatory government as from the date of its 
signature. 

SEc. 3. Inauguration of the Bank.-( a) As soon as this Agree
ment enters into force under Section 1 of this Article, each 
member shall appoint a governor and the member to whom 
the largest number of shares is allocated in Schedule A shall 
call the first meeting of the Board of Governors. ' 

(b) At the first meeting of the Board of Governors, arrange
ments shall be made for the selection of provisional executive 
directors. The governments of the five countries, to which the 
largest number of shares are allocated in Schedule A, shall ap
point provisional executive directors. If one or more of such 
governments have not become members, the executive director
ships which they would be entitled to fill shall remain vacant 
until they become members, or until January 1, 1946, whichever 
is the earlier. Seven provisional executive directors shall be 
elected in accordance with the provisions of Schedule B and 
shall remain in office until the date of the first regular election 
of executive directors which shall be held as soon as practicable 
after January 1, 1946. 

(c) The Board of Governors may delegate to the provisional 
executive directors any powers except those which may not be 
delegated to the Executive Directors. 
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(d) The Bank shall notify' members when it is ready to 
commence operations. 

Done at Washington, in a single copy which shall remain 
deposited in th,e archives of the Government of the United 
States of America, which shall transmit certified copies to all 
governments whose names are set forth in Schedule A and to 
all governments whose membership is approved in accordance 
with Article II, Section 1 (b). 

Schedule A. Subscriptions 
(Millions of dollars) 

Australia 
Belgium 
Bolivia 
Brazil 
Canada 
Chile 
China 
Colombia 
Costa Rica 
Cuba 
Czechoslovakia 
Denmark 
Dominican Republic 
Ecuador 
Egypt 
El Salvador 
Ethiopia
France 
Greece 
Guatemala 
Haiti 
Honduras 
Iceland 
India 

200 Iran 
225 Iraq 

7 Liberia 
105 Luxembourg 
325 Mexico 
35 Netherlands 

600 New Zealand 
35 Nicaragua 
2 Norway 

35 Panama 
125 Paraguay 
( 1 ) Peru 

2 Philippine Common-
8.2 wealth 

4.0 Poland 
1 Union of South Africa 
S Union of Soviet So-

450 cialist Republics 
25 United Kingdom 
2 United States 
2 Uruguay 
1 Venezuela 
1 Yugoslavia 

400 
Total 

24 
6 
.5 

10 
65 

275 
50 

.8 
50 

.2 

.8 
17.5 

15 
125 
100 

1,200 
1,300 
3,175 

10.5 
10.5 
40 

9,100 

1. The subscription of Denmark shall be determined by the Bank after 
Denmark accepts membership in aC<X>rdance with these Articles of Agree-
ment. , 
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Schedule B. Election of Executive Directors 

1. The election of the elective executive directors shall be 
by ballot of the Governors eligible to vote under Article V, 
Section 4 (b). 

2. In balloting for the elective executive directors, each 
governor eligible to vote shall cast for one person all of the 
votes to which the member appointing him is entitled under 
Section 3 of Article V. The seven persons receiving the greatest 
number of votes shall be executive directors, except that no 
person who receives less than fourteen percent of the total of 
the votes which can be cast (eligible votes) shall be considered 
elected. 

3. When seven persons are not elected on the first ballot, 
a second ballot shall be held in which the person who received 
the lowest number of votes shall be ineligible for election and 
in which there shall vote only (a) those governors who voted in 
the first ballot for a person not elected and (b) those governors 
whose votes for a person elected are deemed under 4 below to 
have raised the votes cast for that person above fifteen percent 
of the eligible votes. 

4. In determining whether the votes cast by a governor are 
to be deemed to have raised the total of any person: above fif~ 
teen percent of the eligible votes, the fifteen percent shall be 
deemed to include first, the votes of the governor casting the 
largest number of votes for such person, then the votes of the 
governor casting the next largest number, and so on until 
fifteen percent is reached. 

5. Any governor, part of whose votes must be counted in 
order to raise the total of any person above fourteen percent, 
shall be considered as casting all of his votes for such person 
even if the total votes for such person thereby exceed fifteen 
percent. · 

6. If, after the second ballot, seven persons have not been 
elected, further ballot shall be held on the same principles until 
seven persons have been elected, provided that after six persons 
are elected, the seventh may be elected by a simple majority 
of the remaining votes and shall be deemed to have been elected 
by all such votes. 
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COUNTIUES REPRESENTED AND CHAIBMEN OF DELEGATIONS 

AusTRALIA.;_ Leslie G. Melville, Ecorwmic Adviser to the Com
monwealth Bank of Australia. 

BELGIUM.-Camille Gutt, Minister of Finance· and Economic 
·Affairs. 

BoLMA.-Rene Ballivian, Financial Counselor, Bolivian Em-
bassy, Washington. 

BRAZIL.-Arthur de Souza Costa, Minister of Finance. 
CANADA.-]. L. Ilsley, Minister of Finance. 
CHILE.-Luis Alamos Barros,. Director, Central Bank of Chile. 
CHJNA.-Hsiang-Hsi K'ung, Vice President of Executive Yuan 

and concurrently Minister of Finance; Governor of fhe 
Central Bank of China. 

CoLOMBIA.-Carlos Lleras Restrepo, former Minister of Finance 
and Comptroller General. 

CosTA RICA.-Francisco de P. Gutierrez Ross, AmbassaiWr to 
the United States; former Minister of Finance and Com
merce. 

CunA.-E. I. Montoulieu, Minister of Finance. 
C;zECHOSLOVAKIA.-Ladislav Feierabend, Minister of Finance. 
DoMINICAN REPVBLic.-Anselmo Copello, Ambassador to the 

United States. 
Ecu~oR.-Esteban F. Carbo, Financial Counselor, Ecuadoran 

.~mbassy, Washington. 
EcYPT.-Sany Lack~y Bey. 
E;r. SALVADOR.-Agustin Alfaro Moran. 
ETHIOPIA.-Blatta 'Ephrem Tewelde Medhen, Minister to the 

United States. 
FRENCH DELEGATION.-Pierre Mendes-France, Commissioner of 

Finance. 
GREEcE.-Kyriakos Varvaressos, Governor of the Bank of 

Greece; Ambassador Extraordinary for Economic and 
Financial Matters. 

GuATEMALA.:-Manuel Noriega Morales. 
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HAITI.~Andre Liautaud, Ambassador to the United States. 
HaND~.-Julian R. Caceres, Ambassador to the United States. 
lcELAND.-Magnus Sigurdsson, Manager, National Bank of Ice-. 

land. 
lNDIA.-Sir Jeremy Raisman, Member for Finance, Government 

of India. 
IRAN.-Abol Hassan Ebtehaj, Governor of National Bank of 

Iran. 
IRAQ.-lbrahim Kamal, Senator and former Minister of Finance. 
LIBERIA.-William E. Dennis, Secretary of the · Trea8Ury. 
LUXEMBOURG.-Hugues Le Gallais, Minister to the United 

States. 
Mmco.-Eduardo Suarez, Minister of Finance. 
NETHERLANDs.-]. W. Beyen, Financial Adviser to the Nether

lands Government. 
NEW ZEALAND.-Walter Nash, Minister of Finance; Minister to 

the United States. 
NxcARAGUA.-Guillermo Sevilla Sacasa, Ambassador to the 

United States. 
NoRWAY.-Wilhelm Keilhau, Director, Bank of Norway, p. t., 

London. 
I 

PANAMA.-Guillermo Arango, President, Investors Service Cor-
poration of Panama. 

PARAGUAY.-Celso R. Velazquez, Ambassador to the United 
States. 

PERu.-Pedro Beltran, Ambassador-designate to the United 
States. 

PHILIPPINE CoMMONWEALTH.-Colonel Andres Soriano, Secre
tary of Finance. 

PoLAND.-Ludwik Grosfeld, Minister of Finance. 
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