QUESTIONS ON THE STABILISATION FUND

(Submitted by Sir Frederick Phillips and
Mr. Redvers Opie)

l. What 1s the technique contemplated to control capital
movements? The Clearing Union provides for the submission of

all exchanje transactions to prior scrutiny by an authority which
Is the only legal source and repository of foreign exchange.,
Operations on current account would take place freely under
general licence but a complete record would be avallable to
ensure adequate control of capital movements. Does the Stab-
ilisation Fund likewise contemplate a scrutiny of all exchange
transactions and a monopoly of feoreign exchange dealingzs?

2 “hat kind of action is it contemplated would be
recommended under II (6) to a country whose currency was Iin
scarce supply?

. Are the provisions for drawing on the resources of the
Fund (II (3)) independent of the proportion of the "quota con-
tributions" that has been called up?

Is 1t assumed that the maximum facilities that the Fund
can put at the disposal of the members is equal to half the sum
of the maximum permissible net acjuisitions by the Fund of the
currency of the respective countries, which after two years would
be 2004 of the quotas and therefore at least §5 billion?

. Are Unitas merely a convenient unit of account or would
the Stabilisation Fund create Unitas in using the resources of
the Fundf%

It would appear that, while in the Clearing Union gquotas
represent a claim to overdraw on internaticnal account and
therefore bancor would be crcated, in the Stabilisation Fund
quotas represent a right to purchase currencles of other members
and therefore do not require the creatlion of Unltas.

e If quotas are to be directly proportional to the holding
of gold and forelgn exchange, would not this give most facillitles
to those members needing them lecast and vice versa?

Is Stabilisation Fund I (5) intended, after the initlal
subscription has been made, to empowcr the Board to call up
uotas of members which are poor in gold and foreign exchange
exclusively in local currency or securlties?

6 Is it not a weakness of the Stabilisation Fund that it
provides for no quasi-automatic increcase in quotas to facilitate
the financing of an increasing volume of intcrnational trade

and that a revision of quotas in the aggregate as provided in
Stabilisation Fund I (6) is lcft entircly to the discretion of
the Board?




Te Is the Stabilisation Fund intended to provide for inter-
national expansion of production and exchange which is one of

the objectives stated in Article VII of the Mutual Ald Agreement?
If" so, which provisims are intended to achieve the purpose?
Similarly, 1s 1t intended to introduce measures for controlling
the trade cycle?

8.4 What are the objectives in requiring that a proportion
of the contributions to the guotas be made in gold?

Ge Would the Stabilisation Fund contribute in any way
to the maintenance of a market for gold? 1In particular,
does II (8) apply to newly mined gold?

10, 7“hat grounds are there for believing that action
under Stabllisation Fund II (6) and (7) would be adequate

to prevent an embarrassing shortage of particular currencies?
Would 1t not be advisable to amend II (6), line 2, tc read
before instead of after, ctec.

11, Is action by creditor countrics to correct inter-
national disequilibrium contemplated under the Stabilisation
Fund scheme as under the Clecaring Union?

12, In fixing the ratces of exchanie is it intended that
the najority of the Board shouvld agree the ratc with esach
country or impose it on cach country unilatcrally?
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ight 1t not be advisable to refcr to “abnormal
s in II (9) instcad cf blocked balances in order
v

ing an incontive to dceclarc balanccs blocked?

Tiiq Is the Intention if II (1L) to assist & country with
its Internal fiscal probleéems znd, if so, why should the
funds of the Stabllisation Fund be risked for this purposc?

15. Docs the Stabllisation Fund delibceatcly exclude
facilities for collaboration with other intemationsl bodies?

16, What is 1t proposcd to do with currcncics of non-
member countrics uf'ter sixty doys?®

17. Is there not a danger that the proposed voting
powcrs might givc a stute thut rcaches & maximum of 25 per
cent of the total veotes s liberum veto over all significant
declisions without giving it positive power und respons-
ibility corrcsponding to this ncgative powcr?




SIMILARITIES BETWFEN THE CLEARING UNIOKN AND THE
STABILISATION FUND.

(Submitted by Sir Frederick Phillips and
Mr. Redvers Opie)

1. Both schemes aim at stabllity of exchange rates with-
out interference by exchange control with payments on current
account, Both schemes assume that capltal transfers will be
sub ject to speclal control,

2 Both face the difficulty that after the war few
countries will have the gold and exchan e reserves necessary
1f they are to maintain by thelr own resources stablllty of
exchange rates while permitting freedom of transfer on

current account; or will be able to secure unaided the credits
in foreign currencies which are the only alternative to
reserves of thelr own.

5 Both meet the difficulty by an arrangement by which

(a) All the balances, favourable and adverse, of a
country with other countries are brought into a single
account with an international clearing agency or pool, so
that favourable balances can be set against unfavourable
and a net balance iIn the relastions of the country with all
other countries established: and

(b) Creditor countries are no longzer required to
hold particular currencles but are given a claim on other
currencles in general at fixed rates of exchange.

L The mechanism by which effect is given to this
arrangement is different in the two cases. The Stabilisation
Fund creates a pool of gold and currencies to which each con-
tributes and on which each can draw; the Clearing Union
registers net claims of cach country on others in an Inter-
national unit of account, thecreby substituting claims on the
Union expressed in the international unit for claims on
countries expressed In national currencies. But the
differences are less than appears at first sight,

5e Both limit the facilities they offer to member states
to temporary short-term assistance. They do so© (a) by limit-
ing rights (whether to buy national currencies from the
Stabilisation Fund or to incur debit balances with the Clear-
Ing Union) by reference to gquotes, bassd on an asscssment

(on & common basis) of needs; (b) by imposing conditions
directed to compelling members to correct any persistent
discguilibrium in their rclations with the rest of the member-
ship, even before they have exhausted thelr guota.

6 In both schemes the e¢ffcetive 1limit to facilitics 1is
set by the aggrecgate of quotas., 1In the Stabilisation Fund
this amounts to rniore than thec contributions to the Fund
itself, Ordinarily the "deficlicncy" members will be able

to draw morc than their subscription becczuse the "surplus"
members will draw less, and also there are provislons for
supplementing the Fund in general or its supply of particular
currencies by borrowing or by additional calls. On thc other
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hand the Clcaring Union hough theoretically 1t might create
unliml ted "1Jhta by c ins members with balances, 1s just
as effle ctlv ly limited in practice by the aggregate of quotas.
This aggregate is determined by facts that belong to the past
(the VClth of past trade); although the existence of the
Union may have influenced the volume of trade, at any moment
of decision the Union is limited by a fizure of agzregate
juotas which 1t cannot change.
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Te The establishment of quotas is therefore the basic
practical consideration in putting eithcl scheme into
effect. The form of the scheme 1s largely a matter of
pollitical expedlency.




