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5. Intermmational ubuctarv Fund and International Bagnk for
Reconstrugtion and Development,

1. Eardy Formulation of Froposals
The studies whigh the United States Government undertook re-

garding the international finsnelal maghinery that would be needed
in the post war period were cosmmended shortly after the outbreak
of hostilities in 1939, BSecretary of State Cordell Hull in De-
cember 1839 appointed from among the higher officers of the
Departuent of State a committee known as the Advieory Committee
on Problems of Foreign Relations, This committee had three
suboommittess, one to deal with each of the following subjects!

1. Political Problems

2. Limitation and Reduction of Armasnents

3. Eeonomioc Problems

The subeommittee on Egonomio Problems, eonsisting of lMesaras,

Leo Pesvolsky (Chairman), Adolf Berle, Henry Grady and Herbert
Feis, met firet in Jenuary 1940. Among the early papers it
considered was cne entitled Interlocking of Commercisl, Finan-
c¢lal, Monetary and other Economic Probleme., This committee wase
eongerned asong other things with post war finasneial and monetary
matters, and vas expanded in May 1940 to ineclude representatives
from other Departaents, It accordingly became the Interdepart-

mential Group to Consider International Feonomie Problems and




Poltoltl.l/ This group sppoeinted a sub-group on Menetary and
Finanocial Poliey which held a series of meetings beginning in
the Fall of 1940,

W“hile these meetings were being held, the Treasury Depaft-
-ont'; Pivision of Monetary Research under the leadership of
Kr. Harry White was giving independent study to these questions,
and in the latter part of December 1941 produced a memorsndum
entitled, “Proposal for a Stsbilisation Fund of the United snd
Assoclsted FNatione", Thies draft proposel was submitted to the
State Departaent early in January 1942 with the suggestion that
the proposal be presented to the Conferenee of Kinlsters of
Foreign Affairs of the Auerican Republigs wvhigh was about to
convene in Rio de Jeneiro, It wae also suggeeted by the Treasmry
Department that the proposal be submitted simultaneously te all
of the other United Nations., While the proposal wvas not sube
mitted to the Jonference, which met later that month, nor te
any other nation et this time, the following resolution, pre-
sented by the United S8tates, was adopted by the Rlo de Janeiro
Conferenge as Resolution XVi

“WHIREAS!

l. A more effective mobilizstion and utilization of for-
eign exchange resources would be of assietance in the struggle
against aggreseion and would eontribute to the realization of

1/The membership of this group consisted initially of the fol-
lowing! BState Department! Leo Psevolsky (Chalwmmasn), Adolf
Berle, Henry Orady, Lynn Edminister, Herbert Feis, Harry Hawkine
Treasury Departazent! Merle Cochran, Harry White; Comaerge De-
partaent: Grosvenor Jones, Loules Domeratzky, "dchard Gilberts
Departument of Agrioculture! Morcheai Frekiel, James MoCamy,
Howard Tolley and Leslie Wheeler,
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the economic objeotives set forth at the First and Second Meetings
of the Ministers of Foreign Affairs of the American Republies
at Panama and Habana} snd

2. The American Repudblice which are combined in 2 common
effort to maintain their political and econoaie independence
ean cooperate in the ¢reation of an organization to promote
stability of foreign exchange rates, encourage the international
movement of produstive cepital, facilitate the reduction of
artificial and discriminatory barriers to the movement of goods,
assist in the correction of the maldistribution of gold, etrengthen
monetary eysteme, and facilitate the nalntenance of monetary
policies that avold serious inflation or deflation,

The Third Jeeting of the Minleters of Foreign Affeirs of
the llorlo;n Republiocs

REQOM! ENDS}

1. That the Governaents of the American HRepudblies parti-
elpate in a special conference of Ministers of Finance or
their representatives to be ealled for the purpose of consi-
dering the establishment of an international etabilization fund,

2. That the conference in gonsidering the establishaent
of such a fund shall formulate the plan of organizstion, powvers
and resources negesssry to the proper funetioning of the fund,
shall determuine the conditions requisite to partieipation in
the fund, and shall propose pringiples to gulde the fund in
its operation.*

Studies vere continued in the Treasury Department and in
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March 1942, a memorandum was prepared entitled, "Preliminary
Draft Proposal for United Nations Stabilization Fund and a
Bank for Regonstruetion and Development of the United and
Assgocliated Nations", Becoretary Norganthau in MNay 1942, die-
cussed the proposal with President Roosevelt and proposed that
the United States call s conference of Ministers of Finange to
consider it, The President suggested that the proposal be die-
cussed with the Departaent of 3tate and other government agen-
clies, and that the guestion of a possible conferense of Minlstere
of Finance be discussed with Becretary of B8tate Cordell Hull,
Folloving this discussion with the Bresident an interde-
partaental group, whioch came to be known ae the Cabinet Com-
mittee, met, May 26, 1942, in Seaeretary Horganthau's offiece to
consider the propouall.xf Those present at this meeting bellieved
it desirable that the United States proceed with its plane and
endeavor to eestablish the necessary international finanelal
institutions prior to the post war period, The group asgreed
thet an interdepartmental suboommittee should be established
to whigh the interested agencies would send representatives;
this suboonmittee would report to the so-called Cabinet Committee,
The first meeting of this interdepartmental subgommittee,
known as the American Technieal Committee, was held May 28, 1642,

1/ Thie meeting vas attended byt State Department! Leo Pasvolsky,
Herbert Feles}; Treasury Departaent: Henry Morganthau, D, ¥,
Bell, Edwerd Foley, Harry “hite, Bernard Bernstein and Frank /
Southard; Commerce Departmentt! Jesse Jones} BHoard of Gove
ernors of the Federal Reserve Jyestem! Harriner Kecles and
Emanuel Goldenwelser} BSoard of Eeonomle Warfare! Louis Bean
and Frank Coe,
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The agencies represented on this Committee weret State Depart-
ment, Treasury Department, Commerge Department, Board of Gov-
ernors of the Federal Reserve Bystem, the Securities and Exchange
Comaiseion, snd the Foreign Economie Administration, It was
this Comuittee under the Chairmanship of “r, Harry White of the
Treasury Pepartaent that gave detalled eonsideration to the
plans for a Hometary Fund and Bank, holding numerous meetings
over the next few years, and that was to a large extent res-
pongible for the final form of these 1nlt1tutlonl.1/

During the early diseussions of the Committee, Mr, Golden-
welser of the Federal Reserve Board expressed the view that the
machinery of the Treasury proposal was geared too mugh to pre
var traditions and that speclal consideration should be given
to broad objectives, Mr, Hansen believed that international
cooperation in preventing depressiona should receive more atten-
tion, and that flexibility in exchange rates wase desirable for
the smaller countries, The Committee in 1042 dlscussed the
calling of a United Nations Conferense of techniosl experte
to consider the Treasury propoeal and so recommended to the

individuals serving on thie Committee varied froa tire
to time, but the prineipal attendants wvere as follows!
White Boulct Ben Cohen} B8tate Departmentt ¥William Adams
Brcvn ¢, Collado, Frederick Livesey, Leo Pasvolsky,
;urkt Young; Treasury Departmentt Elting Arnold, ¥,
H. Bcrnotctn. J, Henry Bitterman, Ansel F, Luxford, Raymond
F. ¥ikesell, Harry F, ¥White} co-cr«l '111 cluton. Hal
Lery, Angust Haffry} Federal Reserve Board! Alice Bourneuf,
Walter Cardner, E,A, Uoldenvelser; Securities and Exghsnge
Commi ssiont Uuitor Loughheim; Export Import Sankt: Hawthome
Arey, Warren Lee Plerson} Forelign Economie Adminiatrationt
James W, Angell, V, Frank Coe; National Resources Planning
Board: Alvin H, Haneen,
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Cabinet Committee, At s meeting of the Cabinet Committee in
July 194!;1/ Nr, Acheson sald that the State Department be-
lieved that no general conference should be held until after
prelisinary discussions had taken place with the United King-
dom and other large countries, After conelderable deliberation
it vas sgreed, in January 1943, that such exploratory dlscus-
slons ghould take place with experts from six countries.
Puring this period considerable work in this field of
international finaneial problems was being carried on in the
Btate Department by the Division of Special Research under the
direation of ¥r, Leo Pasvolsky, and after the end of 1042, by
the new Division of Eeonomic Studies of which Nr, Leroy Stine-
bower was Chief, This new Division in addition to studying
monetary matters prepared a plan for an International Invest-
ment Agenay to make loans and facilitate the flow of oaplthl.
This proposal was transaitted by Ascistant Searetary Berle to
the American Teshnigal Committee in 1943, The Division of
Foonomig Studies also gave considerable attention to means of
reviving private investment and to the question of a possible
international organization to develop and enforece standards
of investment practice and principles of equitadble treatment
by fordign governmente, Under the chaivmsnship of Mr., Berle

1/ The meeting was held in Wr, Morganthau's offloe af the
Treagury and was attended byl White House: Lauchlin Curriej;
State Department: Dean Acheson and Lee Pssvolsky; Coumerce
Departuentt Jecse Jones} Federal Reserve Board: Karriner
8, Eccles and E,A, Goldenvelser; Board of feonomic Warfarel
Louies Lean and V, Frank Coe,
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and later Kr. Fasvoleky, a series of ueetings was held in the
Btate Departuent to consider fundamental problems of interns-
tional finance snd investaent,

2e

LOQONne 200 & U, SR

blgcussions with Other County
Puring this period when the United 5tates was considering

international nonetary and financial problems and was making

plans for bilateral diescuseions of ite propocals, considera-
tion wvae being given to the sgme problems in the United King.
dom, In August 1942, the British Ezbassy in ¥Yashington trange
mitted to the Btate and Treasury Departmnents oopies of a plan
entitled, “Proposals for an International Clearing Union“,

The covering letter to Assistant Secretary of State Berle sald
that the statement was for the informal consideration of United
ftates experts. The proposal had been prepared by Lord Maynard
Keynes and oame to be known as the"Keynes Plan®; the United
States proponal was known as the "White fl-n'. The United
States plan was made avallable to the British and a series of
informal discussions took place between British and American
technical experts.

The British and United “tates propossls had many similar-
fties but differed Ain several important respects, Both plans
provided for the stabllization of exghange rates as a main obe-
Jective and specified that changes in rates could take place,
apart froa changes within certain narrov limite, only with the
approval of the proposed international organization, Both plans
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provided for an international curreney unll.t’ doﬁnd in teras
of gold, ealled "banecor® in the British plan and “"unitas" in
the United States plan, and a quota to be assigned each member
based upon its economie importsnce, the quota to determmine the
member's drawing privileges on the organization as well as the
mesber's voting rights. The plane differed in their provisions
regarding the organization's resources available to members,
The United States plan provided for a contributory fund, each
menber providing ite share of the resources based on its
assigned quota, MNembers might have sccess to these resourges
under certain conditions in order to meet temporary defiolits
in their balances of payments,

The British plan on the other hand was based on the over-
draft prineiple and provided that creditor countries on current
internationsl account would socept from their dedtors a credit
balance on the books of the Clearing Union, the balance being’
in terms of the new currengy unit, the "bancor®, The “bancor
was to be transferable and acceptable by all member countries
inpayment of international obligations. A debtor ecountry could
in this manner pay for it%s imports by a debit balance against
it on thd books of the orgsnization wp to the amount of itse
quota.s In its original form the British proposal had provided
almost no limit on the amount of oredit te be supplied by the
oreditor country. This provieion was opposed by the !nited States,
a potential ereditor, and was eliminated by the Mritish in the
revised version of their proposal,
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The Chancellor of the :xchequer r-rcrﬂ;d An Perliament on
February 2, 1643 S0 the need for "an international monetary
mechanism which will serve the requirements of international
trade and avoid any need for unilateral astion in competitive
exochange depreciation ., . . a system in which blocked balances
and unilatersl clearances would be unnegessary . . . an orderly
and agreed method of determining the value of national currency
units , . . ve wvant to free the international monetary system
from those arbitrary, unprediotable and undesirable influences
vhioch have operated in the past ni a result of large scale
speculative movements of short-term capital.”

On Karch 9, 1943, newspapers carried a description of the
British and United States plans, the stories originating in
London, Acoordingly, the two governments decided to release
the plans to the publie. Before releasing the United States
plan on April 7, 1943, Seeretary Morganthau appeared on April b
before a jJoint secret session of the Senate Committees on Fore
eign Relations on Banking and Currency and the Special Committee
on Post War Egonomie Poliey and Flanning, and discusged with
them a revised draft of the United States proposal, The British
Government released their proposal to the publie under date of
April 8, 1943, pointing out that it had been discussed with the
United Htates, the Dominions and India but that the British
Governuent was not committed to its principles or detalls, The
United States had slso made clear that its propoeal was the
work of teehnical experts and d4id not involve any officlal com-
mitument,
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The revised draft of the United States proposal, already
available to the goveraments of the U,X,, the U,8,3,R, and
China, was eent under date of Marech 4, 1943 to the governments
of Australia, Belgium, Bolivia, Brazil, Canada, Colombia, Chile,
Costa Rlga, Cuba, Czechoslovakia, Dominiean Republic, Eeuador,
El Salvador, Greece, Tuatemala, laiti, Honduras, Indls, Iraq,
Luxeaburg, Mexlieo, the Netherliands, New Zealand, Niearagus,
Norway, Panama, Paraguay, Peru, Poland, Unien of South Africa,
Uruguay, VYenesuela, and Yugoslavia. Secretary Morganthau's
covering letter sald "The document is sent $o you not as an
expression of the offieial views of this Government but rakher
a8 an indlcation of the views widely held by the techniecal ex-
perts of this Government®. He also invited these Governments
to send technieal experts to Washington to make suggestions and
to dlscuss the proposal. In April 19843, the plen was also sent
to the governments of igypt, Ethiepis, Iceland, Iran and Liberia.

In addition So the discussions with British representatives
bllateral disgussions wvith representatives of various other
countries began in the Spring of 1943. An informal conference
vas held in Washington June 15, 16, and 17, 1043, attended by
such technical represeontatives as were available in Washington
from the above named countries, Representatives of the follow-
ing countries were present at these meetingst Austrslia, Pel-
glua, Brazil, Canada, China, Czechoslovakia, Eouador, Exypt,
France, Luxemburg, the Netherlands, Norway, Paraguay, the
Phillippines, Poland, U,X,, V.8,8,R,, Venezuela and the United
States, =
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At this informal conference of 19 sountries a number of
propesals and memorands were subnitted, The Canadian represen-
tatives presented a carefully prepared plan for an *Interna~
tional Exchenge Unien.® This plan provided for an organization
with 68 billion of resources embodying many of the features of
the British and United States proposals and was intended %o be
a compromise plan, The Canadian plan was favorably received
by many of the representatives and was the basis for consider-
able discussion, Other proposals and suggestions vhich re-
ceived extended attention either at the conference or subse-
quently, were sudbmitted by China, Kouador, and France. The
similarities of the various views embodied in all these pro-
posals vere much more marked than were the differeaces, The
conference oconsidered especially the probleas of adjustnents
of exchange rates, the size of quotas, gold contributions and
voting pewer in the proposed organization,

At meetings between British and Amerioan -rmmmhttnn
on June 22 and 23, I.NSV the British were informed that the
sinimun gonditions for U.8, acoeptance of measbership in a
stabilization fund were!

1. The U,X., should not alter its exchange rate prier

to the beginning of fund operations,

2, The resourcex of the fund must be on the contri-

butory rather than the overdraft prineiple.

1/ The dritish representatives inecluded Sir Frederiek Phillipe,
Messre, D.,H. Roberteon, Lionel Robbins, and Redvers Ople.




3« The U,3, finanelial commitment must be a limited
one, perhaps $2 or &3 billien,
4. The U,8, sust have a veto over any ehange in the
gold value of the dollar and over any change in
the gold value of the proposed new gurrenay unit,
Thece minimum oonditicns were set forth in a letter of
July 24, 1643 from Mr, Harry White to Lord Xeynes. In reply
Lord Keynes under date of August 10, 1943 accepted in substance
the sonditions, stating however that for British aceeptance of
the fund proposal there must be provision for greater fle xibi-
11ty in exchange rates, ond that gold subseriptions should be
redused,
In order that an international conference be suecessful
it vas reocognized that the United 9tates and the United Kingdonm
muet first reach agreement on all major points, Aecordingly, e
series of informal eonferenses between British and American re-
presentatives were held wvith this objesctive in view, Lord Xeynes
arrived in Vashington in September 1943 at the head of a British
delegation to conduet negotiations on vdious commerbtal poliey
and finangial subjeots end promptly outlined Britich views re-
garding the proposed stabiliszation fund, Thase views may be
sumnarized as follows!
1. The U.XK, would asccept the contributory principle
with a modification whieh Lord Keynes would ine
troduce later,

2, The U,K, wvas agreeable to a maximum subscription

18-




3.

4.

6.

Te

by the U.8, of approximately $3 billion but belleved
that aggregate quotas should de $10 %o $12 villien,
The U.X, was prepared to commit itself %o malnte-
nanee of the present exchange rate for the pound
sterling provided sgreement was reached on other
aspects of the fund iropolal.

The gold eontributione stipulated in the propossl
would need to be reduced,

Greater flexibility of exchange rates should be
provided for; the U.K.-could not sccept the require-
ment of approval by a 3/4 majority vote for a change
in exchange rates.

The provision for approval by nﬁ 86% majority vote
for a change in the gold value of the new gurrendy
unit wvas unaceeptadle to the UK, |

The provisions in the U,S5, propotal for the gradual
liquidation of the so-called abnormal sterling bale
anges should be omitted since the Eritish preferred
to negotiate this matter themselves,

Lord Keynes presented a memorandum entitled "Exchange Rates®
whieh embodied the following pointst

1.

Members would agree not to propoce a change in
exchange rates unless the change was essential
to correct a fundamental disequilibrium,

The Pund should not withhold its soproval of a
proposed change Af the change, inclusive of
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previous ghanges did not exceed 10 porncnt wvithin
any ten year peried,

3. fipecial consideration should be given to members
which had exceeded their quota rights,

4, In the event that 1t was not poesible to obtain the
Fund's prior approval to a change in rate, a member
6ould make the change and if the Fund disapproved,
the meamber could then either reverse its action or
vithdrav from the Fund,

8: The Fund should not disapprove a change in rate
necessitated by social or political policies of
the aember,

In these dlscussions Lord Keynes took the position that e
member should have access to the resources of the Fund without
limitation until such member had withdrswn resources equivalent
to 1ts quota, The United States representatives, on the other
hand, argued that the Fund should exereise control over all
drawings on the Fund's resources and that no member should have
an automatic right to utilize these resources. The British
replied that if a member were to be adble to formulate its own
policies and prograns it would need the assurance of unhampered
acoess to the resocurces of the Fund, The United States experts
believed that disoretion on the part of the Fund was esasential
Af the Fund's resources were to be oonserved for the purposes
for whigh the Fund was established, and if the Fund were to be
influential in prombting vhat it ooneidered to be aprropriate
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finanolal policies of members in the interests of the Fund's
broad objeotives.

These discussions revesled a fundamental difference in
viewpoint between the United Kingdom and nited States regard-
ing the nature of the Fund and its operations, a difference
vhieh frequently reasppeared and which has sontinued %o the pre-
sent time. The British have bellieved that the Fund should
operate as an sutomatie institution with a minimum of disere-
tion on the pert of its mansgement, whereas the U.8, has be-
lieved that the Fund can be most effective in achieving its
purposes lf ite operations are conducted on a diseretionary
basis, According to the United S2tates viewpoint it follows
that the Fund should be mansged by highly competent and well-
pald officers vho give their full time to Fund responeibilities,

In the discussions with the British representatives in
1943, the United States insieted that before adjustaents in
exchange rates ocould take place a member should firet consult
with the Fund end obtain its appreval. The British preferred
latitude for independent member actions, Other matters whigh
were oconsidered at length had to do with the following! probe
leas which would arise in the event that the Fund's holdings
of the currency of a member were to begome scarce, the smount
of each member's subsoription payable in gold, voting with
respect to adjustments in exghange rates, »nd the amount of
the ageregate quotas, It was agreed that a Joint statement
should be prepared showing the points of sgreement and those
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that wvere as yet unresolved,

Puring the discussions Lord Keynes presented a memorandum
entitled "Suggestions for the Honetization of Unitas" dated
Septeaber 21, 1943, The objestive of the vroposal was to make
the unitas a truly international currengy rather than merely
an agoounting unit, Lord Keynes' proposal provided that each
member would psy at least 12 1/2 percent of its gquota in gold
and the remainder in securities carrying an interest rate of
1 1/2 percent payable in unitas. Each member would be given
a balance at the Fund in unitas, sugh balances to be freely
acoeptable by all members in the settlenent of international
obligations, Members would agree to sccept unitas in exshange
for their own currengy up to the peint that a member's holdings
of unitas reached 120 percent of its quota, Members sble to do
80 should redeem each year in gold br gold gonvertible ourren-
cies their securities in the amount of £ percent of thelr quotas.
Lord Kkeynes urged that his proposal would provide a basis for
multilateral clearing which 4id not exist in the United States
proposal.

The prinecipal differences between the British and United
States representatives at the end of these discussions were on
the follewing pointst

1. The smount of gold subseription of each member;

the United States proposed 25% of the quota or
10% of gold and foreign exshange holdings, whigh-
ever was the smallerj the British preposed 12 1/2%

«16-



2.

3.

4.

of the quota. (Later the British accepted the United
Otates proposal but specified that the forelgn ex-
change holdings vere to be net offielal holdings,)
Fowers of the Fund to limit a member's access to

the runi'- resources} the United States delieved
that the Fund should be sble to limit such acoess

at any time whereas the British urged that no res-
trietions should be luposed prior to the péint vhere
the Fund's holdings of a meuber's gurrency exceeded
166 percent of the member's quota,

Provision for an international eurreney unit other
than 2 unit of an aseecunting nature; the United
States preferred the latter, .

Rights of a member %o adjust its exchange rate;

the British desired that latitude be provided for
unilateral chsnges,

Requirements regarding the repurchase by a member

of its curreney held by the Fund,

Lord Keynes returned to London in the early part of Coto-
ber 1843, but an exchange of views continued between British
and American representatives by correspondence, gable, and

direct negotietions with British representatives in Washington.

The British tranemitted in December 1943 a new draft of the

Joint statement introducing a section entitled "Traneltional

Arrangesnents” the substance of which wae later embodied in the

final sgreement, This section provided for s period of three

or more years following the war during which members would not
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be required to accept the obligations of the Fund regarding
exghange restriections,

Bilateral dlecussions between the United States and various
other gountries vere also held during the latter part of 1943
and the first of 1944. These included discuseions with Russian
experts vho came to Washington early in 1944 and engaged in a
series of lengthy disgussions. Doubts had been expressed as
to how the Russian economy eould be related to the proposed
organization, After asking numerous gquestions regarding the
proposals the FRussian experts stated that they believed it
would be possible for the U.5,8,R. to participate in the or-
gnnlutm.y

Agreement between the United States, the nited Kingdom
and other countries was finally reached on a Joint statement
setting forth the prinsipal features of the proposal, and on
April 21, 1944 there wvas released to the publie the so-called
“Joint Statement by Experts on the Establishment of an Inter-
national Monetary Fund® .ﬂ The statement was published simul-
Sanecusly in Washington, Londen, Mosgow, Chungking, Ottows,

Rlo de Janiero, Mexice Uity and Habana, and in full or abbre-
victed form in many other countries, The governments of Russia
and China agreed to participate in a finanoial conference on
the basis of this Joint Statement, The Britieh declision to
participate in a conference waes reached, May 10, 1644, on the

1/ The UsC.8,R, ha® not become & member of the rund or Bank.
£/ See appendix.
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understanding that the United Kingdoam was not committed to be-
come a member of the proposed institution, This position was
the same as that of other governments ingluding the United States
vhere Congressional aetion would be necessary for the "nited
8tates to become a member, During the negotistions the Secre-
tary of the Treasury had kept the Congress informed of devele
opments,

3. Zaternational Bank Propoesl

The original priponnl of the Treasury Departament in January
1942, noted adbove, was gongerned with the establislment of an
internstlional stadbilisation fund, - The propesal as revised in
March 1042 included also the outlines of a bank and was entitled
“Preliminary Draft Proposal for United Nations Stadbilization
Fund and a Bank for Reconstruction and Pevelopment of the Uni-
ted and Assoclated Nations." The preposed bank wae to have a
ocapital of 710 billion subsoribed by the meaber governments and
wvas designed to make loans fro resonstruetion and development
purposes, At least 28 pereent of the capital was to be paid in
gold, The loans were to be partly im local currensies and partly
in international curreney units, according to estimates of the
portion of the loan to be spent at home and abpoad,

In the interdepartaental discussions of the Tressury pro-
posal for a monetary fund and bank the possibility was conesi-
dered of combining the two institutions into a single institu-
tion., Thie suggestion was rejected, however, since it was

belleved that the fungtions of the two institutions vere dlgtinet



and that they would require different types of personnel,

The interdepartaental discussions during 1942 and most of
1943 were ziven over prectically entirely to the proposal for
a stabllization fund and there was 1little or ne dlsoussion of
the bank., This was due partly to the greater teshnical 4iffi.
culties inherent in the fund proposal and alese to the faet that
ourrengy and exchange difficulties during the nineteen thirties
had been so uﬂlﬁ.y diseruptive to world trade and to the internsl
egonomies of all sountries,

Although there was little or no interdepartaental discussion
of the bank proposal during this period active study of the
question was underway both in the #tate Department and in the
Treasury Departaent,

At the three day informal conference held in ¥Washington
in the middle of June 1943 with representatives from 19 coun-
tries, Zecoretary Morganthau informed the eonferenge that fol-
lowing the oconsideration of the stabllization fund propesal
the next step would be consideration of the preposal for an
International Bank for Regconstruotion and Development, This
was the firet announceaent to other countries that the United
Etates was eonsidering plans for an international bank,

Under date of September 4, 1943, Assistant Seqretary of
State Adolf Berle sent to Mr, Harry White of the Treasury De-
partaent a proposal for an International Investment Ageney
which had been prepared in the State Department., Thie proposal
had been prepared in the Division of Feconomic fZtudles in oon-
sultation with other Divisions and Offigers of the Departaent.
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1t proposed in some detall an international institution whigh
would make losns %0 its members for spproved purposes,

The Treasury and State Department proposals were funde-
mentally not very different, each providing for an institution
with s substantial smount of capital paysble partly in gold
and partly (the larger part) in national currencies. The pro-
posed inetitution was to cooperate with private capital and
was not to compete with it in finaneing reconstruction and de-
velopment needs of subsoribing countries. It would be adble to
make loane out of ite own resources or could guarantee private
loans., Repayment prospects of all borrowers were %o be care-
fully examined eince the institution was intended to operate
on sound finaneiasl prineiples, It could issue its own oblige-
tions for sale in the private capital sarket in order to odb-
tain funds for lending. The Treasury proposal provided that
each loan by the bank must be guarsnteed bY a member govern-
ment., This was not required in the State Departaent proposal.

The British proposal for a (learing Union referred to the
need for other institutions, inmcluding a Board for Internatio-
nal Investaent, snd mentioned the services which the Cle aring
Union might perform for such a Bosrd, At the olose of the dis-
gussions hetween British snd Amerlean ruproltatutivol in the
fall of 1943, the United States representatives referred %o
this country'e interest in a dank and gave the British repre-
sentatives a draft of the bank prepceal, A meeting vas agoord-
\ngly arranged for the following morning at which this proposal



was disgussed. This was the only discusesion of a bank during
this series of British and American discussions, The Treasury
Departaent published on November 24, 1943 what it called a
Prelininary Praft Outline of a Proposal for a Sank for Reson-
struction and Development of the United and Assoclated Nations.

The bilateral discussions with representatives of various
countries, including the United Kingdom, which took place late
in 1943 and during the first part of 1944 dealt primerily with
the fund proposal, although before these dlsoussions were over
the bank had received considerable detailed oonsideration,

The foreign representatives participating in these discussions
showed a strong intereat in the estzblishaent of an interma-
tional bank, The wvar-devastated countries deeired a source of
funds to assist in reconstruction, whereas the relatively unde-
veloped gountries were interested in an institution whioh would
ald them in thelr plane for economic development,

The discussions between the British snd United States re-
presentatives gentered around the development of the so-called
Joint Statenent by Ixperts on the Zstablishaent of an Interna-
tional Monetary Fund, as the basie for an international cone
ferense., Agreement on this statement required prolonged and
dirficult negotiation, and sinoe it was desired to hold a
sonferenge promptly time 4did not permit the preparation of &
similar statement with respect to the benk proposal. The
disoussions with the British and other representatives had,

however, indicsted a large measure of agreement on the provisions
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regarding the proposed Bank, Thus it was that vhen plans were
made for the calling of sn international conference for July
1944 the preoposal for an international bank was not as far ade
vanced as that for the Monetary Fund, 3Some of the United States
experts bellieved that if the gonference osould agree upon a
Monetary Fund that would be a2 significant sccomplishunent and
wvas perhape all that could be hoped for, While the bank pro-
posal was greatly deeired there was a feeling in some quarters
that the conference might not be able to develop and agree upon
plans for both a monetary fund and a benk, and that a subsequent
conference to conelder the question of a bank and other Anvest-
ment problens might be necessary.
4. BretSon ¥oods Conferenge

In May 1944 the Fresident issued invitations to the 44
United and Assoolated Nations to send representatives to a
United Nations Monetary and Financial Conference to be held
at Bretton ¥oods, New Hampshire, in July 1944. !holccnfor!aoo
vas to discuss the proposal for an International Monetary Fund
within the terms of the Joint Statement and was also to cone
sider the proposal for g Bank for Reconstructien and Develop-
ment,

In order to develop further some of the meny details of
the proposals and thereby facilitate the work of the Conferenge,
a preliainary meeting was held at Atlantie City during the lat-
ter part of June. On June 15 a group of American finaneial

experts cesembled there and were joined a few days later by
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experts from 16 other gountries, namely, Australia, Belgiuam,
Brasil, Canada, Chile, China, Cudba, Czechoslovakia, France,
Greece, India, Mexico, Netherlands, Norway, the United Kingdom,
and the U,8,8,R, This growp worked intensively endeavoring to
deal with some of the still unsettled guestions and to produce
a nore finished document. Informal disgussions were held and
on June 26 a full meeting of this preliminary conferencs took
place.

A% these meetings in Atlantio City the British experts
headed by Lord Xeynes presented proposals regarding the Bank
whigh iavolved rather extensive ghanges from the earlier plan,
but whigh wet with almost immediate approval by the experts of
the other nations inciuding the United States. According to
these suggestions only a small portion of the Bank's capital,
nasely 20 pereent, would be pald in and be avallable for loans,
The reaalning 80 pereent would gonstitute a guarantee ;iud to
be used, if necessary, in connegtion with the Bank's guarantees
of private loane or to meet other obligations of the Bank, It
became' clear that the proposal for s Bank was to receive meajor
consideration at the Conferengse, These proposals, together
with suggested changes in the Fund plan, had been prepared by
the British delegates in eollaboration with the delegates of
several Ruropean governmente in exile who hsd discussed the
matter in London and slso on the boat en route to New York,

The group at Atlantioc City completed its work there on

June 30 and vent direetly to the Conference at Bretton ¥Yoods
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which convened on July 1, 1944, Forty-four governments were
represented at the conference, In addition Denmark, which had
no government in exile was represented unofficlally by its
minister in Vashington who attended in his personal capacity
upon the invitation of the conferenge.

The Gonference divided itself into three Technical Com-
missions as follows! Commission I, International Hhuctarr
Fund; Commission II, Bank for Reconstruction snd Development)
and Commission III, Other Xeans of International Pinancial
Cooperation, These Commissicns were broken down inte Commi t~
tees snd Subcommittees whigh considered the various specifile
sections of the propesed Articles of Agreement for the Mone-
tary Fund and Bank,

A great deal of interest centered around the determina-
tion of the quotas to be assigned the countries by the Monetary
Fund Agreement, A member's quota deSermined not oaly its eudb-
soription, paysble partly in gold and partly in 1its own
gurrency, but also was related to its draving privileges on
the Fund snd established its voting rights, The countries
therefore desired to have their quotas ae large ss possible.
The countries also regarded the size of the quota as a matter
of prestige indicating the importance of the country, so that
preperation of a sghedule of quotas satisfactory to all coune
tries proved to be a very 4ifficult task, The quotas wvere
based upon economie consideratione such as the sise of a

gountry's foreign trade, fluctuations in its balsnee of payments
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and other faotors indicating needs for foreign exchange reserves,
Lengthy nmtutiou vere negessary and several of the countries
vere not happy over the final results,

A different attitude prevailed regarding the quotas, or
subsoriptions as they were called, for the Bank, Although the
size of the subseription determined as members veting rights
it had no relation to the amount which the member might borrow.
The sountries therefore desired that their Bank subseriptions
be as small as poesible, The U.,5, and others urged that Bank
and Fund quotas be identical for each member, but due to spe-
olal ecircumstances several dcpartﬁrct frou this were made, the
United States and a few others sccepting larger Bank quotas,

The United Btates and the United Kingdom continued thedr
differences over the extent te which the Fund should be an au-
tomatic inetitution, the British believing that a member's
rights of socess to the Fund'e resources should be predetermined
and secording to established rules. The United States, on the
other hand, believed that the Fund's gperations should be on a
diseretionary basis. The Articlee of Agreement as finally
sdopted represented scumevhat of a compromise of these views,

The United States desire for a strong discretionary Fund
led to the provision that the Board of Exegutive Ulirectors
should eit in continuous session. The United Ztates inter-
preted this to mean thet the Directors should devote thelr
full time to their Fund duties, At the inaugural meeting in
Savannah in March 1946 however, it developed that the Sritish
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did not so interpret this provision, It was finally arranged
that either tne Director or his Alternate should be in conti-
nuous attendance at Fund headquarters,

The question of charges to be imposed by the Fund on amounts
drawn by members from Fund resources was the subject of conei-
derable discussion, i-no of the representatives urged that
there be no charges on sugh drawings. The provisions agreed
te provide thst the changes inorease preogressively with the
amounts érawn snd the length of time such drawings remaln unpaid,

The U.%,5,R, proposed that the gold sontridbutions of goun~
tries devastated by the war be substantially less than for other
meabers, This provision was noct asccepted by the gonferensce.

The T.5,8,H. also desired that the Bank grant more favorsble
terms or its loans to gountries whose territories had been de-
vastated, The Articles of Agreement of the Bank contaln a con-
cesgion on tnig seore in that they provide that the Bank “shall
pay special regard to ligntening the finaneial burden® for
members suffering “great devastation from enemy oocupation on
hostilities®, The U,8.35.R, also objested to the Fund previsioen
regarding the dbligation of a member to supply information to
the Fund, As a result of U.5.8,R, opposition this provision
vas veskened somewhat. |

The Latin American representatives feared that the Bank
would be more interested in making reconstrustion loans to
Suropean gountries than in extending development loans to the

underdeveloped areas, There was inserted therefore a provision
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.50 the effeot that the Bank's resources should be used "with
equitable ¢onsideration to projests for dcvolepiont and projects
for reconstruction alike".

Australia, New Zealand, the United Kingdom and a few other
gountries feared that the Fund provisions regarding the elinmi-
nation of exchange restrictions and the maintenance of etable
exchange rates might be inconsictent with a domestic peliegy of
full esployment and other soolal objeetives., Australia desired
that the Articles of Agreement set forth that meambers had an
obligation to meintain full employment, Such a provision was
not ingbuded. The Articles, however, contsin a provision that
the Fund "shall not objeet to a proposed change (ia rate) be-,
cause of the domestic,soclial or political policies of the
menbers”,

Coneiderable dissuassion, led partisularly by the United
Kingdom, eentered around the language to be used in desoribing
the postwar transitional periocd and the flexible arrangements
and specisl privileges to be enjoyed by members during this
pericd with respect to the elimination of eschange restrictions,
disgriminatory currengy arrangements and multiple currensy
practices, Most of the ecountries maintained exchange restrie:-
tions and several Latin American countries had multiple currency
arrangenents whish were ineonsistent with the preposed Articles
of Agreement, The provision adopted regarding the transitional
period permitted the temporary retention of these restriotions

and arrangements end thelr gradusl elimination,
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Other matters wvhich were the source of extensive discuesion
had %o do with a definition of monetary reserves and of convere
tible currencies] with voting righte weighted in favor of core-
ditor countries as preposed by the United States and inecluded
in the final draft} with the withdraval of a mesber, elther foreed
or voluntary, and the payment to sush member of its share of the
assets, some of the Latin Aqorloana urging that a forced withe
drawal would be e

Al el © 1

the honor of a countryj distribution

of sesets in the event of liquidation of the Fund or Zank and
the relative rights of debtors snd oreditors; end various teche
nical problems susch ae prévisicons regarding a possidble scareity
An the Fund's holdings of a particular ourreney, snd proixnioni
regarding the repurghase by a member of its own gurrenoy held
by the Funéd particulasrly when sueh heldings represent large
dravinge by the meaber on Fund resocurces,

)JJQQLA The gonference worked strenucusly to regoncile the differ-

f}JllﬁpV;nﬂ" of viewpoint, large and small, of the 44 eountries and to

-

complete ite difficult task in the short time assigned to 1it,
Gn July £2, 1944, three weeks after the conferenge began, the
Articles of Agreement for the two institutions were complete
and the Finsl Act was signed by representatives of the 44 Gove
ernments present. PFrovision was made for the subsequent par-

ticipation of other countries in the Fund and Bank, The Articles

ﬁk))m r h-r

of Agreement required the formsl approval of the various gove

ernments in accordance with their various legal procedses,
The Articles of Agreement of the International Monetary

Fund as finally drafted at Bretton ¥oods set forth what the
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nations represented there gonsidered the principles and pro-
cedurees wnich nations should follew in the r;-xalor surrenoy
and exghsnge, snd provided internationsl machinery %o help
attain these objeotives, The purposes of the Pund ss stated
in Artiele I are to guide the Fund in sll its deeisions and
are ss followst

(1)

(2)

(3)

(4)

(8)

To promote internstional monetary cooperation
through a permanent institution which provides

the machinery for consultation and gollaboration
on internationsal monetary problems,

To facllitate the expansion and balanced growth of
international trade, and to gontridute thereby to
the promotion and maintenance of high levels of
employnent and real ineome and to the develop-
ment of the productive resources of all members

a8 primary objeotives of economis poliey.

To promote exshenge s%ability, to maintain orderly
exchange arrangements among members, and $0 avoid
competitive exchange depreciation.

To assist {n the establishment of a multilsteral
system of payments in reepect of current trans-
sotions between mesbere and in the elimination

of forelgn exchange restrioticns which hamper

the growth of world trade,

To give econfidence to members by making the

Fund'e resources svnileble to them under adecuante
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safeguards, thus providing them with opportunity
to sorrect maladjustuents in their balance of pay=
ments without resorting to measures destructive of
natienal or internationsl presperity,

(8) In sccordance vith the abeove, to shorten the dura-
tion and lessen the degree of disequilibrium in
the international balances of paymente of members,

The prineipal provisions through vhich the above vurvoses

are to be achieved sre in summary formm as follows!

1, Heaber countriee undertake to keep their exchange
rates as etable ae poesible and to make no change
unless eesential to gerrect a fundamental disegui-
librium,

2. Any adjustaent of sn exchange rate must in all eases
be made by consultstion with the Fund, Beyond ser-
tain narrow limite rates can bDe sdjusted only with
the eongurrence of the Fund,

3. Par values gre to be stated in tems of gold (or
U.8, dollars), snd gold is to be aceepted by men-
bere in eettlenment of acoounts,

4. A common poel of resouraes gontributed by the men-
bers on the basis of quotas i¢ estsblighed and
available under safeguarding eonditions to meet
tempeorary shortages of exchange, It is designed
to help a member nmsintain the foreign exchange

value of ite currency Sntil such measder has had

)




6.

7.

tine to correct maladjustaents, The total of the
quotas of tne oountr&oll/ represented at Bretton
Yoods is §8,800,000,000 of whieh the United States
quotas is $2.750 billien., The resources of the Fund
are not intended to be used to provide capital for
reconstruction, investiuent or for other long tem
needs but are avallable only for making payments
for eurrent transacotions, whieh are defined in the
Artisles of Agreement,

Kember countries agree not to engage in disorimi-
natory or multiple currensy practices or eimsilar
deviges or, except with the approvsal of the Fund,
to impose restrictions wp on payments for curreat
international transsctions, Exieting restrictions
and practices are to be abandoned as soon as the
postwar transitional peried peramite, Upecial pro-
visions provide flexibility in elinminating res-
trictions and practices during the transitional
period.,

Countries agree to maintain the gold value of their
curreney held by the Fund s¢ that the assets of the
Fund will not depreciate in teras of gold,

The Fund may deal only with governmentes or thelr
agencies and may have no direct eontact with the

1/ Exeoluding Venmark; see page 26 above,
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8.

foreign exchange market.

The Pund is governed by a Board of 12 or more
Executive Directors which fungtions in eonti-
nucus session at the Fund's headquarters, Five

of these sre appointed by the countries with the
five largest guotas and the remainder are elocted
by the other members, The Board of Governors vhich
has final autherity gonsists of one governor
arpointed by each member and meete snuually, Vot-
Ang of memders 1s velghted according to the size

of s menbers quota,

The purposes of the International Benk as stated in

Article I of the Bank Articles of Agreement are teo gulde the

Bank in sll its deelisions and are as followe!

(1) To sssist in the regonstruetion and developaent

(2)

of territories of mesbers by fseilitsting the
investaent of capitel for productive purposes,
ingluding the restoration of esconomies destroyed

or disrupted by war, the re¢onversion of productive
faoilities to peacetime needs and the ensouragement
of the development of productive facilities ond
resources in less developed coumtries,

To promote private foreign investnent by uesns

of gusrantees or vartieipations in loans and other
investuente made by nrivete investora; snd hen

private aavital 18 not =vasilable on rassonable
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terms, to supplement private investment by pro-
viding, on suitable conditions, finance for
productive purposes out of its own capital,
funds raleed by it and its other rescourses.

(3) To promote the long-renge halanced growth of
international trade and the maintensnce of equi-
1ibriwa in balances of paysents by encouraging
international investment for the development of
the produstive resources of anembers, theredby
assisting in raleing produstivity, the standard
of living and eonditions of labor in thelr Sterri-
tories.

(4) To arrange the loans made or guaranteed by it in
relstion to international leoans through other
ghannels so that the more useful and urgent pro-
Jeots, large and small alike, will be dealt with
firet,

(8) To eonduet 1ts operations with due regard to the
effect of international investuent on business
gonditions in the territories of members and, in
the immedliate post-war years, to assist in bring-
ing about a ssooth traasition from a wartime te
a peacetine eoonomdy.

The International Bank was given an authorized capital

of $10 billion of which 38,8 billion was assigned to the

gountries represented at the Bretton Yoods Conference. The
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lluuﬁ States subseription was £3,175 billien., Only 20 percent
of the subseribed ocapital, however, is pald-in and available
for leans By the Bank, the remainder being a guarantee fand
which ¢an be called for payment only if needed in connection
with the Bank's guarantees or other obligations. Two percent
of a member's subseription is payadble in gold or United Htates
dollars and the balanee in 1ts own curreney.

In order to ebtalm funds for lending the Bank may sell its
own obligations in the private capital market., 3uch sale 1s
intended to be the prineipal sourge of funds for the Bank,
Loans by the Bank must be exolusively for the benefit of men~
vers and are ordinarily for specifio projectes of reconstruc-
tion or development. The Bank may not only make loans itself
but may guarantee private loans. Kach loan whether guaranteed
or made directly by the Bank must be guaranteed by the national
government of a member. The Bank is not to compete with pri-
vate capital and may not make a loan Af private capifal is
availsble on reasonsble tems.

The Bgnk like the Fund is governad by a Board of at least
12 Executive Directors whieh is in mtumou; session at the
Bank's hesdquarters. The Board of Governors gonsisting of one
governor sppointed by each member is the final authority and
meets ennually. Voting is weighted according to the size of
a members subscription. In order to begome a member of the
Bank a country must first become a member of the Fund,
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