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Treasury Departlgt
Division of Monetary Research

Date. lecember. 7. ..... 1942

To: Mr. Luxford

am appending a brief introductory
revised form of the
posal for a United
zation Fund.

rFor your convenience in compering
this with the draft of December 11, the
es altected by important changes

8
are indicated by pencil check marks in
the margin.
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MEMOR ANDUM
A Stabilizstion Fund
of the
United and Associated Nations

It is still too soon to know the precise form and magnitude of poste
war monetary problems. Dut it is certain that we shall be confronted with
the task of dealing with three insepesrable monetary problems: to prevent
the disruption of foreign exchanges, to avoid the collapse of some monetery
systems, and to fscilitate the restorstion and beslanced growth of inter-
national trade. Clearly, such ¢ formidable task cen be successfully handled
only through internationsl action.

The ereation of instrumentalities sdeguate to dezl with the inevitable
post-wer monetary problems should not be postponed until the end of hostil-
ities. It would be ill-advised if not dangerous to leave ourselves unpre-
pared 2t the end of the war for the difficult task of internationzl monetary
cooperation, Ve should begin now to devisc an internstionzl monetary
agency, for the tesk is certein to take many months 2t lecest. Specifie snd
precticel proposels must be formulated by the experts and must be carefully
considered by the policy-sheping offieirls of the verious countries. In
each country acceptance of a definitive plan cen follow only upon legislee
tive or executive sctions 4&nd even when 2 plan is finelly sdopted, much
time will be consumed in gathering personnel znd in esteblishing an organiza-
tion before en internstionel institution for monctary cooperstion cezn begin
effective work.

There is enother important resson for initizting now concrete dis-—

cussions of speeific proposrls. A plan for internetional monetery
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cooperation can be & factor in winning the war. It has been suggested, and
with much cogency, that the task of assuring the defeat of the Axis powers
would be made easier if the victims of aggression, actual and potential,
could have greater assurance that a victory of the United Nations will not
mezn in the economic sphere 2 repetition of the exchange instability and

monetary collapse that followed the last war. That assurance should be

given now. The people in all of the United Nations must be encouraged to
feel themselves on solid ground., Ther must be given to understand that a |
victory of the United Nations will not usher in another two decades of
videspread econoriic disruption. The peo.ole must know that we at last 5
recognize the fundamental truth that prosperity, like peace, is indivisible, 1
One of the appropriate agencies to deal with international economicz
and monetary problems would ke an international stabilization fund with
resources and powers adequate to the task of helping to schieve monetary
stability and to facilitate the restoration and balanced growth of inter-
netional trade, A proposal drafted by Anerican technical experts is
appended, The draft presents only the essential elements of an intemational
stabilization fund. The provisions of the proposal are in every sense

tentative, intended as a basis for discussion znd exchange of views,

Obviously

A

there are many details that i ve been omitted and that ean be
better formulated after there is agreement on the general principles.

It is recognized that an interationsl stabilizsetion fund is only one
of the instrumentzlities which moy be needed in the field of international

econoric cooperation. Other agencies are also needed to provide capital
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for post-war reconstruction and development and to provide funds for re-
hsbilitation and relief. ?here is a strong temptation to embrace within
a single international agency the responsibility for dealing with all
international economic problems. !.e believe, however, that internztiond
economic institutions will be more successful if they are not burdened
with important but extraneous duties for which they have not been devised
and for which they are unsuited. The highly specialized nature of inter-
national monetary stabllization requires a separste and distinct institution
particularly designed to cope with international monetary problems.

It is hopec that this draft will call forth from the experts of the
United Nations, critical comment ond constructive suggestions. It is our
belief that a workable and acceptable plan can emerge only fron the joint

efforts of the United Nations.

washington, D. C,,
December 16, 19424
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U. 8. Treasury Department
December 2}, 19,2

Prelininary Draft of
Proposal for a Unlted and Associated Nations
Stabllization Fund

Composition of the Fund

l.

The Fund shall consist of _old, currencies of member
countries, und securities of member governments, which
shall be used for the purpose of stabilizing the values
of the currencies of member countries with respect to
each other,

Each of the member countries shall be zgiven a quota
which shall represent its participation in the Fund;
l.e,, the basis for its purchase of foreign exchange

in the Fund and 1ts undertaking to provide assets to
the FPund, The aggsregate ouotas of the member countries
shall be the equivalent of at least %5 billion.

The quota for each member country shall be determined
by an agreed upon formula. The formula should give due
weight to the important factors relevant to the deter-
riinatlion of the quotas, e.g., a country's holdings of
gold and forelgn exchange, the magnitude of the fluctua-
tions in 1ts balance of international payments, and
national income.

Luch member country shall provide the Fund with 50 per-
cent of its gquota when the Board of Direcctors of the
Fund declares that its operatlions have begun,

The inltial payment of each country consisting of 50
porcent of 1ts quota shall be 12,5 percent in gold,
12,5 percent in local currency, and 25 percent in its
own (i.e., government) interest-bearing securities,
llowever, any country having less than {500 million in
gold need provide initially only 7.5 percant of 1its
quota iIn gold, and any country having less than $100
milllon In gold need provide initially only 5 percent
of 1ts quota in gold, the contribution of local
currency belng increased correspondingly. A country
may, at its option, substitute gold for its loeal
currency or securities in meeting its quota requirement,

The member countries of the Fund may be called upon to
muke further provision toward mecting their quotas at
such times, in such amcunts, and in such form as the
Board of Directors of the Fund may determine, provided
that all countries shall meet their quotas pro rata,
und provided that a four-fifths vote of the Board shall
be required for subsequent calls to meet quotas.

Changes in the aggregate or proportionate guotas of
member countries shall be made only with the approval
of a four-fifths vote of the Board,
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IT. Powers and Operations

The Fund should have the followlng powers:

1.

To buy, sell and hold gold, currencles, forelign ex-
change, bills of exchange, and government bonds of the
member countries, and to act as a c¢learing house for
international movement of funds, bulances, checks,
drufts, acceptances, and gold.

All member countries agree that ull of the local
currency holdings and other assets of the Fund located
in their countries shall be free from any restrictions
as to their use.

To fix tne rgtes at which it wlll exchange one member's
currency for another, and the rates in local currencies
at which 1t will buy and sell gold. The guiding prin-
ciple in the fixing of such rates shall be stebility in
exchuange relationships. Changes In the rates shall be
made only when essentiacl to correction of a fundamental
disequilibrium, and only with the consent of four-fifths
of member votes.

To sell to the Treasury of any member country (or
stabllization fund or central bank actinyg us its agent)
at a rute of exchunge determined by the Fund currency
of any member country which the Fund holds, provided
thats

a. The forelgn exchange demanded from the Fund is
required to meet an adverse balance of payments
on current account with the country whose currency
is being demanded.

b. The net ucqulsition by the Fund of the currency of
any member country shall not exceed during the
first year of the operution of the Fund, the quota
of that country; it shall not exceed during the
first two years 150 percent of such quota; und
thereafter it shull not exceed 200 percent of such
quotas except that upon approval by the Bourd of
Directors the Fund may purchase any locul currency
in excess of these limits, provided that:

1. The country requesting the excess agrees to
adopt and curry out measures recommended by
the Pund designed to correct the disequilib-
rium in the country's beclance of payments, or

11.. It is bellieved that the anticipated balances
of payments of thc country in gquestion are
such as to warrunt the expectation that the
¢xcess currency holdings of the Fund can be
disposed of within & reusonuble time.
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c. Uhen the net acquisition by the Fund of any local
currency exceeds the quota for that country, the
country shall deposit with the Fund a speclal re-
serve in accordance with regulations prescribed
by the Board of Directors.

d. A charge at the rate of 1 percent per annum payable
in gold, shall be levied against any member country
on the balance of 1ts currency in the Fund in ex-
cess of the quota of that country.

e, No sale of any currency in the Fund shall be made
to a member country without approval of four-fifths
of the member votes when the cirrency so sold is
toc-be used or is to make possible adjustment of a
fore sn debt, including, of course, debts already
in default,

The right of a member country to purchase foreizgn ex-
change from the Fund with I1ts local currency to the
amount of 1ts quota for the purpose of meeting an
adverse balance of payments on current account 1is
recognized, subject to the limitation in II-6, below.

When the Fund's holdin_s of any particular currency
drop below 15 percent of the guota of that country, and
after the Fund will have used for additlional purchases
of that currency,

8., Gold in an amount egqual to the country's contribu-
tion of 4old to the Fund, and

b. The country's interest-bearing obligations
originally contributed,

the Fund has the authority and the duty to render a
report to the country embodying an analysis of the
causes of the depletion of its holdings of that cur-
rency, a forecast of the »rospective balance of pay-
ment in the absence of sneclal measures, and finally,
recommendations designed to increase the Fund's
holdings of that currency. The member of the country
in question should be a member of the Fund committee
appointed to draft the report. This report should be
sent to nll member countries and, 1f deemed desirable,
may be wude public,

Member countriles agree that they will give Immediate
and careful attention to recommendations made by the
Fund.

When 1t becomes evident to the Board of Directors that
the demand for any partlcular currency is proceeding
at a rate which gives early promise of exhausting the
Fund's holdings of that currency, it shall proceed not
only with the steps enumerated in (li) above, but the
Board of Directors of the Fund shall inform the member
countries of the probable supply of this currency and
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of a pronosed method for 1ts equitable distribution,
together with suyzestions for helping to equate the
anticipated demand and supply for the currency.

The Fund shall make every offort to incrcase the supply
of the ¢ .ares currcney by scquiring thst currency from
tho holdin; s of mumbor countrics. The Fund may make
special arrangements with any momber country for the
purpose of providing an emericncy supply under conditions
appropriate and acceptable to both the Fund and the
member country.

The privileyge of any country to acquire an amount of
other currencies equal to or in excess of its guota
shall be limited by the necessity of assuring an
eppropriate distribution amonj; the various members of
any currency the supply of which is being exhausted,
The Boerd of Directors shall determine the apportlion-
ment of sales of such scarce currency, and in such
gpportionment it shall be _uided by the principle of
satisfylng the most urgent needs from the polnt of
view of the ieneral international economic sltuatlion,
and 1t shall consider the speclal needs and resources
of the particular countries making the request for the
scarce currency.

In order to promote the most eflective use of the
avallable and accwmilating supply of forei n exchange
resources of member countries, cach member country
agrees that 1t will offer to sell to the Fund for its
local currency or for foreign currencies which it
needs all for:lgn exchange and gold it acyunires in
excess of the amount it possessed when joining the
Fund. The Pund may accept or re ject the offer,

To effectuate this objective each member country agrees
to discourage the unnccesscry accumulation of foreign
balances by its nationals. The Fund shall inform any
memberr country when, in its opinion, any further

prowth of privately-held foreign balances appears un-
warranted.

To buy from the governments of member countries, blocked
forelzn balances, oprovided all the followlng conditions
are met:

a., The foreiyn balances are in member countries and
are elther partly or wholly blocked, and are
included in the sum reported (for the purpose of
this provision) by the member government as
blocked on date of its becoming & member,

b. The country selling the blocked balances to the Fund
agrees to transfer these balances to the Fund and to
purchasc¢ back from the Fund lJ0 percent of them with
gold or such free currencies as the Fund may wish to
accept, st the rate of 2 percent & year beginning
not later than three years after the date of transfer,
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The country in which the blocked balances are held
agrecs to transfer those balances to the Fund, and
to purchase back from the Pund L0 percent of them
with _old or such frecec currencics as the Iund may
wish to accept, at the rate of 2 percont a year
beginning not later than 3 years after the date of
transfer.

A charge of 1 percent, In each case payable in
gold, shall be levied against the country selllng
its blocked funds and aainst the country in which
the rlocked funds are held. In addltion a charge
of 1 percent payable in ;0ld shall be levied
annually against each of them on the amount of
blocked balances remaining to be repurchased.

If the country selling blocked forelign balances
to the Fund asks for forelin exchange rather than
local currency, it muctt need the forelgn exchange
for the purpose of meeting an adverse balance of
payments not arising from the acquisition of gold
or the asccumulation of foreiin balances or other
capital transactions.

Tither country can , at 1ts option, increase the
amount it repurchases annually. BRut, in the case
of the country which sold its blocked balances to
the FPund, not more than 2 percent per annum of
the original sum of blocked balances taken over
by the Fund shall become frce, and only after 3
years shall have elapsed.

The Fund shall be free to dispose of any of 1ts
holdings of blocked balances in the form of free
funds after the 23 year period 1s passed, or
sooner, provided (i‘ its holdings of the free
funds of the country in vhich the balances are
being blocked falls below 15 percent of its

quota; or (ii) the spproval is obtained of the
Government in which the blocked balances are held,

The c¢ountry in which the blocked funds are keph
agrves not to impese any restrictions on the use
of the Installments of t . l|0 percent portion
gradually to be repurchased by country owning
the blocked balances.

The Fund on its pert agrees not to sell the
blocked balances acquired under the above
authority, exccpt with the pcrmission, or at the
rcguest of the country in which the blocked
balances arc beling held, but the Fund can Inves$®
those balances in rsgular or spcelal governmen$
sceuritics of that country. The Fund shall be
freo to scll such bonds in any country provlided
tiwat the approval of the issuln; government 1s
first obtained,
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i. The Fund shall determline from time to  me what
shall be the maximum proportion of the blocked
balances it cen afford to tuke over under this
provision.

Blocked baleneees acqguired under this provision
shall not be includcd 1In computing the amount of
foreign cxchange available for sule to membor
gountriecs undcr thelr quotus,

9., To dcsl only with the Troasurics of the participating
countries, or with officiul stubilizetion funds of
thosc countrics, and with the bank designated by a
participating gov.rnmint o8 its fisczl agent, &nd
with inturnctional banks pr.dominantly owncd by
governments wnid centrul banks,

10, 'To buy and scll currcncics of non-moumber countrics,
but shall not bc esuthorizcd te hold such currcncics
beyond sixty days ufter dute of purchusc, cxcept with
the wpproval of four-fifths of the mumbor votos,

11, To borrow, ot such rutis we the Fund muy recommend,
he currcney of &ny country, provided four-fifths
of the membeor votus cpprove the turms of such
borrowing.

12. To invest wzny currcney it holds in "short-term"
sceuritlices -- comm.reicl or gov.rnment -« of the
country of thuat currency provided s four-fifths vote
of thc member votes shall approve, «nd provided
further thut thce spproving votes shall include that
of the Bourd reprousentative of tho country in which
the investment is to boe made.

13, To scll the oblisations of tho member countrics held
by 1t providcd the repruscntutive of the country in
which the sceuritics ar. to be sold approves, To
rodiscount any of its holdin_s or to discount 1its
own obligations wit: the cuntral bank of zny country
whosc currcney the Fund rcquires,

1y, To lend to any mumbor country local currcney from the
Fund for on¢ ycur or less up to 79 pcrecnt of the
currcney of thuat country held by the Fund provided such
loan ig approved by four-fifths of thce member votes, A
country borrowing such funds shell puy intorust to the
Fund ut = roatc to be dutcrmined by the Board,

15, To muke o scrvice charge of 1/L poercent on all ex-
chang. end zold transwctions,

Monotary Unit of the Fund

l. The monctary unit of the Fund shall be the Unitas (UN)
consisting of 137 1/7 gruins of finc 2014 (egulvealent
to $10 U.S.). Thc ccecounts of the Fund shall be kept
und publishcd in tcrms of Unitus,




sbibist

-7 =

The valuc of the currcncy of cach member country shall
be fixced in terms of gold or the Unitas and may not

be altercd by sny memboer country without the approveal
of thc Pund, ‘

llo change in the velue of the currencles of member
countries shall be permitted to alter the value in
gold or Unitas of the assets of the Fund. Thus, 1f
the currency of & participatin_; country should de-
preciate (in terms of gold or the Unitas), that
country must deliver to the Fund an smount of its
local currency equal to the decreased value of that
currency held by the Fund. Likewise, 1f the currency
of a particular country should appreciate, the Fund
must return to that country an amount (in the currency
of that country) equal to the resulting increase 1n
the gold or the Unitas value of the Fund's holdlings.
The same provisions shall also apply to the securi-
ties of member countries held by the Fund. However,
this provision shall not apply to currenclies ac-
quired under II, 5 (dealing with blocked foreign
balances)in the section on Powers &nd Operations.

IV, Management

l.

The manazement of the Fund shsll be vested in a Board
of Directors, Rach government shall appoint a director
and an alternate, in a manner determined by it, who
shall scrve for a period of three years subject to the
pleasure of their jovernment. Directors and alternates
may be reappointed,

In all voting by the Board, the director or alternate
of each member country shall be entitled to cast a
number of votes to be agreed upon. The distributlon
of voting power shall be closely related to the

quotas of member countries, although nct in precise
sroportion to the quotas. An appropriate distribution
of voting power would seem to be the followings. Each
country shall have 100 votes plus 1 vote for the
equivalent of each $1 million of its quota.

Notwithstanding the approved formula fer distributing
voting power, no representative shall cast more than
one-fourth of the azggregate votes regardless of the
quota of his country. All declslions, except where
specificaelly provided ctherwise, shall be made by a
ma jority of the votes cast,

The Board of Directors shall sclect a Manazlng Director
of the Fund and one or more assistants, The Managing
Director shall beccome ex officio a member of the Board
and shall be chief of the operating staff of the Fund.
The Managing Dircetor and the assistants shall hold
office for two ycars, shall be eliglible for reelectlion,
and may be removed for cause at any time by the Board.
The staff of the Fund shall be sclected in accordance
with regulations established by the Board of Directors.
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The Board of Directors may appolnt from among its
members an Executive Committee to consist of not

less than cleven membsrs. The Chairmen of the Board
shall be Chairman of the Exccutive Committec, and

the Manaying Director of the Fund shall be ex officio
a member of the Executive Committec.

The Executive Committee shall be continuously
available at the head offlce of the Fund and shall
exerclse the authority delegated to it by the Board.
In the absence of any member of the ZExecutive Com-
mittee, his alternate shall act in his place., Mem-
bers of the Executive Commlttee shall receive appro-
priate remuneration.

The Board of Directors may appoint such other
committees as 1t finds necessary for the work of

the Fund, It may also appoint advisory committees
chosen wholly or partially from persons not regularly
employed by the Fund.

The Board may at any meetling, by a four-fifths vote,
authorize any offlicers or committess of the Fund to
exercise any specified powers of the Board. Such
powers shall be exerclsed only until the next meet-
ing of the Board and shall be exercised in a manner
consistent with the general policies and practices
of the Board,

The Bosrd shall hold one annual meetinz and such
other meetingzs as it may be desirable to convene.,
On request of member countries casting one-fourth
of the votes, the chalrmean shall call a meeting of
the Board for the purpose of considering matters
placed before it by the member countrles requesting
the meeting,.

The Board, by a four-fifths vote, may establish rules
and regulations governing the operations of the Fund,
eand the officers and committees of the Fund shall be

bound by such rules and regulations.

A country failing to meet its financlial oblizations

to the Fund shall be dropped from membership provided
a majorlity of the member votes so decide. A country
dropped from the Fund shall have returned to it an
amount (in its own currency) equal to its contributed
quota minus any sum due from that country to the Fund.

Any country may withdraw from the Fund by giving
notice to that effect and its withdrawal will take
effect two years from the date of such notice. Dur-
Ing the interval between nctice of withdrawal and the
teking effect of the notice, such country shall be
sub ject to the same obliiatlons as any othcr member
of the Fund. When any country withdraws or is dropped
from the Fund, the rights of the Fund shall be fully
safeguarded. In addition, the Fund shall have five
years in which to liquidate its obligations to the
withdrawing country.
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Net profits earned by the Fund shall be distributed
in the following manners

a. 50 percent to reserves until the reserves are
equal tc 10 percent of the assets of the Fund.

b, 50 percent to be divlided each year among the
members in form of the local currency in pro-
portion to 1ts quota. That 1s, dividends shall
be distributed to each country in its own
currencye.

V. Policles of Member Countries

Each member country of the Fund undertakes the followlng:

1.

To maintaln by appropriate action exchange rates
established by the Fund on the currencies of other
countries, and not to alter exchange rates excent

with the consent of the Fund &nd only to the extent

and In the direction approved by the Fund. Exchanze
rates of member countries may be permitted to fluctuate
within & speelflied ranze fixed by the Fund,

To abandon, as socn &s the member country decides
that conditions permit, &ll restrictions and controls
over forelgn exchange transactions (other than those
involving caplital transfers) with othsr member
countries, and not to ilmpose addltional restrictions
without the apprcval of the Iund.

The Fund maey make represcntaticns to member countries
thet conditlons are fevorable for the abandonment of
restrictions and controls over foreizgn exchange trans-
actions, and each member country shall give considera-
tion to the representuations of the Fund.

To cooperate effectively with other member countries
when such countries, with the approval of the Fund,
adopt or continue controls for the purposc of
regulating international movements of capltal.
Cooperation shall include, upon recomnendation by
the Fund, mecasurcs that can appropriately be taken:

&. Not to accept or purmlt scquisition of deposits,
sceurities, or investments by nationals of any
member country imdyosing restrictions on the
transfer of capital except with the poermission
of the Government of that country «nd the Fund.

b. To mske availablc to the Fund cr to the Govornment
of any member country full :infcormation on all
property in thc form of deposits, securlitics and
Investments of the nationals of that member
country, and

¢. Such other measurcs as the 'und shall roecommend.,
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Not to enter upon any new bilateral foreizn exchange
clearing arrangements except with the approval of
the Fund,

To give consideration to the views of the Fund on
any existing or proposed monetary or economic pollcy,
the effect of which would be to bring about sconer

or later a serious disequilibrium in the balance of
payments of other countries,

To furn!sh the Fund with all information it needs

for its operations and to furnish such reports as

it may require in the form and at the times requested
by the Fund.

To adopt appropriate legislation or decrees to carry
out 1ts undertakings to the Fund and to faclllitate
the activities of the Fund.



