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MEMOR ANDUM
4 Stabilizstion Fund
of the
United and Associated Nations

It is still too soon to know the precise form and magnitude of poste
war monetary rroblems. Dut it is certein that we shall be confronted with
the task of desling with three insepsrable monetary problems: %o rrevent
the disruntion of foreign exchanges, to avoid the coilavse of some monetary
systems, and to facilitate the restoration and bzlanced growth of inter-
.national trade, Clearly, such ¢ formideble task cen be successflly handled
only through internationsl action,.

The creestion of.instrumentalities adequate to dezl with the inevitable
post-wer monetary problems should not be postponed until the end of hostil-
jties. It would be illeadvised if not dangerous te leave ourselves unpres
pered st the end of the war for the difficult tesk of international monetary
cooperstion, We should bogin now to devise en international monetary
sgeney, for the tesk is eertsin to teke many months st least, Specific ond
srecticsl promosels must be formulated by the experts end must be carefully
considered by the policy-sheping officiels of the v:rious countries, 1In
cach country acceptance of a definitive plan cen follow only upen legisle=
tive or exccutive sction, And even when ¢ plan is finelly edopted, much
time will be consumed in gethering personnel ¢nd in csteblishing an organiza~
tion before zn internstionzl institution for monectary cooperstion een begin
effeetive work,

There is enother imnortant resson for initizting now cenercte dis-

eussions of specific rroposcls. & plan for internetional monetery
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cooperation can be a factor in winning the war. It has been suggested, and
with much cogency, that the task of assuring the defeat of the pxis 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
mean in the economic sphere a 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., They rmst be given to understand that a
victory of the United Hations will not usher in another two decades of
widespread economic disruption. The people must know that we at last
recognize the fundamental truth that prosperity, like peace, is indivisible.

One of the appropriate agencies to deal with international economic
and monctary problems would be an international stabilization fund with
resources and powers adequate to the task of helping to achieve monetary
stability and to facilitate the restoration and balanced growth of inter—
national trade. J proposal drafted by ’merican technical experts is
appended. The draft presents only the essential elements of an intermational
stabilization fund, The provisions of the propesal are in every sense
tentative, intended as a basis for discussion and exchange of views.
Obviously, there are many details that have been omitted and that can be
better formulated after there is agrcement on the general principles.

It is recognized that an international stabilization fund is only one
of the instrumentalities which may be neccded in the ficld of international

egconomic cooperation. Other agencies are alse needed to provide capital




255

for post-war reconstruction and development, to provide funds for
rehabilitation and relief, and to promote stability in the prices

of primary intermational commodities. There is a strong temptation
to embrace within a single international agency the responsibility
for dealing with these and other international economic problems.

%e believe, however, that international economic institutions can
operate more effectively if they are not burdened with important but
extraneous duties for which they have not been devised and for which
they are unsuited. For example, the highly specialized nature of
international monetary stabilization and the provision cof long-term
capital would seem to call for separate institutions each designed
to deal with its distinct problems.

It should be emphasized that the appended draft deals only with
an international stabilization fund. It is anticipated that there
will also be submitted for consideration a preliminary draft of a pro-
posal for an international agency whose function will be to provide
capital for reconstruction and development, It is hoped that the
appended draft will call forth from the experts of the United Nations,
critical comment and constructive suggestions, It is our belief that
a workable and acceptzble plan can emerge only from the Jjoint efforts °

of the United Nations,

Washington, D. Ce.
January, 1943,
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U. S. Treasury Department

January, 1943

Preliminary Draft of
Proposal for a United and Assoclated Naticns
Stabilization Fund

I. Composition of the Fund

1.

2.

S
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The Fund shall consist of gold, currencies of member
countries, and securitles of member governments,; which
shall be used for the purpose of stabillzing the values
of the currencies of member countries with respect to
each other,

Bach of the member countries shall be given a gquota

which shall represent its particlipation in the Fund; i.e.,
the basis for its purchase of foreign exchange in the
Fund and its undertaking to provide assets to the Fund.
The aggregate quotas 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
welght to the important factors relevant to the deter=-
mination of quotas, €.g., & country's holdings of gold and
foreign exchange, the magnitude of the fluctuations in 1its
balance of international payments, and its national
incame .

Each member country shall provide the Fund with 50 percent
of its quota on or before the date set by the Board of
Directors of the Fund on which the Fund's operations are
to begin.,

The initial payment of each country consisting of 50 per-
cent of its quota shall be 12.5 percent in gold, 12.5
percent in local currency, and 25 percent In 1ts own
(1.e., government) interest~-bearing securities. However,
any country having less than $%00 mlllion In gold need
provide initially only 7.5 percent of 1ts quota in 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 being increased
corrcspondingly. A country may, at its option, substitute
gold for its local currency or gsecurities 1in meeting its
quota requirement.

The member countrles of the Fund may be called upon to
make further provision toward meeting thelir quotas at
such times, in such amounts, and in such form as the
Board of Directors of the Fund may determlne, provided
that all countries shall meet their quotas pro rata,
and provided that a four-fifths vote of the Board shall
be reguired for subsequent calls to meet quotas.
Changes in the azgregate or proportionate quotas of
member countries shall be made only with the approval
of a four-fifths vote of the Board,
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II. Powers and Operations

The Fund shall have the following powsrs:

1,

To buy, sell, and hold gold, currencies, bills of ex=-
change, and government bonds of member countries;

to accept deposits and to earmark gold; to issue its
own oblizations and discount or offer them for sale
in member countries; and to act as a clearing house
for the settling of internatlional movements of
balances, bills of exchanie, and gold.

All member countries agree that all of the local currency
holdin s shall be free from any restrictions as to their
use. This provision does not apply to abnormal war
balances acquired in accordance with the provisions of
II-9, below,

To fix the rates at which it will buy and sell one member's
currency for another, and the rates in local currencies

at which it will buy and sell gold. The guiding principle
in the fixing of such rates shall be stablility In exchange
relationships. Changes In these rates shall be made only
when essential to correction of a fundamental disequillb-
rium, and only with the approval of four-fifths of member
votes.,

To sell to the Treasury of any member country (or
stabilization fund or central bank acting as its agent)
at a rate of exchange determined by the Fund currency of
any member country which the Fund holds, provided that:

a. The foreign exchange demanded from the Fund i1s re-
quired to meet an adverse balance of payments on
current account with the country whose currency 1is
being demanded.

b. The nct acquisition by the Fund of the currency of any
member country shall not exceed during the first year
of the opcration of the Fund, the quota of that
country; it shall not exceed during the first two yeares
150 percent of such quota; and thereafter it shall not
excecd 200 percent of such guota; cxcept that upon
approval by the Board of Directors, the Fund may pur-
chase any local currency in excess of these limits,
provided that:

i. The country whosc currency is being acjuired by
the Fund agrees to adopt and carry out measurcs
recommended by thc Pund designed to correct the
disequilibrium in the country's balance of pay-
ments, or

11, It is believed that the anticipated balances of
payments of the country whosc currency is being
acquired by the Fund are such as to warrant the
expectation that the excess currency holdings of
the Fund can b. disposed of within a reasoneble
time.




Vi
_5_

¢« When the net acquisition by the Fund of any local cur-
rency exceeds the gquota for that country, the country
shall deposit with the Fund a special reserve in
accordance with regulations prescribed by the Board of
Directors,

d. A charge at the rate cof 1 percent per annum payable 1n
g0ld shall be levied against any member country on the
amount of 1its currency in the Fund in excess of the
quota of that country. Abnormal war balances ac-
quired by the Fund shall not be included in the com-
puted balance of local currcency used as a basis for
the above charge.

€« When the Fund's holdings of the local currency of a
member country excecd the quota of that country, upon
request by the memboer country the Fund shall rescll to
the member country the Fund's excess holdings of the
currency of that country for gold or acceptable forcigr
exchange.,

The rizht of a member country to purchase foreign exchange
from the Fund with its local currency to the smount of 1ts
quota for the purpose of meeting an adverse balance of pay-
ments on current account is recognized, subject to the
limitation in II-T7, below.

With the approval of four-fifths of the member votes, the
Fund in exceptional circumstances may sell foreign ex-
change to & member country for its local currency to
facilitate a transfer of capital, repayment or adjustment
of a forelgn debt, including debts already in default,
when in the judgment of the Board such a transfer 1s de-
sirable from the point of view of the general international
economic situation.

When the Fund's holdings of any particular currency drop
below 15 percent of the quota of that country, and after
the Fund will have used for addltional purchases of that
currency,

a. Gold in an smount equal to the country's contribution
of gold to the Fund, w@nd

b. The country's Interest-bearing oblizutlions 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 currency, a forecast of
the prospective bulance of payment in the absence of
specicl measures, und finally, recommendutions designed to
increase the Fund's holdings of that currency. The mem-
ber of the country in question should be &« member of the
Fund committee =zppointed to draft the report. This report
should be sent to all member countries and, if deemed
desirsble, may be made public,

Member countrics agree that they will give immedliate and
careful attention to reccommendations made by the Fund.
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Whenever it becomes evident to the Board of Directors
that the demand for any particular currency is proceeding
at a rate which gives early promise of exhausting the
Fund's holdin_,s of that currency, the Board of Directors
of the Fund shall inform the member countries of the
probable supply of this currency and of a proposed me thod
for its equitable distribution, together with su zestions
for helping to equate the anticiputed demand and supply
for the currency.

The Fund shall make every effort to increase the supply
of the scarce currency by acjuiring that currency from
the holdings of member countries. The Fund may make
special arrangements with any member country for the
purpose of providing an emergency supply under conditions
appropriate and aceeptable to both the Fund snd the
member country.

The privileze of any country to acquire un amount of
other currencies egqual to or in excess of 1its quota
shall be limited by the necessity of assuring an appro-
priate distribution among the varlous members of any
currency the supply of which is being exhausted. The
Board of Dircctors shall determine the apportionment

of szles of such scarce currency, and in such apportion-
ment 1t shall be guided by the principle of satisfying
the most urgent needs from the point of view of the
general international economic situation, and it shall
consider the special needs and resources cof the particu-
lar countries making the reguest for the scarce currency.

In order to promote the most effective use’of the
aveilable and sccumulating supply of foreign exchunge
resources of member countries, cach member country
agrees thut 1t will offer to sell to the Fund, for its
loczl currency or for forcign currencies which 1t needs,
all forcign exchange and gold it acquires in excess of
the amount it posscssed when joiningz the Fund. The
Fund mey accept or reject the offer,

To effectuate this objective each member country agrces
to dlscourage the unnecessary accumulation of forelgn
balanccs by its nutionals. The Fund shall inform any
member country when, in its opinlion, any further growth
of privatcly-held farecign balances Lppears uwnwarranted,

To buy from thc governments of member countries, abnormal
war balanccs held in other countries, provided all the
following conditions are met:

2. The cbnormal war balances are in membor countrics
and are rcported as such (for the purpose of this
provision) by the memboir overnment on date of its
becoming a member,
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The country selling the abnormal war balances to the
Fund agrees to transfer these balances to the Fund
and to purchase back from the Fund L0 percent of
them with gzold or such free currencies as the Fund
may wish to accept, at the rate of 2 percent a year
bezginning not later than three years after the date
of transfer.

The country in which the abnormal war balances are
held agrees to transfer those balances to the Fund,
and to purchase back from the Fund 4O percent of them
with gzold or such currencies as the Fund may wish

to accept, at the rate of 2 percent a year beginning
not later than 3 years after the daute of transfer.

A charge of 1 percent, in euch cuse payable iIn

gold, shall be levied against the country selling

its zbnormal war bazlances and against the country in
which the balanees are held. In addition a chearge
of 1 percent payeble in gold shall be levied annually
against each of them on the amount of such balances
remaining to be repurchased,.

If the country selling abnormal war balances to the
Fund acsks for foreizn exchange rather then local
currency, it must need the foreizn exchange for

the purpose of meeting un adverse balance of pay-
ments not arising from the acguisition of gold or
the accumulation of foreign belances or other
capital transactions,

Either country can, at its option, increazse the
amount it repurchases annually. But, in the case
of the country which sold abnormzal war balances to
the Fund, not more than 2 percent per annum of the
origincl sum taken over by the Fund shall become
free, and only after 3 years shall have elapsed
since the sale of the bulances to the Fund.

The Fund shall be free to dispose of any of 1ts hold-
ings of zbnormal war bulances in the form of free
funds after the 23 year .period 1s passed, or sooncr,
provided

i. its holdinjss of the f'rec funds of the country
in which the balancces wre being held fzall
below 15 percent of its quota; or

ii. the approval is cbtalned of the country 1n
which the balances c«re¢ held.

The country in which the abnormal wer bolances are
held agrees not to impose any restrictions on the

use of the instcllments of the LO percent portion

gradually to be repurchased by the country owning

such balances.
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i. The Fund on its part agrees not to sell the abnormal
war balances acquired under the above authorilty,
except with the permission, or at the rejuest of the
country in which the balances are being held, but
the Fund can invest these balances in regular or
speclal government securitles of that country. The
Fund shall be free to sell such securities in any
country provided that the approval of the issuing
government 1s first obtained,

je The Fund shzll determine from time to time what
shall be the maximum proportion of the cbnormal war
bclances it can afford to take over under this
provision,

Abnormal war belances uzcquired under this provision
shall not be included in computing the amount of
foreign exchange available to member countriles
under thelr guotas.

To buy and sell currencies of non-member countries, but
shall not be authorized to hold such currencles beyond
sixty deys after date of purchase, except with the
spproval of four-fifths of the member votes.

To borrow, ot such rates us the Fund may recommend, the
currency of wny country, provided four-fifths of the
member votes upprove the terms of such borrowing.

To sell member-country obligations owned by the Fund
provided the representutive of the country in which
the securlties ure to be sold approves.

To use its holdings to obtuin rediscounts or advinces
from the central bank of any country whose currency
the Fund reguires.

To invest zny of its currency holdings in "short-term"
securities -~ commercizl or government -- of the country
of thot currency provided four-fifths of the member votes
approve, tnd provided further that the epproving votes
include thct of the Boasrd representutive of the country
in wvhich the Investment 1s to be made,

To lend to any member country local currency from the
Fund for one year or less up to 75 percent of the
currcncy of that country held b; the Fund provided such
loan is approved by four-fifths of the member votes. A
country borrowing such funds shall pay intercst to the
Fund «t a ratc to bc determined by the Board,

To make o service charge of 1/ percent or morc on all
exchange and gold transactions.

To levy upon member countrics & pro rata share of the
expenscs of opcrating the Fund, payable in local currency,
not to excced ,1 percent pecr annum of the yuota of each
country. The levy may be made only when the earnings of
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the Fund are inadequate to meet i1ts current expenses
and only with the approvel of four-fifths of the member
votes, and only to the extent necessary to meet 1ts
current expenses,

The Fund shall deal only with or through
2« The governments of member countries,

b, The centrzl banks or filscal agencles of those
countries (and then only with the consent of the
member of the Board representing the country
in question); and

c+ Any international banks owned predominently
by member governmen ts,

An exception to the zbove limitation 1s that the
Pund may, with the approval of the member of the
Board representing the government of the country
concerned, sell its own securities, or securi ties
it holds, to the public or to institutions of
member countries,

III. Monetary Unit of the Fund

1.

2e

The monetary unit of the Fund shall be the Unitas (B®N)
consis ting of 137 1/7 grains of fine sold (equivalent
to $10 U.S.)s The accounts of the Fund shall be kept
and published in terms of Unltas.

The value of the currency of each member country shall
be flxed by the Fund in terms of gold or the Unitas
and may not be altered by any member country without
the gpproval of tae Fund,

Deposits in terms of Unitas accepted by the Fund from
member countries upon the delivery of gold or Unitas
credit to the Fund shall be transferable and shall

be redeemable in gold or the currency of any member
country ut the rate established by the Fund.

No change in the value of the currencies of member
countries shall be permitted to alter the value in

gold or Unitas of the assets of the Fund, Thus, if

the currency of a participuting country should de-
precicte (in terms of gold or the Unitas), that country
must deliver to the Fund an amount of 1ts local currency
equal to the decreased volue of that currency held by
the Fund. Likewise, if the currency of a particular
country should uppreclate, the Fund must return to

that country an amount (in the currency of that country)
cqual to the resulting increase in the gold or the
Unitas velue of the Fund's holdinzs. The same pro=-
visions shall clso apply to the securitics of mamber
countrics held by the Fund. However, this provision
shall not apply to currencies acquired under II-9
(abnormal war balances).




IV. Management

l, 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 & period of three years subject
to the pleasure of their government. 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 distribution

of voting power shall be closely related to the quotas
of member countries, although not in precise propor-
tion to the gquotas. An appropriate distribution of
voting power would seem to be the following: Each
country shall have 100 votcs plus 1 vote for the equlv-
alent of each $1 million of its quota.

Notwithstanding the approved formula for distributing
voting power, no representative shall cast more than
one-fourth of the a.gregate votes regurdless of the
quota of his country. All decislons, except where
specifically provided otherwise, shall be maude by &
majorlity of the votes cast,

2. The Board of Directors shall select a Managing Director
of the Fund and one or more assistants. The Managling
Director shull become ex offfcio a member of the Board
and shuall be chief of the operating staff of the Fund.
The Managing Director and the assistants shall hold
office for two yeurs, shall be eliglble for reelection,
and may be removed for cause at sny time by the Board.

The Managing Director of the Fund shall select the
operating staff in accordance with regulations estab-
lished by the Board of Directors. Members of the staff
shall be available upon request of member countries

for consultation in connection with international
economic problems and policies,

2. The Board of Directors shall appoint from among 1ts
membors on Executive Committee to consist of not less
than eleven members. The Chulrmun of the Board shall
be Chalrman of thc Executive Committee, and the
Monaging Director of the Fund shall be ex officio
a member of the Executive Commlttee.

The Execcutive Committee shall be continuously available
al% the hoad office of the Fund and shall exercise the
authority delegated to it by the Board. In the absence
of any member of the Executive Commlttee, his alternate
shall act in his place. Members of the Executive Com-
mittee shall receive appropriate remuneration,

L. The Board of Directors may gppoint such other committecs
as 1t finds nccessary for the work of the Fund. It may
élso appoint advisory committees chosen wholly or
partially from persons not regularly employed by the
Fund.
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The Roard may at any meeting, by & four-fifths vote,
authorize any officers or committees of the Fund to
exerclse any specified powers of the Board. Such
powers shall be exercised only until the next mee t-
ing of the Board and shall be exercised in a manner
consis tent with the zeneral policlies and practices
of the Board.

The Board of Directors may not delegate, except to the
Executive Committee, any authority which can be exer-
cised only by a four-fifths vote,

The Bourd, by a four-fifths vote, may establish regu-
lations governing the operations of the Fund, and the
officers and committces of the Fund shall be beound
by such regulations,

The Bourd shall hold one annual mceting and such
other meetings as it may be desirablc to convine.

On request of member countrics custing one-fourth

of the votes, the chairman shall ccll & mececting of
the Board for the purposc of considering sny matters
placcd before it,

A country falling to mect 1ts oblisations to the Fund
shall be declared in defasult and may be suspended dur-
ing the puriod of its default provided & majority of
the member votcs so decide. While under suspension,

a country in defeult shcll be denled the privilejcs

of membership but shsll bc subjcet to the same obliga-
tions as any other mcmber of the Fund. When a country
has been in defaoult and under suspinsion for two years
it shall automatically bec droopcd from membership in
the Fund,

Any country may withdraw from the Fund by giving notice
to that effcet and 1ts withdrawal will take effect

two years from thc datc of such notlce. During the
intcrval between notice of withdrawal end the taking
cffect of the notice, such country shall be subject

to the sumc oblisations as any other member of the
Fund.

A country which is dro»ed, or which withdrcws, from
memboership shall hoave returncd te it an amount in its
own currcncy cgquel to its contributed quota, plus other
oblisations of the Fund to the country, and minus any
sum duc from that country to the Fund. Any realized
losscs of the Fund may bc deductecd pro rata from the
contributed gquots to be recturncd to the country dropped
or withdrawing from membership. The Fund shall hove
fivc ycars in which to liguidatc its obligation to such
country. When any country withdraws or is dropped from
the Fund, the rights of the Fund shull be fully safe-
Zuarded.,

Nct profits ecrmed by the Fund shall be distributed in
the following manner:

a. 50 percent to reserves untll the roserves are .
cqual to 10 percent of the asgrecgate contributed
quotas of the Fund,
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b, 50 percent to be divided euch year among the mem-
bers in proportion to thelr quotas. Dividends
distributed to each country shall be paid 1n its
own currency or in Unitas ct the dlscretion of
the Fund.

Policies of Member Countries

Each member country of the Fund undertakes the following:

1, To maintain by eppropricte sction exchenge rates
estublished by the Fund on the currencles of other
countries, «nd not to ulter exchange rates except
with the consent of the Fund cnd only to the extent
¢nd in the direction auproved by the Fund, Exchange
rotes of member countrics may be permitted to fluctu-
ate within ¢ spceified ronge fixed by the Fund.

2., To sbaondon, as soon s the member country decldes
thet conditions permlt, 211 restrictions snd controls
over forclgn exchanic tronsactions (other than those

involvinz capital transfers) with other membor countrics,

and not to impose wdditicncl rostrictions withcut the
approval of the Fund,

The Fund moy make representutions to member countrics
that conditions rre favoriblc for the abandonment

of rcestrictions and controls over forcign exchangc
transactions, and cach membor country shall givec con-
siderction to the representitions of the Fund.

%3, To coopercte cffectively with oth.r mecmber countrics
when such countrics, with the approval of the Fund,
andopt or centinue controls for thec purpose of regu-
lating intcrnational moviments of capltul. Ccoperation

shell include, upon rccommendation by the Fund, me asurcs

that can cpproprictely be tukens

2 Not to zcccpt or permit tcquisition of deposits,
sccuritics, or investmcnts by nationels of wny
membcr country imposing rcstrictions on the trans-
fer of capltcl except with the permission of the
Government of thot country wnd the Fund.

b. To mcke cvailsble to the Fund or to the Goveirn-
ment of any mcmber country full information on
cll property in the form of dcposits, sccuritics
and investments of the nationals of thot member
country; ond

¢, Such oth.r mensurcs s the Fund shzll rccommend,
li. Not to cntir upen cny ncw bilotersl foreign cxchange

clecring usrrensements exccpt with the cpprovel of the
Fund.
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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 abocut sconer

or later a serious disequilibrium In the balance of
payments of cther countries.

Te furnish the Fund with all information it needs for
its operations and to furnish such reports as 1t may
require in the form and at the times reguested by

the Fund.

Tc adopt apprepriate legislation or decrees to carry
cut 1ts undertakinis tec the Fund and to facilitate

p
the activities of the Fund,



