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Mr. Luxford

. Bernstein

At your earliest convenience I wish you
would go over this revision of the preliminary
draft outline. As you will note, it is an
attempt to combine the order and content of
Mr. White's draft with the joint statement.

For your convenience in determining what part
0f this preliminary draft is not inecluded in
elither the joint statement or the preliminary
minutes, we have noted on the margin the cor-
responding portions of the joint statement (JS)
or the joint minutes (JM).

It would be possible, of course, to follow
even more closely the pattem of the joint
minutes by having sub-heads under Powers and
Operations of the Fund.

Under any circumstances, we need something
along the line of the preliminary draft for
our discussions with the llussians when they get
nere.
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PRELIMINARY DRAFT OUTLINE OF A PROPOSAL FOR
AN INTERNATIONAL STABILIZATION FUND
OF THE
UNITED AND ASSOCIATED NATIONS

I, Freamble

1. There is a growing recognition that progress
toward establishment of a functioning demoeratic world
in the postwar period will depend on the ability of
free peoples to work together in solving their economiec

roblems. Not the least of these is the problem of how
o prevent a widespread breakdown of currencies with
resultant international economic disorder. We must
assure a troubled world that the free countries will
solve tlese pnrgloxing problems, and that they will not
resort to co! itive exchange depreciation, multiple
currency S:‘° ices, diseriminatory bilateral clearing,
or other destrictive foreign exchange devices.

2. These are not transitory problems of the im-
mediate postwar period affecting only a few countries.
The history of the past two decades shows that they
are continuing problems of vital interest to all countries.
There must be a general realization that world prosperity,
like world peace, is indivisible. Nations must act to-
gether to restore multilateral international trade, and
to provide orderly procedure for the maintenance of
balanced economic growth. Only through intermational
cooperation will it be possible for countries success-
fully to apply measures directed foward attaining and
maintaining a high level of employment and income which
must be the primary objective of economie policy.

3. The International Stabilization Fund of the
United and Associated Nations is proposed as a permanent
institution for international monetary cooperation. The
resources of this Fund would be available under adequate
safeguards to maintain currency stability, while giv
member countries time to correct malad justments in their
balance of payments without resorting to extreme measures
destructive of international prosperity. The resources
of the Fund would not be used to prolong a basically
unbalanced international pesition. On the contrary, the
Fund would be influential in indueing countries to pursue
policies making for an orderly return to equilibrium.

4. The Fund would deal only with member governments
and their fiscal agents, and would not intrude in the
customary channels for condueting international commerce
and finance. The Fund is intended to provide supplemental
facilities for the successful functioning of the estab-
lished foreign exchange institutions and to free inter-
national commerce from harmful restrictions.
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5. The success of the Fund must ultimately depend
upon the willingness of nations to act together on their
common problems. International monetary cooperation
should not be regarded as a matter of generosity. All
countries have a vital interest in the maintenance of
international monet stability, and in the balanced
growth of multilateral internmational trade.

II. Purposes of the Fund

The United Nations and the countries associated with
them recognize, as declared in the Atlantic Charter, the
need for the fullest cooperation among nations with the
object of securing economic advancement and rising standards
of living for all. They believe that attaimment of these
objectives will be facilitated by international monetary
cooperation. Therefore, it is proposed that there be
established an International Stsbilization Fund with the

following purposes:

l. To promote exehange stability, to maintain
orderly arrangements among member currencies,
and to avoid competitive exchange depreciation.

2. To assure multilateral payment facilities on
current transactions among member countries,
d and to foster the growth of world trade.

8. To shorten the periods and lessen the degree
of disequilibrium in the international
balance of payments of member countries.

4. To rdduce the use of such foreign exchange
restrictions, bilateral clearing arrangements,
multilateral currency devices and discrimina-
tory foreign exchange practices as hamper
world trade and the international flow of pro-
ductive capital.

5. To give confidence to member countries in
t measures to attain these purposes by
the provision of actual and potential support.

III. Composition of the Fund

1. Each member country shall subseribe in gold and
in its national curreney an amount, to be called its quota,
determined an appropriate formula. A gate quotas
for all of the United and Associated Nations will amount
to about $8 billion on the basis of the formula.

2. Each member country shall meet its uoti con-
tribution in full on or before the date set %y the Beard
of Directors for the Fund's operations to begin.
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a. The obligatory gold subscription of a member
country shall be fixed at 2 Rercont of its
guott or 10 percent of its gold and free

oreign exchange holdings, whichever is the
smaller.

A member country may include in the legal re-
serve account and in the published statement
of the reserves of gold and foreign exchange
in its Treasury or Central Bank, an amount
not to exceed its gold contribution to the
Fund, minus its net purchases of foreign ex-
change from the Fund paid for with local cur-
rency.

b. A member country shall pay the remainder of
its quota in national currency except that a
member country may substitute government
securities, payable at par on gnnnnd, for
national currency up to 60 percent of its
quota.

3. The quota for each member country shall be com-
uted by an agreea formula which gives due weight to the

rtant relevant factors, e.g., 2 country's holdings
of gold and free foreign exchani; the magnitude and the
fluctuetions of its balance of international payments,
its national income, ete.

Before computing individual quotas on the basis of
the agreed formula, there shall be reserved an amount
equal to 10 forecnt of tfgregtte guotas to be used as
a special allotment for the equitable adjustment of
quotas. Where the initial quota of a member country
as computed the formula is clearly inequitable, the
quota may be inecreased from this special allotment.

4. Quotas shall be adjusted on the basis of the
most recent data ?nienra after the establishment of
the Fund, and at ervals of 5 years thereafter, in
accordance with the agreed formula. In the period
between adjustment of quotas, the Fumd increase
the quota of & country, where it is clearly inequitable,
out of the special allotment reserved for the equitable
adjustment of quotas.

5. Any changes in the formula by which the quotas
of member countries are determined shall be made only
with the approval of a four-fifths vote of the Board.

6. HNo increase shall be made in the quota of a
member country under III-3, 4 or 5 without the consent
of the representative of the country concerned.
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IV, Par ?aluil of Humhar'cnrrennioa

l. The Efr value of a member's currencies shall be
agreed with the Fund when it is admitted to membership
and shall be expressed in terms of pold. The initial
parities shall determined as follows:

a. For any country which becomes a member prior
to the date on which the Fund's operations
begin, the initial pakity shall be based upon
the value of the currency in terms of United
States dollars which prevailed on July 1, 1948,

If, in the judgment of either the member country
or the Fund, this is clearly innpsreprintc,_tha
initial parity shall be determined by consulta--
tion between the member country and Fund.
No operations in a currency shall be undertaken
by the fund until a parity has been established
which has the atgrthl of the Fund and of the
member country question.

b. For any member country which has been occupied
b{ the enemy, the F shall use the parity
fixed by the government of the liberated country
in consultation with the Fund and acceptable to
the Fund. Prior to the fixing of a definitive

rity, operstions in the currency mn{ be under-
taken Fund at a tentative parity fixed by
the member country in consultation with the Fund.
No operations shall be continued under this pro-
vision when the currency holdings of the F
exceed the quota of the country, except that
under special circumstances the amount of such
operations may be extended by the Fund.

2. All transactions between the Fund and members,
and all transactions in member currencies shall be at
rates within an agreed percentage of parity.

8. The Fund shall not come into operation until
agreement has been reached on the parities of currencies
of countries representing a majority of the aggregate
quotas. No country shall be comitted to join the
Fund until it is satisfied with the pattern of parities
thus determined is appropriate.

4, MNo change in the par value of a nciborﬁa currency
shall be made by the Fund without the country's approval.

JS 7 (ii) Member countries agree not to przﬁono a change in the
5

parity of their currency unles ey consider it upfru-
um,

priate to the correction of fundamental disequilibr
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6. C es in the par value of a eurronc{ shall be
- made only with the ap;rottl of the Fund subject to pro-
J5 7. yision 6 below., The Fund shall spprove a requested
(11, 1i1)ghange im the value of & member's ourrency only if
it is essential to the correction of 2 fundamental dis-
equilibriwm.

In considering a reguested change, the Fund shall
Js 7 take into consideration the extreme uncertainties pre-
(iii) vailing at the time the parities of member currencies
were initially agreed upon. In particular, the Fund
shall not reject a requested change necessary to restore
equilibrium because of domestic social or political
policies of the country applying for a change in the par
value of its currency.

6. After consulting the Fund e member country may

change the established rate for its currency provided
‘ the proposed change, inclusive of any previous o

J5 7 (iv) ginee the establishment of the Fund, does not exceed 10
3 percent. In the case of application for a further change
not exceeding 10 pergent not covered by the above,
the Fund shall give its decision within two days of re-
ceiving the application, if the applicant so requestis,

V. Powers and Operntions of the Fund

1. The operations of the Fund shall be conducted
within the limitations prescribed below:

8. The Fund shall deal with member countries
IS 4(1) only thro their Treasury, Central Benk,
or other fiscal agencies.

b. rations on the Fund's esccount will be

limited to transactions for the ose of
aqulying 8 member country on & r's
initlative with a desired and “"available™
currency from the Fund in exchange for its
own "acceptable” currency or for gold.

¢. With the view to keeping a particular member
J5 4(111) currency "available" the Fund may:

JS 4(ii)

i. Borrow its currency from a member country;
ii. Offer gold to a member country in exchange
for its currency.

2. A currency is "available" so long as the Fund
holds any of that currency, provided, however, that if
J5 5(1) the Fund has given notice that its holdings of a cur-
- rency have become scarce, that currency may then be
available in the Fund o in accordance with the
special provisions of V-9 below:
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8. A currency is "acceptable"” to the Fund if at
. the time the currency is tendered to the Fund the member
J5 5(11) country represents that the currency demanded is presently
needed for making payments in that currency which are con-
sistent with the purposes of the Fund.

Unless the conditions are waived, the currency ceases
to be acceptable: _

a. If the Fund's total holdings of the currency

J8 5(ii-a) exceed 200 percent of the quota.
be If the Fund's total holdings of the currency
S 5(ii=b) have increased by more than 25 percent of

the quota during the previous 12 months.

The Fund's holdings of the currency of a country
include its holdings of the Govermment securities of
the country.

4., Vhen a member country is using the resources of
J5 5(ii-c) the Fund in a manner that clearly has the effect of pre-
venting or unduly delaying the establishment of a sound
modified bmlance in its international accounts, the Fund shall
render a report to a member country indicating the effect
of its excessive use of the Fund's resources.

a. The Fund may also give notice of not less than
one year that it will not, thereafter, sell
foreign exchange for the currency of a member
gountry, but during the period of notice the
Fund shall sell foreign exchange to the member
country for its currency up to the extent of
25 percent of its quota.

b. liowever, when the curreney holdings of the Fund
exceed 125 percent of the member's quota the
JS 5(ii-c) Fund may reduce the period of notice to not
modified less than six months during which period the
Fund will sell foreign exchange for the currency
of a member country to the extent of not less
than 12 1/2 percent of its quota.

5. The Fund may waive any of the conditions of ac-
ceptability in V-8 and 4 above only with the specifiec
Js 5 agprml of the Executive Committee and groridod that
(iii) at least one of the following two conditions is met:

a. In the judgment of the Fund satisfactory
measures are being or will be taken by the
country whose currency is acquired by the
Fund, to correct the disequilibrium in the
country's balance of payments; or
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b. It is believed that the balance of payments
of the country whose currency is acquired by
the Fund will be such as to warrant the ex-
pectation that the excess currency holdings
of the Fund can be disposed of within a
reasonable time.

The Fund nLnlao require the member country to deposit
collateral accordance with regulations prescribed b
the Board. OSuch collateral shell take the form of gold,
foreign or domestic currency or Government bonds, or :
other suitable collateral within the capacity of the mem~
ber country.

6. The operations of the Fund shall provide the
member countries with facilities for multilateral clearing
in accordance with these prineciples:

a. A member country agrees to ‘back its cur-
rency from any other member with that member's
currency or with gold, so long as its own cur-
rency is acceptable to the Fund and the other
member's currency is available in the Fund.

This provision shall apply only to currency
tendered free of exchange restrictions.

b. So long as a member's currency is acceptable,
it is entitled to acquire any available cur-
rency in the Fund, provided tiat when a member
country's holdings of gold and free foreign ex-
ohu.fo exceed its quota, the Fund in se
foreign exchange to that country shall reguire
that one-half of such exchange shall be paid
for with gold or foreign exchange at the option
of the Fund. .

¢. A member country desiring to obtain directly or
indirectly the currency of another member country
for gold is expected, provided it can do so
with equal advantage, to acquire an available
currency by the sale of gold to the Fund.

de The local currency holdings of the Fund shall
be fully transferable to any member country,
subject to V-1-b and the provisions of the plan.

7. In order to strengthen the Fund, member couxti_'i,u i
will repurchase their local currencies from the Fund under
the following provisions:

a. A member country may repurchase from the Fund
for gold any part of the latter's holdings of
its ourrency. '

b, If at the end of stated geriods, a member's
official holdings of gold and free foreign
exchange have increased and those holdings
are in excess of its quota, the Fund may re-
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quire that half of that part of any increase
which exceeds a member country's quota be used
to repurchase part of the Fund's holdings of

“its currency. This provision sghall become in-
operative for any member country when the Fund's
holdings of its currency are less than 50 percent
of its quota. - e |

8. A member country may not use the Fund's resources
to meet a large or sus d outflow of capital, and the
9(i) Fund may requ a member country to exercise controls to
prevent such mse of the resowrces of the Fund.

a. This provision is not intended to prevent the
use of the Fund for capital transsctions of
reasonable amount re ed to meet ord
trade and bank obligations, nor is it in-
tended to prevent capital movements in moderate
amounts which are made out of member countries’
own resources of gold and foreign exchange.

9(1)

b. A member couniry may not use its contrel of
capital movement to restrict payments for
current transactions consistent with the pro-
visions of the plan or to dol:{ unduly the
transfer of funds in settlement of conmitments.

9(i1)

9. The Fund l'gg.d'uhro & currency scarce when it
the Fund that the o 131{.1:9_:1 demand

for a currency may soon exhaust the Fund's holdings of

that currency. : '

2. When a currency is thus declared loaro.o_, the

S 10(1) Fund shall so inform member countries and

ropose an equitable method of apportioning
gho secarce currency. Lhe Fumd shall also
issue a report embodying the causes of the
scarcity and containing recommendations de-
signed to bring it to an end.

b. A decision the Fund to apportion a scarce

10(ii) currency shall operate as an authorization
to a member country, after consultation with
the Fund, temporarily to restrict the freedom
of -xohﬂc operations in the affected cur-
rency; in determining the manner of re-
stricting the demand and retioning the limited
supply among its nationals fhe member country .
shngl have complete jurisdietion.

10, The Fund shall make provision for meting its

This was expenses, as follows:
agreed to

orally but a. The Fund may make a service charge on all

™ SRS L T W S
was taxKerll ouu
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gold and exchange transactlons,

not essential to
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bs The Fund shall levy a charge uniform to all
countries, at a rate not less than 1 percent
per annum, eble in gold, against '
country on the amount of its currency held
by the Fund in excess of the quota of that
country. An additional charge, payable in
gold, shall be levied by the Fund against
any member country on the Fund's holdings of
its currency in excess of 200 percent of the
quota of that eountry.

¢, In case the Fund finds it necessary to borrow
currency to meet the demands of its members
an additional , payable in gold, shall
be made by the d sufficient to cover the
cost of the borrowing. | Yo

d. The Fund may levy upon member countries a pro-rata
share of the expenses of operating the Fu.ns, ay-
able in local currenecy, not to excecd one-tenth
H:unt per annum of tin guota of each country.

levy may be made only to the extent that the
earnings of the Fund are inadequate to meet its
current expenses.

VI. Accounts of the Fund

l. The monetary unit of the Fund shall be 18 5/7

o7 grains of fine gold, 0%1 to the present gold eontent

modiricdOf the United States dollar. The d shall record and
publish its accounts in terms of this unit.

2. DNo change in the par value of the currenecy of

a member country shall be permitted to alter the gold

M7 yalue of the assets of the Fund. Whenever the currency
of a member country has d.grociatod to a significant
extent, that country must deliver to the Fund an smount
of its currency or securities to the result de-
crease in the gold value of the Fund's holdings of its
currency and securities. Likewise, whenever the currency
of a member country has appreciated to a significant ex-
tent, the Fund must return to that country an amount of
currency or securities equal to the reaultin% inerease
in the gold value of the Fund's holdings of its currency
and securities.

3. The Fund's account in the currency of a member
J5 4(1) eountry shall be kept at the Central Bank of that country.

- VII. Management |

1. The administration of the Fund shall be vested
J5 11(i) in & Board of Directors and in an Executive Committee
representing member countries.
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Eaeh government shall appoint a director and
an alternate in a manner determined by it
who shall serve for a period of five years,
subject to the‘flnnluro of their governments.
Directors and altermates may be reappointed.

The Board of Directors shall tpgolnx from
among its members, in a manner to be agreed

n, an Executive Committee of not less
t 11 members. The Executive Committee
shall be continuously available at the head
of{%#oigf the igid and shall exercise the
authority specifically provided herein or
delegated to it by the goard. In the absence
of any member of the ixecutive Committee, his
alternate as a director shall aet in his place.
Members of the Eqecutive Committee shall receive
appropriate remuneration.

In all voting by the Board, the director or

alternate of each member country shall be entitled to
cast an agreed upon number of votes.

The distribution of basic votes shall be closely

g5 11(ii)related to the quotas of member countries, although not
"’in preeise proportion to the gquotas. An appropriate
distribution of basic voting power would seem to be the
following: Each country shall have 100 votes, plus 1
vote for the equivalent of each §1 million of its quota.

43 No country shall be entitled to cast more than one-
HGLeirth of the aggregate basic votes, regardless of its

quota.

Voting in ththxoeuttvs Committee shall be according
to a method to be agreed.

3.

All matters shall be .settled by a majority vote

axcept where ;gccifieally provided otherwise. Voting

5 1111141611 be eaeco

b.

ing to basic votes except as follows:

In voting on proposals to authorize the sale
of foreign exchange, each country shall cast
a mugber of votes modified from its basic vote:

ie the addition of one vote for each
$2 million of net sales of its currency
by the Fund (nﬁ_iutcd for its net trans-
actions in gold), and

ii. By the subtraction of one vote for each
$2 million of its net purchases of foreign
~exchange from the Fund (adjustea for its
net transactions in gold).

In voting on proposals to suspend or restore
membership, each member country shall cast
one vote, as provided in VII-8 below.
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4. The Board of Directors shall select a Managing
Director of the Fund and one or more assistants. ‘l‘gc
llunglng Director shall become an ex officio member of
the Board and shall be chief of the operating staff of
the Fund. The operating staff shall be selected in ac~
cordance with regulations established by the Board of
Directors.

The Board of Directors may appoint such committees
as it finds necessary for the work of the Fund. It may
also appoint advisory committees chosen wholly or
parti from persons not employed by the Fund.

5. The Executive Committee may at any meeting
authorize any officers or comnittees of the Fund to
exercise any specified powers of the Fund not ref§uiring
more than & majority vote.

The Board of Directors may delegate any authority
to the Executive Committee, provided that the delegation
of powers requiring more than a majority of the member
votes can be nputhorized only by a majority (of the Board)
of the same sige as specified, and can be exercised by
the Executive Committee only by like ma jority.

Delegated powers shall be exercised o until the
next meeting of the Executive Committee, or in the case
of powers delegeted to the Lxecutive Committee until
the next meeting of the board, and in a manner: consistent
with the general policies and practices of the Fund.

6. The Executive Committee may establish procedural
regulations governing the operations of the Fund. The
officers and committees of the Fund shall be bound by
such regulations.

7. The Board of Directors shall hold an annual
meeting and such other meetings as it may be desirable
to convene. The annual meeting shall be held in places
designated by the Executive Committee, but not more than
one annual meeting in any 5-year period shall be held
within the same member country.

On request of member countries casting one-fourth
of the votes, the Chairman shall call 2 meeting of the
Bo;rd fg: the purpose of considering any matters placed
before it.

8. A country failing to meet its obligations to the
Fund mey be suspended from mmbershipwgmidtd a ma jority
of the member countries so decides. ile under sus-
pension, the oountry shall be denied the privileges of
ncmbcraﬁi but shall be mbioct to the same obligations
as any other member of the Fund. At the end of 1 year
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the eountrgshull be automatically dropped from membership
unless it has been restored to good standhg by a majority
of the member countries. '

A member country may withdraw from the Fund by giving
notice in writing and its withdrawel w i1l take effect im-
mediately.

A country which is dropped or which withdraws from
the Fund shall have returned to it an amount in its own
currency equal to its contributed quota, plus other
obligations of the Fund to the country, snd minus any sum
owed by that country to the Fund. Any losses of the Fund
may be deducted pro rata from the contributed quota to be
returned to the country that has been dropped or has with-
drawn from membership. Local currency holdings of the
Fund in excess of the above shall be repurchased by that
country with gold or foreign exchange at the option of the
Fund.

When a country is dropped from mberlhif or with-
draws from membership, the reciprocal obligations of the .
Fuxlld a.ndi;. the country are to be liguidated within a reason-
8b e t -

After a member country has been dropped or has with-
drawn from membership, the Fund may not sell the currency
of that country if the Fund's holdings are less than the

Jo 12(iii)unliquidated portion of the country's quota nor buy the

currency of thet country if the Fund's holdings are more
than the unliquidated portion of a country's quota. After
a country has been dropped or has withdrawn from nemherlh.lg,
its right to utilize the resources of the Fund is subject to
the approval of the Fund.

9. Net profits earned by the Fund shall be distributed
in the following manner:

a. Fifty percent to reserves until the reserves
are equal to 10 percent of the aggregate
quotas of the Fund.

bs Fifty percent to be divided each year amohg
the members in proportion to their guotas.
Dividends distributed to each country shall
be paid in its own currency or in gold at
the diseretion of the Fund.

VIII. Policies of Member Countries

Each member country shall determine for itself the
ugproprhtomu of the measures it takes to implement
the purposes and the provisions of he Fund, except in
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such matters as relate to the purchnse or sale of exchange.
However, the Fund may recomme: ‘-h-gz countries such
action as it regards as appropriate with respect to the
purposes and provisions of the Fund, and each member country
shall give consideration to such recommendations.

Each member country undertskes the following:

1. Not to buy gold at a price above the parity of
its currency, nor to sell gold et a price below the
parity of its currency. :

2. Mot to allow exchange transactions between its

13(i1) currency and the currencies of other members at rates

457

outside a prescribed range based on the agreed parities.
3, To abandon as soon as possible, when the member

S 13(iii)country decides that conditions permit, all restrictions

%

on payments for current international transactions with
other member countries (other than those involving capital
transfers), and not to impose any additional restrictions
(except upon capital transfers, or in sccordance with 10
lboveg without the approval of the Fund. The Fund may
make representations that conditions are favorable to

the abandonment of restrictions. :

4. Not to engage in diseriminatory currency arrange-

13(iv) ments or multiple currenecy practices without the approval

of the Fund.

5« To cooperate effectively with other member
countries when suelh countries, with the approval of the
Fund, adopt or continue controls for the purgote of regu-
lating international movements of capital. Cooperation
shall include, upon recommendation by the Fund, measures
that can appropriately taken, such as:

a. Not to accept or permit acquisition of
; dng:aits, securities, or investments by
nationals of any member country osing
restrictions on the export of capi
except with the permission of the govern-
ment of that country and the Fund; :

b. To make available to the Fund or to the
fg;ornmont of -member country such
ormation as the Fund considers neces-
sary on prope in the form of deposits,
securities and investments of the nationals
of the member country imposing the re-
strictions.
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8. To give consideration to the views of the
Fund on any existing or proposed mohetary or economic
policy, the effeet of whieh would be to bring about
sooner or later a serious disequilibrium in the balance
of payments of other countries.

7. To furnish the Fund with all information it
needs for its operations and to furnish sueh reports as
the Fund may require in the form and at the times re-
guested by the IFund.
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