
Date Jan. 3, 145

To r R B. brnner - 26 TreasW

From Zalter R. Gardner
Eoard o: Governors of the

MESSAGE: Feaderal Reserve Syatem

Attached is a brief memo
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January 51, 1945

Limitations on the I12unace of Norn-Interest
Bearin, lotes to the Fuln cni Bark

The auestion has been raised ag bo .hcthir thr Limitation an

t·. issutnce of non-interost bearing dcet<nd notes by the Troesuy: for the

purpose ° of the Fuin> nd B&nc agreements should be 5,T5 $930,2Ž) (i.e.

rmount of U.S. subscriptions to the 'unm xn; Ban: combined) or should

be 2,75),00),O3)J on notes issued to the Fund ,n. 3,175,00i,Y)i on notes

iCsued to the Bank.

In )r~ctice either of thess .rrangements would york out tbout

the stme for the United Stttez. Ye bclicvw, ho'vewvr, that the second

nrrangement, dhich treats he undt ani thi Bx.i: separately, vouLa be better

from the sttndpoint of mcetiaj; diocstic opposition to the Fun: nd would

subseruently Lend support to our efforts to rcvent advantage being ttken

of . defect in the Fund agreenent.

! etin& domestic oUooition

Tho opuosition to the Bretton boo s agreements aCPear to be

co; escing on the point that the Fun. as 2e 4-srutc institution shouli be

dro ied 'nr itr functions tran ,ferreu to the Bnik. The more suggestions

trerz <re in the cnabling i gi lation that the tto institutions can easily

b:~ rolled togclher, the more diifficult it is to m:nintein the position that

the Funm is t sesarate and unique institution rih functions of which cannot

saecuately bp -erfomred by the Bank. While the handling of the limitations

on the issu:nce of notes vi i htve only P slight influence on this picture,

thst influence -iL be harmful -sychologocIlly if it is in the direction of

rollint the two institutions into one or treating them as interchangeable.



·

By the srale token it will be helpful if the use of noteo, iikc the subscrip-

tion itself, tends to differentirte the Funo fro tihe Banm.

Subser u-nt assistgnce in overcomini a defect oi the lFun iJreermont

Thi ooint has alreaty been stateQ on age t and 6 of ourx m <orncndum

entitle' "Suggestions on Bretton Vooz Lnaliing Legislation" .hich i dS oistributeC

st the :eeting yesterday. The defect in tne Fund greemcnt to vhich attention

oas there called is one that wouold disappear if members generally drei their

enabling legislation in the secona form propose> above -- i.r. keeping the Fund

and Benk separate. The defect iouri remain, howevsr, if they drew their legis-

letion in the fir:t form ince that .oul ,jermeit them to issue notes to the Fund

in excess of their subscription to it. The excess coula be equivalent to the

fu'l uncalled Subscription to the Bank. In thb case of most countriies this

uncl.led subscription wouLd be equivalent to fro 83u to 9G per cent of their

cuotsa in the Fund. Hence the non-interest bearing notes coual be used to offset

thc aeterrent charges of the Fun on aliost the full cuote use of the Fund.

This is a reason in favor of se-arate treatmEnt of the Fund anx Bani thich ze

feel should weigh ith those vho viii be concerned vith the proper operation of

the Fun:1 in the future.

So far as resenting the matter to ConLrtess is concerned there is

no reason to supose thAt any defense of the limitation will be nececuary.

A limitation on the issue of non-interevt beariti demisnc note: :iil a1:loSt

certainly corzeno itself a: a pruuent measure.


