BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON 25. D. C.

ADDRESS DFFICIAL CORRESPONDENGE
TO THE BOARD

January 16, 1945

Mr. H. D. White,

Assistant to the Secretary,
Treasury Department,
Weshington, D. C.

Dear Mr. White:

I am enclosing a memorandum of suggestions in
connection with the Bretton Woods enabling legislation.
Some of the points were discussed by the technical group
which met at the Treasury on December 13 and there has
been further discussion since among those primarily con-
cerned with the Bretton Woods plsns. It has seemed ad—
visable to reduce to legel lenguege a number of points in
which the Federal Reserve participants have been particu-
larly interested.

When you have had an opportunity to consider
our suggestions, I should like to have a meeting with you
to discuss them in some defail. Will you let me know when
this is possible? I trust that it can be arranged &t a
fairly early date.

Yours sincerely,

- A.fFoldenweiser,
Director of ReSearch and Statistics.

Enclosure



Suggested Revisions of Draft of the Bretton Woods Enabling Legislation
Distributed by the Treasury on December 6, 194,

Section 2: Appointment of goverrors

Proposed revision (second sentence): "Governors and alternates shall
serve tor rive years from the date of their respective avpointments,
subject to the pleasure of the President; shall be ..."

Eleanation: While the United States governors and directors must be
allowed to vote on their own responsibility, it is evident that they
represent not themselves, but the United States, Otherwise they would
not be casting 30 per eent of the votes. To show clearly that they
must sct in accordance with the geners]l financial policy of the govern-
ment it should be explicitly stated that they are recallable at the
pleasure of the President.

Section 3: Appointment of executive directors

Proposed revision (second sentence): "Executive directors shall ssrve
Tor two years from the date of their respective appointments, subject
to the pleasure of the President; provided, ..."

Exglanation: Since it is provided in the articles of Agreement of the
Bank thut exeoutive directors shall be sppointed every two years it
seems reasonable to have the term for executive directors of both the
Fund and Bank two years instead of three. The insertion of the phrase
"subject to the plsasure of the President" is for the reasons given
above.

Section 3:

Proposed revision (fourth sentence): Substituts for "Executive direc=-
Tors shall, with the approval of the President, appoint alternates:”

"isoh executive director shall, with the approval of the Presi-
dent, appoint an alternate who shall serve as such, subject to the
pleasure of the President, until the expiration of the term of the
exeoutive director by whom he was appointsd.”
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Explunation: It is suggested that alternates serve subject to the
pleasure of the President for the reasons given above, Also it ssems
desirable to muke it clear that an alternate serves only as long as
the ex=cutive director by whom he was appointed.

Section L: Supervision of goverrors and executive directors

Although there may be some question as to the exact composition of the
intsr-agency body established in paragraph (a), the establishment of
such a body in the enabling legislation is considered necessary and
desirsble, The Treasury draft uses the title "International Financisl
Organizations Board" for this inter-agency body. We much prefer the
title "Intsrnational Financial Council" since it is more compact and
would permit the use of the single word "Council™ without danger
confusion with either the Fund or Bank boards or the Board of Goverrors
of the Federal Reserve System, In subsequent sections we shall refor
to the inter-agency body as the Council,

Section l:

Proposed revision: Substitute for ".es and shall consult with und aet
pursu.nt to the direction of the Board" in paragraph (b) the following:

", and shall act in a manner generally consistentwith the views
of the Council as to the financial and monetary policies of the United
Statcs. The governors and executive directors shall meet with the
Council at frequent intervals, and whenever requested by the Council,
a governor, or an executive director, Such meetings may, in the dis=-
cretion of the Council, be held by the Council with the governors and
exceutive directors of both the Fund and the Bank, or with the gover-
nor snd executive director of sithsr the Ffund or the Bank."

Add a now paragraph (¢) as follows:

"The Council may at any time recommend to the President removal of
a governor or executive director if in its judgment he is not acting
or has not scted in a manner generally consistentwith the views of the
Council &5 to the financial and monstary policies of the United States."
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Explanation: Since the governors and directors represent the United
States and must act in accordance with its general financial policy
they must have some agency to interpret that policy to them, The
Council will do this. The governors and directors should not be re-
quired to vote in accordance with dstailed instructions of the Coun=-
cil, however, since they would then be mare messengsr boys and men of
ability would be unwilling to accept rppointment in these posts.
They must vote on their own responsibility, But if they vote in ways
that are contrary to the policy of the United States they will risk
racgll. -

Since the Council is set up as the body to interpret the inter-
national finmancial policy of the United States to the governors and
directors, the Council should have the right to recommend ramoval of
a governor or director if he is not acting in substantial accordance
with that policy.,

Section L

Proposed revision: Add a new paregraph as follows:

"The governors and executive directors of the Fund and the Bank
shall meke reports to the Council with respect to the opsrations of
the Fund and the Bank, respectively, at such times and covering such
matters as the Council may require, The Council shull annually make
a full report of its activities to the Senate and Louss of Represanta-
tives and such report shall includs reports by the governors of the
Fund and the Bank with respect to the operations of the Fund and the
Bank, respectively, and with respcet to their participation therein,"

Explanation: Congress should be kept fully informed of the activities
of the Council and of the governors and directors, irrespective of
whether or not thers is an Advisory Committee, as to the desirability

of which no opinion is expressed «t this time,
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Section 7: Approval of acts of Fund and Bank

Proposed revision: Substitute the following for the whole of Section 7
and ochange the title as indicated:

"sctions on bchalf of the United States, (a) Except us othorwise
provided in Section b of this YoInt Resolution, the Council is hereby
authorized, through the governors and exscutives directors of the Fund
and the Bank, as the case may ve, to give or refuse the approval, con-
gent, or agreement of the United States whenever, under the Articles
of Agreement of the Fund or the Articles of Agreement of the Bank,
such approval, consent, or agreement is required befors any act may

be done by the Fund or the Bank, respectively.

(b) All communications or negotiations with the Fund or ths Bank
on behalf of the United Stetes shall be made or conducted by the gov=
ernor of the Fund and the governor of the Bank, respectively. Any
action which may be taken by any agency of the United States Govern-
ment pursuant to or in order to carry out any provisions or purposes
of the Articles of Agreement of the Pund or of the Bank shall be
taken after consultation with the Councils "

Exglanationz The inter-agency Council will interpret the financial
policy of the United States Goverrment in relation to the Fund and
Bank., It should therefore be the agercy to approve or disapprove the
actions of these institutions when the consent of the United States
as a country is called for before any action may be taken by the Fund
or the Benk., Its decisions should be transmitted through the United
States governor or director, who in thess speciul cases will not be
free to exsrcise independent judgment,

The sort of cuse in which approval of the United Stntes as a cowmn-
try is required is well illustrated by th2 Bank Agreement, The Bank
curnot use the United States subscription, or try to borrow funds in
this country, or guarantee dollar loans if the United States objects,

Suppose now that the Council informs the U.S. director that it is in

accordance with the policy of the United States at this time for dol-

lar loans to be made for productive purposes abroad, and suppose that
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the director relying on this information votes for a dollur loan, It
would be 2n anomalous situation if at thit point some U.S, agency
other than the Council could deny the Bank the right to try its luck
in our investment markets-because the other sgency comsidered that
such borrowing vould be contrary to the policy of the Unitsd States,
The Council should be the interpreier of all U.S. poliey vis-n-vis the
Fund and Fank.

In giving approval to the Bunk's attempt to raise funds hers, the
Council would not be binding any United Stutes ageney to take positive
action, It would merely state that the United Stutes had no objsction
to the Bunk's seeing whut it could do., This would also be truc of
Council approval of the Fund's borrowing,

The governors and dirzctors, acting in « manner gencrally con-
sistent with the vicws of thz Council as to the rinuncial and monetary
policies of the United Stutes, or in certain matters on specific in-
structions, should be the channcl through which ull nwgotiations, agree-
ments, reports, representations, and other non-financiul dealings be-
tween the United States and the Fund or Bank are carried out, Aﬁd
since importunt policy uctions and decisions by particular agencies
may be required to fulfill the obligations of tho United States under
the Fund and Bank Agrsements these actions and decisions should be
made after consultation with the Courncil,

Section 8: Agencies for dealing with th: Fund and Bank

Proposed rcvision: Substitute the following for the zntirs section
and change the title as indicated;:

"Dealings with Fund, (a) The Secrstary of the Treasury, with the
approval of the President, is suthorized to employ the resources of
the fund estublished by Section 10 of ths Gold Reserve Act of 103
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for the purpose of dealing with the Fund to the extent necsssary to
carry out the purposes of the Articles of Agreement of the Fund,
The Secretary of the Treasury shall keep the Council fully informed
with respect to all such dealings.

(b) Subsection (c¢) of Section 10 of the Gold Resarve Act of
193, prescribing a time limitation upon the exsrcise of the powsrs
conferred by that section, is hereby repsaled,"

Explanation: Although many of the financial dealings with the Fund
will be more or less routine in churacter, there are oceasions, under
the Agreemsnts, for transactions of a more discretionary character
involving policy. For this reason the Council should be fully in-
formed of all dealings with the Fund.

The United States Fund (with the money which will be left at its
disposal after removing $1.2 billion as indicated below) is not only
& convenient ard suiteble agency through which to carry on dealings
with the International Fund but should also continus to function as
it has in the past, In addition to a number of technical operations
which it performs, it can be used to advantage to continue or extend
special stabilization agreements with non-member countries or with
other countries which are of special interest to us and which &re not

able to obtzin adequate assistance from the International Fund.

Section 9: Designation of depositories

Proposed revision: Substitute for whole section:

"Any Federal Reserve Bank is authorized to act as depository and
fiscal agent of the Fund and the Pank, subject to the supervision and
regulutions of the Board of Governors of the Federal Reserve System,"

Explanation: The Bretton Woods Agresments require a msmber to name its
. ol

central bank as depository for the International Fund and Bank, Cone
gress should do this directly; and, it should be made olear thut in



discharging its responsibility, ths Fedsral Reserve Bank would bz sub-
Jject to supervision and regulation by ths Board of Governors,

}ection 10: Issuancé of notes

Proposed revision: Substitute the following for the 2ntire section:

"Issuance of notes. In addition to obligations authorized by
any other provisions of law, the Secretary of the Traasury is author-
ized to issue from time to time at par notes on the credit of ths
Unitzd States, for the purposes of Article III, Section &, of ths
Articles of Agre=ment of the Fund, and Article V, Section 1<, of the
Articles of Agreement of the Bank, but such notes shall be issued only
in lieu of or in substitution for any payment by the United Stat@s on
its subscription to the Fund or on its subscription to shurss of stock
in the Bunk and may not bs issued after the expiration of three months
following the date of any required payment nor in an amount greater
thur the amount of such payment, Notes issued under this section
shall be non-négotiable, non-interest bearing, and payable on demand
of ths Fund or the Bank, us the cuse may be, by crediting the account
of the Fund or the Bank, respectively, in a Federul Reserve Bank de=-
pository of the Fund or the Bank,"

Explanation: The non-interest bearing Trauasury note is &« suitable
method of postponing payment on the United States subscription until
the money is really needed., The Treasury should be abls to issus non-
negotiable, non-interest bearing notes and pay them over to the Fund or
Bank in place of currency for the purpos2 of paying the United States
subscription to the Fund or Bank. The three month provision is to
take care of the possibility that, under a strict interpretutior of
the Agreement, it may be necessury to make the whole subscription in
gold and currency only. In that case, however, the notes could be
used in effect for subscription by immediately exchanging them for
currency in excess of the working needs of the Fund or the Bank. Pre-
sumably this could be done within three months,

Once the subscription payment has besn mads, however, there is

no further need for these notes, They would constitute an undesirable



type of Trsasury finencing. While their use by the United Stutes
might be r:latively harmless, since the Fund snd the Bank are un-
likely to aceumulate much in the way of excess dollars, the existsvios
of the power would set a bad example to other countries whers simi-
lar powers could be used to nullify one of the most important controls
of the Fund--the deterrent charges levied on large and continuous

use of the rund., A debtor sovernment paying these charges might save
more than ths amount of the charges by obtaining interest-free money
at home by this device. The more it borrowed from the Fund the more
it would save cn interest at home. Instead of bein; under pressure
to repay the fund, Finance Ministers would be under tenptation to let
their inaebtadness grow. We should do what we can to eliminate this
defect in the Sund arrangement at the start. If the United States
gives a :ood exampls to foreiun countrics in its own legislation, it
may make ils influence felt,

Section 11: Obtaining and furnishing information

Proposed revision: Substituts for (8) "The President is hereby author=
ized, through any a ency that he nay deslignate, and ..," ete., the
Tollowing:

"(t‘l The Council is here by auvthorized » throuzh any ageney whiech
: = " = y
¢ md.‘\' ';.:3?_2"‘-.tf, and ..." eto.

Explanation: The (ouncil is th ‘group whieh interprsts Unitsd States

poliey with refersnee to the Fund ana, tosrther with the govearnor and
dirsetor, should in general handle our r<lutions with ity The Coun-
c¢il should havs responsibility for sceing that the Fund gets the neee

essary information ana shoulc itseli have full access to that informa-

tion.



Section 13: Jurisdiction of suits

rroposed revision: Substitute the followin: for the entir section:

"Jurisdiction of suits. For tis rurposes of snry suit which ma;

be brougit by or _galnst the Fund or the Bank in sccordance with the

rticles of Agreement of the Fund or the articlss of Agreemant of the
Bank, the fund or the Bunk, as the cass may be, 5kall be desemed to he
an inhabitant of the Pedersl judicial é:st” et in whiok its orincinal
office in the United States is locatec, aund any sveh suit gt law or
in equity, brought within the United Statés. its territoriss
sessions, to which either ths Fund or ¢ B
shsll bes desmed to arise undsr the laws of the United State

=

district courts of the United Statas shall hkave ofiginal Jurisdiction
of any such suit, When eithsr the Fund or th: Ramk is a defey t in
any such suit, it may, at apy tims defors the tris) therea?, re-ov
such suit from & State eourt into the aistr r i

Statss for ths proper district by folleni
of causes othurwise vrovided by 14u.

Explaration: This sestion in the Troasury draft arparantly inadveirts
ently omitted the words "from a Stats court” in she provis
ing removal of suits. In addition to restoring these words, the pro=
possa revision adds lanjum;e at the beginning of the section
that suitis brought sgainst ths Fund and the Fank mey be brousht only
in the judicial district in which their principal offices ars locatad,

Section %&; Provisionasl nayments for sdministrative expenses sng
Section 15: Avoroopristions authorizec
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"Seotion 1i: Sutseript
subseription of the Lnitec
$2,750,000,0001

() The Scoretary of the Treasury shall withdras fros th: stadi-
lization fund cstablished by Section 10 of the Gold Regerve Aot o
1934 the sum of 31,800,000,000 and ¢
the books of ths Tressury, 1 :
ugsed by the Seerstury of the T
paying the subscription of the Uni
not be used for any purpess except o )
redecming notes issued under authority of Section 10 herced
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t-in a spoeial a:**“" on
his special account shall be
the ext=nt necessa i

ates to the Fund ang shall
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that such sum shall be avuilable until December 31
ments for administrative cxpenses reguirsd by Arti
of the Articles of Agreement of th: fund,

(b) The sum of $950,000,000 for payin. the remainder of the st
seription of the United States to thc Fund is hereby authorizod to be
appropriatsd out of any money in the Treasury not otherwise sppropri-
ated, but shall not be used except when no part of the sum rade avail-
able under subsection () above is availadle for the purpose,

(¢) Any amcunt which may be raturned to the United States bv the
Fund by reason of the issuance of notes pursusnt to Scotion 10 of this
Joint Rescluticr, not exceding such urcunt as may have bsen appropri-
ated una ussad for the purpose specifisd in subssction (B) of thris sco-
tion, shull be puid into the Treasury of the United States as rmiscel-
laneous receipts; and any amount so returned to the United States by
the Fund in excess of the amount appropriited and used under subsece
tion (b) hereof shall be placed in and becoms & part of the speciil
aceount provided for in subssction (a) of this ssotion and shall again
be availebls for the purposs stated in th.t subsection,"

Explanaticn: With the establishment of th: International Mund thore
will bo no need of a large United Stutes Mund, The inuotive portion
amounting to 31,500,000,000 should be used to make the United States
subscription to the International Fund. As long as the £1,8 billion
iz avajlabls it would seem unnecessary to use aporopriated revenues
raised by taxation or borrowing,

Propossd rovision: Substituts the following for Section 15:

"Section 15: Subscription to Bunk. For the purpose of paying
the subseriptior of the United States to 31,750 shares of stack in
the Bank, there is hereby authorizad to be appropriuted out of any
money in tho Trsasury not otherviss appropriated the sum of
$3,175,000,000, of which $3,111,500,00C shall remain available until
ealled by the Bunk; provided that any wmount so uppropristed shall
be available until December 31, 1945, to mest payments for adminis-
trative expsnses required by Article XI, Section 2 (d) of the Artie
cles of Agreement of the Bunk. Any amount whioh may be returncs to
the United States by the Bank by roison of the issuance of notes
pursuant to Section 10 of this Joint Resolution shall be paid into
the Treasury of the United States as miscellaneous receipts,"
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' Exelsimtions It seers illoginal to have the contridution to the ..E
administrative expenses of the Bumk met out of the United States e

Stsbilization Fund, Ths whole sudscription to the Bank should be |

i : from appreoprianted revenues, i ) '
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