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October 23, 19,3.

There is attanhed a cony of a merorrior gmtit ed "'t overzi :nty
Jnder the %hite f-lan," prerared at the Federal '-eservc ~ank of New, York,
?hich concludes that the ilan does not really invcive a funJia ntal suir-
render of sovre i rty. The writer had before hiim only the nrintei e&ition
of the nronosai for an International Stabilization undr. The folloing
(iscussion '-osiders the noints made by hi i in tbe > t of the mro-noral
and also in the liirt of the changes resiultit from the cof>revrwes with
tne ?ritish exrerts.

The m-moranrmR refutes tIoe i-dea tat oarticixtion In the ]'und
eou!c involve a "su-rrcnder of sovorel nty" on t;e basis that a Ch5er co',-
try it free to vithdraw from its obliati ons to the nri , ar'd ten nrocrds
to <ntt (te thati ths tornciuson is a do<btfuLl one. Tie ol t'-- l h are.troJ'lor>'1 for t'e wriPtr ar, first, Lt it rt" hdravon ICocooes e'>fentve only
one year a'ter notice is given, an! secnnd, ,hit it is Opl-icit n e tie bluan
thaM the mthority of Con, ress to regl'4ate tte val:e of the 5ollar 1il be
iele at: t to sn-e extent to the uand.

The riter's general observations on t-e ro-i ntv qluestlor are
subjhct to criticism from several angles. 'is reliance on the -ig>h to
withdraw from the Fund as the answer to the "surrender" artument Is rather
shortsi hted. It is not necessary that a nation, to nresnerve it sovrci,,nty,
refrain from entering into international agreements frov v:+ich it may not
withdraw at will. On the contrary, the withdrawal nrivjlege is an nnusual
,rovision and the real fallacy in the "surrender of sovere snty" argument
lies in the "act that it is based uoon an erroneous conrent of the meaning
of sovereitnty as annlied to a nation in the modern world.

Even should the rniter $ aqnroarh be consi ered aV adequate treat-
-ent of the sovereignty question, nis meoranrvtt could be ronsiderably
strengthened by reference to the Joint Ltateent hv the xnoerts whicrh dll
serve as the basis for the work of the drafting com itt~e, and al so by a
better understanding of the powers of the Fund. The tvffermncc s th the
British extperts resilted in a change of tFe withdraw-l provision whi 'm nakes
nossible the ?dth¾ral of any member country at any time and it seems clear
that this ehange would disnose of the writer's cotcorn 4th tne ormner reqmlire-
ment that one year's notice be given. CrOn ,he question of the i!eleoation of
coniressional authority to the hi'nd, the writer is a-Iarently in error. The
provisions in the ortnted pronosal and in the Joint Statement are to the
effect that the value of a country's cutrercy ,ay rot In and rn 'ithout its
consent and that the gold values of all currencies may not be Than ;e exoect
7ir$ the a~-roval of C5? of the me:n:er votes. Snce the 7hnterlo thtes till
nave a veto nover over any general chance and rmnst concunt to , soeeio'i change
in the value of its own currency there is no nro'bl~* o ' deleo aM 'n innolved.



-2-

The writer divides the obligations an< o-rs into three classes:
(1) the ability of a member country to obtain forsi n fxchan o from the Fund;
(2) the obliatiocn of a ennear untr o rrfra fr.r Certin rtion; and
(3) tne obligation of a tember country to take eertain action.'fe concludes
that the first group does not involve any interferernce ith national sovereignty
since the conditions rich may be attanheA to tti rrovision of foreign exchange
may he avolded by the member corntry ross 'ing to accent the exchan;e. }is
noirt that the conditions zbich may be attacrhe are sime ar to those customary
in the case of loans seems to be well tak :. Iith rronnt to the secon· gronp
he is not quite convinced. ALthouth he recon;i zes he analo;,y o treaties
bin ing a country rot to >:i lo battleshi s or r als -,rif!s c, feels that this
clan involves certain funtamrntal difflornores. !te sttes 'lat the nolicy
o libations assume by the coiuntry may be hargn ilto e r H consents, so
that a me:ber country's nol[cy is sub'ecte> tot '? unti r f t e -rd. In
this connection it should be note! thait ihe oropcsal coes not envisage changes
in a country's )olicy by the ½r,4 unless t>e country ares 71th the change.

iTis a'reement must he obtained eithar b, the inclusion of that coumtry's votes,
or 4y the acceptance of the Fund s rcoctmenealre nrs. ie also ,o1nts out that
the nenaty for withdrawal from the Thund is heavier thrn tnAt involved in the
abrogation of a trade agreeonet. altho u, t;z may bV true, l can be so only
on the basis that the advarnta~es of r r n c e raty greater than
those rertainir, to trade ajr*entrs. 1lb resne'f, to tre tird grouo, he con-
coides that oositive Rct orn is never required hut only reco orende by the Mund.
(In adfition to answering the questior wit> resreot to this fe un of obligations
his conclusion is qsco an arsrer to the question he raises Concerning chanes
in the nolicies of member countries by action of the ;%ind A The merorandu/
continlues with a brief oiscussion of various rovisiors Cof the Drirted Dronesal

irch fall within the three categories of nowrs and obli atiors defined by the
,ri ter.

I. (iroI 1)--sndit i ons attcfhe to 1 oans.

The orirted oroposal orovides t:hat eI:- 1'Trn can noh Ara(; in trams-
actions in a nirticular currer--y r ntil its 'itc t'ad enr establisled ,1 th the
aDonroval of the FThnd and the vemier country. Phe iti- n strits this as
-enin6 tiate the remltr cortry -- ill ) ae to iccpt tle rate decided !,por by
the Jund. There would be son- justification for rtoi an interrot&taion if The
Flunc were in a strong position -rnir to tht ,tlabl dsrr2On of initial rates.

0om-ver, it vd4l not be in s':c a ositilon at a ea' unt 4ht 'r'or >c'lnt.ios
Late reached an a.reeuenL vi t1 th -iFrn on the iniial rates. M.orenovr, a
couptry rill not have votin rl his trier to t ,e cst,,is' vent of a rate and,

accor 'ingyi', wil.l be ntihk -ae nrsa'e ion as if 4 ro:- no { 0oiA the F111.
Thp :liter erroneously assumes thait st -a? country ril hive vet> i rlaits.
(IV, 2, a, oar. 2)

The concsIus on that this ;rwuo only involves con :itici. ;inilar to
those i'oozcA on loans is $mooorted by the vriter y q-otics the sections

~noosnt such roritions 'non a vertver country exceedin: its ro eri ssilo cosota
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or raridly exbaustLng its rrrmissnile quota. T'e latter rov'i ion l sa been
excluded from the joint Statevent and the for mer ha !,-en to a nro-
visioan that exchane nmay be nrovie'is in a'`itior to the nermissi e quot>
under arnronriate safe lars. (V, 2, b and 6)

II. (']rou~ 2)--Obligati ons to refCra froi action.

The nrovision that menber countries wIi rintain the rates established
Iy the '.%na and will alter the values of their ciirrnoiev only as nroviled in
the Airernent is criticized on the rasls tlat tK >r can ehante values w4th a
three-fourth's vote, vhich action ,ll be resented by tte legislative branch of
the Tovernment. Tbis point is not well taken since the value of a currency can
not be charned without the consent of the country concerne&. rnder existing
law in the United States such a chan e could not be made in the val]e of the
dollar withovt action by Congress. (VII, 1.)

This same criticism is dirented at tbe ob!i[ltior rot to enTaie in
exchange dealings t±ich il unmdermire the stabill y of the rates established
by the Fund. Even if the criticism vere val i <' n the for er case It is diffi-
cult to see its a1nlicability to tis orovisior. (V'IT, 2)

The me'!oranljrn criticiSes the trovision that no ner restrictions on
foreibn exchane transactions wjb meber oourtries -1i1 I e rep4osed v1t!,ut the
approval of the Fund on the basis that refusal to ca-rvce of such restrictions,
coupled with the obligation to maintain stable rates, can force a menber country
to use uy its exchanie reserve. This criticist arrears to hoe an attempt to
justify the use of exchange controls as a means of corbatin,] exchanbe nroblems.
'owever, exchange controls are one of tiie frevi cs' jicb t ic und is dosignd
to eliminate r the fiele of cmrrent transactions. (VII, 3, car. 1)

The obligation to keep the holdink;s of tbe Find free of rostricticers
as to their use is made the subject of a faritastic criticism;. 1,e ,riter points
cut thaY a country rhi14 exhausts its nrmissibl quota fi it fail to lay off its
obli ations to the Fund, in rbick case the nird coivl indz;co other rottries to
make their payments to tVA nemter through the Fcin , thus reducin, the obliga-
tions of that country, but also cuttini doon its exchan e redeitts. In such
circumstances, le states, the country might rish to freze the hunds' halances.
Although he is quite ritjt in assumin< that a country wuld wrish to take action
to prevent such tactics, it is diV'icult, if not imnpossible, to see how the
ound could ena, e in such tactics. This is rartiuliarly triue under the Joint
Statement wFi-h -rovides that the tind's holdings shall be free only to the
extent necessary for it to carry out the o' Irations specified in tPe Arrement.
(VII, 3, par. 3)
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The orevisior tha' "embers vil rot nt r i4rto new bilateral
clearko; arrangements or nlti0le culrrency vraoti;c·s wttlh d retard
the grovth of vnrld trade is anoarently binroved, but the triter staites
thtt the Fund mntht have difficulty in nreventini undrrhard nractices vhen
a memher country establishes quanuitivre imort controls. t is difficult
to determine the meaning of this observatior. (VP, S)

III. (3rou, 3)--Obligations to take actior,.

The writer finds no dificnuit in connotation with several of the
require ents of this nature since member colintries are only required to
consider the requiretentbof the Fund. The provisions of this tye are those
dealin, with abandonment of foreibn exchinje restri ctios, the handlinl of
scarce currencies, and the view of the Fund orn oroblems vieoh mi,ht cause a
serious disequilibriun in the balance of the oayments of menber colmtries.
(VIl, 3; V, 4; VII, 6)

The writer believes that the obligations to furnish information and
the obligation to adopt apnropriate legislation are of nurely technical
sinifieance. This apoears to be a sound 'cnc<lusion. (VIl, ? l 5)

In connection with the provision dealing with the deposit of collateral
when the 'und's holdings of a particular currency exceed the nerissible quota
of a country does not cause the triter any di'ficulty, but he states that the
ilnd might ask for collateral after a loan had beer made. It is difficult

to see how such action could be taken. (V, 2, c.)


