ANGLO~AMETTCAN INVESTMENT BOARD

PREFACE, VERY SECRET,

It is hoped that after the war the United Kingdom and
the United States, will enter a new era of close economie
co~operation, Vhat precisely does this mean? We cannot build
on the possibility of achlev1ng anything in the nature of a full
customs union. A mere trade agreement,comblned w1th a currency
agreement, would bring us little nearer together than we were
before the war,

It appears to me that the best hope is in the formation
of new types of organisation such as an iAnglo-American Clearing
Bank, for which a plan has already been outlined, an Anglo~
American Investment Board and an Anglo~American Buffer Stock
Control,

Such bodies ﬁight be regarded és the nucleus of an
Anglo~American condominium, They would not interfere either
with the sovereign rights of the two countries or with those
- of other countries whose needs they met, The commitments
.réquired of the vérious states would be of the same nature ag
they normally make when signing Trade Agreements,

The organisations would derive their bower from the
fact that they would be Providing a service that has not been
provided in the worla before, and which no single state,

" however bowerful, could provide by itselr,

It scems to follow that they should not be corporations
registered under .merican or under English law, still less undep
Swiss law, but should be entirely autonomous and regulated only
by the instrument of agreement between the two countrles,

Whether Russia should be associated in the condominium
or only come in as a member on. the same bq51s as other countries
‘would no doubt be decided after Anglo-Amcrican +scussions, In
either case, the Investment Board ought ‘. appeal to Russia
since it would give. her an opportunity of acqulrlng Toreign money .

for reconstruction without e elther having to enter into negotiations
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with fornign oo italists or becoming indebted to any particular
foreign gﬁvernment¢

I have not dealt with ths sosition of the Dominions. .I
assume thot they would eventually becowe partners in any
Anglo-American scheiue.

PURPOSE.

The case for =2n Anglo-American Investment Board denends
upon the asswnption that, aftar the post—wéb boom, the world will
once more beszin to sufier fron under-employment of its w~n Hower
and chronic depression. These waladles can only be cured if
sufficient scope is found for the employment of man vower on
oapitai development°

' This orotlem will not e ar immediately after the w-p

8 there will be wmuch work to be done on reconstruction and

re-stocking, The richer couatries will be expected to vive some
financial assistoance. There wo2ld be great advantage in having

this comparatively routine work handled by the same institution
that will ultim~tely be exnected to deal with the lacger and more
difficult problem problew. = The mnglish and Americain meibers of

raln experience and umtual confidence.

a3

the institution would
Theré is indeed much to be 3aid for having this institution
together with the Clearing 3a1k i1 beinz on Armistice day. Qur
comuon danzers and c0.4wlon JUrHNs3 groﬁide the rizht atiwsphere for
securing an Aagreeient of mutuil scooandation on the basic pringiples.
It is possible that if ths matter is left until after victory, each
country may feel it can nfford thas luxury of heing obstinate about
its own predjudices =2nda narrowsr interests, diffsrences of opinion
may harden, and the great coportuiity for establishine An~-7nr-4merican -
collaboration and joint leadershin may be lost.
The main puriose of the Board is to secure a bal~nced world
ecdnomy; tc secure, that is, thdt unemployment shall not co-sxist
with want, nor great potentinl savings with development »rojects
ﬁegleéted for lack <f mensy nad enterprise, and its secondary

pur,.sse is to privide a radiecil cure for the lack of
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balaace betweon eredit and debit countrics, fo. which the Clééring
Bank would only provide a temporary, though none thevless_highly ’
valusble, palliative, | - o

One way in which a balance could be achicved would be if
each country secured thct enough capital work wasg undertaken at
home to give full employment and absorb all the savings of its
people when thus fully employed, If each country could do this -
not only would unemployment be terminated but crcdits and debits
on current account in the international clearing could not arise,

Messrs, Hansen and Gulick have proposed te cstablish an
"International conomic Board" to advise coll=sbLor-ting governments
with respect to internal policy designed to prorwote full empldymentr
This is of the first importance. If the Anglrw m % 2an %@%*ﬂfment
Board were adopted, the "International Ecrlomic Board" oéﬁldfbeiﬂ
merged in it; or it could be set up as an indepcndent_institutibn;

By itself this does not create confidence +thet the
unemployment problem will be solved; the ”Econ>mi¢»70ard”dis and -
must only be advisory, if national sovereigntiss\arqvté be
respected, and with the best will each country aighi yet £ind it
impossible for political or other reasons to imploment.the palicy
fully. Furthermore some foreign investment may be dusirabiéjin
itself tomromote sound projects in countrics lacking sufficient
capital,

It would be the duty of the Boérd to detcruine the amount
and nature of the projects to be financed from iis resovrces,

In determining the aggregate value of projects to be
finaneed it would seek to maintain Tull world cuplovicent. ’The"
euployment given by a development project is by o means ééhfinpd.
to the beneficiary country, Tools and raw materials are reo;irod,
and the labour employed spends its income 6n ot~y ands,
All this constitutes a new net demand for gcods; wich of it is
dirceted to countrics outside the project country: +hus new
employment is creatcd outside which in turn gives risc to a
further new demand, and so on, until a new equi’ibriun is reached
in which the whole world is geared to a higher lovol of activity.
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The Board would only accepth subscriptions to its issues
from the citizens (including corporate bodles) of credlﬁ countries,
This flow of funds would tend to llouldato thelr credit. But it
must not be supposcd that credit countries would gain nc benefit
except the interest on their loans to the Board, Their exports,
and thereby indirectly their whole internal level of omployment,
would be stimulated, And at the same time their iﬁports would
rise in conscquence of the stimulus ﬁo 1nterﬁal PUPCh%Sng power,
In the new situation their'credit'position would save 1n very:
exsceptional cases, be roduced for the loans plus thc additional.
dmports (both debits) would excced the addi tional exports,‘ It
18 important to emphasise that the credit countrles would not .only
have found a means of earnlng interest on th61r credit btoanco but
also have had their internal employment stlmulated The projeot
countries, and zlmost ocertainly also thosec not sdbsr iting to the-
loans, would have their debit position reduced

In regard to the nature of the pPOJGCuS the Boaro JOlld
have thc following points in mind:
1, The British and Americans would wish to havo scrupulous
regard to aspects of welfare other than economic. In the case
of primitive peoples care would be taken ﬁé évoid interfering
with family, communal and religious pracﬁices and traditions, It
would be no part of the plan to tear village communities up by the
roots, to proletarianise vast mésses of natives or creatc new and
dengerous social problems among them., Therc must be no suspicion
of exploitation, To safeguard the position the Board could set
wp an indecpendent advisoﬁy tribunal of ecminent nen, rogaxdﬂéés
of naticnality, who are recognised authorities on this type of
anthropological subject, and publish its reports,
8, The Board would take a long view, For many years there
has becen a strong tendenay towards nationai‘autarky. This has been
due to mome extent no doubt to motives of security, but also to the
growing obstructions and uncertainties in international trade and

%0 pcricdic depressions, The better success the Board had in
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warusarning che volume and balanse of world trade, the less motive
would cou;bries have for seeking to obtain sélf—sufficienoy.

Thur the Board would have regard to the most advantageous
divig? on of labour in the long run and not finance the development
of indVEtries inconsistent with that. For instance markets must
e left Zor the exportv of manufactured goods from countries whicsh
cannoi pravide their own food and raw meterials,

3. e do not yet know whether England and America will

joinnly or severally undertake the policing of world disarmament.
This i ~:Xen serzously must have regard not only to filnished
wea¥0te but also Ho the types of industry readily capable of
convevgioa for abmament purposes and to the production of key
maverials in recions which cannot be fﬁlly relied on to pursue a
peaco-lu . 1n palicVe Before approving any project the Board would
conguit “he ~i.cing authority,

;nesﬁ thrz2e considerations regarding the desirable
Girve~oior of foreign investment are so seriocus as to give a prima
facie wose for prohiblting or liocensing private foreisn investment
in the concominiun countries,

it nas beer suggested that we should ask America to oontrol
capltul wmrrements n order to facilitate our own oontrol of capltal
movemcnts which we may wish to maintain after thewar in order to
safeguare our talores of payments, A request based on the
desirabil: Ly of preventing the exploitation of natives, maintaining
the internuviconal division of labour and preserving peace might
have greatery weighte { |

A o000t regulating foreign investment based on these
MmoLiver o shit aiso appeal to Russila,

17 nerica would not agree to contrdiling private investment
the Doawrd -7 bt o far to achieving the same effect(l), by providing
mone; fus Lo coproved mrojects at rates far below those which would
attroct e prlvate investor and(2), by keeping things sufficiently
hwnaing on avwooved iines bo”deprive would=be borrowers of their
apLcoiwe o legs detirable projeots. Having decided upon the
best 1lnen of development the Board would stultify itself fatally

»
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FINANCE,

The Uniteq Kingdom and the United States would subscribe
capital ir equal amounts, making, say, £100 million together,
This would be Primarily a guaraniee fund only to be called up
if the neced arose,

The main part, however, of the money required for the
projects would come frem two sources, (1) subscriptions of the
citizens (including ccrporate bodies) of ecredit countries to bonds
issued by the Bosrd and (ii) the Cleering Bank, (In the cvent
of there being no eredit countries, i,e, only émall naladjustments
ih the international balance of bayments, citizens of all
countrics would be sllowed to subscribe),

The value of new Projects financed from time to time
should be governcd by ceonomic circumstances in the manner
describe below: it is important.that it should not be determined
by the varying facility of raising new funds from time to time.
The Board shouvld, however, aim at securing over a period a
defined preportion of the funds from public issue,

Loans for the Projects would be made by the Board to the
governmmecnts of <+hs project countries, and the governments would
be responsibie “or the direction of the projects (save as provided
for by the Progress Commnittee, see below) and for the payment of B
interest wong siaking fund on loans, In the case of Golbnies end,
Nandated Terriscrics the Mctropolitan Government or Mandatory powers
would be responsible, Where g singlé broject entziled work in
more than one country the responsibility would be divided in
bre—arransed bropnrtioas,

In ordsr to promote brojects. which would not otherwiée
be feasible it -g Lmnportant that the rate of interest charged
should be low; by the sare token it must not be so low as to offer
too strong a temntation to\governments to foist public works on

to the Board which they would normally undertake themselves,
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The following figures are very tentative and must

only be taken as illustfative,

| I suggest that the normal interest charge made by
the Board for its loans should be 2% per cent. There
would also be-a Sinking Fund to redeem the loans over a
term of years, the length of which would vary with the
nature of the project.

What assurance can the Board have that these
éharges Will be paid? Loans would only be made to State
" Members of the Clearing Bank, This Bank would debit the
“amount due each year for interecst and sinking fuynd to the

account of the Central Béhk of the borrowing country,
Thus this country could only.endeavour to escape payment
by withdrawing from the Clearing system, which would
prbbabiy entail the collapsé of its currency in the
Forein Exchange markets. There would, therefore, be

a strong incentive to her to fulfil her obligations
.‘and the"temporary indulgence to debits allowsd by the
Clearing Bank arrangement would faclitatc that fulfilment,
Furthermore the Clearing Bank scheme will provide means
for finai iiquidationiof debits by menbers even if they
withdraw ffom the Bank, Thus fhe Board should have
reasonable confidence that, save in very exceptional

cases, the obligations to her would be discharged.
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Since the Clearing Bank would automatically and
imwediately receive back her oontribution to the finanoce of
the Board's loans in the form of additional interest-~free
deposits,X it would be sufficient for her to charge the
Board an interest of 1 per cent, or less,

Consequently the Board could éfford to raise money
from the public at a rate above 2%'per cent., and at the
same time sct aéide a fraction of 1ts earnings to reserve.

What guarantee would the Board be able to give to
" subscribers? ' The British Governﬁent might wcll be unwilling
to participate in a Jjoint and several guarantce by the
British and American Governments,

le In virtue of the machinery of the Clearing
Bank all interest and redemption money due to the
Board should be recoverable gave in very excagtional
cases. -

2o To mect these therc would be the rcserves
accumulated'by the Board together with the £10C million
guarantcee fund.

In these circumstances it should be possible to maks
the Clearing Baiik the sole guarantor of the Investment
Board's bonds. . |

Thus the investor would be absolutely safe so long
as this foundation stone of Anglé-American collaboration
lasted.

| On this sccurity it should be pos ible to raise money
from investors on 25 year bonds at a rate not greatly
exceeding the %&1t edged rate for British or American

government securitiss,

This foldows inevitably from the position of the

Clearing Bank as the Cenitral Bank of Central Banks,



- Gonstitution and Functions.

1. The U.¥. =2nd 7.3, Govermaeats.

The Board woculd have a Charter defininy its functions and poweré
to run for = syecified ierm of Jears, This could only be amended by
2greement between the govermmneats of the U.K. and the U.S.

Decisions of the statutory coimnittees (see below) in the exercise of
their proper sowers could only be over-ridden by agresment between the
two governments.

2, The Governors,

The Governors woruld consist of an ejiual number of British and
Americﬂns, one of gach nntion thking the choir in alternite Jeers ang
having the crsting vote. They would be aggointed by the governuents of
the U.K. and the U.s.

The coverio2s would have responsibilit?i’ ~d control overst

(i) The internal affairs and managzement of the Board,

(ii) | Its ralations with the Anglo-American Clearing Bank.

(iii) Ali matters relating to the sublic i3sue of bonds, including
the amount, th: timing, the rate of interest, the techniecal
'queotlo ns of issua ete, , though they would lee careful
éonsideratlon to any vepresentations made by ths statutory
Economic Commni t t=2m,

(i¥)  The rate of interest charged for loans and the terms of
redemption, subject to the two rules, which would be
included in the chartéfx(a) that the rate chorred would be
appreciably below thét 2t which funds were raised from the
public.and () that a sinking Fund shovld be attached.

(v) All questions conneccted with the default of borrowers.,

(vi) Execution of thz decisions taken by the statutory comnittees

| in acecordance ¢1t1 tnn termas of the charter, save es
ns )rov1u=d Tor in tho dutices of the Drogeos Cmmﬂittee.

3. e The SLfl_'L}lu,QI’,V_ Comaltt_g'_e_s_.
Three such Comaittizs are 27000534, naely, the Econowic

Comsuittee; the Priorities Joimittes and ths Progess Coiuaittees



(i) Economic Committec.

In the cvent of the International Rconomic Board proposed
by Messrs) Hansen and gulick heving been set up the functlions
of the Economic Committee could bc delegated to that body.

It would be the duty of this Committee to determine the
amount of capital outlay required from time to time to maintain
a condition of full activity in the world,

I+t would bec assisted by an ex pert stafl of economists and
statisticians (drawn from all nations), who would assemble all
statistics relating to world production, trade and {inance, It
would examine such economic barometers as the trend of general
prices, the rclation between prices and costs, the relation between
the prices of raw products and manufactured goods and the state
of employment,

Tt would rccecive reports from the appropriate bodics in

ach country on its internal conditions end on the policy being -
pursued to maintain stcady proéress.

T4 would give advice to the Governments of all countries

on the need for neasures fprom. time to time to prevent incipient
depression or to check unhealthy expansion,

In the light of its information and of the prospecctive

-

action of individual governments, 1t woqld give instructions
as to the amount of outlay to pe financecd by the Board. At
its discretion it could also give instructions regarding thc zones
in which the outlay would be most advantageous,

There would bc an annex_uo the Charter specifying the
average size of the agg regatp of ncw loans to be allowcd per annui,
This might initially bc of thu oame order of macnlbude as the
- aanual Toreign investment py(the United Kingdom in the years
vefore 1914, The Comrmittee would not be bound to confine itsell
50 the specified sum in any one ycar, provided that it aimed at
not cxeceding thié averagse oVer a period of ten years, It would be

understood that the United Kingdom and United'states Governments,
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would scriously consider revising this ficure on a
repreascntation from the DBeonomic Committec,

The Committec wouldlconsist of an equal rnuwbcr of
British and Amcricans., - They would be appcinted by the
goveriments of the U,K. and the U.p. and consist of
ccononisgts and men of expcericnce in Lusiness and
administration, In thc cage of this, though not
necegsarily in that of other committcees, it is desirable
that economists should play a prominent part, since this
comtmities dis priarity concerned with the fundamental
auestions of the general balance betweer supnly and
demanc, saving and invegtment cte,

ii, Priorities Committec.

In the event of the Internstional Resources Survey
proposcd by Messrs, Hoansen and Gulick having becn set up,
certain dutiecs of the Prioritics Comaittee could e
delepated to that body,

This committece would be concerncd with the choice
of particular projects,

Projects might be put forward (i) by the govern-
ments Of any state member of the Clearing Bank for capital
outlay in theif own countries, (ii) by the governments of
the condominium countrics, (ii) by the expert staff of the
Priorities Committee and (iv) by thc Clearing Bank.  The
ClcarinélBénk would be entitled to asgk for an enquiry into
the condition of excess debit countries; where the debit
condition wags due to exigent circumstances and not to
irresponsible financc, the Prioritieg Committce would
consider projects likely to recdrcess the external balancc
of the debit countrics.

The Prioritics Commuittec would examine cach project
to asgure itsclf that the project was practical and
advantageous. In the casc of a debit country it would be
obliged to assure itse¢lf that thc project was likely, either
directly or by raising gencral c¢fficiency in the country,
to increcse the value of its cxports by an amount at least

coual to the interest and the sinking fund on the projecta
11—



- Al11 projects would also ve scrutinised in the iight of
the copsideriﬁions rcferred to on pages 4-5 above, At this
state the concurrence of both the British and American
representatives would be required.; (The Representatives
would be apprised of the views of their Govermments on the
broad lines of investment policy). |

If there were in existencé any Anglo~American (or inter~
national) body reéponsible for policing or for the international
control of afmamonts, all schemes would be passed to that body
for vetting,

fhé Priorities Committec would then draw up & priority list
having regard vo the iﬁfrinsic merits of each scheme to any
" revrescntetions by the Economic Committee and to the importance
‘of sceuring a rcascnably even-handed distribution of favours
among the differ.nt countries needing assistance,

The order of priority having beoen deterimined, the date of
inception of each scheme would depend on the total value of
outlay to be made in accordance with thé difeéfﬁbns of the
Economic Conmittee from time to time,

The Priority'Committee would consist mainly of men &
experience‘in industry, commerze, public utilitiés of in national,
local, or colonial adminis%ration. There should also be experis
in social welfare and anthropological problems, and economists
to examine long run implications,

It would be assisted by a staff of cexperts capable of
examining the technicalbaspects of all schemes'submitted, who

could be drawn from all nationalities,

(iii) Progress Committee,

This Committee would have, in respect of each scheme,

two dutics, onc optional and the other mandatory,
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(a) In many cases the government of the project country might
be Well-qualified Tor assuming full responsibility for the
execution of a scheme, as, for example, the British Government
in the case of a projeet in a British colony. In such cases
the Government would be allowed to take full responsibility, In
other cases a government, for example that of Thailsnd, might lack
not only the moneyﬂﬁut also disposal over the necessafy fechnical
and administrative skill, Such a government miéﬁt prrefer the
Investment Board to take full responsibility for the whole
execution of the scheme, There might be intermediate cases
where a limited degfee of technical assistance was required, : The
smount of technicsl end administrative assistance to be rendered

should be stated in the scheme as passed.by-the‘PriqritiGS'Coﬁﬁﬁﬂee
. nweosd hy the Govermment of the country conecerned- at that stagz

It would be the duty of the Progress Comnittee to assume

the responsibilities required., It would draw its personnel as

the demand arosc from any country wherc sultably qualifiﬁﬂ.experté

could be found. In the long run it might build up a pcrmanent

civil service of such prorts, who could be sent round from

project to project;

(pb) In cvery case it would be responsible for assuring itsclf
that the money lent was actbtually expended upon the scheme, This
might involve delicate problems, its powers o? supcrvision would
be limited by the sovereignlrights of the statés affected,

It would not be possible to enforce the cxecution of a
scheme, In the event of bad reports represcntations could be
made to the government concerned, If no satisfaction were
obtained, the matter would be reported to the Govcrnors, ‘Who
would order the outlay to bc stopped and would securce that the
part‘of the loan already advanced was rcpaid over a reasonable
term of years through the machinery of the Clearing

Bank, To prevent the suspicion of arbitrary



interference by the U,K, and the 1,8. it is important that the

Governors should take such action only on the recomnendation of the

P¥ogress Committee, The professional jualifications reguired for

membership of this Comnittze would be similar to those rejuired for

the Priorities Comnittee.

/Elternatively these three counuittees
in chzraoter. The gquestion of how far it
diluting the Angle-American condominium by
prineciple 18 perhaps one which can only be

with Americs. If Russlia were to become a

could be international'
is wise to go in

the international
settled after discussion

third party to the

condominium, her vliew would no doubt also have to be consulted.

All powers wowld be invitecd to become Associates of the

Board, subject only to .the eondition that they werc members of the

1{§Clearing Bank, Assoclated 3tates would be represeanted on the

. statutory committess by rotation in proportion to their size,

_megasured by some such econmuaic yardstick as the value of their

.foreign“trqde;7

(Intd. ) R.F.H.

12TH JANUARY, 194:2.
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1. The position ef gold is ambiguous and perhsps not

self oconsistent. Om page & we are told that the benovor is fixed
(but not unalterable) in temms of gold. On pages 17 and 18 we are
told that the Clearing Banlk rust buy gold from the Central Banks at
par, but that it is not obliged to sell gold. (Presumebly a fortiori
B0 Central Bank would be obliged to sell gold at par).

This means that while there is a mechanism for preventing
tha banocor value of gold falling, there is no mechanism for preventing
ite rising.

It follows that, unless some additional mechaniam not
specified in the Paper were adopted, tha Benocor would not be fixed
in termas of gold. And indeed, it would destroy the system to oblige
the Clearing Bank or the Centrel Baxnks io gell gold at par. This
being so, it seems that the inteynational currency would have to De
re-christened banso. (Unless this has undesirable associations, in
which case a new word could be coined).

There is indeed one possible way oute The United States
is at present on the gold standard end nay wish to remain so, If
the United St.atos retained a selling priee for gold, them the value
of the international money would autommtiocnlly be fixed in gold, and
oculd be bancer. ' WMmited States might be willing to underteke $o
contimue the gold standasd es & contribution to the scheme. It
would presumably have to be asked to do this explicitly. It would
poen W to have such a fundsmental point dependent ontgne of
the founder states. I do not know whether this anomoly is a price
worth paying for being sble to call fm money bencor, beenomically
there is no advantage in having the fixed selling price, without 1t
the scheme still hes the double sdvantage of (i) securing stsble
foreign exchanges, and (1i) maintaining the value of gold. (This
second point must appeal to the United States as the greatest
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present holder and to the British Empire as the greateat
producer of gold; also Russia might like it. Paychologlieally
it would probebly have & wide appeal).

(In my scheme there was no provision for a sslling price
for gold) | |
9. It mey be obvious, but I think it ought to be explicitly
stated that the Cleariny Benk is obliged to buy and sell the
currencies of sll member countries against one another at par
(or st buying and selling prites with a suiteble margin between
them. )

This provision is needed to secure that debits and credits
in the internmational balances of payments ashall in fact taeke
the form of debits end credite at the Cleaping Bank. l1thout
this provision, and ifOstrel Danks were merely obliged to
have accounts At the <Clearing Banks, the Clearing Bank might
after an initial blast of trumpets, be side-tracked into doing
no mowe clearing work than the Bani for International
Settlements has done.

Be I regret that there is no special treatment for countries
whose dsbits substantially exceed the averuge debit of the
debit countries. VWe camnot treat ordinary debit countries
op Ve Deficiency countries $0o Scre§ without
infringing the px»meipaay&; 1t 1s up %o the credit
countries te relieve the situation. But we could so treat
& country whose debit (adjusted for the volume of its foreign
trade) is sbnormally large by reference to the average of
dsbits.
4 I am against the proposal to make an interest charge
on oredit balances, theoretiocally attmective though this
may de.
(1) There is dsnger that the insertien of this
novelty may prejudice the scheme ag &
whole, for which it is s0 vitally irportemt

to gain aceeptance.
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(114) 1 = not completely convinsed that it is
worksble. liight not this visible charge lead
nedal endrue
mmwukewmmwuwmm.
suci. as ptu*cmaa of commodities Tor mbaequmt ro-
sale, wh.teh would have no tandsncy {0 awm

equilibrium and only gerve to confuse the
Schnabcin ?

Be xmamtmmmwsmm (page 18) to
adopt machinery for controlling rvemants of capitalgé
Whether o not 1t is desireble that they alxould do so,

1% is unnecessary to the schems and it is mest unlikely
that they will be willing to agree and the proposal would
be extremely repulsive to Amorican individualists. Wnile
nmwmmMmthznmanin&,u
should net 4nclude in owr pmopesals plans that are
vielently antipsthetic to their traditions. The ssme
Wuppliesuinﬂmmafmmtmmlm
(suéabm). mmmm@tmmwm |
Mmmwmmmtmmmmmm
great prodlems with studious disregard Tor what is possible
and practicabls there.

(fecntf -4 ot SJ
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I s3d sevaral further points



6. Page 11 "(2)", I guggest that "half" be substituted

for "quarter" in the second n::;m (_Tm‘ja;mutr: of the

text seems unnecessary and Srvelevant, and indeed,

undesiradle, since the purpose of the scheme is to give

the debit comntries a large margin of elbow room,

7.  Page 11 *(5)". The warding of this clause seems

to contradict the essentisl featwre of the scheme that a

debit is the automatic consequence of the transactions

of a large nusber of individuals together with the

obligation of the Clearing Bank to buy and sell at par,

Hust it not read, "In the event of a debit incressing ......

the governin: board may frame conditions for the continued

membership of the deficiency Bamk?"

8. Page 11 "(6)". Personally I think that 2. in eny

one year would be sufficient depreciation without the

permission of the governing board. Such mevements are

dnimdwdmwimlmmstmmum .

(a) ohance abberratiems, (b) and disequilibria ;&vm

Sonsequence of a particulsr and passing phase of the trade

oyole (it is most undesirable that sueh disequilibria should

be dealt with by exchange depreciation), & (e) tendencies

due to diserderly and profligate cemtest (which must be

given special treatment). For the long ram trenmd 2 m }

be sufficient simss a substantial change will be prodused Srem
h:t:m of m. (For countriss not exercising oapital

control the provision of forward duying snd "11"”“@3‘;:%::4 .

vhether by the Clearing Bank or the Central Benks would prevent

the speculative movements of funds in 4vh'“laks of A

2, eshange rendered possible by the state of the country's debit).
W owmtd e s AP add b sl wide ST
9. Page 13 *(v)"., I should be inelined to omit this

for the reason givem im 4 above. We meay not like

iy



export subsidles, but I do not see why thene are any
worse than tariifa, Or one rmight insert Yexceoslve®
for "export subsidies".

10. Page 83, For psychologieal ressons I should
delete the reference to “the fissiary issue o' the new
currency systom”. This expresxien is only inserted for
explanatory recsons, but is-deing-90 gives t;: unpleasant
flavour not merited by the schers., ‘e never spenk of

4 adpranna
the purchasec of secwritics, or ways and mana,\by 8
Central bank, payed for by cheque, as a fissiary lssue
and there is therefore no roason viy we should use
that expresasion of & similar oporation by the Clesring

Bank.
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reeching, in the subsequent Adiscuesions, a satisfactory asgreement
about conditions governing post-war trade and the balance of
payments.
ORr
I therefore strongly urge that the attempt to reach final
agreement on the wheat problem be deferred until after the

discussions on the broader questions.



1.

The attached plar for a Bank is based on the model of
Mr, Reypes. It arose out of an attempt to enumerate proposals
for amendment, but it is not easy to follow the drift of a
list of separate amepdmepts apd 1t seemed more helpful to
write out a new draft plan,

The points of difﬁérence from the'Keyﬁeslplan are as

follows{ .

it seems desirable that the initial plan should be as
simple as possibles. Many refipemepts Will necessarily

emerge from Pegotlatlons about 1t.:A.

In view of the fact tnat the plar seems to call for a
big concession from credlt countries, 1t is 1mportart not
to ask them to make more commitments tndn are absolutely
necessary to. secure the maln purpose. In my plan the only
commitmept, apart from an undertakihé notwto_alter exchange
rates save by agreemenﬁ>or in defined ciféﬁﬁstances, is that
they should be willing‘to accept cheques on the Clearing
Bank as full discharge of debt.

In particular, I do not think we ought to put pressure
on credit countries if their creditsbecome large. The
important point is that any nret credits accruing to them
from internstional dealings can only be used for further
importation and foreign 1eﬁding. There will thus be an
incerntive to stimulate imports and lending, But if for
political or other reasons they do not do this and prefer
to let their creditsaccumulate, we do not wish them to be
faced with unpalatable consequences, S0 long as their credit
position cannot cause pressure elsewhere, there is no harm
in allowing a further accumilation.

Consequently provisions for pressure on the oredit
countries have been removed from B; and new criteria have
had to be devised for defining when the positionvof a debit

country shall become subject to scrutiny.
. L
P.T
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The following comaitments required in the Keynes scheme

have been
(1) -
(11)

(111)
(iv)

(v)

(vi)

(vit)

antomatic

states 1f

deleted from mine,
The international money (grammor) is "abolished,

Member states not required to compel their citigzens .
to conduet a2ll foreign exchahge business through
the central bank. Though States may do this if they
they wish), S

Balances between member states not explicitly recuired
to be eleurcd through the centrol banks ( though
this would hapoen automaotically in the cose of
net belances in consequence of the willingness of

. the Clearing Bank %o buy and scll currencies at por.)

“ember states not restricted from acquiring gbld
by any channel they think fit,

411 special provisions imposing obligations . on
surplus credit countries removed.

berber states not required to huve unqualified
conhtrol over capital transactions (though they
may do this). S

MemberWStaféS not prequired to freeze fqreigh assets
within:their jurisdiction. ‘ Sl _

The wording of my draft does not providé for the.
application'of_sanctions to ﬁhe"twd“"FOunder" o

elther became an, excess debit country. Tt

appears to me thsat if this situation should éver arise

the matter’should"be settled byvdiréct négbfiétion*between

them,
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A ' -~
An International Clecring Bank to be founded by the

U.S. and the U.XK. The Bank of IZngland and the PFedersl Rescrve
system to opcn accounts =t it. This Bank will be entrustued

Eo

with the maonagemcent of an Intcernatinnsl Currency Union for the

settlement of internationel bolonces.

Within x noqtns from the cnd of the wnr the UeS. ond the
U.K. shnll ngrec upon o sterling-dollar cxchange rate, designed
to promotc thc most advontoageonus flow of trﬁdc9 and subjcct to
revision by mutunl agrecment,

. Other states will be admittced to the Union subject to
the conditiosns sct out here ond in A.5. ond Be4. They will be
entitled Membor Stotes. On odimissisn erech state will agrec
with thc ﬁOUﬂdCP states the rete ot which it wishes its currcney
to cxchmnge ngoinst the dollar (ond thoreby agoinst sterling
ond ~1ll thc otnpr currcincics clrendy in tho Unlgn)7 this rﬁtc
to be subjcot to roevision only by sgreement with the Foundors
and o mnjority of mombers or in aceordonce witii Bege ond Be 4.
bclow,

The Ceatral Benk of urch kcuwber stctc shell keep an
account ~t the Clenring Bank, whicdh may hOJLVbP, strnd ot zcro;
this shall bc oxproesscd *in torms oi the member's curroncy.

The Clenring Benk shall undcertrke to buy and scll the
currcney of onch momber £or the currcancy of any osthor meaber
without limit of quentity at thd par rotes. It wmay meintoin
n smell mergin between buying ~nd sulling pricgs. The Central

banks sholl meke all forcign currcnciics availeble to their
citizens ot the sclling pricgs9 grve that, in the wvent »f o countr;
wishing to coutral copltal movements, she moy toke the nccussory
steps to cnsurc thot the currcncicvs arc not  roquired £or thet
purpHsc. C TR

The Central Banks of thoe Founder stotes and oll Mcmbers
sholl reecive chequos on the Clerring Bank os o full discharge
of dcbte. And nn Central Bonk sholl use its balonec ot the

" Cleoring Bank srve £or the purchosc »I othoer currcncics ot pora.

’ The conscvquencs 2 A.5. and Le.6. 1s thet o Contrsl Benk
will ccquirc o crcdit baloncce ot the Clernring Bank cqual to

the nggregoted cxeess 1o dotc 2f the peyments duc t9 its country
sver thosc due by its coruntrye. Other Coentrol Banks will be
aoverdrawn by an cgucl amount. These averdrnfts will tnke the
Lorm of deposits by the Cluaring Benk ot thosc ‘Contral Banks.

The credit belonces will h‘wcvcr sxXecced the »verdrafts, 1f thce |
Clcrring Bonk buys gold »r s o result »f finnneinl sperctions
undertoken by it on bchrlf »f »ther Anglo=-Americen institutions
(such es on Investment Boord or a Buffor Stock eontrol).

It ny Founder or Mcmbor stote is n the gold stondord,
the Clonring Bank shzll nome o price ot which it will buy gold
without 1limit of quentity. But it shall no»t be under on
obligrnti n to scll golde. Founder ~r mciber stntes moy mointain
o gold stondeard, but shaoll not revise the price »2f gold, save
in cceoardance with changes in the cxchange ratces rofoerrcd to
In LeD, Thcy shall nnt be undcer o ~bligotion to maintain =
gold standnrde.

Any nember stoatc mey impisc a cantrol-over the movement
of capital in Hr »ut ~f its tcrritory, and other Members and the
Clcaring Bonk shall teake such mounsurcs . as they C)nvcnlbﬂtly

cnn to cnable any Member to ocnforcec such o control.

'Bo
If & Mcembor hes sold morc Torroign currcney then it has
bought, itstlance will be in crcdit, in the »pporsite
Cl cumstoncces 1t will be in-debit. A Member whnse crcdit
anec has oxccuded £:r nc yeor ne tenth of the swn ~f its
1mp~rts end cxports (b)th reckoned cxclusive »f re-cxports) -n
_1...
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the average of the previous five vears (sterting with the five
pre-war years, the most remote pro-war yeal in the average
being replaced esach year by the lotest available post—war-yegr}
shall be called a credit country. A member in the opposite
circumstances shall be called o deblt countrye :

The figure arrived at by dividing the credit (or debit)
of a country by the sum of its imports and exports etc,, (as
aforementioned) shall be called its credit- %or debt-) -indox.

A country whose debit index has for one year stood at
more than three times the average of the debit indexes of tne
debit countriss shall be called an excsss—debit country.

A debit country shall be entitled, if it wishes, to
reduce the ratc at which its currency exchanges against other
currencies (with a proportional reduction of ite gold content,
if it is on the gold standard) by an amount not excecdiny 2 pe
cent within any yeare

The Clearing Bank shall provide an up-to-date list of
excess—debit countries, if any, either to an Anglo-American
International Investment Boord, if such there be, or to the.
Governments of the UeKe and the UeS.. An examinaition snall
then be made as to whether these countries have reached thelr
position owing to lack of financial control and/or other forms
of mis~management or owing to thelr speclally unfavourable
economic  position (lack of netural resources, capital etd.)
In the latier case consideration shall bs given to the
possibility .0f setting such "weak" countries on thelr feet by
expert advice and by international loans for the provigion of
capital required to develop suitaeble forms of industry
(including dairyfarming etc.)s (This scheme does not imply
that an International Investment Board shall anve been debarretl
from helping such countriss in this woy at an earlier stage)
During the period required for such reconstructivs measures
the excess debits shall be allowed to stand. s

. Senctions shall be imposed on excess debit countries
other than "weak" countries successively at intérvals of one
yvear in the following order:- -

ie . .Their governments shall be recuired to prohibit
all export of capital. o

ii. The credit countries shall restrict exports to
theme : .

- iii. If their excess debit shows no sign of decrease,
.they shall be expelled from the Union.

) During the first (and second) year the excess—debit
country shall be allowed to depreciate its currency by more
than 3% and to engage in any forms of restrictive practices
(import guotas, barter agreements, etes ). likely to rectify its
balance. (It is supposed that the normal use of such practices
is prohibited mot indeed in the Bank Charter but by some other
instrument governing the-trading relations of the Member statess)

~ . Attention must also be given to the list of prohibitions
and indulpences in Section V (page ) of Mre. Keynes' introduction,
I fear that "no tariffs excecding 25" would ruls the scheme out
of courte It would seem wiser to drop (1) and (2) and ’
"or prohibitions" in (3). The list would then runt

o



le No dimport auotas,.
2e¢ No barter agrsemen

-
1
[VISRY

3¢ No restrictions on the disposal of receilpts
arising out of current trade.

I should have thought that in indulgence (2) we should
substitute Mexcess~debit" (more or less eguivalent to Mr. Keynes!
"supervised") for "deficiency". '



