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PREFACE

RecenT events have made it more evident than ever
before that there are grave dangers in the lack of regula-
tion and codrdination in international finance. The out-
standing new development, aimed to assist financial co-
operation, is the Bank for International Settlements.
Although it originated in the special problems connected
with Reparation, it soon extended its work over a wide
field and attacked many urgent questions of money and
credit. In fact, it is because the work of the Bank in its
early years sheds light on the larger problems of finance
that this study has been undertaken.

In describing the nature of the new institution the
subject matter, quite naturally, takes two forms. There is,
first, a review of the laws, decisions, committees, and trans-
actions relating to the Bank, and, second, a theoretical
appraisal of its aims and policies, with suggestions of the
probable lines of development in the years to come.

The source material is varied and, in some cases, unique
in character. There are, for instance, those documents which
determine the general nature of the Bank and the pub-
lished statements of its acts and financial condition. There
are in addition numerous critical and descriptive studies
written when the plan was first outlined or during the first
weeks of the Bank’s existence. Finally there is the less
formal body of material which consists of confidential docu-
ments, letters, and interviews.

It is evident that a considerable part of this source
material is not readily available to the reader." Because of
this fact special care has been taken to assure the accuracy

1 In addition to the collection of material in the hands of the writer,
many of the communiqués and documents are available in the Library of
the Harvard School of Business Administration,
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viii PREFACE

of statements and the correctness of interpretation by sub-
mitting the manuscript to a number of bankers and econo-
mists in Basle and elsewhere for criticism and suggestion.
The opportunity which this has occasioned for conferring
with those connected with the new venture in finance has
been a real privilege. Moreover the conduct of my investi-
gation has made it possible for me to talk with leading
bankers in New York, London, Paris, Berlin, Geneva,
Vienna, Zurich, and Basle.

In acknowledging the help which has come to me from
many quarters, I wish to assume complete responsibility
for all statements of fact and theory in these pages. No
mention of any individual in the preface or in the text
should be taken as an indication that the opinions given
here are attributable to any one other than the writer.

It is impossible for me to make specific acknowledgment,
to each individual who has furthered my research. I wish
to take this opportunity, however, to mention the names
of a few of those who have given generously of their time
and interest. Without the courtesy of President McGarrah
and his alternate Mr. Fraser this work would have been
impossible. In the course of more than a year’s residence
in Basle I came to know the officers and staff of the Bank
and enjoyed many interesting discussions with them. In
fact, only such a close association with those who carried
on the daily work of the Bank would make possible an
appraisal of its significance.

Mr. Leon Fraser was particularly helpful because of
his clear view of present and future problems of the Bank.
He gave me the benefit of his criticism at many stages of
my work. Monsieur Quesnay, Dr. Huelse, Mr. Rodd, Mr.
Porters, Monsieur van Zeeland, Signor Pilotti, Dr. Jacobs-
son, Dr. Weiser, Mr. Goodwin, Dr. Blessing, and Dr. von
Simon all helped me with stimulating comments on the
questions under consideration.

In America, a number of financiers and economists with
varied interests advised me as to the plan of my work.
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Among these were Dr. W. R. Burgess, Mr. Jackson E.
Reynolds, Dr. Walter Stewart, Dr. Joseph Willits, Mr.
Shepard Morgan, and Mr. Ferdinand Eberstadt.

I owe a special debt of gratitude, which I cannot hope to
repay, to three people who have devoted painstaking atten-
tion to my plan of work, and to certain parts of my manu-
script. These are my brother, John Foster Dulles, my col-
league, Dr. Anne Bezanson, and Mr. Louis Galantiere of
the Federal Reserve Bank of New York.

In a number of instances, members of the Industrial
Research Department of the University of Pennsylvania
have helped me in checking and transcribing material. Miss
Gertrude Bancroft, formerly my student at Bryn Mawr
College, has given me faithful assistance in revision and
proof reading.

The financial grant of the Bureau of International Re-
search of Harvard University and Radcliffe College has
been of importance, not only because it helped meet
the expenses involved, but because it prolonged an asso-
ciation with a group of scholars at Harvard and Radcliffe
which I value highly. The interest of Professor Taussig,
Professor Carver, and Professor Williams calls for special
mention. I wish, also, to thank the members of the Bureau,
and the Chairman, Professor Wilson, for their efforts to
further my work through this grant, and to express my
gratitude to President Comstock, and Dean Brown, for the
appointment as Research Fellow, and, through them, to
Radcliffe College for the many opportunities which it has
opened to me in the field of economic study.

This book is dedicated to the late Professor Allyn A.
Young, whom I knew, first as a student, and, later, in my
work for the preparation of The French Franc in the years
1926-1929. I hope, in carrying further work in the field of
international finance in which he was so keenly interested,
I may add some tribute, however small, to his memory.

Ereanor Lansing DuLLEs.
Philadelphia, October, 1932.
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CHAPTER I
TaEr OrIGIN oF THRE BANK

TaEe Bank for International Settlements came into exist-
ence in May 1930. This unique organization created under
the Young Plan grew rapidly and survived the depression
years which destroyed many institutions.

The new Bank commands attention everywhere as one of
the most important forward steps in economic life of recent
years. The results cannot be appraised accurately until
some time has elapsed but the past achievements and future
programs deserve careful attention. It is because these early
steps are important in conditioning future development
and because the Bank’s history will be momentous to eco-
nomic institutions that this study has been undertaken.

It is an international clearing house and trustee founded
under certain treaties and granted a charter by the Swiss
government. Seven of the more important banking systems
of the world were concerned in its organization; the Central
Banks of Belgium, England, France, Germany and Italy
participated directly, while the United States and Japan
shared in the undertaking through consortiums of private
banks. The occasion for the creation of this new and revo-
lutionary institution was the need for some agency which
would take over certain responsibilities in connection with
reparation payments. The financiers who created the Bank,
however, added many ambitious plans to the limited func-
tions growing out of political debts.

In fact, great hopes had led bankers and statesmen to
suggest a very wide field of activity. It was expected by
some that the Bank would become a powerful link between

1



2 THE BANK FOR INTERNATIONAL SETTLEMENTS

all the more important financial systems of the world. Even
those who looked for a slower development expected that
it would perform a much needed service in codrdinating the
policies of Central Banks. They often worked for divergent
aims, and there was confusion and uncertainty as to the
meaning of discount policies and of capital movements. The
widespread use of the gold exchange standard involved
grave dangers. There was a fear of a gold shortage. The
plan for the new Bank was greeted with enthusiasm in
many quarters. Unfortunately, critical events in the next
three years and the nature of the Bank’s own structure and
resources, prevented it from taking an aggressive part in
the distressing period of world depression. Many criticized
the Bank for what they considered to be a weak or selfish
policy. This comment was natural in view of the exag-
gerated hopes held in some quarters after the first
announcement of the plan in 1929.

These criticisms were in the main superficial or occa-
sioned by the lack of knowledge of what the Bank could
and did do. It is true that it had not performed miracles.
It had not even become at once a dominating factor in the
development of monetary policies in the principal countries
of the world. On the other hand, it had served in times of
terrific stress and had accomplished very real services for
a number of Central Banks.

It is possible to indicate very briefly at this point work
done in the first two years. Later discussion will show both
the exact nature of its operations and the significance of its
accomplishments to the financial world.

An appraisal of the first years shows that from the begin-
ning the Bank had carried out loyally and efficiently all the
functions assigned to it under the Trust Agreements. It
had received and transferred reparation payments; it had
handled the financial operations involved in deliveries in

* Agreements concluded at the Hague Conference, January, 1930,
hereinafter cited as The Trust Agreement, Cmd. 3484.
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kind; it had floated the Young Loan and discharged various
obligations in connection with the Young, Dawes, and
Austrian bonds. Later, in 1931, it had called together the
Special Advisory Committee under the Young Plan and
had materially facilitated its work.

More important than these functions, however, was its
assistance to various Central Banks and the fact that it was
a regular assembly place for the governors who came to the
Directors’ Meetings. Thus it became at once the “bankers’
club” which had been so much desired. The prompt estab-
lishment of these regular contacts made it possible for the
Bank to fulfill the r6le of Central Bank for Central Banks
in furnishing emergency aid in the summer of 1931. This
rescue work was not generally appreciated, for the help
rendered at this time and in the months directly preceding
could not be heralded abroad—such publicity would have
disturbed many delicate financial relationships, and in-
creased general distrust.

There is no doubt that credits granted to distressed banks
at this time were very important. In addition the Bank
was constantly working on plans and policies which would
aid individual Central Banks and which would be of general
service in reéstablishing some codrdinated system of value
when the gold standard difficulties should have passed their
acute stage.

Three things can be done in analyzing the first two years
of the Bank’s existence. It is possible to trace the history
of the Bank from the day when it was first suggested in
Paris, to the second annual meeting in May, 1932. This
narrative of events shows a varied and interesting series of
acts modified by changing circumstances in the financial
world. Then, it is possible to demonstrate how the inter-
vention of the Bank affected different countries, and
changed the course of affairs during this period. For in-
stance, the role of the Bank in the reparation problem, in
the gold standard crisis, and in the credit panic are all sig-
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nificant to the economic world. Finally, it is possible, even
at this early stage, to indicate its theoretical powers and also
the limits of its influence on basic economic factors such as
interest rates, credit, foreign exchange rates, and gold move-
ments. In a general way the region of its future work is
already marked out and procedures in the first months will
have an important bearing on its functions in later years.

The accomplishments of the early period, however, are
no measure of the future power and influence of the Bank.
These will grow with time and experience. Decades must
pass before all the potentialities now evident will be fully
realized. The intervening years will undoubtedly show
many changes, but the Bank’s continued existence and
growing authority seem assured.

Tae FirsT SUGGESTIONS

The plan for the Bank had its origin in Paris in 1929.
Before that time a number of suggestions for an interna-
tional financial organization had been made, but these had
not been proposed in practical form and had not been favor-
ably received by those who had the authority to put them
into operation. The one notable exception to this was the
project outlined at Genoa in 1922 which had been consid-
ered at length by a number of prominent Central Bankers.
Granted this line of influence, an investigation into the pur-
poses which dominated the Young Conference shows quite
clearly the important part played by the immediate needs
of European finance and the relatively limited considera-
tion given to earlier ideas.

The Young Conference held its first regular session on
February 11, 1929.” Owen Young, attending as an inde-
pendent expert, not as a representative of the United States
government, was unanimously elected chairman. A first

2 The plan to call the conference resulted from the agreement of the
principal countries concerned that it was desirable to reach a definitive
settlement of reparation payments. This agreement was reached during
the Assembly at Geneva, September 16, 1928.
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rapid survey of the views and expectations revealed the
fact that trouble was ahead." Indeed it seemed that the
only way of making progress in the face of irreconcilable
difficulties was to focus attention on special problems, so
that specific limitations and possibilities would emerge. In
pursuit of this policy the conference was divided into three
committees.

One of these committees under Sir Josiah Stamp consid-
ered transfer and exchange protection, another under Lord
Revelstoke took up the matter of commercialization, that
is, the flotation of bonds, and the third, under the chairman-
ship of Thomas Nelson Perkins, studied deliveries in kind.*
Each group had to consider sharply conflicting inter-
ests. The desire of Germany to throw on the creditor na-
tions the responsibility for exchange stability was in con-
trast to the wishes of the creditors to have the payments
similar to non-political international obligations. The idea
of commercializing payments would make the German hope
of later downward revision less attainable, and would serve
the interest of the French in that Germany could not de-
fault without financial suicide. Deliveries in kind were an
aid to German payment, but were contrary to the interest

® Representatives and experts were sent to the reparation conference
in 1929 by Belgium, France, Germany, Great Britain, Italy, Japan, and
the United States. Among those who attended as official delegates and
alternates were: M. Emile Francqui, Baron Terlinden, M. Gutt, M. H.
Fabri, M. Emile Moreau, M. C. Moret, M. Jean Parmentier, M. Edgar
Allix, Dr. Hjalmar Schacht, Dr. C. Melchior, Dr. Albert Voegler, Herr L.
Kastl, Sir Josiah Stamp, Sir Charles Addis, Lord Revelstoke, Sir Basil
Blackett, Commendatore Pirelli, Signor Guiseppe Bianchini, Professor
Fulvio Suvich, Signor Bruno Dolcetta, Mr. Kengo Mori, Mr. Saburo
Sonoda, Mr. T. Aoki, Mr. Yasumune Matsui, Mr. Owen D. Young, Mr.
Thomas Nelson Perkins, Mr. J. P. Morgan, and Mr. Thomas W. Lamont.
Many other statesmen and bankers took an active part in the discussions
and plans. Among these there were a number of well-known Americans,
including Messrs. F. Bate, W. R. Burgess, S. N. Crocker, F. Eberstadt,
Leon Fraser, Dean Jay, Shepard Morgan, J. A. M. de Sanchez, David
Sarnoff, W. W. Stewart. Report of the Committee of Experts on Repara-
tions (June 7, 1929), Cmd. 3343, hereinafter cited as The Young Plan,
Cmd. 3343.

¢ Frankfurter Zeitung (March 5, 1929); Le Temps (Paris, March 5,
1929); The Times (London, March 5, 1929), p. 15.
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of English export trade. The questions were subject to com-
promise, however, and were matters which had been con-
sidered often before. Work on them progressed slowly but
with some success during the first two weeks of the con-
ference.

Meanwhile M. Francqui, one of the Belgian delegates,
had presented a memorandum to Chairman Young in
which he suggested the creation of an international body
which could act as trustee for reparation payments, and for
other more general purposes.” This plan suggested a num-
ber of important functions which could be performed by
such an institution, including the clearing of funds and
development of backward regions.

On February 24, before this proposal was taken up in
detail, another project was given to Mr. Young by Dr.
Schacht, President of the Reichsbank. This scheme had
been drafted during his trip to Paris, and had been outlined
entirely independently of the Francqui plan. The two sug-
gestions were alike in a number of respects. Both held out
brilliant hopes for expansion of commerce and increasing
prosperity by means of developing a new and powerful
financial agent.’

Mr. Young was very much impressed with the creative
possibilities in these new plans. He called in a number of
experts for consultation, and the idea was commented upon
by several of his advisors in the next few days. An early
hint of the direction the discussion was taking had been
made in The New York Times of February 21, 1929, which
spoke of the establishment of an international clearing
house. In general, however, the creation of the new bank
was not anticipated and came as a surprise when it was

® M. Francqui had turned his attention to proposals made at the
international financial conference at Brussels in 1920, and in meetings
of the International Chamber of Commerce.

® Dr. Schacht and M. Francqui consulted together on the feasibility of
the two plans. Unfortunately their cordial understanding in these early
days of the conference was seriously ‘impaired by the bitter dispute over
the mark settlement in a later stage of the conference.
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announced two weeks later in Paris. In fact very few people
were aware of the amazing nature of the early Schacht pro-
posal even after the Bank was actually organized.

The memorandum presented by Dr. Schacht called for a
large issue of new purchasing power to be used for coopera-
tive international enterprises in undeveloped regions.” The
basis for the new credit was to be bonds of the German gov-
ernment. These were to be deposited with the proposed
bank, and notes were to be issued to participating Central
Banks on the basis of these bonds. The Central Banks
would then have large sums in currency against which they
could open credit. The credit so granted would finance
large ventures in backward countries, ventures to be
planned by international committees and to be executed
under the guidance of the new bank. The profits from
these undertakings would be used in part to amortize the
bonds issued by the German Reich. In this way it was pro-
posed to wipe out the war obligations of Germany in a pain-
less fashion, and stimulate world trade by a rapid inflation
of purchasing power. The profits which were anticipated
by Dr. Schacht would have amounted to approximately
300 million dollars a year on the basis of bonds amounting
to five billion dollars or more.

There were certain aspects of this plan which were very
tempting. It would have freed Germany from heavy bur-
dens without raising the legal questions involved in a
marked revision of Germany’s obligations. It would have
stimulated export trade for a while and lessened England’s
problem of unemployment. It would have given immense
power to a small group of men who were at least as well
equipped to run economic affairs as were many whom
chance had placed in positions of great authority. The rea-
sons for the rejection of the scheme in the form proposed

7 M. J. Bonn, Der Neue Plan (Munich, 1930), pp. 257, 258. A memoran-
dum containing some similar- ideas, written in 1923 and reprinted here,
was known to a number of financiers and perhaps to Dr. Schacht.
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are obvious. It would have set in motion the most tremen-
dous upward movement of inflation that the world had
ever known. It would have been more disturbing than the
excesses of the assignat or of German inflation in 1922, be-
cause it would have been world-wide and, thus, would have
distorted all existing economic relationships and affected
production like a poisonous drug.

The hopes and theories embodied in the Schacht-
Francqui plans take on a special importance in view of a
whole group of projects presented to the world for a period
of years which aimed to solve the economic crisis by means
of artificial credit creation. Those who believed this pos-
sible were continually attempting to influence the develop-
ment of the Bank for International Settlements, or were
outlining suggestions for other banks to do the work which
they felt the International Bank was neglecting. A number
of directors of the Bank as well as many other financiers
held such views. Examples of projects frequently discussed
are the “Norman Bank,” the Francqui scheme of 1931,
Schacht’s later plans, and, to a certain extent, the interna-
tional mortgage banks.” It was the other and more conserva-
tive theory, however, which prevailed in Paris, and later
in Basle.

Events moved very fast during the first days of March.’

® See infra, Chapter IX. See also the discussion of the Intermediate
Credit Committee of the B.I.S. referred to in Chapters VII and VIII.

®* New York Herald Tribune (March 1, 2, 6, 10, 11, 1929). The reports
of Mr. Leland Stowe of the New York Herald Tribune from March 1 to 11
give a clear picture of the possibilities of the new institution. In fact, an
indication of the future Statutes of the Bank can be found in these articles.
The first comment of importance was dated February 28 and appears in
the March 1 issue. On March first The Baltimore Sun carried an article
by Felix Morley describing the plan for “a Great Clearing House,” which
would act as an agent for Reparation. A number of other papers in vari-
ous countries followed with comments on the “international corporate
body,” the “consultative committee,” the “gigantic banking enterprise,”
and the “office for settling international payments.” See also The Balti-
more Sun (March 2, 1929) ; Journal de Genéve (March 2, 3, 5, 7, 10, 1929) ;
Frankfurter Zeitung (March 3, 5, 7, 1929) ; The Times (London, March 5,
6, 7, 12, 1929) ; Le Temps (Paris, March 5, 9, 1929) ; The New York Times
(March 5, 6, 9, 1929).
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M. Quesnay had presented a brilliant criticism on March 1.
New drafts of the Bank were drawn up on the second, third,
fourth, and fifth. These were presented to Dr. Schacht,
as he was in a sense the originator of the plan. He made
certain changes in his outline to take account of those em-
bodied in the documents drawn up by different advisors
and experts.

ArrEnTION Focussep oN THESE PLANS

The three committees working on the separate reparation
problems had, of course, influenced the first suggestions for
an international bank in various ways even though they
were not directly concerned with the development of the
idea. These groups of experts had worked separately, but
they were not completely isolated. Some knowledge of the
progress of daily consultations drifted from one committee
to another, but the preliminary reports were limited to the
particular matters assigned to each. It is, thus, particularly
interesting that each group advised the organization of a
special agency outside Germany. The transfer committee
suggested a clearing house, the commercialization commit-
tee proposed a trustee, and the delivery in kind group indi-
cated the need of a special committee to administer the
payments in kind along lines already developed in Germany
under the Gilbert régime. The third committee also recom-
mended the early termination of this form of payment.

The focussing of all the lines of influence referred to
above on the proposed Bank became more evident by
March 4 when the three committees presented their reports.
These helped to crystallize the plans which were taking defi-
nite form very rapidly. At this meeting Owen Young ad-
vised the three groups of experts “to direct their efforts
toward the creation of a central organization which would
take the place of the Reparation Commission.” *° Rumors
of differences between the British and American delegates

1 The New York Times (March 5, 1931).
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as to the desirability of the new organization were gener-
ally attributed to a fear that it might encroach on London’s
traditional functions.'* This and other doubts led to the
calling in of certain financial authorities to consider the
risks and opportunities which were involved. Disagree-
ments were quickly reconciled to the extent that a definite
proposal for the Bank was before the conference on
March 8.

When the advantages of the founding of some kind of
international bank had been agreed on by the men holding
widely different views, Mr. Young cabled to the Federal
Reserve Bank of New York and to the Bank of England
asking them to send experts to advise on the details of the
plan. Among those who assisted in this work at some time
were: Dr. W. R. Burgess, Mr. Eberstadt, Mr. Leon Fraser,
Mr. Shepard Morgan, M. Quesnay, Mr. H. A. Siepmann,
and Dr. Walter W. Stewart. Others were called in from
time to time. The proposal began to take on very definite
form by the sixth of March and on that day the name actu-
ally chosen, The Bank for International Settlements, was
used in the draft for the first time. The title will often be
shortened in this text to the abbreviation B.I.S., which is
one of the customary European names for the Bank.

By this time in the conference discussions, the theories
and plans which had developed at the Bank of England
came to have an important bearing on the proposal for an
international bank. A document had been prepared by Mr.
Siepmann (English) and his associates before the Genoa
conference which outlined the possibilities of an association
of Central Banks. The plans were frequently discussed in
London, and were influenced and perhaps inspired by the
Norman, Strong, Rist, and Schacht conversations on general
money and credit problems which had troubled Europe dur-
ing these years. The suggested organization was to work
for codrdinated policies, increased stability, and improve-

11 The Times (London, March 8, 1929).
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ments in the working of the gold standard. It was to be
under the control mainly of the Bank of England, the
Reichsbank, the Bank of France, and the Federal Reserve
System, although it did not exclude the participation on
equal terms of other banks. The idea of a “financial club”
was stressed, and the administration of this club was to
rotate between these Central Banks. A reserve fund was to
be held in trust for the member banks to be used to modify
seasonal exchange movements, and to help countries dis-
turbed by sudden emergencies.

Mr. Siepmann’s suggestion and those of his associates in
the handling of these problems were influenced quite di-
rectly by a number of postwar events. The informal meet-
ings of Central Bank governors have been referred to. The
stabilization work of the Bank of England and the League
pointed to the need of coGperation. In addition to this, a
number of loans had been granted in the interests of cur-
rency stabilization and the easing of abnormal credit strin-
gency in some instances. Moreover, the conferences at
Brussels, Cannes, and Genoa, as well as the many repara-
tion meetings, brought into the foreground the complex
inter-connections of international finance. Although the
methods of meeting the common needs were differently
visualized in each country, there were certain common ele-
ments which could be harmonized in Paris in 1929.

OTHER SOURCES

One of the theories which lay behind the establishment
of the Bank, that Reparation could be made part of the
normal flow of capital, was included in the Schacht pro-
posal, and was accepted by most of the experts at Paris.
It was the basis for the hope uppermost in the mind of
Owen Young, that the reparation payments might become
a normal part of the economic ebb and flow, and cease to
have a dangerous political meaning. It was reasoned that,
if the proper mechanism could be supplied, money which
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would flow out of Germany for Reparation would flow back
again to the extent to which it was really needed. It seemed
reasonable that if there were a shortage of money and high
interest in one country, and a plethora and low interest in
another, lending operations would take place for the sake
of the immediate gain involved. An organization was
needed which would prevent the unnecessary cross currents
of payments, lend its stamp of approval to credit, and make
the operations regularly and without friction. In other
words the money which Germany would pay the Bank, the
Bank would be able to relend to Germany if she needed
credit, or to other countries if the greater need lay elsewhere.

The official statement of March 10 outlined a number of
characteristics of the Bank which were to be permanent
working principles.”* It was to facilitate transfer, payments
in kind, and the mobilization of Reparation. It was to be
the distributing agent for the annuities. It was to further
cooperation and avoid all competition with existing agen-
cies. In addition to this, it was to work at problems of
clearing, exchange stability, and the filling in of gaps in
the existing financial system. As this announcement was
made public, a plenary meeting of the conference on Tues-
day, March 11, was addressed by Messrs. Stamp, Moreau,
Schacht and others, who discussed the new plan. It began
to be realized both in the meetings and outside that the
project which was being advanced with such enthusiasm
held very important potentialities.

A group headed by the late Lord Revelstoke then took
up the special task of examining the proposal. Others on
this committee were M. Moreau, Mr. Morgan, Mr. Lamont,
M. Francqui, Signor Bianchini and Dr. Melchior.** They
were asked in particular to see whether the new Bank with
the power to use large sums of money might become a men-

** Le Temps (Paris, March 11, 1929); The Times (London, March 11,
1929) ; Journal de Genéve (March 12, 1929).
18 The Times (London, March 12, 1929).
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ace. Meanwhile a further group under Sir Josiah Stamp
was engaged in drafting statutes for the Bank. Rumors of
disagreement subsided as the studies progressed and the
only difference of opinion seemed to be as to whether the
Bank was to be a powerless and routine committee, or a
tremendous force in international finance.'* The project
for a new bank solved some of the problems before the
three committees and facilitated agreements on general
policies. At this point, in the middle of March the atten-
tion of the conference was turned to a consideration of the
amount of the annuities.

Sir Josiah Stamp played a notable part in the evolution
of these ideas. He was keenly interested in projects to
develop unexploited countries for the advantage of creditor
and debtor nations alike. There are hints of the direction
his ideas were taking in his report on Reparation in 1925.*°
The committee in Paris in 1929, of which he was chairman,
recommended the forming of an international body and he
addressed the first conference discussion at which the Bank
was considered. Afterwards he was made head of the group
of experts who were to draft a detailed plan.

A dozen names might be added to this short list given
here of those who played an important part. There is no
doubt that the work was coOperative, and carried on by
the good will of a large number of the delegates and experts
called to Paris.”® It is possible that the theories behind the
Bank had been thought out by isolated economists in past

14 Ibtd. (March 13, 1929).

18 Sir Josiah Stamp, Alberto Pirelli, and Count A. de Chalendar,
Reparation Payments and Future International Trade (Paris, 1925),
pp. 16 and 17. This report was drawn up for the International Chamber of
Commerce.

18 The Tvmes (London, March 25, 1929), p. 13. “It would be a mistake
to suppose that the idea of this institution sprang like Athena, fully armed
from the brain of any single member of the Experts’ Committee. It is, in
fact, a composite proposal which has gradually evolved during the course
of the Committee’s discussion as a natural result of the search for some

substitute for the present form- of financial control imposed on Germany
under the Dawes Plan.”



14 THE BANK FOR INTERNATIONAL SETTLEMENTS

years, but the working plan was the result of the joint
efforts of a number of men who had the benefit of both the-
oretical understanding and wide practical experience. With-
out the ideas and caution of a group, it is unlikely that the
Bank would have been brought into being. Further, it is
doubtful whether so many able men would have been
brought together for a task of this nature unless the menac-
ing problem of Reparation had called them away from the
work in which they were normally engaged. The Bank was
the foster child of the Treaty of Versailles.

The more exact position of the Bank in relation to former
theories and the history of economic thought will become
clear when its ultimate rdle is determined.’” It is possible
that its greatest contribution will connect it with one or
another of various schools of thought. Even the early
functions can be traced back to certain concepts, clearly
expressed and generally known. The hopes that the Bank
would ease clearings, equalize money rates, stabilize ex-
changes, and stimulate commercial enterprise, may be
linked with the whole line of reasoning about the relation
of money, prices, and the exchanges. This was first empha-
sized by Hume, Harris,”* and others. It was brought to
richer development by Ricardo and a small group of econo-
mists in the early nineteenth century. The connection be-
tween the Bank for International Settlements and any
particular proposal for an international clearing house, or
currency, is, however, extremely tenuous and uncertain.

THEORETICAL ANTECEDENTS

Even though the influence of these theories was entirely
indirect, nevertheless it is important to recognize that they
had been formulated. It might even be possible to link

17 Detailed studies of this matter can best be undertaken at a later date,
when it is clear on what principles and in what direction the Bank will
develop in the long run.

18 J. W. Angell, The Theory of International Prices (Cambridge, Mass.,
1926).



THE ORIGIN OF THE BANK 15

them directly to the ideas of some of the delegates at Paris
if many unrecorded facts could be assembled.

One of the more comprehensive studies of the needs for
an international clearing house was made by Julius Wolf.**
His suggestions were first put forward in 1886, and further
amplified in 1892. His later book on an international means
of payment covered the subject in a careful way."”* He
analyzed the clearing carried on by the post offices as well
as other giro systems. He discussed the need for the ex-
tension of these facilities, and tried to establish the practi-
cability of an international means of payment to meet the
balances which would arise. The question of the handling
of these balances is clearly the stumbling block on which
international clearing is halted, and the future must be
scrutinized for any possibility of meeting this need while
different monetary policies still prevail within separate na-
tions. Dr. Wolf fails to convince his readers on this impor-
tant point, but his work was a powerful stimulus both at
the Brussels Conference which he attended and in other
economic gatherings.

A note presented to the League of Nations by M. A. E.
Janssen carries forward these ideas.”* He describes the
workings of the postal money orders, comments on the
monetary unions of the past and dwells on the instances
when international co6peration saved the world from calam-
itous events. He concludes that the idea of a closer mone-
tary connection presents grave difficulties and at the same
time recommends conferences which would help to har-

1% Julius Wolf, Das Internationale Zahlungswesen (Leipzig, 1913).

30 1.. Luzzatti, the Italian statesman, in 1908, advanced a suggestion
for an international clearing house. This proposal together with that of
Cortelyou, Secretary of the Treasury, and the ideas of Wolf and others
were discussed at the Congress of the International Economic Union at
Brussels, in 1912. The subsequent International Financial Conference,
Brussels, 1920, went so far as to recommend that the League of Nations
might well work toward the establishment of some kind of international
clearing house.

31 M. A. E. Janssen, Note on the Plan for an International Clearing
House (Geneva, April 8, 1922), E. F. 8, 270, A. 158,
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monize financial policies in different countries. His some-
what negative findings may be in part responsible for the
fact that the League did not carry this idea further. In any
case the complicated and specialized task was in no way
suitable for the League at that time.”*

In America thought turned toward some unification of
world banking systems, as the Federal Reserve gained pres-
tige. It was suggested that the Central Banks of Europe
might be linked together in some such way as the different,
districts were in the United States. For this and other rea-
sons a number of proposals were put forward. As in Europe,
they were mainly concerned either with clearing, or with
an international money, or with the solution of reparation
difficulties. Some of the names associated with such plans
at various times are Mr. Norman Davis, Mr. Thomas La-
mont, Mr. H. P. Davidson, Senator Owen, Secretary Cor-
telyou, and Mr. Frank Vanderlip.**

Nevertheless the real forerunner of the Bank was prob-
ably the Genoa conference, and the aims of the new organ-
ization were foreshadowed in the resolutions and some of
the guiding principles were formulated there. The analysis
of the gold standard as the general basis for economie co-
ordination, control of credit and better adjustment of gold
and clearing operations are covered in forceful statements

% At about this time Dr. Hans Heymann put forward the idea of ar
international bank. This was definitely combined with the problem o
reconstruction in France and the payment of Reparation, but it was tc
cover wider problems and outlive this original task. Walter Rathenat
submitted this proposal to the Genoa conference. It is well known tha
considerable attention was turned in this direction but no practical con:
sequence followed the discussion. Genoa conference, Livre jaune sur I
conference économique internationale de Génes, 1922, p. 36-37. See alsc
papers relating to International Economic Conference, Genoa, April-May
1922, Cmd. 1667; Report of the Second Commission (Finance).

** Some Europeans who have been said to contribute to this genera
body of ideas are Messrs. Delacroix, Ter Meulen, Mountain, Frére, Hitch
cock, Briantchaninoff, and Otlet. There is no doubt that many people hac
worked on the general idea of an international bank. The need was widel;
recognized, the only fear being that the mew institution might creat:
greater dangers than those it attempted to solve.
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in the report. They undoubtedly made an impression in
financial circles.

The strong flow of influence in this direction made the
plan as adopted in Paris easier to develop. There was a
cordial reception to the new idea in most quarters, the
concepts and possibilities were already in many people’s
minds. The need for something new to guide economic life
in the midst of the growing complexities of international
finance was generally recognized.

THE STRUGGLE OVER THE ANNUITIES

After the first four weeks of conference there was a mo-
ment of calm, when the new proposal seemed to offer unex-
pected facilities for easing German payments. The delegates
were occupied with the interesting task of planning the
international bank. There is no doubt that there was a
variety of hopes and expectations, but at least a step for-
ward was made by common agreement. Some of the dele-
gates returned to their homes over the week-end of March
16.** There was an air of optimism which was to be dissi-
pated as attention turned to the controversial question of
figures on March 18.

From this time on the conference became a controversy
over the total amounts which Germany must pay. There
was a wide discrepancy between the first offers of the Ger-
man delegates and the figures which the Allied powers
seemed ready to approve. Dr. Schacht characterizes as
ridiculous the sums requested by the creditor countries—
“The total of the separate estimates added to almost three
billion marks a year, or more than the normal Dawes annu-
ity.” ** He writes bitterly of the struggle which followed,
claiming that the conference had been called together to
find a solution based on economic facts and that it became

2¢ The Times (London, March 18, 19, 20, 1929).
3% Hjalmar Schacht, Das Ende der Reparationen (Stalling, Oldenburg,
1931), p. 65.
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a political fight of the fiercest kind. The gap between the
German offer of about one and a half billion marks ** and
the Allied request of nearly three billions was too great to
bridge by the intervention of the new international body.

Fears were expressed that the conference might break
up without reaching any conclusion. On April 17, Dr.
Schacht formally rejected the Allies’ proposal and made a
counter suggestion. There was a deadlock in Paris. The
death of Lord Revelstoke led to a temporary recess in ap-
preciation of his valuable services. Delegates consulted
their governments in the interim and returned to Paris with
an increased desire to come to some kind of agreement.”’
Dr. Schacht came back from Berlin with suggestions which
permitted some change in the German offer and the declara-
tion that he had not intended to present an ultimatum in
the past week. As a sign of the difficulties a dramatic fall
in the exchange value of the mark was followed by an
increase in the Reichsbank rate from 614 to 714 per cent on
April 25.*°

The Young Plan was more or less in shape on May 5.
Dr. Schacht was in partial agreement by May 15. The
details of conditions of payment were determined by May
30 and the Young Plan was signed on June 7. The net
result was political freedom for Germany, a reduction of
one-third as compared with the nominal amounts of the
Dawes Annuities, and the renunciation of the gold purchas-
ing power and transfer protections as well as the “prosperity
index.” Further than this there were provisions for com-
mercialization and the new Bank. From the point of view
of immediate economic gain the conference was a keen dis-
appointment to Germany, although the world was to profit
by the new experiment in finance.*’

*¢ Ibid., p. 75.

37 Dr. Schacht goes so far as to say that the German government sold
itself for the freedom of the Rhineland, op. cit., p. 84.

38 The Times (London, April 26, 1929).

2% The reparation problem and its more specific relation to the Bank
will be considered in Chapters XII and XIII, below.
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It is probable that Mr. Keynes was right in his declara-
tion that the conference was held too soon.”® Three months
of controversy ** over the figure to be set had little influ-
ence on the origin of the new Bank. It is true that at first
some of the delegates hoped that the inflationary powers
of a new financial agency would diminish the importance of
payments from Germany. Such prospects were eliminated
by expert revision of the plan and by the absolute refusal
of bankers concerned to consider any such possibility. In
one respect the fight over the payments left an unfortunate
heritage. The bitterness generated in Paris was to color the
attitude of many Germans to the Bank, and the limits set
to its capacities bred an attitude of cynicism in the minds
of many impartial observers.

30J. M. Keynes, The New Republic (New York, May 1, 1929),
pp. 296, 297.

21 Sir Charles Addis, The Stock Exchange Gazette (London, May 9,
1930), p. 1071: “I remember one night at the close of an exhausting day
in Paris, when Mr. Owen Young turned to me and said with a weary
smile, ‘I wonder if any of us will live long enough to look back upon these
days with pleasure.””



CHAPTER 11
BADEN-BADEN AND THE HAGUE

AvLMosT a year passed between the signing of the Young
Plan and the burning of the original German bonds.* The
agreement on the general outline of an international bank
and a new schedule of German payments in June, 1929, was
but the prelude to three major conferences at the Hague
and Baden-Baden, and to a number of smaller meetings
in Paris, Brussels, Rome, and Basle.

So long a time was needed because careful drafting and
frequent compromises were required for the Statutes, the
Charter, and the various treaties which brought the Bank
into existence. On several occasions the existence of the
new institution hung in the balance. The controversies left
their mark on the Bank, on its control, its functions, its
location, and its management. It ceased to have that form
and character which had been outlined in abstract discus-
sions, and took on the solid shape and reality of an organi-
zation adjusted to the political and economic facts of the
world of 1930. An account of the negotiations which led to
this result explains much of the strength and the weakness
of the new Bank.

Three principal meetings drew up the documents neces-
sary to make the new plan effective. These were the “First
Hague Conference” in August, 1929, the Baden-Baden
Organization Committee in October of the same year, and
the “Second Hague Conference’” meeting in January, 1930.
Further acts on the part of the interested governments rati-

* The New York Times (May 20, 1930). The German bonds, known as
the A, B and C bonds, given to the Allied governments in 1919, were
burned when the “New Plan” and substitute agreements came into force.

20
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fied and put in force the treaties, and a few informal meet-
ings attended to such matters as the choice of officers for
the Bank, the date of opening, and the first steps to put
the Bank in operation. This work was finished and the
Bank opened its doors in May, 1930.

The first of the conferences called for by the Young Plan
assembled at The Hague on August 6, 1929. This group,
unlike that in Paris, was composed of government repre-
sentatives empowered to adjust the exact financial arrange-
ments which would be acceptable to their respective gov-
ernments. The bearing of this conference on the proposed
international bank was only indirect, in that, for a time,
it threatened to destroy the whole project because of the
sharp disagreements about the financial terms of the
settlement.’

The struggle was intensified by the German objections to
a sanction clause which was actually included in the form
of a provision that Germany would be granted a morato-
rium under certain conditions if it were clear that she had
made efforts to pay in good faith. The future of the Bank
was in no way influenced. It was not until this conference
was out of the way, however, that the further work of
organization could go on. The successful conclusion of the
deliberations on August 31 was, therefore, a relief to
every one.

The next event of consequence to the Bank was on Sep-
tember 10 when the proposal came up for discussion in the
assembly of the League of Nations.” It is obvious that pub-
lic opinion attached considerable importance to the new
Bank. The interval which had elapsed since the first sug-
gestion had given time for widespread comment, and the

? The main bone of contention was the modification made in the Spa
percentages by the arrangement in the Young Plan to have the larger
share of the unconditional annuities go to France.

® League of Nations (Geneva, September 28, 1929), Eztracts from the
Minutes of the tenth Annual Assembly, C. 494, M. 158, 1929, II; see also
Chapter V, pp. 87-91, '
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plans for the sessions of the Organization Committee, fol-
lowing close on the heels of the Hague decision, kept the
matter in the public eye. Delegates assembled at Geneva
wished to scrutinize the question of the control of an organ-
1zation destined to exert a powerful financial influence. The
matter lay beyond the province of their immediate action,
however, so nothing decisive was done.

The problems of Baden-Baden were almost as difficult
as those of Paris. The nature of the task was very different,
and the work less political than technical. Lawyers had to
cast the plan into exact form and make precise the methods,
aims, and limits to action. The controversial question of
the location had to be decided as well as the relation of the
Bank to the various governments. The negotiations threat-
ened to be broken off at some of the more difficult moments,
and the members of the committee wearied of the long and
contentious debates. The result was a compromise on
many points, and although the statutes are a loyal trans-
mutation of the Young Plan into legal form, the represen-
tatives of several countries were disappointed with the
location, legal limits, or the failure to set forth more ambi-
tious aims.

THE OreaNizaTiION COMMITTEE

Men of long experience and large responsibilities were
chosen for the Organization Committee. The chairman was
Mr. Jackson Reynolds of the First National Bank, New
York. The delegates met in Baden-Baden, in the Black
Forest, on October 3, 1930, and continued their debates un-
til November 16. They were forced to recognize certain

¢ Among the delegates to the Baden-Baden conference were MM.
Delacroix, Louis Franck, Paul VanZeeland, Maurice Frére, and Marx
from Belgium, MM. Moret, and P. Quesnay from France, Dr. Schacht and
Herr Vocke from Germany, Sir Charles Addis and Sir Walter Layton from
Great Britain, Professor Beneduce and M. Azzolini from Italy, Mr. Tanaka
and Mr. S. Sonada from Japan, and Mr. Jackson E. Reynolds, Mr. Melvin
A. Traylor, Mr. J. A. M. de Sanchez, and Mr. Walter Lichenstein from
the United States.
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dual or conflicting aims in the Young Plan which made
their work more difficult.” The attempt to take Reparation
completely out of politics met a further check as a decision
between the interests of different countries became
necessary.

The main questions to be decided at this time were:
(1) the location; (2) the relation of governments to the
Bank; (3) the currency in which funds should be ac-
counted; and (4) the objects of the Bank and the functions
which would be consistent with conservative economic praec-
tices and monetary stability.’ The argument with regard to
the fundamental object derived its special significance from
the conflict, referred to above, between the German desire
that the Bank should bring about commercial expansion,
and the objections of most of the other delegates to such a
plan. Traces of this discussion are to be found in Articles 3
and 4 of the Statutes.

As these various points were raised, it was evident that
conflicting national interests, as well as different theories,
led to sharp differences of opinion. The prohibitions which
hem in the future activity of the Bank show in a measure
the way in which the necessity of compromise narrowed the
scope in deference to special interests here and there. The
article which provided for the distribution of the profits of
the Bank was in part a concession to the Germans in that
it indicated that a theoretical excess above normal earnings
would go to reduce reparation payments. This was a vestige
of the original Schacht plan, but in the form which it took
in Baden-Baden, held out no hope of substantial benefit.
A natural accompaniment of these political efforts was the
series of difficulties in the attempt to arrange the work and

® The Statist (November 2, 1929), p. 625. “. . . And let it be remem-
bered in this connection that even in the Young Committee the various
delegations viewed the project from different standpoints, whence arise the
ambiguities in the Report.”

® The Economist (London, November 16, 1929), p. 899; The Statist
(London, November 2, 1929); The New York Times (October 6, 1929) ;
The Times (London, October 11, 1929).
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management of the future institution so as to serve the
interests of both creditor and debtor nations.

Opinion was divided on some other of the more important
questions in two ways. There was, for one thing, the di-
vergence in point of view between the bankers and the
politicians. This resulted in a struggle over the right of
governments to interfere, and the exact definition of the
powers of the Bank.” There was another division of opinion
based on national rivalries which disturbed the debates on
the location of the Bank. It is small wonder that the prog-
ress of the negotiations was not smooth sailing for no clear
concept of the future nature of the Bank could be invoked
to clear up the difficulties. It is a mistake to overemphasize
the continuing importance of past alignments, but it is none
the less essential to understand what forces led to the deci-
sions made in 1929, despite the fact that opinion may have
been modified on these questions, and some of the differ-
ences may have faded or changed with the passage of time.

Tae ProsLEM oF LocaTion

For instance, some of the various influences that made
the choice of the location peculiarly difficult were the ques-
tions of the geographic situation relative to the various
capitals, the atmosphere and tradition of the center to be
chosen, and the possibility of competition or cooperation
with existing financial organizations. The representatives
from England wished, of course, to have London as the seat
of the Bank, with Amsterdam as a second choice. The
French delegation wanted Paris, with Brussels as a second
possibility. The Germans, knowing that Berlin was prac-
tically impossible, wished Amsterdam as the first choice,
and Zurich as second. Those who spoke for Belgium held

7 Sir Charles Addis, Stock Ezchange Gazette (May 9, 1930). “It was
naturally the aim of the Baden-Baden Committee, composed as it was of
bankers, to provide the Bank with complete freedom of administration

and to exclude as far as possible any political interference with its pro-
cedure. But this at once gave rise to a very difficult question. . . .”
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firmly to Brussels, and would not at first consider any other
location.

The Italians, on the other hand, did not have a strong
preference in the matter, although they did not oppose
the German point of view, and the Japanese did not commit
themselves to any choice. The Americans held a neutral
position and were able to work toward a compromise, al-
though they preferred a northern European center. The
firm opposition of the French and Belgians eliminated both
London and Amsterdam. The English and Germans abso-
lutely refused either Brussels or Paris. The practical pos-
sibilities were, therefore, narrowed to a Swiss city, partly as
compromise, and partly because of the sound financial
structure of the country, its central position, and its tradi-
tional immunities and neutrality which would offer some
special protections to the Bank.

Even the choice between Swiss cities was not easy to
make.” The Germans and some of the others preferred
Zurich. The French preferred Lausanne and did not object
to Geneva. The English would have liked Zurich, but ob-
jected in any case to Lausanne and Berne. They considered
Lausanne too much under French influence and Berne
dominated by the diplomatic corps. Insofar as the bankers
expressed their views as financial experts rather than as citi-
zens of different countries, they eliminated Geneva for fear
it might lead to political interference or too close association
with the League.’

The choice therefore turned to the other most important
Swiss city, Basle. This has the obvious advantage of an
old banking tradition and good railroad connections.*® It

¢ As the difficulties proved almost insurmountable, Dr. Schacht made
the humorous suggestion that the Bank should be situated in some small
mountain village where it would be free of all outside banking and political
influence. The Statist (November 2, 1929).

® See infra, Chapter V, for discussion of the relation to the League.

19 Basle has a fairly central position in Europe, being 14 hours from
Berlin, 9 from Brussels, 4% from-Geneva, 17 from London, 5 from Milan,
7% from Paris, and 15 from Vienna.
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was acceptable to the French partly because it was on the
French border and therefore easily accessible. The Germans
were not unwilling, as it touched their territory also, and
because it was in certain respects under German influence
and had connections in German-speaking countries. The
English did not oppose it for any special reason, nor did the
Japanese or Italians.

London had more reason to be disappointed than the
other cities because of its position as a clearing and bank-
ing center. Some of the Central Banks not represented
on the Committee, such as the Scandinavian, were also
known to regret the choice as inconvenient and out of the
way for them. The distance from all the more active money
markets, such as London, Amsterdam, and Paris, certainly
did not make the placement of short-time money or ex-
change transactions technically easy. The long journey nec-
essary from centers such as Hamburg, Stockholm, and Am-
sterdam, where banking was highly developed, was only
partly compensated by the advantages of the Swiss center.

The Statist comments on these struggles in pessimistic
vein:

“The case for choosing some existing financial centre is so
obvious, that it would appear to require no pleading; yet each
centre, London, Paris, Amsterdam, Brussels, Berlin, has hitherto
had to be turned down for purely political reasons. The choice
obviously should have fallen without any questioning upon the
centre possessing the greatest international prestige and the most
highly-developed money and capital market. Confronted with
this petty nationalism, the ideals of an international bank are
likely to receive a fairly severe buffeting.” **

It is probable, however, that the difficulties which resulted
from choosing Basle were less serious than was anticipated.

The stability of the Swiss currency was merely a nominal
advantage, and did not really affect the Bank. Neutrality
in case of war was not a major factor since the operations

11 The Statist (November 9, 1929), p. 669.
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of the Bank in such a crisis would be hampered wherever it
was situated. The Swiss government offered certain conces-
sions and privileges which the Bank would have asked for
in any center. On the other hand, the city of Basle was free
from any particularly overwhelming influences, or danger of
interference. The group that came together in the B.I. S.
was helped in some measure by the very fact of isolation
so they could develop an atmosphere of harmony and
coOperation in the early years. It is generally agreed, how-
ever, that from a technical standpoint the Bank was badly
placed.

Ture ReraTioN To GOVERNMENTS

The English point of view met with more success in defin-
ing the relation of the governments to the Bank. Their
representatives brought forward a memorandum at Baden-
Baden, supported by some of the delegations, which re-
sulted in the separation of the Statutes into two parts.**
One group of articles could be amended only after a change
in the treaty.”® This gave any one government the power
to prevent changes in the major functions or in the control
of the Bank.

The result was more rigidity in structure than most of
the men in Paris had foreseen.* Moreover, this step assured
the reparation countries the dominant voice for many years
to come. The part of the Statutes which was more easily
changed was that which concerned the strictly banking op-
erations within a definite sphere. Those which could not be
changed related to the location, object, reparation func-
tions, capital, shareholders, powers of Central Banks, pro-
hibitions, composition of the board, meetings, profits, settle-

12 See infra, Chapter V and the Statutes, Article 57.

13 The treaty making effective the Hague Agreements put the conven-
tion into force.

1¢ See Appendix. The Statutes state that the following can only be
changed by a change in the treaty; see Articles 59 and 60, and Articles
2, 3, 4, 9, 15, 20, 25, 28, 46, 53 and 56.
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ments of disputes, and the manner of amending the
Statutes.

Any danger of an early or sudden change in the line of
progress was thus eliminated. The Bank was assured a fixed
constitution. The composition of the Board of Directors
made it plain that some control was to be exerted by Gov-
ernors of Central Banks, as well as by the nationals of those
states known to favor only the more conservative type of
operations. Hopes and fears of a radical departure or new
and aggressive methods were dissipated. It is true that the
Bank still had a wide field of operation, and that within the
scope of permissible functions assigned to it, much could
be done. Nevertheless, the nature of the supervision to be
exerted by the Board of Directors was very comprehen-
sive.”® This Board in its turn was guided inevitably by
national interests at some points. Moreover, the cautious
tradition of some of the Central Bank Governors, as well as
fear of competition, expressed in some quarters, pointed to
delay in the assumption of vigorous leadership.

The very care which was taken to prevent changes and
to limit the practices of the Bank to conservative lines was
the greatest safeguard which could have been devised. It
marked a victory, not for those who opposed the Bank, but
for those who hoped for a long existence with growing
power. If the Statutes had been easy to change, conflicting
provisions might have been introduced. It would have been
possible for the Board of Directors’® to bring about the
self-destruction of the Bank, without appearing to do so. It
was even presumed by some that those who suggested the
widest aims, had in mind the weakening of the Bank
through a dissipation of its efforts. There is no doubt that
there were some governments, and some private bankers
who were reluctant to contemplate the growth of the new
organization.

Further caution was evident in the safeguards against in-

15 See infra, Chapter IIL 1% See Article 59 of the Statutes.
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flation. The alignment of opinion cut across national bor-
ders, and was grouped according to divergent views on eco-
nomic action and monetary theory. The majority agreed
very quickly to eliminate rapid expansion of purchasing
power as far as possible. Nevertheless, a few who had
favored the easing of debt burdens hoped, even in Baden-
Baden, that the Bank might, directly or indirectly, bring
about inflation.

Their views did not gain many adherents, however. The
prohibition of note issues, the power of the Central Banks
to veto actions in their markets, the strict observance of the
gold standard, and the forbidding of both acceptances and
advances to governments, as well as the insistence on
liquidity, all limited the expansion of purchasing power
through the B.I.S.'" In fact, it was clear that  ‘inflation’
is a word taboo at Baden-Baden.” ** Thus, although post-
war experience has proved that it is never possible to pre-
vent inflation completely by law, several regulations
against it were included in the Statutes.

Tuae UNIT OF ACCOUNT

It was at Baden-Baden, also, that the question of the unit
of account was discussed. Although this matter is of great
theoretical interest, it was not the subject of long discus-
sions as were the political issues connected with the respon-
sibilities of the Bank. A number of memoranda were pre-
sented to the conference, and some of the suggestions
aroused violent opposition, but the decision, when it was
actually made, was guided mainly by the desire to leave
the Bank free to adapt itself to the location which was
about to be chosen, and to avoid the introduction of new
or experimental factors.

The most original proposal with regard to the unit of
account was introduced by M. Quesnay. The suggestion

17 Paul Einzig, The Bank for International Settlements (London,
1930), pp. 74-83. :
18 The Statist (November 2, 1929), p. 625.
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was to adopt a new unit to be called the grammor, based
on a gram of gold. This would have meant the creation of
an international unit of account.”® The project was put
forward and analyzed in a memorandum presented at an
early stage of the conference.”® It did not meet with ap-
proval, because the committee thought it would be too radi-
cal an innovation, and certain to alarm the public.

The choice of the “swiss franc at par,” as the unit of ac-
count, was not, in fact, very different from the French pro-
posal. The link to the Swiss currency was merely apparent
and had no direct economic influence on the value con-
cerned. If, in any unlikely event the swiss franc should
depreciate, it could not alter the Bank’s accounts, since its
statements would still be issued on the basis of the number
of times assets and liabilities could be divided by a certain
weight in gold, that is, the amount of gold in the nominal
and par value of the swiss franc. Since this was also defined
in terms of weight, even a legal change in the gold content
of the swiss franc would not make a change in the Bank’s
accounting.

The German delegation had originally proposed that the
currency should be the swiss franc. This preference met
with general support, once the seat of the Bank was
tentatively placed in Switzerland. The ultimate specifica-
tion of the gold content as the basis, meant that the Bank
was as free as possible from the effects of fluctuations
caused by any arbitrary changes in legal definition or by
economic conditions. This was most important for a bank
with a truly international character. The result was that
the Bank really enjoyed the advantages of the two pro-
posals. It gained a certain prestige from the nominal asso-

1% Gold bullion or coin has been the general medium of international
payment ever since the adoption of the gold standard.

%0 This memorandum has never been published, nor was the authorship
announced. M. Mendeés-France prints in the appendix of his book, La
Banque Internationale (Paris, 1930), a memorandum; this was substan-
tially correct. See pp. 283-290.
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ciation with one of the most stable currencies in the world,
and it was at the same time abstracted from any actual
connection with this currency by taking the gold content
of 1930 as the real measuring rod. This refinement was not
at first widely understood, but those who had business con-
nections with the Bank came very quickly to realize the
security which this arrangement gave.**

These were not easy matters to decide but after difficult
weeks there emerged a definite plan and a workable mecha-
nism. The long hours of debate led to the first materializa-
tion of the hopes formulated in Paris. Even though the
whole project had been hedged about by precautions and
limited in form so that it seemed far from some of the
looked-for goals, it was still new and exciting. Sir Charles
Addis has shown in his analysis of the prohibitions that al-
though these restrict the choice of the Bank in method,
they do not, in themselves, deprive it of funds, influence, or
possibility of action in any essential respect.’” The exclu-
sion of “accepting” for instance does not prevent the use of
rediscounting in such a way as to exert almost the same in-
fluence on money and credit.

Fiewp or AcrtioN INDICATED

The tasks were made clear by limiting the field of action.
The essential functions of the Bank as described by The
Statist were to be ** the development of intelligent codp-
eration, the advisory function of the Bank, the extension of
earmarking of gold, the clearing of international funds, the
stabilization of money and credit, and the carrying out of
the reparation tasks assigned to it. The addition in this
summary in The Statist of the further claim that the Bank
was to control credit and prices was an assumption based

?* Gold itself varies in value (ie., purchasing power), but the addi-
tional possibility of any arbitrary legal change or of economic fluctuations,
caused by inflation or deflation of the currency, was practically excluded.

2 8ir Charles Addis, op. cit., pp. 1065-1071.

3% The Statist (London, November 9, 1929), pp. 669-670.



32 THE BANK FOR INTERNATIONAL SETTLEMENTS

not on the Statutes, but rather on the aims vaguely implied
in the Young Plan. The Economist stresses the fact that
the Bank was not to work for profit.”* Some critics said
that the Bank had been much changed from the description
in the Young Plan, others that the Statutes were simply the
transformation of the Plan into legal form.

The efforts of the committee were directed to maintaining
a large degree of independence for the B. I. S. They wished
to keep it free of established business connections, or of
political intervention as far as that was possible. Insofar as
they were successful the Bank was placed in a unique posi-
tion. The results may be appraised by a study of the aims,
functions, location, legal nature, management, resources,
and unit of account of the new organization. The brief sur-
vey, which results from a knowledge of the steps in organi-
zation, takes on new meaning in the light of the actual
operation of the Bank during the early years. Judgment
must be suspended until accomplishment is compared to
plans, until the early history is checked off against the first
sketch found in the Statutes, the Convention, and the
agreements prepared in advance of the actual working
machine.

Further difficulties arose through the attempt to link
Reparation and European debts to the United States very
closely through the Bank for International Settlements.
This desire, political in origin, was defeated by those who
hoped to see the Bank survive the immediate responsibili-
ties assigned to it as Trustee for reparation payments. The
plan was, more specifically, to create a pool for all incom-
ing payments under the head of Reparation, out of which
payments should be made directly to the United States.
This would have obviated the need for any budget provi-
sions for debts to America in the creditor countries. The
plan was strenuously opposed by the Germans, who did not
wish to see themselves linked up to the debt payments in

24 The Economist (London, May 10, 1930), p. 10.
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this way, and who realized that their position would become
more difficult in regard to the United States, while the cred-
itor nations would avoid responsibility for the effects of
these heavy burdens on Germany. The idea was abandoned
even though the money coming from Germany actually
flowed fairly directly into the debt payments to the United
States. This inevitable connection between payments was
not provided for by an international treaty, nor indicated
in the Statutes of the Bank.

One of the principal topics of discussion and disagree-
ment was the insistence on the part of Dr. Schacht that
certain phrases be incorporated in the Statutes, and by the
equally strong objections of other delegates to the inclusion
of these provisions. Dr. Schacht had claimed in Paris that
the annuities agreed to there exceeded Germany’s capacity
to pay. He was, therefore, anxious that the Statutes should
be so worded as to imply obligations on the part of the
creditor countries, and should provide a basis for the re-
opening of the reparation question later by Germany if the
creditors should not carry out these duties. The Germans
won their point to the extent that the Statutes stated that
the Bank should carry out the provisions of the Plan which
indicated measures to expand commerce and to lessen na-
tional trade barriers. The Anglo-Saxon point of view pre-
vailed, however, inasmuch as the phrases added, “within
the limits of the present Statutes.” *° Since the Statutes
went on to prohibit a number of activities which might
have stimulated foreign commerce, it is clear that the Bank
could do very little to carry out the more ambitious sug-
gestions which would have benefited Germany as the
world’s main debtor country.

Another problem introduced informally led to some dis-
agreement. This was the nationality of the General Man-
ager, who was to be chosen at a subsequent meeting. At
one of the sessions of the committee, it is said that the

25 See The Statutes, Article 4.
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name of a French economist was suggested for this post in
the course of private conversations. The Germans at once
made it clear that they would oppose this on principle.*®
Although this matter was not within the scope of the com-
mittee’s activities, it aroused antagonisms which may have
hindered an early decision on other matters such as the site
of the Bank.

Even when the Organization Committee completed its
work in November, further arrangements were necessary.*’
The hopes for an agreement were ruffled by German oppo-
sition.** There was a direct attack on the Young Plan in
Germany. Dr. Schacht criticized the new settlement in
December. His objections were followed shortly by the
Hugenberg referendum on the Plan. This was instituted by
the two Nationalist leaders, Herr Hugenberg and Herr
Hitler. The vote of December 23 did not support their
contention and the way was cleared for the next prepara-
tory steps.”’

OraER PRELIMINARIES ARRANGED

The next stage after Baden-Baden was the second Hague
conference in January, 1930. It was marked by a further
crisis caused by Dr. Schacht’s objections. On January 14
he announced that the Reichsbank would not codperate
in the founding of the new Bank. It was only when the
government of Germany stated that some other group of
banks would participate if the Central Bank refused, that
he withdrew his objections and the arrangements could
proceed as at first planned. The work of putting the Trust

¢ See Chapter I. Actual decision was made on April 22, 1930. Germany
made a formal protest.

*7 A group of lawyers met at Brussels in December to amplify the
Trust Agreement in certain respects, particularly Article XII, but no fun-
damental change was made. The men who did this work were Mr. J. M.
Marx, Signor Pilotti, Sir John Fischer Williams, and M. Jacques Lyon.
Mr. Reynolds also helped in this work.

28 See also infra, Chapter XII.
2% The New York Times (October 17, 1929).
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Agreements into final form progressed smoothly since most
of the controversial questions had been decided in the
Hague conference and at Baden-Baden. The matter of
Eastern Reparation was still troublesome but was settled
in most of its details. The main questions were success-
fully arranged by the middle of the month and the agree-
ments were signed on the twentieth.

This series of meetings and list of documents give striking
evidence of the complicated nature of international codp-
eration. In order to put the Young Plan into force, fourteen
separate agreements had to be signed by the representa-
tives of twenty governments. Those which concerned the
Bank more nearly were Annex VIII (p. 68) of the Reports
which contained the draft of the Trust Agreement and
Part 3 containing the Convention with Switzerland, the
Charter, and the Statutes. These documents became opera-
tive when the treaties putting them in force were signed by
specified numbers of the powers concerned. The granting
of the Charter by the Swiss government occurred on Feb-
ruary 25, 1930,°° and a contract was executed in Rome by
the Governors of Central Banks.

The Trust Agreement,** the first of the two principal
documents just mentioned, gives in detail the responsibility
of the Bank in the carrying out of the Young Plan,** and
its duties as Trustee. It also provides for the remuneration
of the Bank and the settlement of disputes. The contract
was duly put into force later in the spring as soon as signed
by the Trustee and four of the following five powers: Bel-
gium, France, Great Britain, Italy, and Japan; and after
the German laws prescribed were enacted.**®

% Message du Conseil fédéral & UAssemblée fédérale relatif & Vappro-
bation de la convention concernant la banque des réglements internatio-
nauz et a la prolongation de cet accord pour toute la durée de la banque,
no. 2542, and arrété fédérale (Feb. 7, 1930).

31 Cmd. 3484, pp. 68-79.

%2 See infra, Chapter XIII.

33 Cmd. 3484, p. 25.
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The second main document, the Convention ** between
Switzerland and the six main reparation countries*® in-
cluded the Statutes and made them legal and binding. This
action was taken in view of the adoption of the Young Plan,
and the expressed intention of the Central Banks and
banking groups of seven countries—including in this case
the United States—of “founding an international bank.”

3¢ See Appendix, or Cmd. 3484, pp. 110-112,
3% Belgium, France, Germany, Great Britain, Italy, Japan.



CHAPTER II1
TaE EcoNnoMic NATURE oF THE BANK

A smALL group of men met in Basle in April and again
in May 1930, to decide on the nature and work of the new
International Bank. There was a difficult road before them
and there were few signposts to mark the way. There
were, however, a number of significant facts and conditions
on which they could base their plans. Such were, for exam-
ple, the funds available for immediate use, the location of
the Bank, its relations to governments and other organiza-
tions, and indications in the Statutes and elsewhere of the
functions which it was to perform.

These factors were indicated, either directly or indirectly,
in the documents which brought the Bank into existence.
They may be divided into four main groups: first, the finan-
cial resources; second, the functions and prohibitions out-
lined in the Young Plan and the Statutes; third, the con-
trolling influence exercised by various groups; and, fourth,
the traditions in the banking world which were applicable
to the new institution.

Some of the special characteristics which were evident at
this time were inherent in the situation out of which the
Bank developed. Others, such as the location, the account-
ing unit, and control were made definite in Baden-Baden.
Many of them introduced a high degree of artificiality into
the work of the Bank.

This was especially true in regard to the lack of a “home
currency” for the Bank which was the result of the absence
of any natural domicile and also of the particular account-
ing device, swiss francs at par, adopted in Baden-Baden.

37
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This decision meant, for instance, that every transaction of
the Bank involved an exchange risk and although losses
could be avoided to a considerable extent in theory by keep-
ing assets and liabilities balanced in the various currencies,
the difficulty could not be eliminated in practice since the
Bank had to move its investments in view of differences in
money rates as well as in consideration of special needs for
exchange assistance. This characteristic was obvious to
those directing the Bank but its repercussions on policy
were not always observed because it seemed to some to be
mainly a technical factor, whereas in fact it influenced the
economic nature of the Bank at every turn.

Then again, the activities of the B. I. S. were conditioned
directly by the financial resources at its disposal. These set
definite limits to its ability to affect the price level, interest
rates, exchange fluctuations, and economic conditions gen-
erally. The sums it held during the first two years were,
for instance, less than one-tenth of those of the Chase
National Bank of New York. A comparison with the re-
sources of the seven founder Central Banks and the Bank
of Switzerland shows that B.I.S. funds were smaller in
many cases but still far from negligible.

CENTRAL BANK RESOURCES*

ToraLs 1N Last WEEK oF DECEMBER
(in thousands)

1930 1931
Inthe In the

National Swiss National swiss

Money francs Money francs
Belgium ......... 3,441,382 2,479,914 4,001,351 2,883,436
France .......... 102,999,562 20914061 115318736 23415469
Germany ........ 6,429,785 7,938,006 6,868,474 8,479,598
Great Britain ... 561,945 14,173,117 556,593 14,038,131
Ttaly ovveenennns 50,469,004 13,766,424 46,771,047 12,757,710
Japan .......... 2,195,543 5,671,819 1,771,768 4,577,067
Switzerland ..... 1,377,001 1,377,001 2,643,220 2,643,220
United States ... 5,200,648 26,952,969 5,728,855 29,600,464
The B.1.S. ..... 1,578,134 1,040,831

1 Bank for International Settlements, unpublished statistics.
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It is obvious from this table that the B.I.S. had less
money at its disposal at this time than any of these banks
except, in 1930, the Bank of Switzerland. The funds were
derived from various sources. They could be increased un-
der certain conditions but not in every case at the will of
the Bank. Taking these categories in order as they appear
in the monthly balance sheet they may be divided into four
groups. First the capital, which was one-quarter paid up,
yielded the Bank approximately 77 million swiss francs.
This original amount increased as new participants sub-
scribed to the shares allotted to them until it reached 125
million with the issue of the remaining authorized shares in
May, 1932. A call for the other three-quarters payable on
shares outstanding could be made at any time and would, if
made, increase the funds to a total of 500 million swiss
francs.

The second main group of resources consisted of long
term deposits under the Trust Agreements which totaled
approximately 300 million swiss francs. These were not sub-
ject to any notable increase or decrease unless a new rep-
aration agreement should be made. The third group of
resources available to the Bank was treasury funds left on
deposit through Central Banks and the fourth was the
money deposited with it by Central Banks for their own
account. Considerable uncertainty existed in regard to
these latter sources of funds and the amounts to be put at
its disposal could not be known in the early weeks of the
Bank’s development. Other ways of increasing its funds
were permitted under the Statutes, for example, the floating
of securities, but this was not a practical possibility in 1930
and 1931. Moreover, the building up of additional working
funds from profits and commissions was bound to occupy a
minor part in the Bank’s first plans.

The outstanding feature of this situation was the passive
position of the Bank. The aggregate of treasury and Cen-
tral Bank deposits were not mainly subject to the control of
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the Bank even though they were the most flexible part of its
resources. The trend of these deposits was, in fact, upward
during the entire first year. This was natural as the knowl-
edge of the new undertaking spread and new countries par-
ticipated. Three of the motives for making these deposits
were the desire to share in the venture, the prestige that
came with association with the B.I. S.,and the financial gain
which might come from the interest paid. It is clear, how-
ever, that the first two reasons did not call for large de-
posits, and the third might fail to be operative if the B. I. S.
could not pay a better rate of interest than was secured out-
side. Other advantages designed to attract funds, such as
clearing facilities, could be offered to depositors but no
rapid or sure development of such facilities was possible.”

In contrast to the situation which the Directors found in
the case of the B. I. S. Central Banks have mechanisms
whereby they can direct deposits in or out by means of the
bank rate or open market operations. Moreover the possi-
bilities of note issue give them greater leeway. Commercial
banks, on the other hand, can give tempting conditions in
rates and terms of loans. These the B.I.8. cannot offer
without impairing the soundness of its policy. Its strongest
weapon is probably its general appeal to the support of
the Central Banks, and the promise to develop those clear-
ing and exchange facilities which might prove desirable
with the passage of time. The interest rate incentive might
easily fail entirely in a time of tight money.

The location determined the fact that business must be
carried out mainly if not altogether through agents in the
separate markets, and the Central Banks were clearly indi-
cated for this réle. Other limits to the manner of doing
business became evident as contacts were developed in
many directions.

It is not necessary to outline the various influences ex-

? For a more complete discussion of the motives leading to participation
see infra, Chapter VIIL.
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erted on early development by the personnel available and
other similar concrete factors. It is perhaps enough to sug-
gest that such things served as guides and limits to the pro-
gram outlined in May 1930.

DocuMENTS SERVED AS GUIDES

The documents referred to above gave the Directors and
Management further indications of the line of development
to be entered upon although many of the suggestions were
not immediately practicable.

The Young Plan set forth very ambitious suggestions.
The Bank was to develop backward regions, promote new
ventures in export trade, and fill in the gaps in international
finance. The suggestions were not supplemented by precise
indications of how these things could be done, nor the man-
ner in which such endeavors could be carried out without
competition with existing organizations. Nevertheless, those
who were managing the B. I. S. kept these ideas before
them as possible ends.

Most of the aims set forth in the Young Plan were made
definite in the Statutes and were carried further by some
conference, proposal, or work accomplished by the Bank.
The first steps toward their realization can be noted in the
sequence of events during the first two years. It is true that
lack of publicity led to an underestimation of what was
done, but the beginnings made in Basle were by no means
insignificant. The attempts to (1) improve the working of
the gold standard, (2) increase the stability of currency and
prices, (3) equalize the distribution of credit, (4) increase
understanding, (5) meet sudden crises with reserve re-
sources, and (6) develop new facilities for credit and trade,
must be judged in the light of the beginnings made.

THE STATUTES

The Statutes were very clear on a number of the func-
tions of the Bank and definite with regard to certain things
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it could not do. The directors of the new enterprise were
left in no doubt as to the two main responsibilities assigned
to it. These were the execution of certain duties in regard
to reparation payments and the development of Central
Bank cooperation. A number of related tasks were sug-
gested in a more general way.

For instance, the Bank was to improve the working of
the gold standard, to extend its province, and introduce
order into the gold exchange standard. In the second place,
there are indications, specific in some cases, more vague in
others, that the Bank was to work for the stability of prices
and of currency.’ In the third place, the Bank was to bring
about a more even distribution of credit, by facilitating
clearing, lessening the discrepancy of money rates, and
building up confidence.

In connection with cooperation the B. I. S. was to encour-
age uniformity and understanding of banking practices by
conference, study, and personal contacts between various
financial centers. This work was to encourage similar
methods in handling gold, in rediscounting, in investment
standards, and the development of broader bill markets.
Then the Bank was charged with the task of holding funds
and influence in reserve, so that it could avert the acute
crises that might threaten from time to time in various
countries. These functions were not clearly separated from
each other but were interlocking.

This work was, in many respects, the expansion of the
efforts of Central Banks to meet the needs of international
finance. The main difference lies in the fact that each Bank,
within its own sphere, was trying to protect the business
and currency of one nation. This was a narrower aim, and
could, in prewar days be pursued without necessarily work-
ing for universal stability. In many respects, however, it
was possible for the Directors and Management who were
outlining the future work of the B. I. S. to adopt the

® Stability was not defined.
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methods which had been developed by the older Central
Banks and apply them to the world of closely interdepend-
ent nations.

Main FunctioNs OUTLINED

Later events were to prove that the Bank’s capacities
were not equally great in all directions. The reparation
tasks, clearly specified and carried out without question or
difficulty, showed the facilities were well suited for this
work, although the early hopes that the B. I. S. could make
available large credits and support the reichsmark on the
exchanges were disappointed. In the realm of Central Bank
Cooperation, on the contrary, success was limited by the
fact that Central Banks had to move cautiously in support-
ing weak institutions. The chapters on clearings (X), the
emergency help (XIII), the gold standard (XIV), and
cooperation (XV) give some indication of the reasons for
progress made and for setbacks experienced in certain cases.

The men who outlined the plans could not foresee the
events of 1931 and 1932. They naturally took all the major
possibilities into account and developed a broad program
guided by the Statutes. Thus, all the specific acts per-
mitted under Article 22 were carried out at some time in
the first two years. These were, briefly, as follows:

To buy, sell, earmark, and hold in custody, gold.
To purchase and discount bills.

To buy and sell securities, except shares.

To buy and sell exchange.

To open deposits, make and receive deposits.
To act as agent for Central Banks.

To act as trustee.

NSO~

These operations in various forms and instances made up
the bulk of the business done.

Article 24 hints at new and untried efforts to ease inter-
national transactions. It is one of the suggestions carried
over from the Young Plan which stimulates the imagina-
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tion and points to new ventures. It provides that the
B. I. S. can enter into special agreements to facilitate inter-
national settlements. This paragraph was much discussed
at the Bank. It was quoted during the conferences on
clearing, and whenever foreign exchange questions were
under discussion. It is too vague to indicate just what
might be done, but is specific in pointing out a gap in eco-
nomie institutions and functions.

Article 25 gives a further positive injunction. The B.I.S.
is to carry on its business so as to assure a high degree of
liquidity. This emphasizes once again the similarity be-
tween the B.I.S. and Central Banks, and limits its activi-
ties in the direction of long term loans, or of any attempt to
take on the functions of an investment trust. A hint is
given in the phrasing of the paragraph that liquidity is to
be a relative matter, and adjusted according to the term of
the Bank’s liabilities. In fact, the more usual definitions
might give way to a broad policy if the Bank should secure
a considerable proportion of long term deposits. Otherwise,
the ninety-day tradition would be presumed to hold for a
large part of its assets so the Bank could be ready to meet
the unexpected, and serve in the sudden crises.

In carrying out these varied tasks the Bank was not to
bring about inflation, at least not through note issues, was
not to upset existing agencies through competition and was
to avoid political connections of all kinds. It was indicated
that the Bank was to avoid all destructive action, and to
add new safeguards by becoming a further bulwark to exist-
ing monetary systems. The possibility of going beyond this
field of action is held out in the permission to float bonds,
although the demands of long term credit did not har-
monize easily with the express mandates to the Bank.

PromiBITIONS

Article 26 outlined a number of things which the Bank
could not do. It prohibited note issue, accepting bills, ad-



46 THE BANK FOR INTERNATIONAL SETTLEMENTS

vances to governments, accounts in the name of govern-
ments, acquiring predominant interests in business under-
takings and dealings in real estate.

Public opinion was apt to attach considerable importance
to the statutory limitation. Closer examination, however,
shows that much was left which the Bank could do. The
prohibition of note issues was essential. It was out of the
question for a detached and inexperienced organization to
have the right to create purchasing power without the spe-
cial responsibility of safeguarding a particular economic
system, or the checks and powers that come with the close
link to the financial policy of any one fiscal system. The
prohibition of acceptances was, on the other hand, of no
great significance. It was a concession to those interests
which feared competition and was in line with long estab-
lished Central Bank policy. It did not deprive the B. I S.
of any essential function.

The further restriction, forbidding loans to governments
was one which saved the Bank from embarrassing prob-
lems.* It would have been impossible to lend to any one
government without at once opening the question of aid to
all other countries. Any government which could secure
a large loan from the B.I.S. would thereby gain a power
over the Bank which every other state would be anxious
to equal. Any such transactions would be counter to the
essential aims and spirit of Central Banking—that is, the
determination to protect monetary standards as far as
possible from political influences.

The Statutes did not prevent the Bank from handling
treasury money, but it was held as “Central Banks for the
account of others.” It was the responsibility of the Central

‘In 1931 the complicated adjustment of the “Hoover Debt Holiday”
to the New Plan led to nominal transactions which had no economic mean-
ing. In 1931 the relending of unconditional payments to the German
railroad was to preserve the principle of continuity. The French position
was that the funds were reloaned by France and the other creditors and
the B.I.8. merely executed these transactions.
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Banks and did not occasion direct dealings with government
officials. Most of the funds under this heading during the
Bank’s first year were sums accumulating in anticipation of
the half yearly payments to the treasury of the United
States.®

In agreement with the spirit of codperation and public
service which was intended to guide the Bank, it was urged
to avoid competition with existing institutions and pre-
dominant interests in any business concern. In practice, in-
direct competition could not be avoided entirely, but the
intention expressed was a clear guide to the Bank in deter-
mining more exactly its functions, and to a eertain extent,
its methods of procedure. The further restriction against
holding real estate is one of minor importance, and not
likely to affect the B. 1. S. in any significant way.

These precise admonitions and prohibitions in the Stat-
utes have stood the test of the first months of the Bank’s
activities. It is obvious that they have not narrowed its
work too much. Many tasks were left: the development of
coOperation as a long run proposition, the clearing of rep-
aration and debt funds, and assistance in special emergen-
cies. Moreover, the steady progress of the first year is ample
proof that the B.I1.S. was saved from the worst dangers
and pitfalls which surrounded it. The Statutes formed, in-
deed, a very useful chart for mapping out the progress of
the new Bank. The Directors and Management found them
sufficiently inclusive, and at the same time really suggestive
of the course to be followed.

DirectioN AND CONTROL

Other indications of the most effective line of progress
were to be found in the influence exerted by the various
groups having a voice in its plans or a right to check its
development.

Control was vested in four groups. In the first place the

® See infra, Chapter VII, for an analysis of Bank statements.
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seven founding governments had definite treaty rights in
connection with the Bank. Then, within the limits pre-
scribed, the representatives of Central Banks and the other
Directors from participating countries determined the poli-
cies and programs and were called on to approve the specific
acts. In addition to this each Central Bank could veto any
operation in its own currency.’ Finally, there was a fourth
group, the Managers themselves, who guided the Bank
in its daily work, and by their knowledge of all its
business exercised a predominant influence upon its devel-
opment,

This complicated system of restraints was unusual in the
banking world. No Central Bank was under such definite
restrictions with the possible exception of the Federal Re-
serve System. In any case, however, the technicalities ap-
peared more formidable than they actually proved to be.
Thus, in the first two years of the B.I.S. there was no in-
stance of the use of the veto power given to Central Banks.
Governments did not interfere in any way with the conduct
of its affairs. The Board of Directors, following closely the
work in Basle, gave valuable advice, but the link between
the Managers and the Board was so close, the aims so well
adjusted that there was no sharp conflict, no need for a
reversal of policy, or change of program. The actual work-
ing situation was, therefore, not unlike that of other banks.

The composition of the Board of Directors was a factor
which was bound to influence the course of the Bank in the
long run.” The two outstanding features were the predomi-
nance of reparation countries, and the fact that representa-
tives from outside Europe would be at a disadvuntage. The
first situation resulted from the granting to both France

and Germany one extra Director for the duration of the
® The Statutes, Article 28.
" Three new Directors were elected in May 1931. They represented

the Central Banks of Holland, Switzerland, and Sweden. See infra,
Chapter JX.
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New Plan." Moreover, Directors from the founding coun-
tries, all concerned in Reparation, had the extra advantage
of being able to send alternates to the Board meetings.
Other Directors, subsequently elected,” had to turn over
their votes to some one who would be present at regular
meetings, and could not send temporary representatives.
Since the meetings of the Board must be held ten times a
year, a representative from South America, for instance,
would probably be forced to reside in Europe or to give his
proxy to some one else at some of the regular meetings.

These provisions had two disadvantages. For one thing
they may have tended to keep alive the animosities and bit-
terness arising from the war. In addition to this they
tended to develop political blocs within the Board of the
Bank. It would be difficult for the more distant non-repara-
tion countries to have any influence unless they could unite
with those Directors who were both historically and geo-
graphically closer to the Bank. Moreover, the right to be
represented on the Board of Directors, open to three other
Central Banks, would perhaps be shifted from country to
country at the time of new elections, in order to stimulate
interest. The original group, on the other hand, would more
easily build up the experience and power that comes with
continuity of office. None of these arrangements exerted
any harmful influence during this early period, but were
held by some to involve potential dangers.

There were advantages arising from these conditions.
The Bank was assured a certain continuity. It was certain
to have the Governors of the Banks of France, Germany,
England, Belgium, and Italy represented at most of its
meetings. Even if the Governor should send an alternate
his own view would be expressed and his policy continued.

* “The New Plan” was the official name for the Plan which came into
force in May 1930. It included the “Young Plan” and the “Hague
Agreements.”

® See The Statutes, Article 28.
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This small and closely codrdinated group could probably
work together to better advantage than a larger and more
rapidly changing Board. In any case, there was little like-
lihood of an early revision of the Statutes.

It is interesting to note that the wish of the administra-
tion in Washington to keep clear of the Bank *° led to a
possible increase in the authority of a group of private
banks which subscribed to the shares of the B.I.S. This
power was not at once evident but it was apt to increase
with the development of the Bank. In 1930 the larger part
of the Bank’s deposits were in New York, and most of its
investments were in dollars. It is inevitable, therefore, that
the representatives of American banks should have as much
to say in the running of the B.I.S. as the Governors of
some of the larger Central Banks charged with the protec-
tion of public welfare. It is true that the Federal Reserve
had the power to veto operations in America. It is also true
that the Bank was operated on principles which met the
approval of those in charge of the Federal Reserve. Never-
theless, the power centered in the American market was not
properly balanced by responsibility for the B.I.S., and the
semi-public Federal Reserve System did not have the au-
thority in the council of the new Bank which its potentiali-
ties demanded.

These controls were in a sense negative signs of the field
of activity. Even after the resources had been appraised
and the Statutes and directing influences taken into account
a further search had to be made to determine the methods
and procedures which could be adopted. Unfortunately
there were no clear patterns which could be followed.

BaNkiNG TRADITIONS

A comparison of the Bank with those organizations which
were most like it makes it plain that although it was fre-
quently called a “Super-central Bank” it differed from

*®See infra, Chapter V.
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Banks of Issue in many vital characteristics. Moreover, the
B.1.S. was very different from commercial banks and it
had little or nothing in common with less specialized inter-
national organizations. Both the legal and economic char-
acteristics were unusual.

Thus in comparing the Bank with Central Banks it is
evident that they possessed a number of powers denied to
the B.I.S. The most notable of these was the ability to
issue notes. Further than this, their rate-setting function
formed the corner stone of their control of credit. The Bank
in Basle was prohibited from setting any such decisive
rate.’> Moreover the open market possibilities of the Cen-
tral Bank in its own country could exert a powerful influ-
ence whereas the B.I.S. was hampered by its limited
resources, the exchange risk, and the veto power from en-
gaging in a strong action in this realm. Then, the relation
of the Central Bank to the government made possible, on
the one hand, rapid inflation and, on the other, prevented
any possibility of insolvency. In general the stronger Cen-
tral Banks were very free as to the nature of their invest-
ments, and the type of operation undertaken. The B.I.S.,
in contrast to this, was limited and restricted in a number
of ways. The significant similarity between the new Bank
and Central Banks, was their common aim to serve the pub-
lic good through increased stability, lessened friction, and
the prevention of sudden shocks to the economic system.

Even though it was unlike Central Banks it differed
markedly from commercial banks as well. The B.I.S. was
a private business undertaking but it was unlike the other
private banks in origin, in structure, and in the fundamen-
tal aims which were to be followed. It did not have at its
disposal the same methods of doing business.'® The origin
and structure, dependent on the special international forces
which brought it into existence, require no further com-

** This prohibition is in the Young Plan and not in The Statutes.
12 See The Statutes, Article 25.
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ment. The peculiarities of aim and method are less obvious
but very much more important.

Then, in the third place, the Bank was an international
organization but it differed very much from its neighbor,
the League of Nations. The League was a political instru-
ment, whereas the Bank was private and as far as possible
free of government interference. The League Finance Com-
mittee was in a position to consult and advise, but in many
cases it could not carry out the actions which it prescribed.
The Bank, on the other hand, had to follow up its theory
by action. It was not designed primarily as a research
organization or a consultative body; the only theories that
were significant were those made effective by action in
regard to money rates, loans, or exchange operations. Fur-
thermore, specialized tasks and obligations limited it to one
realm of activity, whereas the League could enter any field
of economics, hygiene, law, politics, or other branches of
human activity.

The two organizations were similar in that they must
both build up a loyalty and esprit de corps which would
weaken nationalism and establish a sense of unified aim.
They had the advantages and disadvantages of drawing
their personnel from a number of countries. Their choice
was wide, but on the other hand each Manager, or Head
of Department must be expatriated from his own country
for a while. There would always be the question as to
whether the organization could hold its best officers. These
difficulties might have seemed very serious in the abstract,
but in actuality, both organizations were able fairly quickly
to develop a spirit of their own, and to draw and hold able
men."’

Other points of similarity and difference between the
Bank and existing organizations are important in apprais-

** The salary scale for the Bank was high compared with European
scales. The President received $50,000.00 a year, his alternate $40,000.00,
and the General Manager $30,000.00.
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ing the Bank, and in forming a judgment of its later pos-
sibilities. When the many peculiarities are realized it be-
comes obvious that the future of the Bank is hard to
predict.

These peculiarities emerge from a closer study of the
Bank’s history and are evident in all the documents from
which it sprang. The essence of the new venture, however,
must be sought not in these documents but in the spirit of
the men in Paris and Baden-Baden. They saw the prob-
lems of adjustment and the limits to its powers, and yet in
spite of these difficulties they conceived of a new kind of
monetary coOperation. At an opportune moment an un-
usual combination of circumstances made possible an ex-
periment which the world would probably not have tried if
there had been no reparation payments. Here was the first
hope of a widespread and effective influence for coérdinat-
ing monetary policy. Here was the first step in preventing
international economic crises.

CoNCLUSION

The influence of the Bank must come from its leadership,
from its position as a central point in the many fluctuating
relationships. It was impossible for it to exert power merely
because of the size of funds, or the mechanical pressure it
could put on markets. It could negotiate and cooperate in
loans, it could call together representatives of large mone-
tary powers, but it must not rely on its own funds or ma-
chinery. Its moral influence could be great, its timely inter-
vention critical, but the lack in resources, relative to its
need, would have to be offset by great vigilance and judg-
ment. In a certain sense it can be said that a Central Bank
is never wrong. It can always maintain its own solvency
and even its own earning power by inflation or by other
methods at its disposal. In the same sense it might be said
that the B. 1. S. could always be wrong, since it would be
dealing with varying and conflicting forces, and could
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neither compel acquiescence nor harmonize differences.
The road must, therefore, be long and difficult, and only the
need could justify the daring nature of the attempt.

The astonishing thing was that this abstract plan, out-
lined in the Statutes, conditioned by limited funds, and
hemmed about by various controls, actually worked. The
group of bankers and economists who conferred together in
Basle in the spring of 1930 found a new invention traced
on paper, with working parts vaguely specified according
to a new untried pattern, and yet in a few weeks they had
set the machine in operation; it functioned smoothly and
without interruptio