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FOURTH ANNUAL REPORT

TO THE GENERAL MEETING OF THE
BANK FOR INTERNATIONAL SETTLEMENTS
BASLE, May 14, 1934,

Gentlemen:

! have the honor to submit herewith, as required by the Statutes, the Annual Report
of the Bank for International Settlements for the fourth fiscal period, beginning April 1,
1933, and ending March 31, 1934:

These twelve months have been striking ones in the financial history of the modern
world. They have witnessed the dramatic episodes in the United States of America,
culminating first in the abandonment of the gold standard, with its worldwide economic
and monetary repercussions, and then, after a series of novel currency experiments,
and a profound change in the banking and central banking structure, in the devaluation
of the dollar and a qualified return to the standard abandoned. They have withessed:
the high hopes aroused on every continent by the convocation of the London Monetary
and Economic Conference, which was to find joint solutions for financial ills and economic
difficulties and to prepare the way for a reconstituted international monetary system —
hopes which were dashed to the ground when this vast assembly met and promptly
discovered that it was either in disaccord on fundamentals (especially as regards
eatly currency stabilisation) or, if in agreement on some fundamentals (for example on
the economic side), in disharmony as to the ways and means of reaching the agreed
objectives. They have witnhessed, as a consequence, the formation, in the monetary
field, of the '‘goid biloc”, determined to preserve the status quo in their monetary
.system based on the classic gold standard, and in the financial and economic field, a
retreat from the direction of internationalism toward a self-reliant, self-contained but
ominous nationalism. In international financial and monetary relations the twelve months
have seen a series of retrograde developments — more moratoria, more transter impedi-
ments, more artificial clearings, more gold hoarding than during any year on record,
more conversion of foreign balances and their repatriation into the home currency, or

“in gold, by private and central banks, an almost complete cessation of new long-term
lending abroad and a further limitation or reduction of the volume of short-term credits.
But in the national field, marked progress has been made. Indeed, as world conditions
stand to-day, it may welt turn out that the shortest, though hardest, route back to the
healthy and stimulating financial and economic internationalism which existed almost
unnoticed in so widespread a degree before the war will be found to pass first through
an area of nationalism, in which each country endeavors to liquidate the past by its
own efforts and strives for national reconstruction by isolated endeavor. In a con-
siderable number of countries, national indices have begun to show signs of improve-
ment: a recovery in industrial production, a great decline in unemployment, a brisker
movement of goods fo consumers, a strengthening in raw material prices, a lowering
of the rates at which credit and capital are available, a firmer tendency on the stock
markets, and an adjustment of production costs and prices — in other words evidences
that equilibrium is being gradually reestablished thanks to thousands of individual
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economies and efforts, and fo those deep forces which determine the cyclical movements
in economic life. Important, extensive and successful internal public debt conversions
have been effected in many quarters of the globe, such as Italy, Australia, Holland,
Belgium and Japan. The domestic banking structure has been submitied to extensive
modification and review in many markets. A half dozen countries have created or are
in course of creating for the first time central banks. for the regulation of credit, the issue
of notes, and the pooling of private bank reserves. In Great Britain, a budgetary surplus
and equilibrium in the international accounts have been attained. In the United States,
reform and recovery are being simultaneously essayed with boldness and authority.
In France, the problem of the public finances is being grasped with a vigorous hand.
In Germany, unemployment has been greatly diminished by aggressive effort. Some
progress has been made in several nations, commonly called debtor, in clearing up blocked
currency positions by the issuance of scrip employable for exports, or by consolidation
schemes, as has occurred on a large scale in the Argentine. The instances of national
improvement to date could be multiplied, but it would be necessary, in order to keep a
proper perspective, to indicate in how many cases this slow restoration of a degree of
internal equilibrium has been realised in part at the cost of one’s neighbor, sometimes
by deliberate reduction of imports, sometimes by the disregard of contractual obligations,
and nearly always by the erection of barriers to restrict the free movement of goods and
capital across the frontiers. Reconstruction by the process of seif-preservation is painful;
but once the method of individual national restoration has borne fruit, and a sound
recovery seems attained, especiallyin some of the great consuming and capital markets,
a new basis will have been laid for the resumption of normal international relations.
Prosperity cannot be penned up in any one region. Just as bad economic or financial
conditions in an important area cause injurious reactions throughout the world, and
rapidly — as the past has shown —, so an improved situation in a given land will
inevitably be of benefit to cther parts of the world, although its spread is customarily
less swift. This much at least the international mind has grasped from the events of
the recent years and the deliberations of the Lendon Conference, namely, that the world
-is financially and economically interdependent in fact, that the problems of one are the
problems of the other — witness unemployment — and there has come to be a much
fuller understanding of the close inferconnection between economic, monetary and
financial questions, domestically and externally.

While the twelve menths period has witnessed, therefore, the further growth of
nationalism and a seeming check in international efiort, nevertheless in one important
problem in the international realm the year has seen slow but sure progress toward the
general acceptance of the views expressed by the Board of Directors of the Bank for
International Settlements on July 11, 1932, to the effect that “‘the gold standard remains
the best avaifable monetary mechanism' and that its reestablishment between the nations
is a necessity. At first glance, this statement that there has been progress may seem
paradoxical when one observes that aithough nearly two years have elapsed since the
Board's resolution, an infernational monetary system based on gold is still wanting. But
on closer analysis it is evident that there has been a real advance on the part of public
opinion, on the part of governments, and on the part of Central Banks in appreciating
how indispensable is the restoration of the gold standard — an opinion which by no
means implies that continuous efforts are not and will not be necessary and desirable
with a view to improving its functioning and to correcting its demonstirated defects. The
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London Conference reaffirmed the essential position of gold in the monetary system,
and the representatives of the 64 countries agreed in their Report dated July 27, 1933,
that ‘'it is in the interest of all concerned that stability In the monetary field be obtained
as quickly as practicable’” and that “'gold should be reestablished as the international
measure of exchange values, the time and parity being for each country to determine'.
The important group of business men which assembles in the International Chamber of
Commerce unanimously approved a resolution in March 1934, also calling for the
stabilisation of currencies without further dslay and the restoration of a monetary system
based on gold. ltisindeed significant that the monetary authorities in countries such as
Great Britain and the United States (among others), where there has been much dis-
cussion about altering the basis of the monetary system, should today be the posses-
sors of greater gold reserves than either have ever held in their entire history. And when
Czechoslovakia and the United States chose to devalue their currencies, the new parities
established were not only fixed in relation to gold, but the pre-existing application of
the gold standard was continued with little modification in the former case, though
considerably modified in the second. As for the widespread popular belief in gold, this
has been only too clearly visible during the last twelve months from the vast hoarding of
the metal itself. There is no evidence of the authorities in any nation showing the
slightest distrust of the position which will continue to be assigned to gold in the future
monetary system, aithough there is of course a general desire that such improvements
should be made in the working of the standard and in the relationships between the
markets and the central banks as may be found to be practicable.

The Bank for International Seitlements has followed closely, or participated in,
or been directly affected by, all the manifold incidents in the financial and monetary
domain during the year under review, of which some have been mentioned above, and
others will be referred to below. In particular, it has devoted time and thought to
ways of improving the future operation of the international gold standard. In this
connection, it took an active part in the deliberations of the London Conference,
to which it was invited to send a representative in an advisory capacity, — parti-
cularly in the committees which examined this vital question, These committees
more nearly reached unanimous technical agreement as to how this question should
be dealt with than has been commonly recognised, because their findings were
eclipsed by the failure of the Conference to reach decisions on the more immediate
larger issues which were before it. Throughout the active year, the monthly gather-
ings of the Governors and Directors in Basle have proved of inestimable value in
permitting them to follow together the swift changes that have occurred, and
currently 1o exchange counsel and opinion concerning the new difficulties and pro-
blems which have arisen, as to their reactions in the respective markets, and as
to the best methods for coping with them. On the material business side, the activities
of the Bank have decreased in volume, because deposits have fallen as the natural result
of the continued currency chaos, intensified by the experimentation with the dollar
which caused an immediate shrinkage of 200 million Swiss francs in deposits, and as
-a normal consequence of growing nationalism; but the realised net profit for the year
is but a little lower than for the third period. As regards the functions of the Bank as
" Trustee for international loans, they have been unusually arduous in a time of defaults
or incomplete fulfilment of the provisions of loan contracts, to which aflusion will be
made bhelow,
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After a year of stress in monetary affairs, the Bank for International Settlements
fooks forward with faith and fortitude. At no period has it been so continuously in
touch with the ever changing financial problems of the world markets at almost every
point. During no time have so many proposals been made by publicists, bankers and
men of affairs of various nationalities as to the possible lines of activity or utility to which
it might address itself in the domain of financial reconsiruction and monetary science.
From the experience to date, one conclusion is perfectly clear, without in any way excluding
the many opportunities for service in other directions, namely, that the international
monetary system based on gold, which is bound to be reinstated, needs, if it is
to operate more successfully than heretofore, a common center of contact, of
counsel and of collaboration, in order that it may be International in fact as well as
in name. The truth is that since the war there has been anarchy in the international
operation of the gold standard in that, speaking broadly, each country ¢onsidered that the
mere fact that its currency was tied to gold with efiective gold import and export points
was all-sufficient to make it part of the international system, and that in every other respeact
it could freely disregard its neighbors and the effect upon them and their currencies
of a succession of violent changes in tariff policy, in credit policy, and even in the gold
content of the national currency itself. In reality, therefore, the policies followed have
been local and isolated, as distinguished from collaborative, and even more than
that, they have frequently overlooked the fact that a successful national policy in currency
matters cannot be maintained without regard to its consequences abroad or o the effect
of one’s neighbor's policy upon oneself, because of the mutual interdependence of the
financial, currency, and economic system. Some order out of this anarchy must be
evolved, in the national advantage in the first place, and in the international interest in
the second place. Some rules of the gold standard must be established, recognised, and
followed, and some common agency must be used to permit coordination. The 64 nations
represented at the London Conference unanimously expressed the view that *'the Bank for
International Settlements constitutes an essential agency designed t¢ harmonise con-
flicting views and for joint consultation. This instrument should continue to be employed

. and should continuously examine the application and principles of the working
of the gold standard and study such modifications thereof as experience may prove
desirable’'.

The Report that follows deals with some of the monetary questions of the future,
with the London Conference and the Bank, with developments in central banking during
the year, the supply and movement of gold, the situation as regards international short-
term credits and the frend of interest rates, with the special developments at the Bank
on its business side including the new feature of ‘‘gold deposits’’, with its activities as
Trustee or Agent under international agreements and interpational loans, and as a
center for central bank collaboration, as well as with certain other factors of a financial
and monetary character that have developed during the year under review.



. THE BANK AND THE MONETARY PROBLEMS
BEFORE THE LONDON CONFERENCE.

The Bank for International Seitlements was invited to name two members to that
section of the Preparatory Commitiee which was to prepare the monetary questions
for the Annotated Agenda of the World Monetary and Economic Conference, and it duly
accepted this invitation. The Bank was further invited to send two persons to the Confer-
ence itself, who were to serve in a consultative capacity. In view of the fact that seven
members of the Board of Directors attended the Conference deliberations in one capacity
or another, it was determined to designate one representative only, who served as
rapporteur for the syb-committee on permanent measures for the reestablishment of
an international monetary standard. Whereas the Conference made no headway on the
monetary problems before it relating to the immediate, or at least temporary, stabilisation
of the principal currencies, nevertheless it led to two major steps in the monetary sphere.
in the first place, the events which occurred during the proceedings brought about three
formal declarations of contemporaneous monetary policy, not only of historic impor-
tance, but so vita! for an understanding of the year’s currency developments that they
will be given below; they were, the June declarations by President Roocsevelt of the
then monetary policy of the United States ; the pronouncement made by the **gold bloc"
at the time of its creation in July, which led to the prompt conclusion of collaborative
technical arrangements between the Central Banks of the countries concerned with a
view to making effective the common policies of their respective governments; and the
declaration also made in July by the nations of the British Commonwealth, which neces-
sarily carries with it implications for the rest of the sterling area. Secondly, in the matter
of fixing some of the framework of a long-range monetary policy for the world in general
after the immediate difficulties shall have been surmounted, the sub-committee of the
Conference on permanent measures achieved a considerable measure of progress by
reporting five resolutions which the Conference adopted,

The first of these resolutions called for currency stability as rapidly as possible
in the interest of all concerned. The second declared that gold should be reestablished
as the international measure of exchange values. The third dealt with measures
for economising gold and securing its maximum utility. It recommended, therefore,
against the internal circulation of gold coins or gold certificates, stating that the
primary object of gold in the monetary system was to meet international payments.
With the same view to economy of gold, and greater elasticity in its use, the resolution
urged that the minimum ratio of gold coverage should be altered from the habitual
one third to not more than 25 per cent. The fourth resolution advanced a step beyond
the methods for economising gold; to ways of improving the operation of the gold
standard itself by concerted action. |t stated that for this pupose central bank colla-
boration was necessary (which presupposed the existence of a Central Bank in every
developed country); and it expressed the view that the Bank for International Settle-
ments shouid play an increasingly important part as an instrument for common action,
The fifth resolution then dealt with some of the fundamental aspects of the functioning
of the gold standard about which the Central Banks were to collaborate. The resolutions
contained the following statements of agreement:
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That it is in the interest of all concerned that stability in the international monetary
field be attained as quickly as practicable.

That gold should be re-established as the international measure of exchange
values, time and parity being for each country to determine,

(1) That under modern conditions monetary gold is required not for internal
circulation but as a reserve against Central Bank liabilities and primarily to
meet external demands for payments caused by some disequilibrium on the
foreign account. li is consequently undesirable to put gold coins or gold certi-
ficates into internal circulation.

(2} That in order fo improve the working of a future gold standard greater
elasticity should be given to Central Bank legal cover provigions; for instance,
in so far as the system of percentage gold cover is applied a minimum ratio
of not more than twenty-five per cent. should be considered as sufficient ; similar
elasticity should be achieved by appropriate measures where other systems
are applied. However, such changes must not be taken as an excuse for unduly
building up a larger superstructure of notes and credits; in other words the
offect of this resolution should be to increase the free reserve of Central Banks
and thereby to strengthen their position.

The Conference considers it to be essential, in order to provide an inter-
national gold standard with the necessary mechanism for satisfactory working,
that independent Central Banks with the requisite powers and freedom to
carty out an appropriate currency and credit policy, should be created in such
developed countries as have not at present an adequate Central Banking
institution.

The Conference wishes to reaffirm the declarations of previous confer-
ences with regard to the great utility of close and continuous co-operation
hetween Central Banks. The Bank for International Settlements should play an
increasingly important part not only by improving contact but also as an
instrument for common action.

(1) The proper functioning of the gold standard requires in the first place
the adoption by each individual Central Bank of a policy designed to maintain
a fundamental equilibrium in the balance of payments of its country. Gold
movements which reflect a lack of such an equilibrium constitute therefore an
essential factor in determining Central Bank policy.

(2) Gold movements so far as they seem to be of a more permanent
character should normally not be prevented from making their influence felt
both in the country losing gold and in the country receiving gold.

{3) While gold should be aliowed freely to flow out of and into the countries
concerned, Central Banks should always be prepared to buy gold at a publicly
announced flxed price expressed in their currency, and to sellzgold at & publicly
announced fixed price, expressed in their currency, the latter at least when
exchange rates reach gold points.

(4) Central Banks should obtain from their markets the fullest possible
information concerning the demands that might be made upon their reserves.
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(5) Since as already stated under (1) the proper functioning of the gold
standard requires in the first place the adoption by each individual Central
Bank of a policy designed to maintain a fundamental equilibrium in the balance
of payments of its country, the discretion of each Central Bank in regulating
the working of the gold standard in its own country should remain unimpaired.
Central Banks should, however, recognise that in addition to their national
task they have also to fulfil a task of international character, Their aim should
be to coordinate the policy pursued in the various centres in order to contribute
towards the satisfactory working of the international gold standard system.

Moreover, they should endeavour to adapt their measures of credit regul-
ation, as far as their domestic position permits, to any tendency towards an
undue change in the state of general business activity. An expansion of general
business activity of a kind which clearly cannot be permanently maintained,
should lead Central Banks to introduce a bias towards credit restriction into
the credit policy which they think fit to adopt, having regard to internal conditions
in their own countries. On the other hand, an undue decline in general business
activity in the world at large should lead them {o introduce a bias towards
relaxation.

In pursuing such a policy the Central Banks will have done what is in their
power to reduce fluctuations in business activity and thereby aise undue fluc-
tuations in the purchasing power of gold.

(6) With a view to arriving at an agreed interpretation of the data revealing
the tendency of developments in general business activity, and an agreed policy,
Central Banks should consuli together continuously, each Central Bank in
case of difference of opinicn, acting on its own judgment of the situation. The
Bank for International Settlements constitutes an essential agency for Central
Bank action designed to harmonise conflicting views and for joint consultation.
This instrument should continue to be employed, as far as possible, for the
realisation of the principles set forth in the present note. It should continuously
examine the application of the principles of the working of the gold standard
and study such modifications thereof as experience may prove desirable.”

All the foregoing resolutions with respect fo permanent principles of monetary
policy, which are in effect reaffirmations or elaborations of the Board's declaration on
an international monetary system adopted in July, 1932, were unanimously adopted by
the full Conference, except that the delegates from the United States of America stated
that they considered the discussion of the fifth resclution then to be premature, but that
the Federal Reserve System would be ready at the appropriate time to take up with other
"Central Banks and the Bank for !nternational Seftiements the problems of a technical
character raised thereby. The fifth resolution is of course of prime significance. it marks
a definite advance by publicly stating some of the essential rules of the application of
the gold standard. Any such rules cannot be inflexibly binding, in a legal sense; for
monetary policy is a living, dynamic thing and must be reexamined from time to time in
the light of progressive experience and changing economic and world conditions. Yet,
as a guiding declaration on certain agreed aims and methods, the last resolution, if
accepted and applied by Central Banks, opens the way to a much more efficient operation
of a monetary system.
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The Annotated Agenda provided for an examination of the gold exchange standard
and the modifications necessary to cure its revealed shorfcomings. The sub-commitiee
of the Conference considered that a further study of this problem should be referred to
the Bank for International Seittements. As and when effective progress is made in the
international restoration of the gold standard itself, it will be possible for the Bank to
deal with the subordinate topic of the future working, on a restricted, conirolled and
centralised scale, of the gold exchange standard, which is especially helpful to certain
types of economies, and in permitting and hastening their participation in an inter-
national standard, when resumed.

While dealing with permanent monetary policy and the functions and position of
the Bank for International Settiements, the President of the Austrian National Bank,
who was Chairman of the sub-committee on permanent measures, drew attention, as
the committee minutes record, — *“to the fact that a number of Governinents had not yet
acceded to the agreement concluded on 20th January 1930, between the Governments
of Belgium, the United Kingdom, Canada, Australia, New Zealand, the Union of South
Africa, India, France, Germany, Greece, Waly, Japan, Poland, Portugal, Roumania,
Czechoslovakia and Yugosiavia. Article 10 of the agreement, which was substantially
reproduced in the charter (granted by Switzerland} of the said Bank, read as follows:

*The Bank {for International Settlements), its property and assets, and
also the deposits or other funds entrusted to it, on the territory of, or dependent
on the administration of, the Parties shall be immune from any disabilities and
from any restrictive measures such as censorship, requisition, seizure or confis-
cation, in time of peace or war, reprisals, prohibition or restriction of export of
gold or currency and other similar interferences, restrictions or prohibitions.’

“In view of the fact that the Second Sub-Commission, on the Sub-Committee’s
proposal, had adopted a resolution on the function of the Bank for International
Settlements, it would be well o remind Governments which had not yet acceded
to that agreement of the desirability of as many countries as possible acceding to it.
A letter on the subject would be addressed by the appropriate body to the Govern-
ments concerned.”

In the interim since adjournment, the Secretary General of the Conference com-
municated this extract from the minutes to the Governments represented at London
which had not already accorded the above-mentioned immunities to the Bank for Inter-
national Settlements, These immunities when granied to the common agency, are in
fact granted to all the Central Banks of the world, for the reason that each Central Bank
can secure for itself the advantage of them by effecting its operations through the central
agency. The conception that the reserves of Central Banks when held abroad shouid
be granted special immunities and privileges has for a long time been a matter of agree-
ment between central bankers. The generalisation of such a measure constitutes a con-
crete step in the direction of mutual collaboration, of strengthening the operation of an
international monetary system, and of encouraging the creation of a gold settlement
fund and the centralisation of foreign devisen held by Central Banks. So far the
following nations have responded to the letter of the Secretary General of the London
Conference by granting the immunities in question or by stating that they are prepared
to grant them and are in course of taking the necessary steps :(— China, Danzig, Esthonia,
Holland, Hungary, Luxemburg. Several other states have reported that the matter is under
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favourable consideration and that a definite answer wiil be given |later. The United States
of America in November 1933 replied that the grant of the immunities was not in accord
with the then existing orders concerning the import and export of gold, but that when
circumstances changed they would be ready to reconsider their position.

While these subjects, primarily of a technical character, were being dealt with in
the committees, decisions of moment were being taken outside the Conference by groups
of countries which separately met to state their position or views on monetary matters,
as they were indeed obliged to do by the uneasiness of world public opinion when the
Conference threatened to break up because of the failure to agree on immediate measures
in the currency field, due primarily to the unexpectedly changed attitude of the United
States:

On July 3, 1933, the following statement was issued by the representatives of Belgium,
France, Holland, ltaly, Poland and Switzerland, which have been popularly denominated
the “gold bloc":

“The undersigned governments, convinced that the maintenance of their
currencies is essential for the economic and financial recovery of the world and
of credit and for the safe-guarding of social progress in their respective countries,
confirm their intention to maintain the free functioning of the gold standard in
their respective countries at the existing gold parities and within the framework
of existing monetary laws. They ask their central banks to keep in close touch
to give the maximum efficacy to this declaration.”

In order to demonstrate that this was no idle diplomatic gesture, five days later
the Governors of the Central Banks of the six nations concerned met at the Bank of
France, with the President;of the Bank for Iinternational Settlements present as an observer,
to examine those practical measures which could be taken in common to combat exchange
speculation, to protect their respective currencies, and to carry into effect the pronounce-
ment of their Governments. As a consequence of this gathering and of the conclusions
reached, the six exchanges strengthened forthwith, domestic confidence was reassured,
and the gold drain which had commenced was not only arrested, but contrary gold
movements set in immediately. '

After the declaration and action of the gold bloc came a second announcement
of policy of a fundamentally different but remarkable character. This was the joint declar-
ation of the Governments of Great Britain, Canada, India, Australia, New Zealand and
the Union of South Africa, readhering to the statement of monetary principles previously
adopted at Ottawa, but restating the position in detail as follows:

“At the Ottawa Conference the governments represented declared their
view that a rise throughout the world in the general level of wholesale prices was
in the highest degree desirable, and stated that they were anxious to co-operate
with other nations in any practicable measures for raising wholesale prices.
They agreed that a rise in prices could not be effected by monetary action
alone, since various other factors which combined to bring about the present
depression must also be modified or removed bhefore a remedy is assured.

“it was indicated that international action would be needed to remove the
various non-monetary factors which were depressing the level of prices.
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“In the monetary sphere the primary line of action towards a rise in prices
was stated to be the creation and maintenance within the limits of sound finance
of such conditions as would assist in the revival of enterprise and trade, including
low rates of interest and an abundance of short-term money. The inflationary
creation of additional means of payment fo finance public expenditure was
deprecated, and an orderly monetary policy was demanded with safeguards to
limit the scope of violent specuiative movements of commodities and securities,

“Since then the policy of the British Commonwealth has been directed
to raising prices. The undersigned delegations note with satisfaction that this
policy has been attended with an encouraging measure of success., For some
months indeed it had to encounter obstacles arising from the continuance of a
downward trend of gold prices, and during that period the results achieved were
in the main limited fo raising prices in Empire currencies relatively to gold
prices. In the last few months the persistent adherence of the United Kingdom
to the policy of cheap and plentiful money has been increasingly effective under
the more favourable conditions that have been created for the time being by the
change of policy of the United States, and by the halt in the fall of gold prices.

*Taking the whole period from June 29, 1932, just before the assembly of
the Ottawa Conference, a rise in sterling wholesale prices has taken place of
" 12 per cent, according fo the ‘Economist’ index. The rise in the sterling prices of
primary products during the same period has been much more substantial, being
in the nelghbourhood of 20 per cent.

"The undersigned delegations are of opinion that the views they expressed
at Ottawa as to the necessity of a rise in the price level still hold good and that
it is of the greatest importance that this rise which has begun should continue,
As to the uitimate level to be aimed at they do not consider it practicable to
state this in precise terms. Any price level would be satisfactory which restores
the normal activity of industry and employment, which ensures an economic
return to the producer of primary commodities, and which harmonises the burden
of debts and fixed charges with economic capacity. It is important that the rise
in prices should not be carried to such a pitch as to produce an inflated scale
of profits and threaten a disturbance of equilibrium in the opposite direction. They
therefore consider that the governments of the British Commonwealth should
persist by all means in their power, whether monetary or economic, within the
limits of sound finance in the policy of furthering the rise in wholesale prices
until there is evidence that equilibrium has been re-established, and that there-
upon they shouid take whatever measures are possible to stabilise the position
thus attained.

“With reference to the proposal which has been made from time to time
for the expansion of government programmes of capital outlay, the British
Commonwealth delegations consider that this is a matter which must be dealt
with by each government in the light of its own experience and of its own conditions.

“The Ottawa Conference declared that the uitimate aim of monetary peolicy
must be the restoration of a satisfactory international monetary standard, having
in mind, not merely stable exchange rates between all countries, but the deliberate
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management of the international standard in such a manner as to ensure the
smooth and efficient working of international trade and finance. The principal
conditions precedent to the re-establishment of any international monetary
standard were stated, particularly a rise in the general level of commodity prices
in the various countries to a height more in keeping with the level of costs, including
the burden of debt and other fixed and semi-fixed charges, and the conference
expressed its sense of the importance of securing and maintaining international
co-operation with a view to avoiding, so far as may be found practicable, wide
fluctuations in the purchasing power of the standard of value.

“The undersigned delegations now reaffirm their view that the ultimate aim
of monetary policy should be the restoration of a satisfactory international gold
standard under which international co-operation would be secured and maintained
with a view to avoiding, so far as may be found practicable, undue fluctuations
in the purchasing power of gold. The problem with which the world is faced is
to reconcile the stability of exchange rates with a reasonable measure of stability,
not merely in the price level of a particular country, but in world prices. Effective
action in this matter must largely depend on international co-operation, and in
any further sessions of the World Econemic and Monetary Conference this subject
must have special prominence.

‘'in the meantime the undersigned delegations recognise the importance of
stability of exchange rates between the countries of the Empire in the interests
of trade. This objective will be constantly kept in mind in determining their
meonetary policy, and its achievement will be aided by the pursuit of a common
policy of raising price levels. Inter-Imperial stability of exchange rates is facilitated
by the fact that the United Kingdom government has no commitments to other
countries as regards ihe future management of sterling and retains complete
freedom of action in this respect. The adherence of other countries to a policy
on similar lines would make possible the attainment and maintenance of ex-
change stability over a still wider area.

sAmong the factors working for the economic recovery of the countries of
the Commonwealth, special importance attaches to the decline in the rate of

 interest on long-term loans. The undersigned delegations note with satisfaction
the progress which has been made in that direciion as well as in the resumption
of oversea lending by the London market. They agree that further advances on
these lines will be beneficial as and when they can be made.

“The undersigned delegations have agreed that they will recommend their
governments to consult with ons another from time to time on monetary and
economic policy with a view fo establishing their common purpose and to the
framing of such measures as may conduce towards its achievement.”

This important profession of faith on the subject of monetary poficy, made by the
principal countries of the British Commonwealth, and laying emphasis on commodity
price levels and relative stability in the purchasing power of gold, followed the decla-
ration of the gold area laying emphasis on stability in the exchanges. Both were pre-
ceded by the declarations of the President of the United States with respect to the
then objectives of his monetary policy transmitted in two messages to the Conference,
from which the following extracts are presented:






