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Introduction" I
The idea that an "international bank" would facilitate central bank cooperation dates back to the late
19th century. lt was officially revived in the immediate postwar period, particularly at the 1922 Genoa
Economic Conference. ln keeping with the vision of Governor Norman of the Bank of England, the
Bank for lnternational Settlements (BlS), established in 1930 to facilitate the transfer of German
reparations, was also given the mission of "promoting central bank cooperation".5 Since July 1931,
when the Hoover moratorium put an end to reparations, central bank cooperation has been the main
objective of the BlS.'

The 1935 BIS Annual Report asked: "Cooperation on what? With what objectives in view? How?".7
With the insight of 130 years of history, this paper tries to answer three questions: how did changing
international monetary and financial conditions shape the targets and tools of central bank
cooperation? Under what conditions could central bank cooperation flourish? Did a structured
organisation, such as the BlS, make a difference to its effectiveness?

The paper will not discuss the desirability of cooperation. We assume that (i) central banks are
interested in the production of a public good consisting in the stability and efficiency of the
international monetary and financial system, at least insofar as it affects their own domestic economy;
and (ii) that they believe that a certain (if variable) degree of cooperation enhances the likelihood of
maintaining a stable and efficient international financial environment. We take the regular attendance
at the monthly BIS meetings by busy central bankers over the past 75 years to indicate that these
assumptions are not entirely unfounded. Given these assumptions, we focus primarily on the process,
rather than the outcome of cooperation, and we do so from a positive rather than normative
perspective. ln other words, while we recognise that cooperation based on the wrong "model" of how
the economy works or on the wrong analysis of current and future conditions can have perverse
effects, we are more interested in understanding what factors shape cooperation than in the extent to
which it achieves its ultimate objectives. We define cooperation broadly, to include both purposeful
exchanges of information ("low-key" cooperation) and joint decisions and implementation ("highprofile" cooperation)."
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This is a revised version of the paper originally prepared for the BIS 75th Anniversary Conference on "Past and Future of
Central Bank Cooperation" that took place on 27-29 June 2005.
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Article 3 of the BIS Statutes.
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BlS, Sth Annual Reporl, Basel, 13 May 1935, pp 41-44.

Article 3 of the current BIS Statutes, including also the ancillary missions of providing additional facilities for international
financial operations and [acting] as trustee or agent in regard to international financial settlements.

In practice, exchange of information is critical and accounts for the lion's share of international cooperative efforts. The
exchange is aimed at (a) developing a better understanding of different points of view (eg concerning the "model" of the
economy, other constraints on decisions, preferences, intentions, etc) and/or (b) developing a convergence of viewpoints on
the link between policy actions and outcomes (eg about the model of the economy, prevailing and prospective economic
conditions, etc). This definition is broader than the one typically used in the international relations literature, where what is
envisaged is some form of coordination of actions in a game theoretic context (see, for instance, Keohane's (1984) notion of
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custody of gold, monies and securities and the discount of approved bills of exchange" (Sayers
(1976)). At the 1922 Genoa Conference central banking was the subject of profound debates by
economic experts, academics, and central and private bankers. A resolution was passed containing
the first official international recognition of the desirability of formal cooperation among central banks.
In spite of the obvious incentives to cooperate, strained international relations stood in the way. The
war and its settlement had left in their wake a long list of unresolved issues, old and new conflicts of
interest - not least amongst allies - incomprehension, new nationalisms and old ethnic rivalries, and
deeply rooted desires for revenge. As observed by Eichengreen (1992), "so long as governmentswere
at loggerheads, it was unlikely that national central banks could successfully collaborate".
Nevertheless, in the 1920s cooperation among central banks was more explicit than it had been
before 1914 for three main reasons. First, in many countries, the central bank's prestige had been
enhanced by the contribution made to the war effort, while at the same time the prospect of a return to
gold convertibility gave back to central banks the aura of technicalwizardry they had enjoyed before
1914. Second, the backing of the community of central banks, in the form of syndicated hard-currency
loans, was the seal of approval, awaited by the markets, of the sustainability of a country's pledge to
convertibility. Finally, contrary to pre-19'14, cooperation was tirelessly preached and promoted
(understandably primarily pro domo sua) by the heads of the two leading central banks. Montagu
Norman of the Bank of England and Benjamin Strong of the Federal Reserve Bank of New York.

The creation of the BIS
The BlS, as the organisation for central bank cooperation, owes its existence to German reparations.
ln the late 1920s a short window of opportunity existed to try to provide a stable solution to a problem
that had poisoned international relations since 1919. The conferences of Paris, The Hague and Baden
Baden, which gave birth to the BlS, are a good example of how economic cooperation may develop
out of partly converging interests when the international political environment is not poisoned by
unbridgeable divisions.

The main driving force behind the creation of an "international bank", as part of a treaty on reparations,
was the so-called "commercialisation" of the reparation payments, whereby part of the German debt
would be issued in the form of long-term bonds to be subscribed by international private banks and
financial houses. Governments were keen on receiving lump sums up-front rather than payments over
a very long period of time, while private bankers saw a major business opportunity in undenruriting and
managing the operation. The German Government, for its part, considered it essential that a
mechanism be found for a good portion of the reparation payments to be reinvested in Germany.l2

Given that obligations of sovereign states are notoriously difficult to enforce, the creation of an
international organisation such as the BIS was seen as potentially useful in improving the chances of
future payments enforcement (Simmons (1993)). lt could do so, for instance, by overcoming
information asymmetries about economic and policy conditions that might affect the regular flow of
payments and by linking the fulfilment of the debtor's obligations to various incentives, such as the
reinvestment in Germany of part of the proceeds from payments of interest and principal. At the same
time, such an international institution, as the bondholder's Trustee, could facilitate collective creditors'
actions in case of default. More generally, central bank cooperation was also seen as conducive to a
more stable international monetary environment, which would facilitate the fulfilment of both lenders'
and borrowers' contractual obligations.

It is against this background of converging interests that central bankers, led by Lord Norman, also
made the BIS an instrument of their technical cooperation and independence.

A large literature exists on the origins of the BIS; for recent contributions, see Simmons (1993), Baffi (2002) and Toniolo
(2005: 33-60).

destructured international monetary system; diminished central bank power and prestige; and political
(and intellectual) disagreement on how to reform the system of international payments.

In spite of their division among gold standard and non-gold standard countries and of the fact that
what little cooperation existed took place on a strictly bilateral basis, central bankers continued to
appreciate the services provided by the BlS. They kept meeting regularly in Basel, and taking
advantage of the Bank for settling payments and making gold transfers. Besides providing those
services, the BIS stepped up the collection of statistics, its monetary research, and the training of
central bank staff. Moreover, it elaborated and disseminated its own ideas about reforming the gold
standard (it would not consider floating rates as a permanent option).
Can regular personal intercourse and day-to-day technical cooperation be dismissed as irrelevant
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the autarkic context of the 1930s? The answer depends on expectations. lf one believes that
international multilateral cooperation was hardly natural in the first part of the 20th century, then even
the minor exception to the rule provided by the BIS might be seen as a positive development. This is
particularly true if one takes a longer-term perspective. Effective institutions take time to develop. Had
the BIS suffered the fate of other intenruar international organisations, it would not have been available
for central bankers after the war, when more favourable conditions for multilateral cooperation finally
prevailed.

War, 193945
Oddly enough, one can plausibly speak of wartime low-key cooperation among BIS central banks of
enemy countries. As they shared an interest in keeping the BIS alive, central banks cooperated, even
against the wishes of their own governments, to create the conditions for the BIS to survive the war.
Central banks believed that the expertise, networking and assets of the BIS would turn out to be useful
in the eventual reconstruction of the international monetary system, in which they hoped to play a
substantial role. They all also tacitly agreed on the desirability, even in wartime, of an observation post
on international monetary conditions, accessible to all, and of a place where informal, tenuous links
might be maintained even amongst belligerents. This was, after all, the reason why both sides
accepted the existence of neutral countries even in a context of total, unrestrained conflict.

In order to keep the BIS alive during the war, central banks maintained communication lines open
amongst themselves, through neutral emissaries - a form of central bank diplomacy often frowned
upon by their respective governments. As a result, the BIS was the only international organisation to
stay active during the war, trying as best as it could to adhere to a self-imposed neutrality code. This,
however, did not prevent it from making blunders, reproached and used against it at the end of the war
(Toniolo (2005)).

V.

Enhanced central bank cooperation (1950-73)

The BIS emerged from the war a small institution with apparently no or only a meagre future ahead.
Owing to a mix of misinformation and truly objectionable aspects of its wartime conduct, the Basel
institution was strongly opposed by the American Treasury and frowned upon in influential British
circles. The United States fought hard at Bretton Woods for the liquidation of the old "lnternational
Bank", which they saw as compromised with the past, too European in outlook and, in any event,
made irrelevant by the creation of the new twin institutions (the IMF and the World Bank). Central
banks - with the support of Lord Keynes and thanks to the complex legal setting put in place in
1929-30 - succeeded in fending off the assault on the BIS but were themselves too busy with
reconstruction to make much use of their cooperative tool in the immediate postwar years. Moreover,
economic (including monetary) policy was by then in the hands of governments, with central banks in
many countries confined to the role of high-profile departments of the Treasury. In these
circumstances, little central bank cooperation took place in the second half of the 1940s. Nevertheless,
the competent body of international civil servants based in Basel took care of settling the problems
inherited from the war (of paramount importance was the restitution of looted gold), reviving the BIS's
banking activities and strengthening its balance sheet, thus preparing for future central bank
cooperation.
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