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 Extended abstract 

In the history of the international monetary system, the role of international cooperation has been 

deemed as crucial to maintain its stability. Today's central banks are in persistent communication, 

and have conceived a cooperation framework through the existence of short- and medium-term 

agreements, which facilitate the exchange of information, the coordination of monetary policies, 

and the capacity to intervene during turbulent periods. International Financial Institutions (IFIs), 

such as the Bank for International Settlements (BIS) and the International Monetary Fund (IMF) 

have materialized this willingness to cooperate in a more ambitious and multilateral approach. In 

the most recent periods of financial distress, central banks and IFIs have occupied a prominent 

role in averting higher costs to the world's real economy.  

Unfortunately, international monetary cooperation has frequently fell short from 

expectancies. History has rather shown that episodes of central banks' cooperative behavior have 

been the exception rather than the norm. This paper analyzes the role of international cooperation 

during the onset of the Great Depression, one of the most blatant episodes of international failure. 

At the height of the banking and currency crises of the 1930s, central banks were unable to 

collaborate on a systematic and regular basis, and to provide mutual assistance. According to 

(Eichengreen 1992), the interwar period stood in sharp contrast with the pre-1914 period, when 

cooperation amongst central banks emerged as the keystone of the successful gold standard regime. 

Nevertheless, this perspective on the differences between both historical periods has been criticized 

by an increasing number of economic historians.2 As underlined by Harold James (James 2013; 

2016), the 1920s and not the prewar gold standard gave birth to the modern pattern of central bank 

cooperation. While before 1914 central bank cooperation was exceptional and limited to period of 

crisis, during the 1920s central bankers' relations became increasingly frequent and systematic.  

The question that naturally arises, and yet never really properly treated, concerns the 

reasons behind the incapacity or unwillingness of central banks to face the financial meltdown of 

the 1930s. A general consensus in the literature features the embryo central bank cooperation of 

the 1920s as flimsy, succumbing to the Great Depression and to the succession of the banking 

crises that shuttered Europe in 1931(Chandler 1958; Clarke 1967; Eichengreen 1992; Borio et al. 

2008). Historians so far claim that central bank cooperation reached its apex in 1927. At that time, 

and as a consequence of the Long Island summit, the Federal Reserve Bank agreed to cut the 

rediscount rate in order to relieve pressure on the British balance of payments. Furthermore, the 
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French and German central banks even agreed to refrain from implementing any kind of policy 

that could have weakened the sterling for the time being (Eichengreen 1992; Cooper 2008).  

Using new archival material from the major central banks and the BIS, this paper 

demonstrates that the role of the BIS as international lender of last resort was not envisaged in 

1930, when the BIS was supposed to fulfill multiple tasks, including its role as a clearing house, as 

an advisory body and as a reparation agent.3 When the Austrian banking crisis erupted in May 1931, 

the BIS attempted to transform itself into a different type of organization. A major claim in this 

paper is that the BIS lacked of the necessary instruments to deal with the crisis, and did not obtain 

the support from governments to endow it with more gunpower. Nevertheless, the BIS emerged 

as a crisis manager, facilitating the exchange of information, defining the rules and regulations of its 

loans and reducing the time to have access to its own funds but also to those being made available 

by other central banks.   

Our historical narrative focuses on the instruments set up by the BIS aiming at fostering 

cooperation between central banks and contain the effects of the 1931 financial crisis. Empirical 

evidence suggests that before May 1931, the kinds of BIS activities did not diverge considerably 

from previous experiences of central bank cooperation. The great bulk of BIS international action 

was devoted to stabilizations loans while central bankers in Basel conceived a set of tools aiming 

at facilitating credit to the private sector via central banks and to provide medium-term credit to 

the agricultural sector. Nevertheless, from May until September 1931 the BIS struggled to fortify 

and institutionalize its international lender of last resort role and its powers by prompting the 

member central banks to increase the portion of their foreign exchange reserve at BIS disposal. 

Overall, we observe that the BIS emergency loans served to crowd-in other bilateral loans, thereby 

increasing the capacity of central banks to confront the effects of the 1931 financial crisis. Yet, BIS 

effectiveness as international lender of last resort was jeopardized by the fact that some central 

banks' attitudes were driven by domestic interests, dictated by its own governments, rather than by 

a disposition to engage into an institutionalized process of reciprocal assistance.  We present a new 

dataset built from central banks reserves and monthly BIS balance sheets which allows us to 

identify which central banks were more eager to cooperate and the ones which actions were drove 

primarily by selfish interest. We find each central bank's willingness to cooperate was directly linked 

to the potential of the crisis to affect the country – measured by the domestic bank's exposure to 

the crisis country – but also by the political affinity of its government and by its own position in 

terms of reserves to money supply indicators.  
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